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The impact of innovation dimension and marketing intelligence
on the performance of small and medium enterprises in Ghana

Abstract. With small and medium-sized enterprises being vital contributors to economic growth, understanding the
factors influencing their performance is crucial. The purpose of the study was to empower Ghanaian small and medium-
sized enterprises with the knowledge and tools needed to effectively leverage innovation and marketing intelligence,
driving sustainable growth and competitiveness in the evolving business landscape. Utilising a quantitative approach,
200 respondents were surveyed using random sampling. The study utilised dynamic capabilities to substantiate and
explain the social phenomena analysed using the statistical package for Social Sciences and Structural Equation Modelling
techniques. The results indicate that small and medium-sized enterprises stand to benefit from enhancing marketing,
product, organisational, and process innovation to bolster their performance in the competitive landscape. Despite the
acknowledged importance of innovation in small and medium-sized enterprises, empirical studies focusing on specific
dimensions and their impact on performance are limited. This study fills this gap by identifying and analysing the
relationships between innovation dimensions, market intelligence, and small and medium-sized enterprises performance.
By providing actionable insights derived from empirical analysis, the research offers valuable guidance for small and
medium-sized enterprises stakeholders, aiding strategic decision-making and competitiveness enhancement. Moreover,
the study contributes to theoretical development by enriching understanding of how innovation and marketing intelligence
drive small and medium-sized enterprises performance. The practical implications of the findings are significant, offering
small and medium-sized enterprises a roadmap for leveraging innovation and market intelligence to thrive in dynamic
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business environments. Overall, this study enhances scholarly knowledge of the factors influencing small and medium-
sized enterprises performance and provides practical guidance for small and medium-sized enterprises operators,
policymakers, and other stakeholders invested in the success of small and medium-sized enterprises in Ghana

Keywords: product; process innovations; organisation; economic growth

INTRODUCTION
The study highlights the critical link between innova-
tion dimensions and the performance of small and medi-
um-sized enterprises (SMEs) in Ghana, with a particular
focus on the mediating role of marketing intelligence. In
today’s dynamic business environment, innovation is a key
driver of competitiveness and growth for SMEs and plays a
crucial role in increasing productivity, market responsive-
ness, and overall performance. Although the importance
of innovation to SME success is widely recognised, there
remains a significant gap in understanding how different
dimensions of innovation impact business outcomes, par-
ticularly in the Ghanaian SME context.

According to R. Torres et al. (2018), understanding
the role of decision making in intelligence systems is cru-
cial to improving enterprise performance. They identify a
mediator between intelligence systems and performance
and emphasise value creation. Q. Wu et al. (2023) focus on
dynamic capabilities, especially for SMEs in rapidly chang-
ing environments, where marketing intelligence guides
adaptive marketing efforts. Dynamic capabilities involve
resource renewal, distinct from resource picking, enabling
continual adaptation to environmental changes. Dynamic
capabilities, particularly in marketing intelligence, illu-
minate SMEs’ value creation through strategic actions in
response to market dynamics. Research by A.L. Koffi et
al. (2021) underscores the essential role of innovation in
enhancing organisational, marketing, and managerial en-
trepreneurship, emphasising the need for SMEs to adopt
innovative marketing strategies to remain competitive and
improve performance. Additionally, empirical evidence
confirms the association between innovation and SME
performance, with product-service innovation particularly
highlighted for its positive impact on performance.

M. Kuhlmann et al. (2023) emphasise the importance
of innovativeness and intelligence in overcoming environ-
mental uncertainties and achieving success. Innovative-
ness involves proactive and strategic action, enabling en-
terprises to adapt to changes and influence their operating
environment. To withstand market turbulence, enterprises
must nurture innovativeness and exploit market informa-
tion. Superior market intelligence gathering techniques are
crucial for enterprises to analyse, respond to, and alter the
market accordingly. Studies by H. Mbaidin (2024) suggest
that innovative enterprises prioritise exploring new prod-
ucts and market opportunities, often requiring substantial
effort and expenditures, especially for small- and medi-
um-sized enterprises with limited financial and human
capital. Market intelligence is often used in decision-mak-
ing processes to compensate for resource constraints. En-
terprise innovativeness promotes creative behaviours,

active scanning, information exchange, and increased in-
formation flows. Learning and changes facilitated through
market information processing are essential for enterprises
to become more innovative and adapt to dynamic market
conditions. Market intelligence is crucial for enterprises to
convert information into actionable insights, as demon-
strated by S. Sabahi & M.M. Parast (2023). It aids in market
creation, segmentation, investment decisions, and compet-
itive advantage. In emerging economies like Malaysia and
India, customer intelligence acquisition is crucial. Formal
information processes enhance adaptability to uncertain-
ties, especially in marketing (Maghsoudi & Nezafati, 2023).

The mediating role of marketing intelligence on inno-
vation and enterprise performance has garnered consid-
erable attention in the literature. Marketing intelligence,
defined as the systematic gathering, analysis, and dissemi-
nation of information related to market dynamics and con-
sumer behaviour, serves as a critical resource for enterprises
seeking to innovate and enhance their marketing strategies
(Helm et al., 2020). Scholars have highlighted the impor-
tance of marketing intelligence in facilitating the identi-
fication of market opportunities, monitoring competitor
actions, and understanding consumer preferences, thereby
enabling enterprises to develop more effective innovation
strategies (Ranjan & Foropon, 2021). Moreover, marketing
intelligence acts as a catalyst for innovation by providing
insights into emerging trends and customer needs, which
can inform product development and marketing initiatives
(Chintalapati & Pandey, 2022). As such, marketing intelli-
gence plays a pivotal role in shaping enterprise’ innovation
processes and ultimately influencing their marketing per-
formance outcomes.

Many researchers have focused their attention on the
areas of marketing intelligence. Several attempts after the
development of market intelligence construct have been
put in place in the operationalisation of market intelligence
construct. According to S.F. Ahmad et al. (2023), organisa-
tions cannot benefit from the information gathered unless
it is utilised in the decision-making process. Small busi-
nesses prioritise marketing decisions over financial and
human resource decisions. As a result, small businesses
invested more time than their larger counterparts in gath-
ering marketing intelligence.

This study seeks to fill the gap in the literature by ex-
amining the complex relationship between innovation di-
mensions, marketing intelligence, and SME performance
in Ghana. By adopting a quantitative research approach
and leveraging empirical data, the study aimed to analyse
the direct and indirect effects of innovation dimensions on
SME performance, mediated by marketing intelligence.

Economics, Entrepreneurship, Management, Vol. 11, No. 2 ﬂ
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MATERIALS AND METHODS
The conceptual framework of this study evaluated the
relationship between innovation dimensions, market-
ing intelligence and SME performance, as shown in Fig-
ure 1. The study used primary data from SMEs in Greater
Kumasi. During the survey period (January 2, 2024 to
February 3, 2024), 330 questionnaires were distributed
to managers of various manufacturing SMEs and 240

Marketing
Innovation

Organisational
Innovation

Process Innovation

Product Innovation

respondents answered an online survey. After validating
the responses, 200 questionnaires were selected for addi-
tional analysis, of which 40 were found to be inadequate.
To ensure that each sector is adequately represented, 200
manufacturing SMEs were proportionally and random-
ly selected to be included in the sample. The study used
structured questionnaires to collect information from
owners and managers of SMEs.

Enterprise Performance

in SMEs
H10,11,12,13 | 9
Marketing
Intelligence

Figure 1. Research framework

Source: developed by the authors

The survey was conducted in compliance with ethical
standards. All research participants provided informed
consent before data collection. The consent form outlined
the purpose of the research and provided assurances that
all information collected would be treated confidentially
and used only for scientific research. In addition, all partic-
ipants agreed to have their answers published in the public
domain. Questionnaires were distributed to the managers
and owners of manufacturing SMEs. The questionnaire
drew upon prior research conducted in a similar context

to inform its development. Specifically, five items from
the study by S.F. Wamba et al. (2017) were incorporated
to assess marketing intelligence. Additionally, fifteen items
sourced from M. Pancic¢ et al. (2023) were utilised to gauge
the four distinct dimensions of innovation: process, prod-
uct, organisational, and marketing. To measure enterprise
performance, four items were adapted from J.R. Hanay-
sha (2020). Each item in the questionnaire was assessed
using a Likert scale, ranging from “strongly disagree” to
“strongly agree” and can be seen in the Table 1.

Table 1. Example of the questionnaire

Please indicate the extent to which you agree with the following statements using the assigned, likely scale ratings of 1-7, where:

1 = strongly disagree, 7 = strongly agree

Factor 1: Marketing Innovation 1

2 3 45 6 7

Our enterprise renews the product promotion techniques employed for the promotion of the

MI1 current and/or new products
MI2 Our enterprise renews the distribution channels without changing the logistics processes related to
the delivery of the product
MI3 Our enterprise renews the product pricing techniques employed for the pricing of the current and/
or new products
Our enterprise renews the design of the current and/or new products through changes such as in
MI4  appearance, packaging, shape, and volume without changing their basic technical and functional
features
Factor 2: Product Innovation 1 2 3 45 6 7
PI1 Our enterprise develops new products with technical specifications and functionalities totally
differing from the current ones
P12 Our enterprise develops novelty for current products leading to improved ease of use for customers
and to improved customer satisfaction
PI3 Our enterprise develops new products with components and materials totally differing from the
current ones
PI 4 Our enterprise develops manufacturing cost in components and materials of current products
Factor 3: Organisational Innovation 1 2 3 45 6 7
OI'l Our enterprise renews the organisational structure to facilitate teamwork
012 Our enterprise renews the production and quality management systems
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Table 1. Continued

Please indicate the extent to which you agree with the following statements using the assigned, likely scale ratings of 1-7, where:

1 = strongly disagree, 7 = strongly agree

Our enterprise renews the organisational structure to facilitate coordination between different

Of3 functions such as marketing and manufacturing
Ol 4 Our enterprise renews the routings, ‘p.roc.ed%lres anc.l processes employed to execute enterprise
activities in innovative manner
Factor 4: Process Innovation 1 2 3 45 6 7
PRI1  Our enterprise determines and eliminate non value adding activities in delivery related processes
PRI 2 Our enterprise decreases variable cost and/or increasing delivery speed in delivery related logistics
processes
PRI 3 Our enterprise increases output quality in manufacturing processes, techniques, machinery and
software
PRI 4 Our enterprise decreases variable cost components in manufacturing processes, techniques,
machinery and software
Factor 5: Marketing Intelligence 1 23 456 7
MIN 1 The enterprise has the ability to learn quickly about changes in regulations of its markets
MIN 2 The enterprise has the ability to learn quickly about changes in customers’ preferences
MIN 3 The enterprise has the ability to learn quickly about changes in competitors’ strategies
MIN 4 The enterprise has the ability to learn quickly about changes in distribution channels
MIN 5  The enterprise has the ability to quickly learn about changes in demand and tastes in its markets
Factor 6: Enterprise Performance 1 2 3 45 6 7
EP1 My enterprise is stronger growth in sales revenue
EP2 My enterprise has a greater market share
EP3 My enterprise is more profitable
EP 4 Our enterprise has improved its overall product quality

Source: developed by the authors

In this study, inferential statistics was provided by
Smart-PLS, which used statistical analysis as the research
method. Because Smart-PLS can be used on any data scale,
requires few assumptions, and tests the relationship with-
out a strong theoretical basis, it is a very useful statistical
tool (Avkiran, 2018). Structural models and measurement
models are evaluated simultaneously in the Smart-PLS
analysis. Based on the model measurements, convergent
validity (loading factor and average variance), discriminant
validity, and internal consistency reliability (composite
reliability) were assessed. Comparing Smart-PLS with al-
ternative methods results in more robust structural model
estimation, especially in cases where assumptions are bro-
ken. The sample size does not have to be very large, which
is another advantage.

The theoretical model was tested using structural equa-
tion modelling (SEM), employing the two-stage approach
recommended by J.C. Anderson & D.W. Gerbing (1988) to
accurately represent each construct’s reliability in separate
stages, thereby preventing interference between the meas-
urement and structural models. A reliability test was con-
ducted to ensure consistent measurement of the intended
latent constructs, with Cronbach’s alpha used to evaluate
reliability. The outcomes surpassed the satisfactory level of
>0.70, indicating a high level of reliability for the instru-
ments used (Nunnally, 1978).

In Ghana, small and medium-sized enterprises (SMEs)
are classified based on criteria such as the number of em-
ployees and asset base (Offei et al., 2019). The Nation-
al Board for Small Scale Industries (n.d.) defines small

enterprises as those with fewer than nine workers and as-
sets valued at less than GHS 10 million, while the Ghana
Statistical Service categorises small enterprises as having
less than ten employees (Krakah et al., 2015). The Ministry
of Trade and Industry (n.d.) provides further classification,
defining micro enterprises as those employing up to five
individuals, small enterprises as having 6-29 employees,
and medium enterprises as employing 30-99 employees,
with corresponding asset values. SMEs in Ghana, predom-
inantly situated in the informal sector, encompass various
associations like the Ghana Private Road Transport Union
and Hairdressers Association, serving as significant sources
of labour and income. This study focuses on SMEs within
the service sector, adhering to the Ministry of Trade and
Industry’s classification.

RESULTS AND DISCUSSION
The results show that out of the 200 (100%) respond-
ents, 84 respondents, i.e. 42%, were male and 116 re-
spondents, i.e. 58%, were female. This shows that the
majority of respondents were female. The results also
showed that 36 (18%) respondents were up to 30 years
old, 109 (54.5%) were between 31 and 40 years old, 42
(21%) respondents were between 41 and 50 years old,
and 13 (6.5%) respondents were 51 years and older. The
majority of respondents were between 31 and 40 years
old, while very few were 51 years old and older. Regard-
ing the educational level of the respondents, it can be
seen that those with MSLC/JHS as their highest level of
education were 18 years old, which corresponds to 9%.
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The SHS education level was 20 (10%). Of the respond-
ents with diplomas, 69 (34.5%) were Undergraduates, 89
(44.5%) were Graduates, and 4 (2%) were Postgraduates.
In addition, retail has the most respondents, amounting
to 45 (22.5%), manufacturing — 12 (6%), education - 20
(10%), media - 18 (9%), services — 27 (13.5%), imports
and exports - 9 (4.5%), supermarkets — 30 (15%), cars -
10 (5%), printing - 11 (5.5%), and others - 18 (9%). Ad-
ditionally, the results showed that 48 (24% of respond-
ents) have been with the company for less than a year,
51 (25.5%) have been with the company for 1 to 3 years,
and 90 (45%) have been with the company between
4- and 6-years years with the company, and 11 (5.5%)
have been with the company for more than 6 years. This
shows that most of them have been with the company for
4 to 6 years. It can also be deduced that 114 respondents
(57), the highest number, are owners of the company; 72
respondents (36) said they were managers; and 14 re-
spondents (7%) held other positions within the compa-
ny. In addition, 58 respondents with a share of 29% con-
firmed that it was a family business; However, 142 (71%)
stated that it was not a family business. The number of
employees in the different companies in the table shows
that 165 respondents, representing 82.5%, have less than
five (5) employees; 33 respondents, with a share of 16.5%,
have 6-29 employees; only 2 respondents with a share of
1% have 30-99 employees; and there were no respond-
ents who reported having a hundred or more employees.

The average variance extracted (>0.50) and composite
reliability (CR) values (>0.80) demonstrated satisfactory
internal consistency of the constructs and convergent va-
lidity, indicating agreement among multiple items meas-
uring a single concept. Detailed information regarding
reliability, factor loadings, and average variance extracted
from the constructs can be found in Table 2. To assess the
measurement model’s construct validity and distinguish
between constructs derived from redundant items, dis-
criminant validity was employed. Discriminant validity is
established when items within a construct correlate more
strongly with each other than with items from other con-
structs. This criterion suggests that the square root of the
average variance extracted (AVE) should exceed the corre-
lation between the construct and other constructs (Fornell
& Larcker, 1981). The study adhered to this criterion, as all
constructs demonstrated discriminant validity, with each
construct’s AVE surpassing the squared correlation with
other constructs, as detailed in Table 3. The correlation ma-
trix between constructs corroborates these findings.

Additionally, cross-loadings revealed that items pre-
dominantly loaded higher on their respective constructs
rather than on other constructs, with loadings above 0.60
(Table 4). All elements had robust loadings above 0.60,
substantiating their retention. The overall effect is shown
in Table 5. The results of the hypothesis tests regarding the
relationships between these components are explained in
Tables 6 and 7, and in Figure 2.

Table 2. Validity and reliability results

Research constructs Cronbach’s alpha Rho, CR AVE Loadings

Enterprise Performance 0.980 0.980 0.985 0.943

EP1 0.967

EP2 0.977

EP3 0.981

EP 4 0.959
Marketing Innovation 0.994 0.994 0.996 0.983

MI1 0.994

MI2 0.992

MI3 0.992

MI 4 0.988
Marketing Intelligence 0.977 0.982 0.982 0.918

MIN 1 0.985

MIN 2 0.984

MIN 3 0.989

MIN 4 0.983

MIN 5 0.841
Organisational Innovation 0.945 1.014 0.964 0.899

OI'1 0.885

O12 0.983

O13 0.972
Process Innovation 0.871 0.896 0.912 0.722

PRI 1 0.870

PRI 2 0.793

PRI 3 0.799

PRI 4 0.929
Product Innovation 0.982 0.982 0.987 0.949
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Table 2. Continued

Research constructs Cronbach’s alpha Rho, CR AVE Loadings
P11 0.969
P12 0.979
P13 0.985
P14 0.964
Source: developed by the authors
Table 3. Discriminant validity
EP MI MIN Ol PRI PI
Enterprise Performance 0.971
Marketing Innovation 0.089 0.991
Marketing Intelligence 0.157 0.942 0.958
Organisational Innovation 0.167 0.062 0.099 0.948
Process Innovation 0.078 0.927 0.884 0.022 0.850
Product Innovation 0.960 0.143 0.215 0.135 0.135 0.974
Source: developed by the authors
Table 4. Cross-loadings
EP MI MIN Ol PRI PI
EP1 0.967 0.080 0.148 0.168 0.064 0.932
EP 2 0.977 0.080 0.147 0.176 0.076 0.938
EP3 0.981 0.094 0.154 0.170 0.081 0.940
EP 4 0.959 0.091 0.162 0.136 0.083 0.918
MI1 0.083 0.994 0.936 0.069 0.922 0.137
MI2 0.095 0.992 0.932 0.070 0.923 0.148
MI3 0.075 0.992 0.934 0.046 0.921 0.129
MI 4 0.100 0.988 0.935 0.061 0.912 0.155
MIN1 0.111 0.944 0.985 0.077 0.882 0.168
MIN 2 0.120 0.941 0.984 0.090 0.887 0.177
MIN 3 0.108 0.945 0.989 0.085 0.886 0.165
MIN 4 0.132 0.935 0.983 0.100 0.866 0.189
MIN 5 0.310 0.729 0.841 0.132 0.700 0.360
OI1 0.111 0.017 0.055 0.885 -0.024 0.080
OI2 0.150 0.077 0.109 0.983 0.034 0.119
OI3 0.196 0.067 0.106 0.972 0.035 0.164
PI1 0.931 0.134 0.204 0.137 0.118 0.969
P12 0.939 0.132 0.203 0.140 0.128 0.979
P13 0.946 0.149 0.212 0.130 0.137 0.985
PI4 0.925 0.145 0.220 0.118 0.141 0.964
PRI 1 0.144 0.783 0.754 0.019 0.870 0.188
PRI 2 0.034 0.672 0.660 0.039 0.793 0.078
PRI 3 0.002 0.690 0.638 -0.026 0.799 0.050
PRI 4 0.071 0.964 0.912 0.035 0.929 0.126
Source: developed by the authors
Table 5. Total effects
EP MI MIN (0) | PRI PI
Enterprise Performance
Marketing Innovation -0.023 0.852
Marketing Intelligence -0.048
Organisational Innovation 0.040 0.035
Process Innovation -0.031 0.083
Product Innovation 0.962 0.077
Source: developed by the authors
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Table 6. Structural analysis

Study’s hypothesis Hypothesis Path coefficients t-Statistics p-Values Supported/Rejected
MI -> EP H1 0.018 0.279 0.780 Rejected
OI -> EP H2 0.041 2.230 0.026 Supported
PRI -> EP H3 -0.027 0.456 0.649 Rejected
PI-> EP H4 0.966 51.943 0.000 Supported
MI -> MIN H5 0.852 14.435 0.000 Supported
OI -> MIN He6 0.035 1.311 0.190 Rejected
PRI -> MIN H7 0.083 2.033 0.043 Supported
PI -> MIN H8 0.077 2.331 0.020 Supported
MIN -> EP H9 -0.048 0.861 0.390 Rejected

Source: developed by the authors

Table 7. Indirect effects

Study’s hypothesis Hypothesis Path coefficients t-Statistics p-Values Supported/Rejected
MI -> MIN -> EP H10 -0.041 0.847 0.397 Rejected

OI -> MIN -> EP H11 -0.002 0.754 0.451 Rejected
PRI -> MIN -> EP H12 -0.004 0.719 0.472 Rejected

PI-> MIN -> EP H13 -0.004 0.817 0.414 Rejected

Source: developed by the authors
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Figure 2. Structural model

Source: developed by the authors

The study assesses the relationship between the dimen-
sions of innovation orientation and performance of SMEs.
This leads to four hypotheses: (H1) Marketing innovation
is positively and significantly related to the performance
of SMEs, (H2) Organisational innovation is positively and
significantly related to the business performance of SMEs,
(H3) Process innovation is positively and significantly re-
lated to Zu. For this purpose, the criteria “Business perfor-
mance of SMEs” and (H4) “Product innovation is positively

and significantly related to the business performance of
SMESs” were formulated. The results of the structural mod-
el showed that marketing innovation (B =0.018, t=0.279,
p =0.780), organisational innovation (f =0.041, t=2.230,
p = 0.026), process innovation (B = -0.027, t = 0.456,
p =0.649), and product innovation (f =0.966, t =51.943,
p =0.000) each played a significant role in determining
enterprise performance. The results suggest that improve-
ments in marketing, organisation, processes and product
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innovation would lead to increased performance. This was
the reason for the positive and significant relationship be-
tween the four constructs and performance. Thus, H1 and
H3 have a negative relationship, while H2 and H4 were
supported. The positive relationship between the above
constructs is the recognition of their importance for SMEs,
even though the relationship between marketing and pro-
cess innovation and enterprise performance was insignifi-
cant and the relationship between organisational and prod-
uct innovation and enterprise performance was significant.
The type and structure of SMEs may have had an influence
on the results. Because promoting innovation requires the
entire organisation. Therefore, when the organisational
structures of SMEs prevent their members from communi-
cating and collaborating effectively, this can lead to process
and product innovation. Although the result is significant,
it is satisfactory as it confirms the positive relationship
found in the literature. The study is timely and significant as
it expands SMEs” understanding of how implementing di-
mensions of innovation orientation can improve their per-
formance, which is crucial given the fierce competition that
SME:s face. SMEs must support the four innovation activi-
ties, even though there is a strong correlation between the
constructs and performance. This is because P. De Giovanni
& A. Cariola (2021) and S. Hanif et al. (2023) showed how
process innovation increase a company’s competitiveness,
profits and performance by reducing waste. According to
the researchers, implementing process innovation is a nec-
essary endeavour because they help companies to increase
productivity, remain competitive, and produce high-qual-
ity goods. L. Qiu et al. (2020) also found that dynamic
companies can benefit from being first to meet customer
needs through product innovation. J. Andersén (2021) ar-
gued that companies can use product innovation to gain a
competitive advantage. This is because product innovation
can improve product quality, which increases a company’s
performance and competitive advantage.

Furthermore, the study assesses the relationship be-
tween the dimensions of innovation orientation and mar-
keting intelligence of SMEs. This leads to four hypotheses:
(H5) Marketing innovation is positively and significantly
related to the marketing intelligence of SMEs, (H6) Or-
ganisational innovation is negatively and insignificantly
related to the marketing intelligence of SMEs, (H7) Process
innovation is positively and significant relationship with
for this purpose, marketing intelligence of SMEs, and (H8)
product innovation was formulated, which is positively
and significantly related to marketing intelligence of SMEs.
The results of the structural model showed that marketing
innovation (p =0.852, t=14.435, p=0.000), organisational
innovation (f=0.035, t=1.311, p=0.190), process innova-
tion (B=0.083,t=2.033, p=0.043), and product innovation
(B=0.077, t=2.331, p=0.020) each played an important
role in determining marketing intelligence. The results sug-
gest that although product innovation is not positively cor-
related with marketing intelligence, marketing, organisa-
tional, and process innovation activities do have an impact

on marketing intelligence. This means that SMEs should
increase the level of marketing intelligence in their product
innovation. According to this study, corporate innovation
has a significant and positive impact on market intelligence
practices, both in terms of procurement and use of market
intelligence. The results provided further evidence in favour
of the relevant literature (Jaradat et al., 2024). Although en-
terprises with higher levels of innovativeness may acquire
more market information, they may not always use it to the
same extent. This is because there is a stronger correlation
between corporate innovation and the acquisition of mar-
ket information than between the ability of companies to
innovate and the use of market information. Furthermore,
a positive and significant relationship between the acquisi-
tion and use of market information was discovered, which
correlates with the study by G. Dash et al. (2021).

In addition, the study investigates the relationship be-
tween marketing intelligence and business performance of
SMEs. The results show that marketing intelligence has a
positive and significant relationship with the business per-
formance of SMEs (H9). The results of the structural model
showed that marketing intelligence (p =-0.048, t=0.861,
p =0.390) does not play a significant role in determining
the business performance of SMEs. The results contradict
previous research by A. Khaddam et al. (2023), indicating
a positive and significant relationship between market in-
telligence practices and enterprise performance, both in
terms of customer perspective and market performance.

Ultimately, the study analysed the mediating effect of
marketing intelligence on the dimensions of innovation
and business performance of SMEs. The mediation test
suggests that marketing information does not mediate the
relationship between innovation dimensions and enterprise
performance. The results of the structural model showed
that marketing innovation (f=-0.041, t=0.847, p=0.397),
organisational innovation ( =-0.002, t=0.754, p = 0.451,
process innovation (p =-0.004, t=0.719, p = 0.472), and
product innovation (f =-0.004, t=0.817, p = 0.414). This
indicates that marketing intelligence is not a partial me-
diator in the relationship between innovation dimensions
and performance, nor can it be an alternative to increasing
enterprise performance. Therefore, H10, 11, 12 and 13 were
rejected in this study. The outcome variables are consist-
ent with some existing literature in the field of innovation
and marketing. While innovation is generally considered
important in driving various outcomes, the specific rela-
tionships between different types of innovation and specific
constructs can vary based on the context and industry. For
instance, ED. Yadete et al. (2023) explored the impact of
marketing innovation on brand satisfaction in the technol-
ogy sector, and the results indicated a non-significant rela-
tionship. Similarly, N.K. Mai et al. (2022) investigated the
influence of organisational innovation on customer loyalty
in the retail industry, also finding a non-significant effect.
These studies provide additional support for the non-sig-
nificant relationships between different types of innovation
and the outcome variables.
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Despite the lack of direct mediation, marketing intel-
ligence remains crucial in facilitating innovation process-
es within SMEs. It provides valuable insights into market
trends, competitor strategies, and consumer behaviour,
aiding enterprises in identifying unmet needs and assessing
market demand. Although not directly mediating enter-
prise performance, marketing intelligence helps enterprises
track innovation performance, gather customer feedback,
and adapt strategies accordingly. Previous empirical studies
have highlighted the positive relationship between market-
ing intelligence and innovation performance, emphasising
its role in supporting knowledge transfer, decision-making,
and strategic planning. Thus, while marketing intelligence
may not directly influence enterprise performance through
innovation, its impact on innovation processes remains vi-
tal for SMEs striving to stay competitive in dynamic market
environments.

CONCLUSIONS

This study highlights the critical role of innovation in shap-
ing the performance of SMEs, particularly in the manufac-
turing sector in Ghana. The results highlight the positive
influence of marketing, organisational, process, and prod-
uct innovation on company performance and underline
the importance of promoting a culture of innovation in
SMEs. While marketing, organisational, and product inno-
vation were found to significantly increase enterprise per-
formance, the relationship between process innovation and
enterprise performance was less pronounced, suggesting
the need to further examine the nuanced dynamics of in-
novation in different organisational contexts. These insights
provide valuable guidance for SMEs seeking to strengthen
their competitive position and adapt to changing market
demands by strategically integrating innovation into their
business strategies.

In addition, this study sheds light on the connection
between innovation orientation and marketing intelligence
in SMEs. While marketing, organisational and process
innovation were found to positively influence marketing
intelligence, the relationship between product innovation
and marketing intelligence was not statistically significant.

enterprise performance, suggesting the presence of other in-
fluencing factors. These results provide valuable insights for
SMEs that want to improve their innovation practices and
market intelligence capabilities, ultimately contributing to
their sustainable growth and competitiveness in the market.

The study emphasises the importance of innovation
in management practices for SME managers, especially in
developing countries like Ghana. It suggests that manag-
ers should prioritise innovation across marketing, organ-
isational, process, and product dimensions. This involves
investing resources, optimising processes, and introducing
new marketing strategies. The study also suggests that pol-
icymakers and industry stakeholders should support SMEs
in their innovation efforts by providing finance, resources,
and supportive frameworks. This fosters an enabling eco-
system for economic growth and sustainable development.

The study suggests several recommendations to im-
prove the performance of SMEs. These include prioritising
innovation, establishing accessible funding mechanisms,
and creating platforms to raise awareness about the impor-
tance of innovation. These measures will enable SMEs to
invest in new technologies, acquire innovative equipment,
and capitalise on emerging opportunities. Governments
should also provide financial support to SMEs, empower-
ing them to compete effectively in the global marketplace.
These recommendations underscore the critical role of in-
novation in driving SME performance.

The study explored the relationship between innova-
tion and SME performance in Ghana, focusing on SMEs in
Kumasi. However, its constraints include a limited general-
isability to all businesses in Ghana. Future research should
include a diverse sample and consider additional variables
like market dynamics, regulatory environment, and socio-
economic conditions. The study also failed to distinguish
small manufacturing companies from medium-sized ones,
requiring further research to collect more detailed data
and explore disaggregation. These suggestions can improve
understanding of innovation and SME performance in
Ghana, enabling more effective strategies for SMEs’ growth
and sustainability.

This highlights the importance of integrating innovation ACKNOWLEDGEMENTS
activities into marketing strategies to improve market intel- ~ None.
ligence practices in SMEs. However, the study did not find
support for the mediating role of marketing intelligence CONFLICT OF INTEREST
in the relationship between innovation dimensions and  None.
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BnnuB iHHOBaLIMHOro BUMIipy Ta MapKeTUHIOBOI aHaNiTUKU
Ha AiSNbHICTb MaNMX Ta cepegHix NignpmeMcTB y MaHi

AHoTauifa. Ockinbky Maii Ta cepefHi MiAIPUEMCTBA BilirpaloTh BXX/IVBY PO/Ib B €KOHOMIYHOMY 3pOCTaHHi, pO3yMiHHA
¢dakTOpiB, IO BIUIMBAIOTh Ha IXHIO JiA/IbHICTb, Ma€ BMpilllaJibHe 3Ha4eHHA. MeTol JOCTIPKeHHA OylIo Hajaru
TaHCBKMM Ma/IMM i cepefHIM HMifIIpMeEMCTBaM 3HaHHA Ta IHCTPYMEHTH, HeoOXifHi 1A epeKTUBHOrO BUKOPUCTAHHA
IHHOBALIiJ Ta MAPKETUMHIOBOI aHAITUKM, 110 COPUATUME CTaJIOMY 3POCTAHHIO Ta KOHKYPEHTOCIIPOMOXKHOCTI B YMOBax
MiHnmBoro 6isHec-maHAmAdTy. BukoprcToBy0UN KibKicHMIT MiAXil, METOZOM BUIIaIKOBOI Bubipku Oyno onuraHo 200
pecroHneHTiB. JJoCTi)KeHHA BUKOPMCTOBYBAJIO AMHAMIYHI MOXK/IMBOCTI /I OOIPYHTYBaHHA Ta IOSICHEHHA COLiaTbHUX
ABUIL, IPOAHA/i30BAHMX 32 JOIOMOIOK CTATUCTUYHOIO IIAKETY M/ COLIa/JIbHMX HAyK Ta METOMIB MOJENTIOBAHHA
CTPYKTYPHUX piBHAHDb. PesynbraTy HOCTiZIPKeHHA CBifyaTh IO Te, IO Maji Ta cepefHi MiJIpMEMCTBAa BUTPAIOTh Bifl
BIIPOBA/KEHHS MAPKETMHIOBUX, IIPOJYKTOBUX, OPTraHi3al[ifiHMX Ta T€XHOJIOTIYHMX iHHOBALil I/IA MiJBULIEHHA CBOEL
eeKTUBHOCTI B KOHKYpeHTHOMY cepepoBuii. He3paxkaioun Ha 3arajbHOBM3HAHY BaKIMBICTb iHHOBALi JUIA Mamux
Ta CepefHiX MiNPUEMCTB, eMIIPUYHI TOCTIIKEeHH, IO (POKYCYIOTbCSA Ha KOHKPETHUX aclleKTaX Ta IXHbOMY BIUIMBi
Ha pe3y/IbTaTy AiAIbHOCTI, € o6MexxeHuMM. Lle [OCIiPKeHHA 3alI0BHIOE 1IJ0 IIPOTa/IMHY, BU3HAYAIOYM Ta aHA/Ii3yloun
B3a€MO3B’SI3KM MK iHHOBALIiIHMMIU aclleKTaMMi, PMHKOBOIO aHAJIITUKOIO Ta pe3y/IbTaTaM! Ais/IbHOCTI MaJiX i cepemHix
nignpuemMcTs. Hafarouy NpakTUYHi BUCHOBKH, OTPMMaHi Ha OCHOBi eMITipMYHOT0 aHaIi3y, JOCTiPKeHH S TPOIIOHYE IiHH1
peKoMeHaLil I 3alliKaB/IeHuX CTOPIH Ma/IMX Ta CEPEeNHIX MiAIIPUEMCTB, JOIIOMAraldy IM y IPUIHATTI CTpaTeridHmx
pillleHb Ta MiiBUIeHH] KOHKYPEHTOCIIPOMOXKHOCTL. KpiM TOTO, JOCIIKEHHA POOUTD BHECOK Y TEOPETIYHIII PO3BUTOK,
OIIMOMIOIYY PO3yMiHHA TOTO, SIK IHHOBAIlii Ta MapKeTMHIOBa aHA/IiTMKa BIUIMBAIOTD Ha ePeKTUBHICTD Ai/IbHOCTI Ma/IuX
i cepepHiX mignpreMcTB. IIpakTnuHe 3HaUeHHA OTPYMAHMX Pe3yNbTATiB € 3HAYHUM, IIPOIIOHYIOUM MajIM Ta CepefHIiM
MiJIPUEMCTBAM JTOPOXKHIO KapTy i BMKOPUCTaHHs iHHOBaLill Ta MapKeTMHIOBOI aHA/TUKM I IPOLBITAaHHA B
AyHaMivHOMY Oi3Hec-cepemoBMII. 3araoM, Lie JOCIPKeHHA MOIMMOIIOE HaYKOBi 3HAHHA IIPO (HaKTOPY, 110 BIUIMBAIOTH
Ha AiANIBHICTD MaNMX i cepefHiX MifAIPUEMCTB, i Hala€ MPAaKTMYHI peKOMEHJALIl I OllepaToOpiB Malaux i cepemHix
MiATIPUEMCTB, TOMITUKIB Ta iHINNX 3allikaBJIeHNX CTOPiH, AKi iHBECTYIOTb B YCIIiX Ma/IMX i cepefiHixX mignpueMcTs B [ani
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Organisational support for the functioning
of enterprises in the context of geopolitical turbulence

Abstract. The aggravation of political confrontation and economic competition between the world’s leading powers
has led to the destruction of established international relations, armed conflicts, the introduction of sanctions, financial
instability, and restrictions on trade and cooperation in the technological sphere, which significantly increases the complexity
of conducting both local and international business. Since geopolitical risk is a relatively new and serious challenge for
companies, there is a problem of investigating its theoretical aspects and developing organisational and methodological
approaches to managing it at the level of business entities. This paper was devoted to the investigation of the essence of
geopolitical risk, approaches to its classification, assessment, and accounting in the financial and economic activities of
enterprises. The authors’ definition of geopolitical risk is formulated and its classification by forms of manifestation is
proposed. A critical review of methodological approaches to quantitative and qualitative analysis of geopolitical risks was
carried out. Analysis of the relationship between the levels of the geopolitical risk index and some macroeconomic indicators
of Ukraine showed that the variation in the levels of gross external debt depends on the geopolitical risk index of Ukraine
by 88%, the consumer price index — by 86%, direct investment from Ukraine — by 84%, direct investment in Ukraine - by
76%, the gross domestic product of Ukraine — by 90%, the official exchange rate of the UAH against the USD - by 98%.
The obtained dependencies allow predicting the behaviour of economic entities depending on the dynamics of the level of
geopolitical risk and developing appropriate response scenarios. Based on the recommendations of risk management experts
on ensuring the functioning of enterprises in the context of geopolitical turbulence, a list of measures is proposed that
companies should take to anticipate and properly consider changes in the geopolitical situation and effectively counteract
the associated risks

Keywords: geopolitical risk; uncertainty; multipolarity; correlation; risk management; diversification

INTRODUCTION
In the modern world, the geopolitical landscape is becom- ~ 2024) conflicts in Ukraine and the Middle East, debt crises
ing increasingly complex, which directly affects the econ-  in the public finances of developed countries, accelerating
omy. The traditional foundations of peace and prosperity  inflation, problems with bank liquidity and stability, tech-
have been undermined by a number of geopolitical events  nological breakthroughs (especially in the field of artif),
and economic phenomena, including the ongoing (as of  the transformation of the labour market and the global
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struggle for talent in the digital economy. In this chang-
ing environment, national security priorities and political
intervention, especially among the world’s leading powers,
are increasingly influencing the future of global trade, sup-
ply chains, and economic integration. In addition, elections
in at least 64 countries in 2024 could have a significant im-
pact on the global economy, not only because of changes
in trade and investment policies, but also because of grow-
ing uncertainty and political polarisation. Current geopo-
litical developments can change traditional supply chains
and investment areas, which will lead to increased costs for
companies. Highly integrated and complex supply chains,
which until recently were considered the achievement of
free trade and economic efliciency, are now often seen as
vulnerabilities requiring strategic adjustments in the face
of escalating geopolitical competition.

Quite a lot of attention was paid to the study of geopo-
litical risks. The researchers examine the essence, underly-
ing causes and consequences of global risks for society, the
state and enterprises, present various approaches to their
classification and assessment, and offer theoretical foun-
dations and practical recommendations for their manage-
ment. In the monograph by L. Skokova (2021) thoroughly
examines the conceptual foundations of risks, their system-
ic nature and modern manifestations in an unstable society.
The close relationship between politics, government, and
risks is emphasised and key areas of global risks are out-
lined. Special attention is paid to the study of information
sphere risks associated with media and social networks,
identification of problems of electronic democratisation,
and socio-cultural features of risk perception.

A. Stavytsky (2018) examined in detail how changes in
the geopolitical environment in the world create risks and
threats to both the country’s economy and its economic se-
curity. The paper considers possible risks caused by geopo-
litical confrontation between states and blocs of countries,
economic prerequisites for conflicts, and the struggle for
resource and energy support. The researcher states that ge-
opolitical challenges will significantly affect the economic
component of the countries for quite a long time and this
will be especially critical for Ukraine, which, due to the lim-
itations of its economy, cannot play a significant role in the
international arena, and its transit position in Europe will
remain the subject of geopolitical struggle. O. Herasymen-
ko (2021) thoroughly investigated the problems of risk-
based management in the system of economic security of an
enterprise. The researcher proposed the concept of risk-ori-
ented management in the system of economic security of the
enterprise and developed a methodology for risk-oriented
assessment of the level of economic security of the enter-
prise, which combines the mathematical apparatus with the
use of expert assessment to determine key risk indicators.

A number of empirical studies are devoted to the in-
vestigation of the relationship between the level of geopo-
litical risk in the world and key macroeconomic indicators.
Thus, the study by V. Mignon & J. Saadaoui (2024) on the
relationship between the level of geopolitical risk and oil

prices shows that increased geopolitical risks raise oil pric-
es due to fears of supply disruptions. O.F Tan et al. (2022)
found that in conditions of uncertainty caused by geopolit-
ical risks, investment activity at the level of enterprises and
countries decreases, since economic entities tend to take
a risk-averse stance, maintaining cash reserves for invest-
ment after the risks are eliminated. D. Caldara et al. (2024)
based on a study of historical data from a large group of
countries over more than a century, found that geopolitical
risks increase global inflation due to their impact on finan-
cial markets. However, the impact of geopolitical shocks on
the inflation rate is multifaceted, including adverse events
both from the supply side (supply disruptions, a decline in
international trade and an increase in the cost of goods) and
from the demand side (a decrease in consumer confidence
and tougher financing conditions), and regulatory effects
characterised by expansionist fiscal and monetary policy
measures. A.l. Kaya & L. Erden (2023) and M.S. Pagliari &
S.A. Hannan (2024) noted the significant impact of geopo-
litical risks on international capital flows. Z. Lu et al. (2020)
substantiated the negative impact of geopolitical risks on
the level of domestic lending to the private sector in devel-
oping countries.

Many papers are devoted to the study of the impact
of macroeconomic indicators of countries on the develop-
ment of their policies and vice versa. It was established that
the results of economic policy of states have a significant
impact on political processes, forming public opinion, elec-
toral preferences, and voter behaviour. B. Marx et al. (2022)
state that positive macroeconomic trends, such as sustained
growth in gross domestic product (GDP), lower unemploy-
ment, and moderate inflation, contribute to the support of
current political leaders and parties. Conversely, adverse
economic phenomena and processes, in particular, high lev-
els of unemployment, inflation and corruption, cause pub-
lic discontent and stimulate the growth of electoral activity
to change political elites (Frank & Martinez i Coma, 2023).
Based on the results of the study by M. Funke et al. (2023),
political populism at the national level has reached a record
high - more than 25% of countries are under populist lead-
ership. The analysis shows that under the rule of a populist
government, GDP per capita in a 15-year perspective will
be on average 10% lower than it could be under the rule
of a pragmatic government, since populist rule is usually
accompanied by economic disintegration, reduced mac-
roeconomic stability, and erosion of state institutions. The
study by M. Giuliani & S.A. Massari (2019) shows that eco-
nomic downturns cause changes in the political system of
states, causing alternating victories of left and right political
forces. H. Kriesi & S. Hutter (2019) proved that left-wing
and right-wing populist parties, as well as radical political
forces and leaders, benefit most from economic difficulties,
while support for major parties decreases.

Despite the significant achievements in the study of
various aspects of geopolitical risks, there are practically
no research on the relationship between the level of geo-
political risk and the macroeconomic indicators of Ukraine
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and the financial results of enterprises. The problems of
identifying, assessing, analysing, and predicting geopolit-
ical risks at the macro and micro levels also remain unre-
solved. Insufficient attention is paid to the features of enter-
prise management in the context of a changing geopolitical
landscape. Due to the aggravation of geopolitical contra-
dictions, the risks of doing not only international, but also
local business have significantly increased. The purpose of
this study was to investigate the impact of geopolitical risks
on the economy of Ukraine and to develop recommenda-
tions for the management of enterprises in the context of
the redistribution of traditional spheres of geopolitical in-
fluence and the establishment of new economic blocks.

MATERIALS AND METHODS
The research was based on open and independent sources
of information. During the study, general scientific meth-
ods were used: analysis, synthesis, generalisation, systema-
tisation, graphic. Based on the approaches outlined in the
papers analytical reports of international organisations and
consulting firms, the authors” definition of geopolitical risk
and its classification were proposed. Data by D. Caldara et
al. (2024) was used to calculate the average annual values of
the global geopolitical risk index (GPR) and the geopolitical
risk index of Ukraine (GPR UKR). The values of Ukraine’s
macroeconomic indicators for 2003-2023 were taken from
the Official Website of the National Bank of Ukraine (n.d.).

The study of the relationship between the levels of the
geopolitical risk index and some macroeconomic indica-
tors of Ukraine was carried out based on the correlation
and regression analysis of data presented in the form of two
samples X and Y of the same volume n. Pearson’s corre-
lation coefficient (linear pairwise correlation coefficient r)
was used as a measure of the correlation between attributes
X and Y (Holikov, 2006). The Pearson’s correlation coeffi-
cient helped to estimate the strength and direction of the
linear relationship between attributes X and Y. For linear
regression, the correlation coefficient r was not only a cri-
terion for the closeness of the relationship, but also a crite-
rion for the accuracy of the approximation. The accuracy
of the curved dependence approximation was estimated
using a correlation relation (correlation index #). Unlike
the linear correlation coefficient, the correlation index did
not characterise the direction of coupling. The Cheddock
scale was used to convert the quantitative characteristic of
the closeness of the correlation relationship between two
attributes into a qualitative one.

The significance of the correlation was checked using
the Student’s t-test. The calculated value of the Student’s
t-test (tp) was compared with the critical value of the t-test
t =t(a; k) at a given value of a and the number of de-
grees of freedom k=n-2.If t >t(a; k), then the correla-
tion is significant at the significance level « (reliability level
p=1-a), which indicates the non-random nature of the
statistical relationship between the variables under study.
The adequacy of the pair regression model was tested using
the Fischer criterion. Actual value of the Fischer criterion

F.was compared with the critical value of Fischer’s statis-
tics with 1 and (n-2) degrees of freedom and level of relia-
bility (1-«) F_=F(1, n-2,1 - ). IfFfZ F_, then the model
is statistically significant (adequate). To estimate what part
of the variation (%) of the dependent variable Y was ex-
plained by a variation of the factor attribute X (independ-
ent variable), the coefficient of determination R? was used
(Diedenhofen & Musch, 2015).

Statistical analysis of the relationship between the lev-
els of the geopolitical risk index and some macroeconomic
indicators of Ukraine was carried out using the modules
Basic Statistics/ Tables, Multiple Linear Regression and Ad-
vanced Linear/Nonlinear Models of the Statistica Software
Suite (Lupan et al., 2015). Critical values of statisticians were
determined using the Probability Distribution Calculator -
Distributions (Toptunova et al., 2008). Based on the system-
atisation of recommendations of leading experts in the field
of risk management to ensure the functioning of enterpris-
es in conditions of geopolitical turbulence, a list of meas-
ures that companies should take to successfully counteract
the destructive impact of geopolitical risks was proposed.

RESULTS AND DISCUSSION

The term “geopolitics” unites a wide range of international
relations related to ensuring states’ national interests, and
includes such multidimensional phenomena and processes
as the formation of military-political and economic allianc-
es of states and supranational institutions, changes in the
political orientation of individual states, populism, interna-
tional competition for resources and competition for global
leadership, military conflicts, terrorist threats, climate and
demographic crises, and any events that can cause regional
or global consequences (Kaya, 2024).

S&P Global (2024) defines geopolitical risk as a set of
risks arising from interactions between countries, covering
trade relations, security partnerships, economic alliances,
multinational climate initiatives, supply chains, and territo-
rial disputes that have significant commercial implications,
such as sanctions and self-sanctions, reputational risks,
trade wars and protectionism, supply chain reconfiguration,
and global economic and financial instability. The Interna-
tional Monetary Fund (2023) notes that the global econo-
my can be affected by geopolitical events both directly and
indirectly through financial and trade channels, and com-
modity prices. In financial markets, this affects both direct
capital controls or financial sanctions, and increased uncer-
tainty, increased risk premiums, or jumps in asset prices.

In the face of geopolitical tensions, the global econo-
my suffers from higher inflation, lower economic growth,
and significant losses to public welfare. The introduction
of politically driven trade restrictions disrupts global trade
flows and destroys established supply chains even in for-
eign countries. Rising market prices for key raw materials,
their shortage, complications and rising transportation
prices lead to a downward trend in industrial production
around the world. A potential downturn in globalisation,
characterised by an economic divide between conventional
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East and West, could lead to a decline in wealth of up to
12% in low-income regions, as they will benefit less from
the spread of technology from richer regions. Therefore,
it is important for the lowest-income countries to main-
tain open trade relations with all economic blocs (Gées &
Bekkers, 2022).

Since the second half of the 20" century, free trade has
largely shaped the global economy. However, geopolitical
differences and conflicts are increasingly prompting na-
tional governments to raise customs tariffs and use indus-
trial policies to boost national economic development and
increase competitiveness. As a result, economic ties are be-
ing severed and trade routes are being redrawn. Geopolitics
began to have a significant impact on global trade after the
USA-China tariff war broke out in 2018. Since then, there
has been a redistribution of global trade flows under the
influence of geopolitical forces, which is reflected in the
growing importance of geopolitical distance as a barrier to
trade. Such researchers as C. Bosone et al. (2024) state the
emergence of friend-shoring instead of near-shoring, that

is, the tendency to trade with counterparties from friend-
ly, rather than nearest countries, and provide evidence that
now global trade actors are guided primarily by geopolit-
ical considerations, rather than profit-oriented strategies,
when choosing partners.

Given the above, the study formulates the definition
of geopolitical risk as the probability of adverse events
caused by political and economic processes in the inter-
national arena (military conflicts, establishment of new
military-political and economic alliances, logistics routes,
supply chains, markets, investment flows, and sanctions,
terrorism, cyber-attacks, climate and migration crises, etc.)
that have a significant impact on the economic, social and
security situation in individual countries, regions, indus-
tries and have implications for state and corporate interests.
Since geopolitical risk is a multidimensional phenomenon
and can take on various manifestations, there is no con-
sensus among researchers about their classification. Thus,
S&P Global (2024) classifies geopolitical risks into several
interrelated and often cross-sectional categories (Table 1).

Table 1. Main types of geopolitical risks and their characteristics

Types of geopolitical risks Characteristics

Impact of political decisions, instability, or conflict on economic and social conditions, such as

Political . . . L. .
changes in public policy, civil unrest, and corruption
B . Impact of economic and industrial policies, trade disputes, or financial instability on the global
conomic . . . o .
economy, including currency fluctuations, inflation, trade wars, and sanctions
. Impact of natural disasters, climate change, and resource scarcity on the socio-economic situation
Environmental .
of states and regions
Changes in the regulatory framework or legal systems for businesses operating in different
Regulatory . . .
countries, such as changes in tax, labour, or environmental standards
. Impact of cyber-attacks, data leaks, and other forms of cybercrime, such as ransomware attacks,
Cyber risks .
hacker attacks, and intellectual property theft
Security Cross-border and internal conflicts with international consequences

Risks of competition for resources Problems with food and energy security, and with the supply of important minerals

Source: compiled by authors based on S&P Global (2024)

S&P Global (2024) considers the main geopolitical
risks worth paying attention to in 2024, tensions between
Russia and NATO, cyber-attacks, strategic competition
between the United States and China, considering anti/
deglobalisation, climate risks, and energy security. There
are other approaches to determining the list, time hori-
zon, and scale of geopolitical risks. For example, BCG has
developed four scenarios for the possible development of
the geopolitical landscape in the coming years (Gilbert &
Lang, 2024):

e The “back to the future” scenario. Major world pow-
ers are once again taking advantage of enhanced cross-bor-
der cooperation and minimal military conflict. Free trade
and multilateral institutions remain dominant, enabling
constructive cooperation on global issues such as the cli-
mate crisis.

e The “spread of regional conflicts” scenario. Targeted
military conflicts spread with the limited involvement of
major powers. Global institutions struggle for relevance,

supply chains are affected by chaos, and the risk of com-
modity price fluctuations increases.

e The “multipolar rivalry” scenario. Several blocks
and groups of countries co-exist in a new global dynamic,
where great powers avoid direct conflict, norms and insti-
tutions differ between blocs, and trade routes are reformat-
ted to meet new political and economic realities.

e The “global escalation” scenario. The most threaten-
ing scenario is in which economic and military confronta-
tions occur in many regions with the deep involvement of
major powers. Global institutions are becoming incapaci-
tated, the risks of cyber-attacks and the use of artificial in-
telligence as weapons are growing, and failures in the global
economy are becoming catastrophic.

As of 2024, BCG considers a “multipolar rivalry” sce-
nario to be the most likely, but this estimate may change at
any time. Some sources do not distribute geopolitical risks
based on certain characteristics, but provide lists of them
that are relevant at the current time (Table 2).
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Table 2. Current lists of geopolitical risks

List of risks from Eurasia Group specialists List of risks from BlackRock analysts

The 2024 USA election, which will be a test of American
democracy

Strategic competition between the USA and China

The crisis in the Middle East, which has an extremely high risk of

escalation

Global technological separation between the USA and China

The actual partition of Ukraine as a result of the war

The Russia-NATO conflict over the war in Ukraine, which is

becoming prolonged and increases the risk of escalation outside

Ukraine

Breakthroughs in artificial intelligence that will outpace efforts to

regulate it

Tensions in the Persian Gulf that threaten energy infrastructure

Rapprochement and mutual support between Russia, Iran, and
North Korea

Large-scale terrorist attacks that result in significant human and

commercial losses

Weak dynamics of the Chinese economic recovery

Large-scale cyber-attacks that cause long-term failures in critical

physical and digital infrastructure

Escalating struggle for important minerals due to trade
restrictions

Political crisis in developing countries

The global inflationary shock, which began back in 2021 and will

continue to have a slowing impact in 2024

Conflict between North and South Korea

Climate change, which will cause food and water shortages in
some regions of the world, disrupt logistical support, promote
the spread of diseases and fuel migration processes

Climate policy impasse as advanced economies are unable or
unwilling to increase public investment or take steps to meet
their emission targets

Limiting the autonomy of decision-making by companies and
increasing the cost of doing business

The fragmentation of Europe caused by the energy crisis and
inflationary pressures that have led to a resurgence of populist
political forces and economic instability

Source: compiled by the authors based on I. Bremmer & C. Kupchan (2024) and T. Donilon et al. (2024)

Considering the above, it is advisable to propose such a
classification of geopolitical risks by forms of manifestation:

e political (changes in the political regime and course
in individual countries associated with making political
decisions under pressure from external actors or circum-
stances without proper economic justification and analysis
of the consequences);

o military (internal and international military conflicts,
building up conventional and developing new types of weap-
ons, the emergence of weapons of mass destruction in in-
dividual countries, the deployment and movement of long-
range weapons, conducting military tests and exercises, etc.);

e financial (loss of confidence in traditional financial
instruments, markets and institutions, fragmentation of the
global financial system, diversification of international set-
tlement forms, etc.);

e economic (increased competition between countries
and corporations for access to all types of resources, control
of transport corridors, attracting talent, capital and stimu-
lating entrepreneurship);

e legal (changes in the legislative and regulatory regu-
lation of financial and economic activities of business en-
tities and international trade by individual countries that
complicate or restrict further cooperation in certain areas);

e security (large-scale terrorist attacks, revolutions,
mass protests and riots, strikes that harm the public and
private sectors);

e infrastructure (destruction or damage to critical
infrastructure as a result of sabotage, cyber-attacks, or
military operations, which causes long-term negative
consequences, large losses, and requires significant re-
covery efforts);

e social (increasing unemployment due to automation,
closure or relocation of industries, increasing middle-class
poverty in developed countries, increasing inequality in
access to public goods, stratification of society on various
grounds that lead to an increase in social tension and pro-
voke civil conflicts);

e demographic (changes in the number and structure
of the population in individual countries and regions, mi-
gration processes caused by crisis phenomena in certain
countries that create significant pressure for host countries
to accommodate and adapt new residents);

e environmental (changes in policies regarding the
production and use of minerals, energy generation, emis-
sions, etc., which have long-term consequences for states,
businesses, and the population).

As can be seen from the above lists, geopolitical risk
is a multidimensional phenomenon that can take on var-
ious forms and scales with corresponding consequences
not only for the state, but also for the corporate sector.
According to a global survey by Oxford-GlobeScan Cor-
porate Affairs (Geopolitical uncertainty..., 2024), corpo-
rate affairs professionals are increasingly concerned about
the impact of geopolitical conflicts and tensions on busi-
ness. This is the fifth annual Oxford-GlobeScan Global
Corporate Affairs survey, which provides an up-to-date
overview of opinions, trends, and challenges in corporate
relations. This survey, which was conducted from Febru-
ary to April 2024, involved 227 senior professionals from
43 countries, covering issues and topics related to their
position. The results show that geopolitical risk and un-
certainty are once again the largest short-term risk cate-
gory for global business, rising to the top in 2022 with the
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outbreak of war in Ukraine. The perceived threat to busi-
ness due to geopolitical factors increased dramatically
in 2024 as the conflict in the Middle East escalates, with
70% of respondents identifying geopolitical uncertainty
as the biggest risk to business over the next two years.
Climate change and the macroeconomic impact on busi-

nesses also remain significant risk factors, although con-
cerns about them have eased slightly over the past year.
There is a significant increase in concerns about business
risks associated with growing populism and social polar-
isation, and the impact of artificial intelligence and new
technologies (Fig. 1).

70% m 2023
50% 47%  44% 44% 2024
34%
27%
19%
12% 7%
[ —
Geopolitical risk Climate change Impact of macro- Rise of populism / Impact of Al
and uncertainty economy on business social divide and technology

Figure 1. The biggest risks for global business during 2023-2024

Source: Geopolitical uncertainty as risk to business (2024)

Thus, in modern conditions, rapid identification and
analysis of geopolitical risks at the global, state and corporate
levels using various approaches and methods is an extremely
urgent problem. The most well-known and commonly used
indicator of geopolitical risk is the geopolitical risk index
(GPR), which is based on the frequency of articles in leading

newspapers that discuss adverse geopolitical events such as
wars, terrorism, and international tensions in the world and
in individual countries (Caldara & Iacoviello, 2022). The
dynamics of the average annual values of the global geopo-
litical risk index (GPR) and the geopolitical risk index of
Ukraine (GPR UKR) for 2003-2023 is shown in Figure 2.

200 4
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@« 150 3 %
E 100 2 = (.}lob.al geopolitical
) 1 % risk index (GPR)
[~
C 50 0 ﬁ —e— Geopolitical risk index
O of Ukraine (GPR UKR)
0 -1
2000 2005 2010 2015 2020 2025

Figure 2. Dynamics of the average annual values
of the global geopolitical risk index (GPR) and the geopolitical risk index of Ukraine (GPR UKR)
Source: compiled by the authors based on D. Caldara & M. Iacoviello (2022)

Given that there is a correlation between the levels of
the geopolitical risk index of Ukraine and the levels of the
global geopolitical risk index (Fig. 3), a statistical analysis
of the relationship between the levels of the geopolitical
risk index of Ukraine and some macroeconomic indicators
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was carried out, namely: gross external debt, consumer
price index, direct investment in Ukraine, direct invest-
ment from Ukraine, GDP of Ukraine, the official exchange
rate of the UAH against the USD. The initial data are pre-
sented in Table 3.
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Figure 3. Dependence of Ukraine’s geopolitical risk levels on the levels of the global geopolitical risk index

Notes: a) - linear; b) — nonlinear
Source: compiled by the authors
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Table 3. Initial data for analysing the relationship between the levels
of the geopolitical risk index and some macroeconomic indicators of Ukraine

Indicators
Consumer price Direct Direct _ Official exchange rate
Gross . . . Ukraine’s .
Years external debt, index (December }nvestrrl'ent 1nvestmef1t GDP, of the UAH against the GPR
million USD to December of the in Ukraine, from Ukraine, million USD USD (average for the
previous year, %) million USD million USD period), UAH/USD

2003 23,811.0 8.2 1,424.0 -1,411.0 52,010.4 5.33 176  0.029
2004 30,647.0 12.3 1,715.0 -1,711.0 67,220.2 5.32 129 0.050
2005 39,619.0 10.3 7,808.0 -7,533.0 89,238.9 5.12 102 0.056
2006 54,512.0 11.6 5,604.0 -5,737.0 111,884.8 5.05 104 0.045
2007 80,257.0 16.6 9,891.0 -9,218.0 148,733.9 5.05 94 0.024
2008 101,743.0 22.3 10,913.0 -9,903.0 188,110.4 5.27 81 0.072
2009 103,432.0 12.3 4,816.0 -4,654.0 121,552.2 7.79 83 0.037
2010 117,346.0 9.1 6,495.0 -5,759.0 141,209.2 7.94 84 0.032
2011 126,236.0 4.6 7,207.0 -7,015.0 169,333.8 7.97 90 0.018
2012 134,625.0 -0.2 8,401.0 -7,195.0 182,591.8 7.99 81 0.015
2013 142,079.0 0.5 4,499.0 -4,079.0 190,498.8 7.99 83 0.023
2014 125,297.0 24.9 410.0 -299.0 133,503.9 11.89 100 0.918
2015 117,668.0 43.3 -331.0 236.0 91,031.0 21.84 106 0.358
2016 112,524.0 12.4 4,055.0 -3,955.0 93,355.9 25.55 99 0.193
2017 115,451.0 13.7 3,727.0 -3,446.0 112,090.5 26.60 107 0.219
2018 114,710.0 9.8 4,732.0 -4,859.0 130,891.1 27.20 99 0.184
2019 121,739.0 4.1 6,017.0 -5,175.0 153,883.0 25.85 91 0.132
2020 125,682.0 5.0 -36.0 58.0 156,617.7 26.96 77  0.135
2021 129,713.0 10.0 7,320.0 -7,518.0 199,765.9 27.29 82 0.345
2022 130,958.0 26.6 531.0 -187.0 161,989.5 32.34 158 3.609
2023 161,533.0 5.1 4,718.0 -4,676.0 178,757.0 36.57 122 1.748

Source: compiled by the authors

Based on the presented data, a linear correlation and re-
gression analysis of the data was performed - the strength
and direction of the correlation relationship were established
and its qualitative assessment was made (Table 4). These
data indicate that the linear correlation between the levels
of the geopolitical risk index of Ukraine and the indica-
tors under study, except for the official exchange rate of the
UAH against the USD, is weak and statistically insignificant
according to the Student’s t-test with a probability of 95%
t, <ty 05y (£,<2.0930). Since the strength of the paired corre-
lation relationship is significantly affected by the form of the
relationship (linear, nonlinear), a nonlinear correlation and

regression analysis of the relationship between the levels of
the geopolitical risk index of Ukraine and the studied indi-
cators was carried out. Statistical analysis was carried out on
sections of the time series that characterise certain political
and economic conditions: until 2008 - growth in the world
and Ukrainian economy; 2009-2015 - inter-crisis period,
which covers the world economic crisis, post-crisis correc-
tion and the beginning of the war in Ukraine; since 2016 — a
period of gradual recovery. The summary results of linear
and nonlinear correlation and regression analysis of the re-
lationship between the levels of the geopolitical risk index of
Ukraine and the indicators under study are shown in Table 5.

Table 4. Characteristics of the linear correlation between the levels
of the geopolitical risk index of Ukraine and the indicators for 2003-2023

Number of
observations
n

Indicator

Correlation

Student’s t-test Qualitative
coefficient characteristics of

r L, communication

Gross external debt, billion USD 21 0.3507 0.5725 2.0930 weak
Consumer price index .(December to 21 03376 0.5279 20930 weak
December of the previous year, %)
Direct investment in Ukraine, billion USD 21 0.3732 0.6545 2.0930 weak
Direct investment from Ukraine, billion USD 21 0.3864 0.7056 2.0930 weak
Ukraine’s GDP, billion USD 21 0.2149 0.2062 2.0930 practically absent
Official exchange rate of the UAH against the 21 0.5573 16306 2.0930 noticeable

USD (average for the period), UAH/USD

Source: compiled by the authors
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Table 5. Results of nonlinear correlation and regression analysis of the relationship between

Indicator

Statistical characteristics

2003-2008

Billing period

2009-2015

the levels of the geopolitical risk index of Ukraine and the indicators under study

2016-2023

Communication model y=f{x)

y=6E+08x"'-1E+08x°+
+7E+06x* — 217230x+

y=-484406x'+
+639012x7-185824x%+

y=-12.489x+
+50.805x+110.37

+2335 +6980.7x+66.18
Correlation ratio 0.9607 0.9239 0.9367
Qualitative characteristics of
Gross. e.xternal debt, communication very strong very strong very strong
billion USD Students t-test L 6.6525 4.9885 6.1412
i, 2.7764 2.5706 2.4469
Fischer’s criterion F, 47.9481 29.1530 42.9796
F, 7.7086 6.6079 5.9874
Coeflicient of determination 0.923 0.8536 0.8775
.. =13666x>-1142.7x+ =-168.03x?+180.49x+ =7.6373x°-38.231x*+
Communication model y=f(x) +33.64 ¢ +0.7794 g +45.415x+1.6803
Correlation ratio 0.8738 0.9773 0.9313
.Consumer price Qualitative char.act.eristics of strong very strong very strong
index (December communication
to December of the Students t-test t, 3.1410 10.0911 5.8348
previous year, %) t, 2.7764 2.5706 2.4469
Fischer's criterion F, 12.9205 106.6071 39.2489
F, 7.7086 6.6079 5.9874
Coeflicient of determination 0.7636 0.9552 0.8674
— AF407 50— y=58778x°-366426x>+
Communication model y= f(x) 9E+):)6x‘+657291x2— y=24.6072°-29.79x+ +663258x‘*;414487x3+
20946x4+240.96 +7.0344 +114347x°-14390x+
+677.18
Correlation ratio 0.8597 0.9325 0.8221
Pirect i.nvestr.n‘ent Qualitative characteristics of
in Ukraine, billion communication strong very strong strong
UsD Student’s t-test tp 2.8930 5.3848 2.9073
i, 2.7764 2.5706 2.4469
Fischer's criterion F, 11.3257 33.3436 12.5071
F, 7.7086 6.6079 5.9874
Coeflicient of determination 0.7390 0.8696 0.6758
y=2E+10x°-4E-+09x*+ = 218682+ y=-10.215x"+

Communication model y=f{x)

+3E+08x*-1E+07x%*+
+282737x-2255.8

+26.721x-6.4115

+55.404x°-66.98x>+
+0.7225x-1.8441

Correlation ratio 0.9950 0.9412 0.801436211
Direct invest.ment Qualitative char.act.eristics of very strong very strong strong
from Ukraine, communication
billion USD Student’s t-test tp 63.1823 5.8644 2.6306
i, 2.7764 2.5706 2.4469
Fischer's criterion F, 3,996.0000 38.8212 10.7738
F, 7.7086 6.6079 5.9874
Coeflicient of determination 0.9990 0.8859 0.6423
=1E+09x*-2E+08x*+ =1201.4x*-6970.6x>+
Communication model y = f(x) y+1E+07x2—369817x+ y=-7953.3x'+10669x"~ +10488x°-3615.9x+
+3990.4 -3199.1x+233.56 46773
Correlation ratio 0.9472 0.9418 0.9625
o, Qualitative characteristics of
Uk.ra.lnes GDP, communication very strong very strong very strong
billion USD Student’s ttest t 5.5932 5.8970 8.3644
i, 2.7764 2.5706 2.4469
Fischer's criterion F, 34.8727 39.2087 75.5217
. 7.7086 6.6079 5.9874
Coeflicient of determination 0.8971 0.8869 0.9264
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. Statistical characteristics
Indicator

2003-2008

Table 5. Continued

Billing period

y=8E+08x°-2E+08x"+
+2E+07x°-680547x>+

Communication model y=f(x)

2009-2015 2016-2023

y=-65.861x"+66.54x+ y=-2.4791x*+11.139x+
+6.3432 +24.468

13990x-105.56

Correlation ratio

0.9950

0.9946 0.9845

Quualitative characteristics of

very strong

very strong very strong

Official exchange communication
rate of the UAH
against the USD i tP 63.1823 21.2842 13.5508
(average for the Student’s t-test

perio d), UAH/USD t, 2.7764 2.5706 2.4469

Ff 3,996.0000 457.9630 189.4397
Fischer’s criterion
Fn 7.7086 6.6079 5.9874
Coefficient of determination 0.9990 0.9892 0.9693

Source: compiled by the authors

The obtained data indicate that the correlations be-
tween the levels of the geopolitical risk index of Ukraine
and, accordingly, the levels of gross external debt, con-
sumer price index, direct investment in Ukraine, direct in-
vestment from Ukraine, GDP of Ukraine, and the official
exchange rate of the UAH against the USD are significant
according to the Student’s criterion (¢, <f, . .), and the re-
gression equations are adequate to the actual data accord-
ing to the Fischer criterion (F,2F ). The degree of influence
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of the geopolitical index of Ukraine on the variation in the
levels of the indicators under study is different. Thus, the
variation in gross external debt levels depends on the im-
pact of the geopolitical risk index of Ukraine on average
for the entire observation period by 88%, the consumer
price index — by 86%, and direct investment in Ukraine —
by 76%, direct investment from Ukraine - by 84%, GDP of
Ukraine - by 90%, the official exchange rate of the UAH
against the USD (average for the period) — by 98% (Fig. 4).

98

90
84

Ukraine’s GDP  Official exchange
rate of the UAH
against the USD

Direct investment
from Ukraine

Figure 4. Degree of influence of the geopolitical risk index of Ukraine
on the variation in the levels of the indicators under study

Source: compiled by the authors

The dependence of direct investment in Ukraine
on the geopolitical risk index of Ukraine at the level of
76% is due to a number of other unfavourable factors
of a political, legal and socio-economic nature on the
eve of military aggression by the Russian Federation.

Therefore, a statistical analysis of the relationship be-
tween the levels of direct investment in Ukraine and the
levels of the geopolitical risk index of Ukraine was ad-
ditionally carried out at two intervals - 2016-2020 and
2021-2023 (Fig. 5).
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Figure 5. Dependence of direct investment in Ukraine on the geopolitical risk index of Ukraine in different periods

Notes: a) - 2016-2020; b) — 2021-2023
Source: compiled by the authors

The results obtained indicate a functional relationship
between the levels of direct investment in Ukraine and the
geopolitical risk index of Ukraine in the period 2016-2023.
Thus, while the geopolitical risk index (GPR) is easy to use
and can be useful for tracking the dynamics of geopolitical
risks over time and conducting empirical research, it has
certain limitations as a measure of risk. The index states the
dynamics of geopolitical risks over past periods, but has no
future orientation and cannot predict the potential evolu-
tion of risks and the onset of force majeure. The index is a
generalised measure of geopolitical risks and is not able to
distinguish between individual risks, each of which has dif-
ferent causes, probabilities of occurrence and consequenc-
es for countries, markets, industries, and enterprises. The
index does not reflect the complexity, duration, sources of
occurrence and sustainability of risks, and the non-linear
nature of the relationship with macroeconomic indicators,
which significantly complicates forecast calculations.

Thus, the geopolitical risk index (GPR) provides only a
rough idea of the direction and degree of changes in macro-
economic indicators and is impractical for use in the fore-
cast and analytical activities of enterprises. Therefore, risk
analysts typically supplement the GPR index with quali-
tative analysis, expert advice, probability-based estimates,
and scenario analysis to obtain more dynamic and accurate
risk assessments. For example, the BlackRock geopolitical
risk indicator (BGRI) aims to predict market reactions to
geopolitical risks. The indicator represents the average of
the top ten risks, including strategic competition between

the USA and China, global technological separation, pos-
sible conflict between Russia and NATO, tensions in the
Persian Gulf, large-scale terrorist attacks and cyber-attacks,
political crises in emerging markets, possible conflict in
North Korea, a climate policy impasse, and potential frag-
mentation of Europe (Donilon et al., 2024).

The quantitative components of the geopolitical risk
dashboard include two different risk indicators: one is
based on the market’s attention to risky events, and the
other is based on the market’s response to these events.
BGRI tracks the relative frequency of brokerage reports
(via LSEG) and financial news (Dow Jones News) related
to specific geopolitical risks. It determines the positive or
negative mood in the text of articles and sets points, reflect-
ing the level of market attention to each risk compared to
the five-year period. At the same time, brokerage reports
are given more weight than other sources of information,
since they measure the market’s attention to a particular
risk, rather than public attention or public opinion. The
modified methodology improves on traditional approaches
to text analytics, which are based on searching articles for
pre-defined keywords for each individual risk. A machine
learning-based approach to big data processing is being im-
plemented. Using modern advances in computing technol-
ogies, neural network language models are used to analyse
large amounts of data and determine the relevance of each
sentence to geopolitical risks.

At the initial stage, the prepared language model is
filled with content related to geopolitical issues and articles
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that reflect various risks. The tuned model performs two
main tasks: it classifies the relevance of each sentence to
a specific geopolitical risk to get an attention score, and it
classifies the tone of each sentence to determine a mood
score. These estimates are then aggregated to form a con-
solidated geopolitical risk assessment. A score of “0” indi-
cates the average level of the BGRI index for the historical
period, while a value of “1” indicates that the BGRI level
exceeds the historical average by one standard deviation,
which means increased market attention to risk. The latter
values have more weight when calculating the average val-
ue, and the BGRI level changes gradually, even with con-
stant market attention, reflecting the idea of normalising a
high level of attention over time.

To assess the market response, market-oriented sce-
narios associated with each geopolitical risk event are used,
which makes it possible to predict the reaction of market
prices when certain events occur. First, scenarios are de-
veloped and the catalysts for their occurrence (escalation
triggers) are determined, after which, using econometric
methods, the results of scenarios are converted into poten-
tial shocks for market indices and risk factors. The size of
shocks is calibrated using a variety of methods, including
analysing historical periods that resemble a risk scenario,
with more weight given to recent historical parallels. For
scenarios that do not have precise precedents, experts in
geopolitical risks and portfolio management are involved
to conduct additional analysis. Then, for each risk, a mar-
ket movement index is compiled based on two indica-
tors: similarity — measures how much the current market
environment meets expectations for the implementation
of a particular scenario, based on the monthly return on
the corresponding assets; value — measures the amount of
monthly income of the corresponding assets according to a
market-oriented scenario.

These indicators are combined to form an index, where:

e a value of “1” indicates that the markets are reacting
according to the scenario;

e a value of “0” indicates that there is no correspond-
ence between market behaviour and the scenario;

e a value of “-1” indicates that the markets react in the
opposite way to the expected scenario, that is, they place
bets against risk.

This approach is particularly useful for investment
companies, but it can be used as a basis by enterprises and
adapted to the specifics of their own activities. Thus, com-
panies can create and configure their own language model
focused on a specific market and risk events to predict de-
mand and prices for raw materials and finished products
and develop appropriate response scenarios. However, the
implementation and maintenance of this method will re-
quire the involvement of qualified specialists in risk manage-
ment and information technology, and significant financial
and time costs for development, testing and improvement.

A multi-level expert approach to geopolitical risk as-
sessment is an appropriate addition to these methods, since
it considers the unique characteristics of the company’s

operating activities to provide an individual analysis of
its risks. This approach was described by M.A. De Villa et
al. (2015), who emphasised the importance of assessing
a company’s vulnerability to geopolitical risks to identi-
ty both threats and new opportunities. For this purpose,
a multi-level analysis is used, covering supranational, in-
ternational, national, industry, and corporate levels. The
researchers suggest using various practical questions and
information sources to evaluate each factor at these levels.

Thus, at the supranational level, the ability of inter-
national organisations to intervene and mitigate political
conflicts between states is assessed, which affects the likeli-
hood of escalation of geopolitical risks. At the international
level, countries’ dependence on raw materials and energy
resources, food or technology, which may pose additional
risks to companies, is analysed, and political relations be-
tween countries that may increase or decrease the conse-
quences of political instability for businesses are examined.
At the national level, the political influence of states in the
world, due to their technological development and military
power, is considered, and the political programmes of gov-
ernments and their interaction with business, which can
increase or decrease political tensions, are evaluated. At
the industry level, the impact of military-political conflicts
between states on the supply chains and value creation
of companies is subject to research. Identifying and con-
sidering the interests and expectations of all stakeholders
helps to make more informed and effective management
decisions. At the level of an individual company, it exam-
ines how political tensions can affect its business processes.
Special attention is paid to the development of the compa-
ny’s political influence and its ability to lobby its interests
to minimise threats or take advantage of opportunities that
arise as a result of geopolitical changes.

The application of a multi-level approach to the assess-
ment of geopolitical risk by enterprises takes place in six
stages (De Villa, 2023):

1. Collection of information about each risk factor at
all levels of analysis, based on practical questions and avail-
able sources of information.

2. Analysis of information for each risk factor to deter-
mine the level of risk of the company’s activities.

3. Estimation of the risk level for each factor using an
assessment sheet by assigning a score from 0 to 100, where
0-20 - very low risk, 21-40 — low risk, 41-60 - moderate
risk, 61-80 - high risk, and 81-100 - very high risk.

4. Comparison of risk factor estimates and determina-
tion of the highest and lowest risk.

5. Identification of potential problems (for factors with
the highest risk scores) or opportunities (for factors with
the lowest risk scores).

6. Development of strategies to neutralise possible
challenges and implement potential opportunities.

Application of this approach will allow companies to
conduct an in-depth analysis of their vulnerability to geo-
political risks to make strategic decisions and develop tac-
tics to respond to current challenges and opportunities.
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Companies, especially multinational ones, are actively
adapting their business plans and operations in response
to the growing fragmentation of the global business envi-
ronment. They geographically diversify supply chains and
production activities, create separate divisions to work in
different geopolitical blocs, and actively improve risk pro-
tection and cybersecurity. M. Gilbert & N. Lang (2024) rec-
ommend that CEOs track geopolitical events, strategically
plan important changes and ensure that key management
tools are up-to-date, and create an organisational structure
torespond quickly to geopolitical events. Itis recommended:

e Create scripts and develop pointers. Companies
should apply geopolitical scenarios to their industry and
region of activity to have an idea of the possible develop-
ment of the business environment in the coming years and
create an early warning system for critical business changes.

e Plan a response. Once pointers are installed, compa-
nies can develop plans to respond to their appearance. The
intuition and expertise of geopolitical risk management
specialists will determine the effectiveness of these plans,
so the collective experience of the management team in
the areas of international relations, global politics, supply
chains and risk management, and the involvement of exter-
nal experts, is important.

e Stay alert. Pointers and scenarios should be updated
at least every two years or after major geopolitical incidents
to ensure that these tools remain up-to-date.

e Adapt the company’s organisational structure for
rapid response. In cases of rapid changes and unexpected
events, management should have time for complex deci-
sions, such as rescheduling the supply chain or moving staff
immediately.

Experts emphasise that the company’s geopolitical
competencies are not formed instantly. This requires ded-
ication and effort, and can also lead to additional costs.
However, these costs will be lower compared to the poten-
tial losses if the geopolitical risk is implemented and dam-
ages the business.

Experts of the British Certified Institute of Internal
Auditors note that the growth of instability, complexity,
and pace of change in the new geopolitical era requires
the following approaches (Loke & Hayes, 2023): providing
flexibility in responding to geopolitical crises and constant
readiness; scenario planning and horizon scanning, which
involves conducting constant stress tests and updating basic
assumptions about the probability and extent of exposure to
risks; reviewing professional profiles of risk specialists and
internal audit to ensure consistency, communication, coor-
dination, and cooperation between them; adopting a long-
term view of geopolitics, which can vary from five years (in
the areas of production and service) up to 30 years (in the
energy and infrastructure sectors), along with considering
geopolitical risks in the short and medium term, as “relia-
ble” countries can change their policies in the future; com-
mitment to the company’s goals and values to have a clear
understanding of its goal, risk-taking and strategy, while re-
maining flexible in responding to geopolitical crises; using

favourable geopolitical opportunities and increasing the
company’s growth potential; promptly providing manag-
ers with relevant information to make informed decisions.

J. Allen (2024) highlights the growing importance of
companies’ legal divisions in the context of increasing geo-
political risks. She points out that legal departments should
have a deep understanding of geopolitical issues, anticipate
their consequences, and be prepared to provide appropriate
recommendations to management. To effectively manage
a company, the legal department must be involved in the
overall business strategy and transformation plans, and
the general counsel must understand how the company’s
growth factors are related to the geopolitical environment.

Geopolitical developments complicate the role of the
legal team, requiring consistency between the positions of
the board, management, general counsel and responsible
public relations officers in different countries. The regula-
tory environment is becoming increasingly complex, espe-
cially for multinational companies that interact with multi-
ple regulators in different jurisdictions. Companies should
ensure that information on similar issues is provided in a
consistent and consistent manner in different jurisdictions,
in order to avoid additional risks and careful control by
regulators. The legal service’s response programme should
meet the following requirements: quickly identify similar
requests that have already been made in other regions and
develop an appropriate legal strategy; monitor trends in the
volume and types of requests, and appropriate responses
from regulators; quickly mobilise specialised experts and
get their approval from management; scale the response de-
pending on the volume and urgency of requests in real time.

Therefore, the company’s legal team should ensure ef-
fective interaction with regulatory authorities around the
world. Advanced legal training programmes, well-estab-
lished workflows, and databases will help companies to bet-
ter respond to regulatory requests and reduce risks. To sum-
marise the above recommendations, a list of measures that
businesses should take to respond appropriately to changes
in the geopolitical situation and related risks can be offered:

e Training specialists of risk management departments
in ways to identify geopolitical risks, methods of their
quantitative and qualitative analysis, and approaches to
managing them.

e Development of internal policies and procedures for
identification, quantitative and qualitative analysis of geo-
political risks, including the creation and configuration of
a language model, selection of information sources, identi-
fication of risk markers for a specific industry, region, and
enterprise.

e Development of internal regulations for responding
to identified geopolitical risks, which define events-triggers
of geopolitical risks, their quantitative indicators and cor-
responding scenarios of actions.

e Consideration of geopolitical risks in the budgeting
process by calculating the budget in various geopolitical
scenarios, analysing the sensitivity of the company’s finan-
cial results to certain risks, and stress tests.
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e Optimisationofthecompany’sorganisationalstructure
tominimisethetimespentpassinginformation fromspecial-
ists responsible for risk management to senior management
for prompt adoption of informed management decisions.

o Strengthening the company’s information security by
improving the information and communication infrastruc-
ture and software architecture to counter leaks of confiden-
tial information and possible cyber-attacks from compet-
ing companies and states.

o Strengthening the legal component in the company’s
activities, including the involvement of specialists in the
field of international law with an in-depth knowledge of the
legislation of the countries in which the company operates
and its key counterparties (especially tax, labour, environ-
mental and intellectual property protection). Moreover, it
is important to keep this knowledge up to date and respond
promptly to changes in the legal and regulatory framework
for all aspects of business.

e Diversify business risks by purchasing resources
from different suppliers and countries, reviewing routes,
modes of transport and carriers for their delivery, and car-
go insurance.

e Searching for new alternative markets for finished
products in different jurisdictions by adapting products
and services to local standards and customer preferences.

e Ensuring transparency of the company’s values and
goals, their presentation to civil society and government
agencies, legitimate lobbying of the company’s business in-
terests in the discussion and adoption of laws and bylaws.

CONCLUSIONS
In the current geopolitical realities, companies need to de-
velop a strategy and build a geopolitical risk management
infrastructure. This process will require the involvement of
qualified specialists in risk management, information se-

economic activities of the enterprise. Establishing an effec-
tive geopolitical risk management system is a long, labori-
ous, and expensive process, but absolutely necessary in the
current economic and geopolitical conditions. Having such
a system is no longer just a competitive advantage, but a
time requirement for companies seeking to survive and de-
velop in a changing world. In this paper, considering cur-
rent trends, the definition of geopolitical risk was formulat-
ed and it was proposed to classify it according to the forms
of manifestation. This definition was intended to improve
the understanding of the essence of geopolitical risk, the
causes of its occurrence, and possible consequences among
the responsible persons of companies. The proposed classi-
fication of geopolitical risks will help to properly structure
the work on managing them, distributing powers and re-
sponsibilities between organisational units and officials of
the enterprise.

The results of the study of the degree of influence of
the geopolitical index of Ukraine on the variation of its
macroeconomic indicators are generally consistent with
the results of similar studies in other countries and reflect
the typical behaviour of economic entities in conditions of
risk and uncertainty. It can be stated that an increase in the
level of geopolitical risk suppresses business activity, caus-
ing a decrease in production, external borrowing and direct
investment, accompanied by a devaluation of the nation-
al currency and an acceleration of inflation. The obtained
dependencies can be used by enterprises in drawing up
business scenarios, business plans, and budgets in condi-
tions of geopolitical turbulence. Further research should
be devoted to the development of methodological tools for
predicting, identifying, and assessing geopolitical risks, and
modelling their potential impact on individual industries
and various aspects of companies’ activities.
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OpraHisauinHe 3a6e3neyeHHA PyHKLIOHYBaHHSA NigNPUEMCTB
B YMOBaX reonosiTU4HOI TypOyneHTHOCTI

AHoOTaLif. 3arocTpeHHs MOMITUYHOIO IPOTUCTOAHHA Ta eKOHOMIYHOI KOHKypeHNil MDK IpOBiIHMMM Hep)kaBaMu
CBiTY IIpU3BeJIO 10 PYIHYBaHH: YCTa/IeHVX MDKHApOTHUX BiHOCKH, 30pOJHIX KOHQIIKTIB, 3aIIpoBakeHH CaHKIIil,
(hinaHCOBOI HecTabIIBHOCTI, 0OMeXKeHb 1010 TOPTiBIi Ta CIBpOOITHUIITBA B TEXHOIOT14Hiii cepi, 10 CYyTTEBO MiBUIITYE
CKJIaJ{HICTD BeJIeHHA SIK JIOKQ/ILHOTO, TaK i MbkHapogHoro 6i3Hecy. OCKiNbKM TeOIOIITUYHUI PU3UK € BITHOCHO HOBUM
i CepilO3HMM BUK/IMKOM [IsSi KOMIIAHiif, MOCTa€e mpobaeMa TOCTKEHHS 10r0 TEOPETUYHUX acCIeKTiB Ta po3poOKu
opraHisalilfHO-MeTONMYHUX IiIXOAIB yIIpaB/IiHHA HMM Ha piBHI cy0’eKTiB rocnogapoBaHHA. JJaHa CTaTTA IpUCBAYEHA
TOCTIKEHHIO CYTHOCTI IeONOMITMYHOIO PM3MKY, IinXomiB o jtoro kiaacudikanii, oljiHIOBaHHA Ta BpaxyBaHHA y
(hinaHCOBO-TOCIONAPCHKIN AiAmbHOCTI koMnaHill. CHOpMy/IbOBaHO aBTOPCbKE BU3HAYCHHA I'EONOITUYHOTO PUSUKY
Ta 3aIPOIIOHOBAHO Jioro Kiacudikaunito 3a ¢popmamu nposABy. [IpoBeeHO KPUTUYHWIT OIIAN METOAVYHMX IiIXOZIB
IO KiIbKiCHOTO i AKiCHOrO aHa/li3y reoNONITMYHMX PUSMKIB. AHa/li3 B3a€MO3B’3Ky piBHIB iHIEKCY IeONOTiTMYHOIO
PUBMKY Ta IesSKUX MaKpOeKOHOMIYHIX ITIOKa3HMKIB YKpaiHU II0Ka3as, 110 Bapiallid piBHIB BaJIOBOrO 30BHIIITHBOTO 60pry
3aJIKNUTD BiJl iHJ,EKCY Te€OMOIITUYHOTO PU3UKY YKpainy Ha 88 %, iHJeKCy CITOKMBYMX 1IiH — Ha 86 %, MpAMUX iHBECTUIIiN
3 Ykpainn - Ha 84 %, mpsAMUX iHBeCTUIIil B YKpaiHy — Ha 76 %, BHyTPillHbOTO BaJIOBOTO NMPOAYKTY YKpainu — Ha 90 %,
odinirtHoro kypcy rpusHi mogpo gonapa CIIA - Ha 98 %. OTpuMaHi 3a7I€XXKHOCTI J03BO/IAIOTH IIPOTHO3YBATY OBENIHKY
eKOHOMIYHMX CYO’€KTiB 3aJIe)KHO Bif AMHaMIKV piBHA IeOHNONITMYHOIO PU3MKY Ta pO3pOOATH BifNOBimHI cueHapii
pearyBanH:A. Ha ocHOBI pexoMeHpaniit daxiBLiB y cdepi ynpapaiHHA pusukaMu mwopo 3abesnedeHH QyHKI[iOHYBaHHA
IiJIPUEMCTB B yMOBaX TeONOMITMYHOI TYpOY/IEHTHOCTI 3allpOIIOHOBAHO IepeliK 3aXOfiB, SKUX MAalOThb BXXMBATU
KOMIIaHii, o6 nepef6adaTyl i HaJTe>XHIM YMHOM BPaXOBYBATH 3MiHM reONOMITUYHOI cUTYyalil Ta epeKTMBHO IPOTULIATH
CYNIYTHIM pU3MKaM

KnioyoBi croBa: reonomiTyHmMil pUsUK; HEBU3HAYCHICTh; OAraTONONAPHICTD; KOPEIALis; yIpaBIiHHA pU3UKaMU;
puBepcudikania
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Abstract. In the modern economy, competition between commercial enterprises in the regions is becoming more acute
and intense. Each company strives to strengthen its position in the market, attract more customers and provide a stable
income. However, to achieve a competitive advantage, it is necessary not only to follow market trends, but also to actively
develop own strategies and business models. The purpose of the study was to investigate the competitiveness of commercial
enterprises in the southern regions of Ukraine. The following research methods were used: graphical - for displaying the
dynamics of indicators; tabular - for calculating changes in indicators; calculation of an integral indicator - for determining
the most competitive trading enterprises in the southern regions. It was determined that the most fundamental character is
the competitiveness of management and entrepreneurial ideas. The factors of external (the number of available population,
the number of registered unemployed, the inflation index) and internal (export, import, retail trade turnover, the number of
enterprises, the average salary of full-time employees, the number of full-time employees, capital investments) environment
of commercial enterprises that affect their competitiveness were highlighted. As a result of the study, a decrease in retail
trade turnover in the southern regions of Ukraine was revealed. In three years (2020-2022), the number of commercial
enterprises has significantly decreased. The volume of exports (except for the Odesa region, where exports increased)
and imports of commercial enterprises in the southern regions of Ukraine decreased, as did the number of available
populations in all four regions, and the number of registered unemployed, but the average salary increased. The number of
full-time employees at commercial enterprises decreased in Mykolaiv and Kherson regions, but in Zaporizhzhia and Odesa
regions it increased. The volume of capital investments of commercial enterprises of the Zaporizhzhia region increased,
but decreased in commercial enterprises of the Mykolaiv, Odesa and Kherson regions. There was a negative trend towards
an increase in the inflation rate. It was determined that in 2022 the most competitive commercial enterprises were in the
Odesa region, and the least — in the Kherson region. The practical significance of the study lies in the use of the integral
assessment method to determine the competitiveness of commercial enterprises
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INTRODUCTION
One of the most important components of business suc-
cess is development planning and constant accumulation
of information about prospects and opportunities, and
about the state of markets, competitors and their own com-
petitiveness. All businesses should actively improve their
offerings, adapt to changes in consumer behaviour, and ap-
ply innovative approaches to improve their performance.
Analysis of the competitive environment helps to identify
strengths and weaknesses in comparison with competitors
and develop strategies that allow standing out in the market.

It is important for retail businesses to develop partner-
ships with other companies, including suppliers, distrib-
utors, and competitors, to share experiences, access new
markets, and solve problems together. Attracting and re-
taining qualified personnel plays an important role, which
is achieved through investment in training, creating com-
fortable working conditions and creating a stimulating cor-
porate culture. A company’s success depends on its ability
to adapt quickly to changes, innovate, and use resources
efficiently. Only the active development of strategies and
business models allows achieving long-term success and
strengthen the position in the market.

P. Brin et al. (2019) investigated the theoretical foun-
dations and methods of assessing the competitiveness of
enterprises, proposing a unique dynamic assessment meth-
odology for enterprises in the confectionery industry. They
also analysed the impact of their own retail network on
competitiveness, proving that the success of an enterprise
depends on the competitiveness of its products, because
products are the main result of the production process. The
development of a classification of principles and existing
methods for assessing the competitiveness of enterprises,
identifying their advantages and disadvantages, was carried
out by O. Shumilo et al. (2020). They stressed that compet-
itiveness is a complex comparative characteristic, which is
expressed through its level. Their competitiveness assess-
ment algorithm includes the stages of determining evalu-
ation goals, selecting competitors, forming an information
base, calculating competitiveness indicators, and summing
up results and conclusions about the level of competitive-
ness. N. Bsharat (2019) developed and described the con-
cept of a competitive strategy for managing the competi-
tiveness potential of a trading enterprise. The researcher
substantiated the essence of the concept of strategic an-
ti-crisis management of industrial enterprises, highlighting
its main features and advantages. K. Tokar (2024) assessed
the competitiveness of agro-industrial enterprises of the
Vinnytsia region, which operate in various fields of agri-
culture and sell their products (grown, produced, or pro-
cessed) through various sales channels. The analysis of the
competitiveness of agricultural enterprises was carried out
using the method of comparative advantages, the theory of
effective competition, and benchmarking.

S. Arkhiiereiev & V. Mieshkova (2019) provided a the-
oretical definition of the concept of “enterprise competi-
tiveness” and developed a methodology for assessing the

competitiveness of commercial enterprises based on cer-
tain relevant methods and key indicators. They presented
their vision of the assessment methodology, identifying
the appropriate methodological and informational founda-
tions. V. Herasymova & Ye. Riezanov (2020) identified the
main factors influencing the competitiveness of enterprises
in modern conditions. The researchers analysed the impact
of internal and external factors on the sustainability of en-
terprise development and substantiated the importance of
development management to ensure competitiveness. The
product range in retail in conditions of high competition
was studied by V. Datsenko et al. (2022), performing an
ABC analysis of the “7 days” category to identify the most
important positions. They compared the effectiveness of
promotions and advertising in retail. The research of types
of entrepreneurial strategies, highlighting corporate, busi-
ness, functional, operational, and personalised strategies,
was carried out by R. Tulchinskiy et al. (2021). They also
identified strategies for achieving competitive advantages in
the market, such as a cost leadership strategy, a differentia-
tion strategy, a focus strategy, and a rapid response strategy.

The purpose of this study was to analyse the compet-
itive advantages of trading companies in the southern re-
gions of Ukraine.

MATERIALS AND METHODS
To investigate the competitiveness of commercial enter-
prises, a graphical method was used to represent the dy-
namics of the analysed indicators for 2020-2022 (retail
trade turnover, export and import volumes, number of en-
terprises, capital investment volume, inflation index, inte-
gral index). The study was limited to this time period due
to the lack of official statistics on the average salary of full-
time employees, the number of full-time employees, capi-
tal investments, and the number of registered unemployed
for 2023-2024. The use of digital data from different peri-
ods will not provide accurate information about the level
of competitiveness of trading enterprises. The tables show
calculations of the dynamics of indicators: the number
of available population, the number of registered unem-
ployed, the average salary of full-time employees, the num-
ber of full-time employees. The analysis was performed
using digital data (State Statistics Service of Ukraine, n.d.).
The most and least competitive commercial enterprises of
the region (Zaporizhzhia, Mykolaiv, Odesa and Kherson)
were determined by calculating the integral index. Integral
index-weighted average value of normalised coefficients:
L K¢

1= (1)
where # - number of normalised coefficients of efficiency
in the use of labour resources of farms; K'* — standard value
of the coefficient.

The equation is used for stimulant indicators:

_ _Zij—Zmin

2)

Zmax—Zmin’
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where Zij — value of i-th indicator in j-th district; Zmin —
minimum value of i-th indicator for all districts; Zmax —
maximum value of i-th indicator for all districts.

Indicators of the destimulator are calculated using the
equation:

Zmax—Zij

y= Zmax—Zmin’ (3)
where Zij — value of i-th indicator in j-th district; Zmin —
minimum value of i-th indicator for all districts; Zmax —
maximum value of i-th indicator for all districts.

To calculate the integral index, the indicators were
divided into indicators-stimulators (average salary of full-
time employees, number of full-time employees, capital
investments, number of enterprises, the number of avail-
able population, export volumes, retail trade turnover)
and indicators-de-stimulators (inflation index, number of
registered unemployed, import volumes). To determine the
competitiveness of commercial enterprises in the southern
regions, a scale was proposed: 0.000-0.200 - not compet-
itive; 0.201-0.400 — low level of competitiveness; 0.401-
0.600 - satisfactory level of competitive; 0.601-0.800 — av-
erage level of competitiveness; 0.801-1.000 — high level of
competitiveness.

RESULTS

In the context of the growing impact on the national econ-
omies of the scientific and technological revolution, inte-
gration processes, the spread of competition to new areas
of socially useful activities and its becoming more acute,
competitiveness has become a global phenomenon. The
competitiveness of an enterprise is a relative characteris-
tic that expresses the degree of difference between a given
enterprise and competitors in the field of customer satisfac-
tion. The high competitiveness of a trading enterprise is de-
termined by the satisfaction and willingness of consumers
to re-purchase the products of this company, the absence of
claims to the enterprise from the company, shareholders,
partners, and the prestige of working at this enterprise. The
competitiveness of a retail trade enterprise, being a mul-
ti-faceted concept, not only includes quality and price pa-
rameters of goods, but also depends on the level of manage-
ment, the established financial flow management system,
investment, and innovation components of its activities.
In addition, competitiveness is influenced by the emerg-
ing market environment, the degree of competition expe-
rienced by the enterprise from other market participants,
technical equipment, the degree of innovation implemen-
tation, motivation and qualification of personnel, financial
stability (Kyrylko & Babych, 2019).

The competitiveness of an enterprise is an integral
characteristic. In general, it is advisable to distinguish the
following structural components: competitiveness of sup-
ply in the market; competitiveness of enterprise resourc-
es; competitiveness of management; competitiveness of an
entrepreneurial idea (vision). The main properties of com-
petitiveness (in all components) are relativity and dynamic

character. Relativity is manifested in the fact that the com-
parison of an enterprise and its competitors allows speaking
about competitive advantages in relation to one or the other
party. The dynamic nature of competitiveness determines
its constant insufficiency. Lack of competitiveness is one of
the main driving forces, which is reflected in both strategic
and operational decisions. Confidence in competitiveness
often leads to lagging behind. Any advantages will sooner
or later be copied or surpassed by competitors. The only
sustainable competitive advantage is constant progress.

Figure 1 illustrates the relationship between different
aspects of competitiveness, in particular, it emphasises that
the most “fundamental” character is the competitiveness of
management and the entrepreneurial idea, and the exter-
nal perception of competitiveness is mainly related to the
market supply.

Enterprise
competitiveness

commodity

resources

management

JDIAISS

entrepreneurial
ideas

resources

information

Figure 1. Competitiveness structure
Source: developed by the authors based on N. Bsharat
(2019) and O. Vynogradova et al. (2021)

Retail trade is one of the key sectors of the economy
that directly affects the development of the region and
the well-being of its population (Lipych, 2023). This is an
important industry that not only provides the population
with the necessary goods, but also creates jobs, contrib-
utes to economic stability and infrastructure development.
The development of retail trade contributes to improving
the standard of living of the population, because access to
high-quality goods and services becomes wider and more
convenient. Retail trade turnover, as an important indicator
of economic activity, largely determines the competitive-
ness of retail enterprises (Fig. 2). It reflects the overall level
of economic activity in the region, the purchasing power
of the population and the efficiency of enterprises. High
turnover indicates a healthy demand for goods and servic-
es, which encourages further development of enterprises,
allowing them to invest in new technologies, expand the
range, improve service and improve the quality of goods.
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This, in turn, contributes to the growth of competitiveness
of enterprises in the market, providing them with a stable
120,000
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S
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20,000
0

Zaporizhzhia

. Mykolaiv
region

. Odesa
region

region

position and the opportunity to successfully compete both
at the local and national levels.

W Retail trade turnover, mln. UAH 2020
Retail trade turnover, mln. UAH 2021
Retail trade turnover, mln. UAH 2022

Kherson
region

Figure 2. Dynamics of retail trade turnover in the southern regions of Ukraine, mln. UAH
Source: developed by the authors based on research by the State Statistics Service of Ukraine (n.d.)

According to the calculations, it was concluded that
the volume of retail trade turnover in the southern regions
of Ukraine decreased by 88-89%. Retail trade turnover is
an indicator of the purchasing power of the population and
the economic activity of the region. A high level of turno-
ver indicates a significant demand for goods and services,
which, in turn, ensures a stable cash flow for retail enter-
prises. This allows enterprises to invest in development,
upgrade equipment, improve the quality of service and
expand the product range. Stable and high turnover also
contributes to the growth of income of enterprises, which
is necessary to increase their competitiveness.

Retail trade turnover directly affects the ability of en-
terprises to implement innovative solutions. Modern tech-
nologies such as e-commerce, warehouse management
systems, loyalty programmes, and analytics platforms en-
able businesses to manage resources more efficiently and
optimise operational processes. A high level of turnover
provides the necessary financial resources for investing in

such technologies, which, in turn, increases the competi-
tiveness of enterprises. Retail trade turnover is closely re-
lated to consumer demand. Businesses with high turnover
can better understand the needs and preferences of con-
sumers, which allows them to develop effective marketing
strategies. Due to the analysis of sales and consumer trends,
such enterprises can quickly adapt to changes in the mar-
ket, offering relevant and popular products. This ensures
increased customer loyalty and increased market share.

High retail turnover also has a positive socio-eco-
nomic impact on the region. The growth of trade activ-
ity contributes to the creation of new jobs, higher wages,
and an overall improvement in the quality of life of the
population. This, in turn, encourages additional demand
for goods and services, creating a positive economic cycle
that contributes to the further development of commer-
cial enterprises. In the modern economy, the number of
commercial enterprises is an important factor affecting
their competitiveness (Fig. 3).

6,000 -

5,000 -
B Number of enterprises, units 2020

4,000 -
Number of enterprises, units 2021

3,000
Number of enterprises, units 2022

2,000 -

1,000 -

Zaporizhzhia | Mykolaiv Odesa Kherson
region region region region

Figure 3. Dynamics of the number of commercial enterprises in the southern regions of Ukraine, units
Source: developed by the authors based on State Statistics Service of Ukraine (n.d.)
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For three years (2020-2022), the number of commer-
cial enterprises significantly decreased in the Zaporizhzhia
region by 30%, in Mykolaiv region - by 35%, in Odesa
region — by 27%, in Kherson region - by 43%. The more
businesses operate in the same industry, the higher the lev-
el of competition. This can lead to lower prices for goods
and services as companies seek to attract more customers.
High competition also forces businesses to improve the
quality of their products and services to remain attractive
to consumers.

The number of enterprises in the industry encourages
the development of innovations. Competition encourages
companies to look for new solutions, implement new tech-
nologies, and optimise their business processes to maintain
their market share. This not only contributes to the devel-
opment of individual companies, but also has a positive
impact on the entire industry. Increasing the number of

businesses can make it harder to access resources such as
skilled labour, raw materials, and financial resources. Com-
panies are forced to compete for limited resources, which
can increase their value. However, high competition can
encourage the development of new supply markets and the
creation of alternative resources.

For consumers, the presence of a large number of
businesses is a positive factor, as it provides a wide range
of goods and services. In addition, competition forc-
es companies to provide a high level of service and offer
more favourable conditions for customers. The economic
development of the region largely depends on the dynam-
ics of foreign economic activity, in particular exports and
imports (Fig. 4). The relationship between these indicators
and the competitiveness of trading enterprises is extreme-
ly important for understanding economic processes and
forming effective development strategies.

5,000,000 -
4,500,000 -
4,000,000 -
3,500,000 - I W Zaporizhzhia region
3,000,000 I Mykolaiv region
2,500,000 - - I = P - Odesa region
2,000,000 - .
| m Kherson region

1,500,000
1,000,000

500,000 -

0,0 ”
2020 | 2021 | 2022 2020 | 2021 | 2022
Export volumes, thous. USD Import volumes, thous. USD

Figure 4. Dynamics of export and import volumes for 2020-2022, thous. USD
Source: developed by the authors based on State Statistics Service of Ukraine (n.d.)

During the study period, the volume of exports (ex-
cept for the Odesa region, where exports increased by
76.4%) and imports of commercial enterprises in the
southern regions of Ukraine decreased. Minor fluctu-
ations are observed in the Zaporizhzhia region: exports
decreased by 3.9%, and imports by 2.1%. Exports, as one
of the key aspects of foreign economic activity, play an
important role in ensuring sustainable economic growth.
Expanding export opportunities opens up new markets
for goods and services produced in the region. This not
only helps to increase the income of enterprises, but also
allows them to access more resources for innovation and
modernisation of production. Exports encourage the de-
velopment of technologies and improve product quality,
as enterprises are forced to adapt to the requirements
of international standards. This, in turn, increases the
competitiveness of products in the domestic market. In
addition, participation in international trade allows en-
terprises to gain valuable experience and knowledge that
can be used to optimise business processes and improve
operational efficiency.

Imports also play a significant role in shaping the com-
petitiveness of commercial enterprises in the region. Access
to imported goods and technologies allows businesses to
increase their productivity and expand their product range.
Imports help to reduce production costs, as businesses have
the opportunity to use cheaper or higher-quality resources
and components. In addition, competition with imported
goods encourages local businesses to improve quality and
innovation. This forces them to look for new ways to meet
the needs of consumers, which contributes to the develop-
ment of the market and improving the level of service. Im-
ported goods also expand the choice for consumers, which
contributes to their well-being and encourages the growth
of purchasing power.

Demographic and socio-economic factors significantly
affect the competitiveness of commercial enterprises (Ta-
ble 1). Understanding these factors and the ability to adapt
to changes in the demographic structure and socio-eco-
nomic environment allow enterprises to effectively man-
age their development, meet the needs of consumers, and
maintain a leading position in the market.
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Table 1. Demographic and socio-economic performance indicators of commercial enterprises

Region 2020 2021 2022 Deviation, %
Number of available populations, persons
Zaporizhzhia 1,666,515 1,638,462 1,636,322 -1.8
Mykolaiv 1,108,394 1,091,821 1,090,492 -1.6
Odesa 2,368,107 2,351,392 2,349,749 -0.8
Kherson 1,016,707 1,001,598 1,000,370 -1.6
Number of registered unemployed, thous. persons
Zaporizhzhia 214 14.3 13.8 -35.4
Mykolaiv 19.2 12.8 10.0 -48.2
Odesa 19.4 12.6 8.1 -58.4
Kherson 14.1 9.6 6.8 -51.7
Average salary of full-time employees, UAH
Zaporizhzhia 8,497.5 8,862.93 9,678.5 13.9
Mykolaiv 10,416 11,163 12,445 19.5
Odesa 8,203 8,361 10,862 324
Kherson 7,970 7,911 9,108 14.3
Number of full-time employees, persons
Zaporizhzhia 27,969 29,760 28,658 2.5
Mykolaiv 14,946 14,900 13,851 -7.3
Odesa 44,868 46,955 45,677 1.8
Kherson 11,515 11,472 10,816 -6.1

Source: developed by the authors based on National Bank of Ukraine (n.d.) and Inflation index in Ukraine (n.d.)

According to the calculations, it is concluded that the
number of available population in all four regions has de-
creased, the average salary has increased, and the number
of registered unemployed has decreased. The number of
full-time employees at commercial enterprises decreased
in the Mykolaiv region by 7.3%, in the Kherson region -
by 6.1%, but in the Zaporizhzhia region the number of
employees increased by 2.5%, in the Odesa region - by
1.8%. The size of the available population is one of the
main factors determining the competitiveness of com-
mercial enterprises in the region. It affects demand, mar-
ket opportunities, business development strategies, and
overall economic growth. However, a high population
size can also pose certain challenges to the competitive-
ness of commercial enterprises. For example, population
growth can lead to higher property values, rents, and wag-
es, which increases the costs of businesses. In addition,
competition between businesses for market opportunities
and resources may become more intense.

The size of the population directly affects the volume of
demand for goods and services. A larger population means
a larger consumer market, which creates favourable condi-
tions for the development of commercial enterprises. In re-
gions with a high population density, businesses have more
opportunities to sell their products, which contributes to
revenue growth and business expansion. Large localitiesand
regions with high populations offer large market opportu-
nities for businesses. They can afford a wider range of prod-
ucts and services, focusing on different market segments.
This contributes to business diversification, which reduc-
es risks and increases resilience to economic fluctuations.
In regions with a large population, businesses can benefit
from economies of scale. This means that they can reduce
production and sales costs due to high sales volumes. Re-
ducing costs, in turn, allows businesses to offer competitive
prices, which increases their competitiveness in the market.

The high population makes the region attractive for in-
vestors. Having a large number of consumers means stable
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demand for goods and services, which reduces risks for in-
vestors. This helps to attract capital, develop infrastructure,
and create new jobs, which, in turn, increases the level of
well-being of the population and encourages further eco-
nomic growth. The size of the population also affects the
availability of human capital necessary for the successful
operation of enterprises. A large number of qualified em-
ployees creates favourable conditions for business develop-
ment and increasing its competitiveness. In addition, the
high population contributes to the development of educa-
tional and scientific institutions, which provides training
for qualified personnel for enterprises. However, a high
population size can also pose certain challenges to the com-
petitiveness of commercial enterprises. For example, popu-
lation growth can lead to higher property values, rents, and
wages, which increases the costs of businesses. In addition,
competition between businesses for market opportunities
and resources may become more intense.

The number of unemployed people in the region is
an important indicator of economic stability and social
well-being. It affects various aspects of the activities of
commercial enterprises, determining their competitive-
ness, efficiency and stability in the market. The number
of unemployed directly affects the solvency of the popula-
tion. A higher unemployment rate means that a significant
part of the population has limited financial opportunities,
which reduces overall demand for goods and services.
This can lead to a decrease in sales and revenues of retail
enterprises, which negatively affects their competitiveness.
On the other hand, a large number of unemployed people
means that there is free labour, which can be beneficial for
commercial enterprises. This creates opportunities to re-
duce payroll costs and increase flexibility in hiring staff.
Businesses can take advantage of this situation to attract
skilled workers at lower rates, which helps reduce costs
and increase competitiveness.

High unemployment can affect social stability in the re-
gion. An unstable socio-economic situation can reduce the
attractiveness of the region for investors, which limits op-
portunities for the development of commercial enterpris-
es. Investors may avoid regions with high unemployment
because of the risks associated with potential social unrest
and declining consumer demand. In regions with high un-
employment, commercial enterprises may face the need to
increase their social responsibility. This may include creat-
ing new jobs, participating in social programmes, and sup-
porting the local community. Such measures not only help
to improve the company’s image, but also help to stabilise
the socio-economic situation in the region, which in the
long term can have a positive impact on competitiveness.

High unemployment can lead to lower wages, which,
in turn, reduces businesses’ labour costs. This can allow
trade enterprises to reduce prices for their goods and ser-
vices, which increases their competitiveness in the market.
A decline in household incomes may limit opportunities
for raising prices, which creates challenges for maintain-
ing business profitability. The consequences of high unem-

ployment can be long-term. Declining incomes and limited
opportunities for consumption can lead to stagnation of
economic growth in the region. This limits the prospects
for the development of commercial enterprises and reduces
their competitiveness in comparison with enterprises from
regions with a more stable economic situation.

Average wages are one of the key indicators of the region’s
economic well-being. It affects the purchasing power of the
population, market demand, standard of living, and social
stability. For commercial enterprises, this indicator is impor-
tant, since it directly affects their competitiveness. The aver-
age salary determines the level of income of the population,
which, in turn, affects purchasing power. Higher incomes
contribute to higher consumer spending, which increases
demand for goods and services. For commercial enterpris-
es, this means an increase in sales and revenues, which in-
creases their competitiveness in the market. On the other
hand, low average wages can limit opportunities for con-
sumption, which negatively affects commercial enterprises.

The average salary affects the cost of labour for enter-
prises. Higher wages mean higher staff costs, which can re-
duce the profitability of the business. However, it can also
be an indicator of high productivity and quality of work,
which helps to improve customer service and increase cus-
tomer loyalty. On the other hand, low wages can reduce
costs, but they can also lead to lower employee motiva-
tion, increased staft turnover, and reduced service quality.
The average salary determines the standard of living of the
population and affects the structure of demand. Higher in-
comes contribute to an increase in demand for high-quality
and premium products, which creates opportunities for re-
tail businesses that specialise in such products. Low aver-
age wages may limit the demand for premium goods, but
increase the demand for low-cost and cost-effective goods.
It is important for commercial enterprises to adapt their
strategies to the level of income of the population and, ac-
cordingly, form a product range.

Average wages affect social stability in the region. High
wages contribute to reducing poverty and social inequality,
which improves the socio-economic situation. This creates
favourable conditions for business development, attracting
investment and increasing the competitiveness of com-
mercial enterprises. Low wages can lead to social tension,
which negatively affects the business climate and enterprise
development. The average salary is an important factor in
attracting and retaining qualified personnel. Higher wag-
es allow businesses to attract talented employees, which
improves the quality of service and work efficiency. This
helps to increase the competitiveness of enterprises in the
market. Low wages can make it difficult to attract qualified
personnel, which can negatively affect the quality of service
and productivity.

Capital investment plays a crucial role in the develop-
ment of commercial enterprises and their competitiveness
(Fig. 5). They provide the necessary resources to expand the
business, introduce new technologies, improve the quality
of service and meet the needs of consumers.
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Figure 5. Dynamics of capital investments in commercial enterprises of the southern regions, thous. UAH
Source: developed by the authors based on State Statistics Service of Ukraine (n.d.)

Studies have shown that the volume of capital invest-
ments of commercial enterprises of the Zaporizhzhia region
increased by 86%, but decreased in commercial enterpris-
es of the Mykolaiv region by 55%, Odesa region — by 27%,
Kherson region - by 98%. Capital investment allows mer-
chants to expand and modernise their infrastructure. This
includes the opening of new stores, warehouses, logistics
centres, and other facilities, which helps to increase sales
and improve the level of customer service. Infrastructure
upgrades allow businesses to be more efficient and compet-
itive, reducing operating costs and increasing productivity.

Investment in new technologies is a key factor in im-
proving the competitiveness of commercial enterprises.
They allow automating processes, reducing costs, im-
proving the accuracy and speed of order processing, and
improving logistics and inventory management. The use
of modern information technologies, such as customer
relationship management systems (CRM), supply chain
management systems (SCM), and e-commerce, helps to
improve interaction with consumers and increase their lev-
el of satisfaction. Investing in staff training and develop-
ment can improve the quality of customer service. Training
employees in new sales techniques, communication tech-
niques, and management allows businesses to be more
competitive. Highly qualified staff is able to solve customer
problems more effectively, increase their satisfaction and
attract new customers.

Capital investments in marketing and advertising help
increase brand awareness, attract new customers, and re-
tain existing ones. Effective advertising campaigns aimed
at raising awareness of products and services allow busi-
nesses to increase sales and increase their competitiveness
in the market. Investing in market research and consum-
er preference analysis helps businesses better understand
customer needs and adapt their strategies to suit them.
Capital investment allows retail businesses to attract inno-
vation and develop new products and services. This helps
to expand the range, improve the quality of products, im-
prove the consumer experience and meet the diverse needs
of customers. Investing in research and development al-
lows businesses to be at the forefront of innovation, which

provides them with significant competitive advantages.
And investments in business process management and
automation systems can increase the efficiency of manag-
ing commercial enterprises. The introduction of modern
accounting, analysis and planning systems allows manage-
ment to make more informed decisions, respond faster to
market changes and optimise operational activities. This
helps to reduce costs, increase productivity, and increase
enterprise competitiveness.

In the modern economy, inflation is one of the most
important macroeconomic indicators, which significantly
affects the activities of enterprises, especially in the trade
sector (Fig. 6). Inflation reflects the overall price level in the
economy and its changes over a certain period. A high level
of inflation can have a significant impact on the competi-
tiveness of commercial enterprises in the region, determin-
ing their ability to maintain their market positions, attract
customers, and provide stable income.

In the period from 2020 to 2022, the inflation index
increased in the Zaporizhzhia region by 19.9%, in Mykolaiv
region — by 21%, in Odesa region — by 20.8%, in Kherson
region — by 36.7%. One of the main aspects affected by
inflation is the cost of production. Rising prices for raw
materials, energy carriers and other resources lead to an
increase in the costs of enterprises for the production and
sale of goods. This, in turn, forces companies to raise prices
for their products, which can negatively affect their com-
petitiveness, as consumers can switch to more affordable al-
ternatives. Inflation also affects the solvency of consumers.
Higher prices for goods and services lead to a decrease in
the purchasing power of the population, which can reduce
the demand for products of commercial enterprises. In the
face of high inflation, consumers are becoming more cau-
tious in their spending, looking for cheaper alternatives, or
avoiding unnecessary purchases altogether.

High inflation makes financial planning and forecast-
ing difficult for businesses. Price volatility leads to difficul-
ties in determining long-term development strategies and
investment projects. Businesses may face increased risks
associated with unpredictable changes in costs and reve-
nues. This can hinder investment activity and innovative
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development, which negatively affects their competitive-
ness. Inflation also affects the availability of credit resources
for businesses. Raising interest rates is one of the ways to
combat inflation, but it leads to an increase in the cost of

loans. Businesses, especially small and medium-sized ones,
may face difficulties in obtaining funding to develop and
support their operations. This may limit their ability to ex-
pand and strengthen their competitive position.
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Figure 6. Dynamics of the inflation index in the southern regions of Ukraine, %
Source: developed by the authors based on Inflation index in Ukraine (n.d.)

The integral index is a powerful tool for assessing the
competitiveness of a trading enterprise (Fig. 7). It enables
a comprehensive approach to analysis, considering var-
ious aspects of the company’s activities, such as financial

position, market position, operational efficiency, and inno-
vation potential. This provides a more accurate and com-
prehensive assessment that considers not only current indi-
cators, but also trends and development prospects.
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Figure 7. Dynamics of the integral index of competitiveness
of commercial enterprises in the southern regions of Ukraine
Source: developed by the authors based on National Bank of Ukraine (n.d.); State Statistics Service of Ukraine (n.d.);

Inflation index in Ukraine (n.d.)

According to the calculations of the integral index of
competitiveness of commercial enterprises in the south-
ern regions of Ukraine, it was concluded that in 2020,
the most competitive were commercial enterprises of the
Mykolaiv region (0.84). In 2022, the most competitive
were commercial enterprises of the Odesa region (0.95).
The competitiveness of commercial enterprises in the
Kherson region has not changed and is the lowest. The
use of an integral index contributes to more informed
management decision-making and identification of stra-
tegic development directions. Businesses can identify
their strengths and weaknesses, allowing them to develop
effective strategies to improve their competitiveness. For
example, if the analysis shows a low level of innovation,

the company may focus on introducing new technologies
and products to improve its market position.

In addition, the integral index provides an opportu-
nity to compare an enterprise with competitors, which
is important for determining its competitive advantages
and weaknesses. This helps the company’s management
to better understand the market situation and make
more informed decisions about business development.
Due to the integrated index, an enterprise can quickly
respond to changes in market conditions, adapting its
strategy and tactics to new challenges. This helps to en-
sure stable growth and improve operational efficiency,
which is a key factor for success in a highly competitive
environment.
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DISCUSSION

The analysis of research papers on the topic of enterprise
competitiveness indicates the versatility and complexity
of this issue. The contribution of each of the researchers is
considered separately in order to better understand their
approach to the study of this important economic catego-
ry. V. Baldynyuk (2022) focuses on a systematic approach
to competitiveness management, which is critical for
modern enterprises. The researcher suggests considering
the control object as an integral model, ensuring the inter-
relation of all its components. This approach allows busi-
nesses to respond more effectively to market changes and
maintain their competitive position. However, despite the
clarity and logic of the approach, it is worth noting that in
practice, the implementation of system management can
be difficult due to the variety of influencing factors and
the complexity of integrating various controls. N. Kyry-
chenko & H. Zhosan (2021), in turn, identify key factors
affecting the competitiveness of enterprises, in particular,
communication policy, new product development, brand-
ing and other aspects. They focus on the importance of
packaging, service policies, and product marketing, em-
phasising the importance of these elements in competi-
tion. Their approach is valuable because it covers a wide
range of aspects that affect competitiveness, but requires
additional empirical research to identify priority factors
in specific markets.

The study by Y. Kyrylov et al. (2021) focuses on the in-
stitutional and innovative components of the competitive-
ness of agricultural enterprises. The authors emphasise the
interdependence of these components, and the importance
of government support in stimulating innovation. This
study is important for understanding the specifics of the
agricultural sector, but its results may have limited applica-
tion in industrial or service industries without appropriate
adaptation. N. Sarai (2023) points out the importance of
assessing the attractiveness of market segments in deter-
mining the competitive status of an enterprise. The pro-
posed valuation algorithm provides a structured approach
to market analysis, which is useful for strategic planning.
However, it is unclear to what extent this approach is flex-
ible and adapted to rapid changes in market conditions,
especially in times of crisis. O. Vynogradova et al. (2021)
provide a comprehensive analysis of competitiveness as an
economic category. The researcher determined the levels of
ensuring competitiveness: operational, tactical, and strate-
gic. Their approach helps to clearly structure the processes
of competitiveness management, but it is worth paying at-
tention to the dynamism of the environment and the need
for flexibility in applying these levels.

In their research, O. Vynogradova & S. Mikuli-
ak (2020) analyse the impact of the COVID-19 pandemic
on the competitiveness of enterprises, which is relevant and
important in modern conditions. They emphasise chang-
es in the socio-economic environment and the need to
adapt enterprises. This study is valuable for understanding
the impact of external shocks on businesses, but may be

limited in other contexts, outside of the pandemic.
Yu. Grynchuk et al. (2019) highlight the importance of
competitiveness improvement programmes as part of an
organisation’s strategic plan. They showed the relationship
between the programme development process and strate-
gic management. This is valuable for businesses looking to
integrate competitiveness into their strategy, but their find-
ings need to be supported by empirical evidence. N. Sapot-
nitska & V. Kozak (2023) investigated the competitive
strategies of enterprises under martial law in Ukraine. They
note that the war has become a catalyst for the rapid growth
and development of Ukrainian business. This study is im-
portant for understanding the specifics of doing business in
crisis conditions, but its results may be specific to Ukraine
and not suitable for other contexts. Research of factors in-
fluencing the competitiveness of the bakery industry, con-
ducted by V. Kostryschenko (2019), provides important
conclusions about the specifics of this industry. The use of
SWOT analysis helps to better understand the internal and
external factors that affect enterprises. However, the results
of this study may be limited by the specifics of the industry
and require adaptation for other sectors of the economy.
Research by various authors on enterprise competitive-
ness highlights a wide range of approaches and aspects that
need to be considered. They emphasise the importance of
consistency, innovation, adaptation to external conditions
and strategic management in ensuring competitiveness.
However, the specifics of industries and markets require
adapting general approaches to specific conditions, and fur-
ther research in this area remains relevant and important.

CONCLUSIONS
The main factors of competitiveness of commercial enter-
prises are retail trade turnover, exports and imports, and
population size. Low turnover negatively affects cash flow,
investment, marketing strategies, and socio-economic de-
velopment. Expanding the product range, improving ser-
vice and introducing modern technologies are essential for
the success of enterprises. Exports and imports contribute
to the development, quality, and optimisation of business
processes, and the balance of foreign economic activity
ensures sustainable growth. Planning of foreign economic
activity is also a key element of development in the context
of globalisation. Population size affects demand, market
opportunities, the economy, investment, and human cap-
ital. Population decline has a negative impact on retailers,
and unemployment is important to consider in develop-
ment strategies, especially in a competitive environment.
Studies have shown that increased demand and availability
of labour, social stability and investment climate are asso-
ciated with positive dynamics of the unemployment rate.
Successful functioning of enterprises requires adaptation
to market conditions and consideration of these factors
in development strategies. Social responsibility and active
participation in improving the socio-economic situation
contribute to increasing competitiveness and sustainable
businessdevelopment.Inadditiontounemployment,average

Economics, Entrepreneurship, Management, Vol. 11, No. 2



Essence and modern trends...

wages also affect the competitiveness of enterprises. Salary
increases increase market demand, improve social stability,
and promote attractiveness for qualified personnel. Capital
investment is an important factor in improving the com-
petitiveness of commercial enterprises in the region. Insuf-
ficient capital investments lead to a lack of infrastructure
modernisation, poor quality of service, inefficient market-
ing and advertising campaigns, and limited development
of new products. Commercial enterprises that actively in-
vest in the development of resources and technologies have
significant competitive advantages, which allows them to

efficient resource management. Another important factor
is the diversification of products and services, which reduc-
es dependence on individual products and markets. The
use of innovations, such as new technologies and manage-
ment methods, helps to increase productivity and reduce
costs. Flexibility of pricing policy also plays an important
role in a competitive environment, helping to adapt prices
to changes in the market. Further research can be conduct-
ed to investigate the competitiveness of enterprises in other
industries and regions of Ukraine.

successfully operate and develop in a modern dynamic en- ACKNOWLEDGEMENTS
vironment. To maintain competitiveness in the face of infla- ~ None.
tion, trading enterprises need to implement effective strate-
gies. These strategies include cost optimisation through the CONFLICT OF INTEREST
use of modern technologies, process automation, and more ~ None.
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KOHKYypPeHTOCNPOMOXKHICTb TOProBUX NiANPMUEMCTB
niBA€HHOro perioHy YKpaiHu

AHoTauifa. B ymoBax cy4acHOI €KOHOMIKYM KOHKYPeHIIif MK TOProBe/IbHUMM HifJIPYEMCTBAMY PETrioHiB cTa€ gemai
rocrpimoro ta HacuyeHimorwo. Ko>xHa KOMIIaHiA IIparde SMilIHUTY CBOI ITO3NIIIT Ha PUHKY, 3aIy4UTH Oi/Nblile KITi€HTiB
i 3abesneunTy cTabinbHMit foxin. OfHAK g JOCATHEHHA KOHKYPEHTHOI IlepeBaru HeoOXiflHO He TIIBKY CTeXUTH 3a
TeHJEHLiAMY PUHKY, a JI aKTBHO PO3BMBATU CBOI cTpareril Ta 6isHec-Moperni. MeToo poboTu 6yn0 JOCIiiKeHH:
KOHKYPEHTOCIIPOMOYKHOCTi TOPTOBMX MiJJIPMEMCTB MiBJeHHUX peTioHiB YKpainu. byno Bukopucrano Taki meTomu
HBoCTimpKeHHA: rpadidHmit — Jid BifoOpakeHHA AMHAMIKV IIOKAa3HUKIB, TAONMYHUI — 3 METOI PO3PAXYHKY 3MiHU
[IOKAa3HVKIiB, PO3PAaXyHOK iHTerpabHOr0 IIOKAa3HMKA — I BM3HAYEHHA HAJOUIBII KOHKYPEHTOCHPOMOXXHMX
TOPrOBUX IiIPMEMCTB B IiBJeHHUX perioHaX. BusHadeHo, Imo Haibinbm ¢QyHJaMEHTaIbHUII XapakTep Mae
KOHKYPEHTOCIIPOMOJKHICTb MEHEe[PKMEHTY Ta IifpMeMHULIBKO] ifiel. BupineHo ¢akTopy 30BHIIHBOTO (YMCENIbHICTD
HasBHOTO HACe/IeHHs, KiIbKICTb 3apeecTpoBaHUX 0e3pobiTHuX, iHpekc iHQaAniil) Ta BHyTpimHBOrO (€KCIIOPT,
iMoopt, 060poT po3apibHOI TOpriBimi, KiNbKiCTh MiANPUEMCTB, CcepefHs 3apobiTHA IUIaTa MITATHMX MpPalliBHUKIB,
KIIBKICTh LITaTHUX MpPAliBHUKIB, KamiTa/abHi iHBeCTULil) cepefoBuUIla TOPTiBeNbHNUX MIAIIPUEMCTB, sKi BIUIMBAIOTh
Ha IX KOHKYPeHTOCIIPOMOXHICTb. B pe3ynpraTi foCIif)KeHHA BUABIEHO 3MEHIIEHHA 06cATiB 060poTy po3ppibHOi
TOPriB/li y HiBEeHHMX perioHax Ykpainu. 3a Tpu poxu (2020-2022 pp.) KiIbKiCTb TOPriBe/JIbHUX MifNPUEMCTB
3Ha4YHO 3MeHImIach. O6caru ekcnopty (kpim Opecbkoi 061acTi, e eKCIopT 301IbIMBCA) Ta IMIOPTY TOPTriBeTbHUX
MiJIPUEMCTB B MiBIEHHNUX perioHaX YKpaiHu 3MEHIIUINCD, AK i 4MCeNbHICTh HAABHOTO HacCeNeHHA y BCiX YOTUPbOX
perioHax, a TaKOX Ki/IbKiCTh 3apeecTpoBaHuX 6e3p00iTHNX, OffHAK 3pocia cepeHsi 3apobiTHa rrata. KipkicTp mratHux
NpaliBHUKIB Ha TOPTiBeTbHUX MiAIIPMEMCTBAX 3MEHIINMIACh Y MMKoO/1aiBCbKOMY Ta XepCOHCBKOMY peTioHax, IpoTe y
3anopisbkomMy Ta OnecbKoMy perioHax 30imbmIach. 361MbIMINCE 06CATY KAIliTA/IBHUX iHBECTULIN TOPTriBeTbHNX
MiAIPUEMCTB 3aI0Pi3bKOTO PErioHy, ane 3MEHIIMINCh Y TOPTiBe/IbHUX HifATpueMcTBaXx MuKosaiBcbkoro, OpecbKoro
Ta XepcoHCbKOro perioHiB. CrocTepiraeTbcs HeraTMBHA TeHJEHIIiA IOJO pocTy piBHA iHQanii. BusHaveno, mo y
2022 poui Haitb6iIBII KOHKYPEHTOCIPOMOXKHI TOpriBesbHi mipmpueMcrBa B OfecbKOMy perioni, a HaliMeHII — y
XepconcpkoMy. ITpakTmyHa LiHHICTD poOOTH IOJATA€E y BUKOPUCTAaHHI METORY iHTerpajbHOI OLIHKM 3 METOIO
BU3HAYEHHA KOHKYPEHTOCIIPOMOXXHOCTI TOPTiBe/IbHUX MIJIIPUEMCTB
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Adaptation of accounting
and audit education to the challenges of artificial intelligence

Abstract. The emergence of artificial intelligence is reshaping the landscape of accounting and auditing education,
necessitating significant adaptation to meet the challenges posed by this technological revolution. This study investigated
the impact of artificial intelligence on the skillsets required for accounting and auditing professionals and explored the
implications for the institutions of higher education. This study employed a qualitative research design, incorporating
a systematic literature review and SWOT analysis. Findings showed that artificial intelligence enhances the efficiency,
transparency, promptness, and accuracy of financial reporting, compelling accounting professionals to transition from
conventional roles to more strategic functions that involve data analysis and decision-making. In auditing, artificial
intelligence technologies enhance audit quality and enable auditors to focus on value-added tasks, such as risk assessment
and advisory services. Despite the benefits, challenges such as resistance to change, organisational culture, workforce
adaptation, privacy issues, and prohibitive costs of implementing artificial intelligence are significant barriers to integration.
The findings highlighted a growing trend toward artificial intelligence adoption, with most organisations expected to
implement or pilot artificial intelligence solutions soon, underscoring the need for continuous learning and skill upgrades
among professionals. The results underscored the urgent need for educational reform within accounting and auditing
curricula. Institutions of higher education must incorporate artificial intelligence-related competences, emphasising data
analytics, critical thinking, and ethical considerations regarding technology use. Collaborative efforts among institutions of
higher education, professional organisations, regulators, and the business community are vital for developing a workforce
equipped to thrive in an artificial intelligence-driven environment. The practical value of this study lies in offering actionable
insights for educational institutions, professional organisations, and regulatory bodies to adapt their curricula and training
programmes, equipping accounting and auditing professionals with the necessary Al-related skills for future practice

Keywords: digital technologies; data; skills; professionals; institutions of higher education

INTRODUCTION

Artificial intelligence (AI) is rapidly transforming the
global labour market, and the field of accounting and au-
diting is no exception. Modern technologies based on Al
are reshaping conventional methods of accounting and

auditing by automating routine processes and optimis-
ing data processing. Al-powered algorithms also enable
accounting and auditing professionals to access real-time
information through advanced data analytics, facilitating
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business decision-making, such as identifying trends and
optimising strategies. Consequently, the demand for spe-
cialists who can work in an environment where AT technol-
ogies are becoming an integral part of professional activity
is increasing. However, the implementation of Al presents
new challenges for the system of professional education.
Conventional educational programs often fail to address
the need for training in working with intelligent systems
and adapting to the rapidly evolving changes in the profes-
sion. This calls for a fundamental shift in the approaches to
training accountants and auditors, ensuring their competi-
tiveness in the labour market.

Studies on the rapid changes in the roles and respon-
sibilities of accountants and auditors in response to the
development of AI systems suggest that the profession
is undergoing a transformative evolution (Surya, 2024).
Among the advantages of further integrating Al systems
into accounting and auditing practices, researchers point
to increased efficiency, accuracy, and decision-making ca-
pabilities, which lead to improved financial reporting and
auditing processes (Abdullah & Almagqtari, 2024); provi-
sion of predictive analytics for strategic decision-making
(Odonkor et al., 2024); and innovation and reduction of
information processing time in managerial accounting,
enhancing its application (Varzaru, 2022). Some research-
ers also highlight the potential threats AI may pose to the
accounting and auditing profession. R. Seethamraju &
A. Hecimovic (2023) share an opinion that, while Al can
improve the audit quality and provide additional services
to audit clients, its implementation requires a reconsidera-
tion of auditing practices, particularly considering the lack
of control in the AI “black-box™

Researchers are almost unanimous in agreeing that
AT will not replace humans but will instead collaborate
with them and complement human decision-making.
S. Leitner-Hanetseder et al. (2021) suggest that AI will
also increase the demand for highly skilled workers and
can create as many jobs as it replaces, thus opening sev-
eral promising employment opportunities. J. Ballantine et
al. (2024) note that the development of Al has triggered
a “change inducing crisis” that presents a unique oppor-
tunity for accounting scientists to critically examine the
unchallenged functionalist view of the discipline and the
technical reductionism in accounting. S. Vitali & M. Gi-
uliani (2024), who investigated the impact of AI on audit
firms, concluded that future auditors must acquire I'T and
data analysis skills, which may influence hiring practic-
es in these firms. V. Brabete et al. (2024) consider rede-
signing accounting education as a solution to address the
challenges, which AI poses to the accounting and auditing
profession. According to A.R. Hasan (2022), such revolu-
tion in accounting education, however, must be accompa-
nied by joint efforts from institutions of higher education,
professional organisations, regulatory bodies, and the
business community.

The purpose of this study was to assess the advantages
and risks of AI implementation, examine its impact on

the development of new skills and knowledge required for
professionals, and explore how AI presents both challeng-
es and opportunities for the education of accountants and
auditors. The study focused on identifying the necessary
shifts in professional education to ensure that future spe-
cialists are equipped to meet the demands of an AI-driven
environment.

MATERIALS AND METHODS

This study adopted a qualitative research design aimed at
analysing the integration of Al in accounting and auditing,
with a particular focus on the implications for professional
education. The methodology was anchored in a systematic
literature review, which involved a comprehensive exami-
nation of existing academic studies and industry reports.
This review provided a basis for understanding how Al
technologies are reshaping accounting and auditing prac-
tices, and what new skills and competences professionals in
these fields must acquire.

The study examined the advantages and risks asso-
ciated with the implementation of Al in accounting and
auditing, utilising insights from earlier studies, such as
A.R. Hasan (2022), who conducted an extensive litera-
ture review on the AI's impact on these professions. The
current study adopted analogous methods of reviewing
and synthesising relevant literature to understand the op-
portunities and challenges of Al in accounting practices.
In addition, the methodology incorporated the findings of
B. Odonkor et al. (2024), who explored the transformation
of conventional accounting methods due to Al-driven sys-
tems. The review of their study guided the discussion on
the evolving responsibilities and competences required of
accounting and auditing professionals.

SWOT-analysis was employed to systematically evalu-
ate the benefits and risks associated with the implementa-
tion of Al in accounting and auditing. By categorising the
strengths (internal advantages), weaknesses (internal chal-
lenges), opportunities (external opportunities), and threats
(external risks), the SWOT analysis helped to identify the
advantages of Al integration, such as improved efficiency
and decision-making capabilities, while also highlighting
potential challenges like resistance to change and data se-
curity concerns. This method enabled a clearer understand-
ing of the inherent strengths and weaknesses within organ-
isations, as well as the broader opportunities and threats
posed by Al-driven transformations in the profession of-
fering valuable insights into how Al can shape the future
of accounting and auditing practices. As Al continues to
reshape accounting and auditing practices, professionals in
these fields must acquire a new set of skills and knowledge
to stay competitive.

This study concluded by discussing the role of higher
education institutions, professional organisations, and reg-
ulatory bodies in adapting curricula to include Al-related
competences. The joint efforts of these stakeholders are
considered essential in preparing future accountants and
auditors for the rapidly evolving digital landscape. Thus, the
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research methodology employed in this study combined a
systematic literature review with SWOT-analysis, provid-
ing a structured and analytical approach to understanding
the impact of Al in accounting and auditing, particularly in
the realm of professional education.

RESULTS AND DISCUSSION
Implementation of Al in accounting and auditing: advan-
tages and risks. The integration of Al into accounting and

auditing offers many advantages and opens considerable
opportunities for innovation and productivity. However,
there are a series of challenges and risks that raise con-
cerns about the implementation of AI systems. To provide
a structured and comprehensive evaluation of the imple-
mentation of Al systems in accounting and auditing, the
SWOT-analysis was chosen due to its ability to systemat-
ically assess both internal and external factors influencing
AT adoption (Table 1).

Table 1. SWOT-analysis of AI implementation in accounting and auditing

Strengths (Internal Advantages) Weaknesses (Internal Challenges)

Accounting:

Accounting:

Optimisation of routine tasks and reduction of accounting
information processing time

Resistance to change among personnel and organisations

Increased efficiency, productivity, and effectiveness of accounting
processes

Organisational culture not supportive of Al integration

Improved accuracy in financial reporting

Lack of trust in AI-driven systems

Enhanced promptness, transparency, and overall quality of
financial reporting

Prohibitive costs and difficulties in integrating AI systems

Auditing:

Auditing:

Acceleration of audit tasks and increased audit efficiency

Challenges in adaptation of employees to innovative Al
technologies

Improved audit quality

More accurate identification and forecasting of risks

More reliable conclusions from audit reports

Opportunities (External Opportunities)

Accounting:

Lack of control in the AI “black-box”

Threats (External Risks)

Accounting:

Opportunity for accounting professionals to focus on more
strategic and analytical roles, contributing to business strategy

A growing need for skilled personnel proficient in Al and data
analytics

Loss of unskilled labour and possible negative impact on social
justice and inclusivity due to job displacement

Auditing:

Auditing:

Opportunity to focus on value-added activities and advisory roles

Data security, confidentiality, and reliability concerns in Al
systems

Possibility to provide additional services to audit clients

Potential disappearance of conventional professions, including
some auditing roles

Source: compiled by the authors

The impact of Al on the development of new skills
and knowledge for accounting and auditing professionals.
Although AI is unlikely to completely replace human

expertise, it is poised to significantly impact the account-
ing and auditing professions in the near future. The report
by World Economic Forum (2023) examined trends in job
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markets and skill development over the next five years,
highlighting both job growth and decline across various
sectors from 2023 to 2027, primarily driven by techno-
logical advancements and digitalisation. The report points
to a potential risk for low-skilled jobs in accounting and
finance due to the implementation of innovative tech-
nologies like AI. However, this also indicates that Al in-
troduces new possibilities for accountants and auditors,
offering opportunities for professional development and
career advancement.

To assess the current state and prospects of Al in fi-
nancial reporting and auditing, KPMG (n.d.) conducted
a study that surveyed 1,800 financial reporting specialists
from the largest global economies. The findings revealed
that Al is increasingly being integrated into auditing and
financial reporting across various countries and industries.
While only 10% of companies currently use Al extensively
in financial reporting, 72% are either experimenting with
or selectively implementing it, and an additional 27% plan
to do so. Within the 2025-2027, nearly all companies (99%)
are expected to be piloting or actively using Al. Compa-
nies that are already leveraging Al for financial reporting

are reaping numerous benefits. Two-thirds of leaders iden-
tify the key advantages as the ability to forecast trends and
outcomes (65%), real-time risk insights (60%), improved
data-driven decision-making, and enhanced data accuracy
(both 57%). As a result, the role of accounting and audit-
ing professionals is increasingly focused on higher-level
cognitive tasks, making decisions under uncertainty, and
engaging in strategic planning. This shift underscores the
importance of continuous learning as a crucial part of ca-
reer progression for these professionals.

Research by Institute of Management Accountants
(IMA) (Duong, 2024) reveals that the financial function in
many organisations has transitioned from a conventional
focus on accounting and reporting to a more strategic role
as business partners. This shift emphasises critical think-
ing, scenario planning, collaboration across functions, and
decision-making based on AI insights to meet the rising
demands of business competition. As companies adopt Al
the value of the financial function as a business partner be-
comes even more critical. In the era of digitalisation and AI
implementation, finance professionals will need to develop
a range of new skills (Fig. 1).

e Al and Machine Learning competence
e Data Analytics and Big Data
e Cloud computing and blockchain technology

e Risk management
e Decision-making based on Al insights
e Scenario planning and forecasting

e Critical thinking and problem-solving
o Adaptability to innovative technologies
e Collaboration across functions

> Technical Skills —»
|, | Strategic and Analytical N
Skills
—» Soft Skills —>
. Ethical and Regulatory | |
Knowledge

e Al ethics
e Compliance with Al regulations
e Sustainability and social responsibility

Figure 1. Skills and knowledge required for accountants and auditors in the era of digitalisation and Al implementation

Source: compiled by the authors

Thus, the integration of artificial intelligence into the
field of accounting and auditing considerably affects the
skill and knowledge requirements for professionals. Al-
though AI will not fully replace human expertise, it will
shift the focus towards more strategic aspects of the work,
such as data-driven decision-making, risk management,
and planning under uncertainty. This necessitates contin-
uous learning and the development of new competences,
particularly in critical thinking, technological literacy,
and creative approaches to leveraging innovations. These
changes will enable accounting and auditing professionals
to effectively adapt to modern business demands and create
additional value for their organisations.

Artificial intelligence as a challenge and opportunity in
the education of accountants and auditors. Al presents a
significant challenge and opportunity in the education of
accounting and auditing professionals. Technological in-
novations, specifically the integration of AI and machine
learning, have revolutionised conventional accounting
processes (Ebirim et al., 2024). The implementation of Al
in accounting and auditing processes opens new avenues
for automation, accelerating the execution of routine tasks
such as data entry, report generation, and information pro-
cessing. This allows the accountants and auditors to focus
more on strategic aspects of their work, such as risk analy-
sis, forecasting, and optimising business strategies (Fig. 2).
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Automation of accounting processes
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Figure 2. The impact of Al on the education of accounting and auditing professionals
Source: compiled by the authors based on research data by J. Ballantine et al. (2024), V. Brabete et al. (2024) and

G.U. Ebirim et al. (2024)

The development of advanced technologies, including
Al directly impacts the accounting profession by redefin-
ing the role and position that accounting specialists occu-
py within economic entities (Brabete et al., 2024). There
is an urgent need for the acquisition of new competences
that accountants and auditors must develop or acquire,
such as advanced data analytics, proficiency in working
with AT algorithms, and the cultivation of creative think-
ing to identify new opportunities. In the context of Al
implementation, the ability to use technology effectively
becomes as crucial as the capacity to adapt these technolo-
gies to enhance business processes.

In terms of the ways for acquiring new competences
by accounting and auditing professionals in the face of Al
development, institutions of higher education, profession-
al organisations, regulators, and the business environment
itself play essential roles. Universities and professional or-
ganisations should implement new courses and curricula
that incorporate knowledge of Al and digital technologies.
Universities are increasingly seen as the primary support
in the redesign of accounting education, with curriculum
updates in the field being a key measure that must be taken
(Ballantine et al., 2024). Continuous professional develop-
ment for educators who prepare future specialists is also
critical, as they must stay abreast of the latest trends and
technologies to effectively impart knowledge. The role of
professional regulators cannot be underestimated either;
they must adapt existing standards and requirements to the
new reality of the labour market, fostering the development
of necessary competences for working with AI. Addition-
ally, the business environment should actively support its

employees in learning and development by providing op-
portunities for professional growth through collaboration
with educational institutions and stakeholders.

In the context of educational initiatives in the Al era,
it is essential to implement new courses focused on critical
thinking, data analysis, working with AI algorithms, and
the creative application of technology. Furthermore, it is vi-
tal to update teaching methods, improve the material and
technical base, and actively collaborate with businesses and
professional regulators to ensure an integrated approach to
education, enabling professionals to meet market demands.
Thus, Al poses both a challenge and an opportunity for ac-
countants and auditors. Those who can adapt to new condi-
tions and develop the necessary competences and skills will
have substantial advantages in the labour market, where
demand for strategic thinking, analytics, and data-driv-
en decision-making is increasing. To successfully acquire
these new competences, various stakeholders - such as in-
stitutions of higher education, professional organisations,
regulators, and the business environment — must play an
active role in creating conditions for learning and devel-
opment. This includes the implementation of new cours-
es, the enhancement of curricula, continuous professional
development for lecturers, and collaboration with diverse
stakeholders to update teaching methods.

Although researchers and practitioners emphasise the
significance of Al integration in accounting and auditing,
M.A. Agusti & M. Orta-Pérez (2023) highlight that the im-
pact of Al technologies on these fields is still understud-
ied, and there are relatively few studies analysing this in-
fluence. The implementation of Al systems in accounting
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is expected to primarily automate numerous accounting
processes, leading to increased efficiency, productivity,
and effectiveness. N. Abhishek et al. (2024) provides em-
pirical evidence that the adoption of digitised accounting
enhances economic efficiency by reducing accounting
costs and improving accuracy, which in turn minimises
fines and legal proceedings due to regulatory non-com-
pliance. This, indirectly, has a positive effect on the finan-
cial health of business organisations and the economy as a
whole. F. Imene & J. Imhanzenobe (2020) assert that with
the advent of advanced IT tools, accountants in the IT era
can prepare and present financial statements in a more
prompt and accurate manner. The ongoing digitalisation
has also expanded external users’ access to financial re-
ports. Hence, Al applications lead to improvements in the
timeliness, transparency, and overall quality of financial
reporting. Furthermore, the implementation of Al sys-
tems allows accounting professionals to focus on more
strategic and analytical roles. D.M. Coman et al. (2022)
note that the role of professional accountants is evolving
from “transaction recorders” to analysts and advisors to
entrepreneurs. Strategic Al integration enables profes-
sionals to focus on strategic analysis and decision support
rather than routine tasks (Duong, 2024).

As for auditing, it is also undergoing transforma-
tions aimed at improving efficiency and enhancing qual-
ity. G.U. Ebirim et al. (2024) underscores the significance
of auditors embracing digital innovations to deliver more
prompt, accurate, and in-depth evaluations of financial
statements. A.A.H. Abdullah & EA. Almaqtari (2024)
found that AI technologies help audit firms improve effi-
ciency, accuracy, and decision-making capabilities, which
enhances financial reporting and audit processes. Accord-
ing to S. Vitali & M. Giuliani (2024), AI technologies are
expected to positively affect the auditors, as they will be
able to focus more on the value-added activities. AI-trained
auditors can reduce the time needed for annual audit re-
ports through programming, applied technologies, and
logical thinking skills, thus improving the promptness of
audit reports (Liao et al., 2024). Al-based risk identification
and forecasting are already performed with greater accura-
cy, and the acceleration of audit tasks also allows auditors
to offer additional services to their clients.

However, certain obstacles and risks are associated
with the implementation of Al systems in accounting and
auditing practices. M.J.A. Gongalves et al. (2022) identify
these challenges as resistance to change, organisational cul-
ture, and costs. A. Tiron-Tudor et al. (2024) emphasised the
shortcomings in accountant education, while B.S. Ayinla et
al. (2024) highlight challenges in integration, workforce
adaptation, and privacy concerns. D. Agostino et al. (2022)
also argue that more attention should be paid to the im-
plications of digitalisation for social justice and inclusivity.
B.T.M. Surya (2024) stresses the need for a comprehensive
strategy encompassing skill development, technological
implementation, cultural change, and active engagement
with regulatory and technological advancements.

The skills and knowledge required for accountants and
auditors in the era of Al are also a relevant topic of contem-
porary research. E Imene & J. Imhanzenobe (2020) argue
that considering continuous IT advancements, accounting
processes will become cloud-based, and future accountants
will interact with AI machines, which highlights the need
to explore the potential of virtual and augmented reality
in meeting user information needs. S. Leitner-Hanetsed-
er et al. (2021) focus on the changing tasks and roles of
accounting specialists in the Al era. The researchers con-
clude that Al-driven innovation will increase productivity
and overall employment in the accounting field rather than
decrease it, thus obligating companies to adopt Al in a con-
tinuous learning cycle and position themselves for growth.
M.M. Thottoli (2024) highlighted the role of regulators
and professional organisations in further integrating Al
into accounting and auditing practices. Moreover, several
researchers stress the role of higher education institutions
in preparing future accountants for a digital environment,
emphasising that educational institutions must adjust their
curricula to equip students with the skills expected by em-
ployers (Kroon et al., 2021). V. Brabete et al.(2024) identi-
fies universities as a key pillar in redesigning accounting
education, with curriculum updates being the main meas-
ure to be taken.

Thus, the integration of Al into accounting and au-
diting presents both major opportunities and challenges.
On the one hand, AI enhances efficiency, accuracy, and
the strategic role of professionals, allowing accountants
and auditors to focus on more value-added tasks such as
decision-making and advisory roles. On the other hand,
the implementation of these technologies raises concerns
about workforce adaptation, organisational culture, and
data security, as well as the need for continuous education
and skill development. Addressing these challenges will re-
quire a concerted effort from educational institutions, pro-
fessional organisations, regulators, and the entire business
community to ensure that the potential of Al is fully ful-
filled, while also safeguarding against the risks associated
with its adoption. This balanced approach will be crucial in
shaping the future of the accounting and auditing profes-
sions in the era of digital transformation.

CONCLUSIONS

The implementation of AI in accounting and auditing
marks a pivotal shift in both fields, transitioning profes-
sionals from routine, transaction-based tasks to more
strategic and analytical roles. The automation of account-
ing processes facilitated by AI has proven to substantially
enhance the efficiency, transparency, and promptness of fi-
nancial reporting. As a result, accounting professionals are
increasingly becoming analysts and consultants, offering
deeper insights and added value to their organisations. In
auditing, AI technologies streamline the auditing process,
improving the quality of audits and allowing the auditors to
focus on value-added tasks such as risk identification and
advisory services.
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Despite these promising advancements, challenges
such as resistance to change, organisational culture, and
the prohibitive cost of Al implementation persist. There are
also major concerns regarding the adaptation of the work-
force and potential privacy issues. These obstacles highlight
the need for a comprehensive approach to Al integration,
which involves not only the technological aspects but also
considerable attention to the educational and social dimen-
sions. Regulators, professional organisations, and institu-
tions of higher education will play crucial roles in prepar-
ing the next generation of accountants and auditors for this
evolving digital landscape.

The integration of Al into accounting and auditing is
reshaping the skill set required for professionals in these
fields. While Al is not expected to replace human expertise
entirely, its growing presence will necessitate a shift from
routine tasks to more strategic responsibilities such as da-
ta-driven decision-making, risk management, and planning
under uncertainty. Accounting and auditing professionals
will need to develop new competences, particularly in tech-

to automate routine accounting and auditing tasks, pro-
fessionals in these fields must develop new competences,
specifically in data analytics, critical thinking, and crea-
tive problem-solving. The increasing demand for strategic
roles highlights the necessity for continuous learning and
professional development. Education systems, especially
institutions of higher education, must adjust their curric-
ula to integrate Al-related skills and knowledge, equip-
ping future accountants and auditors to succeed in a rap-
idly changing digital environment.

Future research should focus on addressing the gaps
in Al education, exploring how curricula can be further
tailored to equip accounting and auditing professionals
with the skills needed for a rapidly changing environ-
ment. Additionally, ongoing investigations into the so-
cial implications of Al adoption, particularly in terms of
inclusivity and social justice, will be critical to ensuring
that the benefits of AI are distributed equitably across
the profession.

nology, data analytics, and critical thinking. Furthermore, ACKNOWLEDGEMENTS
the ability to collaborate across functions and understand ~ None.
the ethical implications of AI use will be crucial.
Al represents both a challenge and an opportunity for CONFLICT OF INTEREST
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ApanTauia 6yxrantepcbKoi Ta ayAUTOPCbKOiI OCBITU
00 BUK/IUKIB LUTYYHOrO iHTENeKTy

AHoTauiq. [logBa IITYYHOro iHTe/NeKTy 3MiHIOE NaHAuIadT OyXraaTepchKol Ta ayAUTOPCHbKOI OCBITH, BMMAararodu
3HAYHOI ajamTanii JO BUK/IMKIB, OB A3aHMUX 3 LIE€I0 TEXHOJIOTIYHOIO peBomonien. Y 1bOMY JOCTIIPKEHHI BUBYEHO
BIUIMB LITYYHOTO iHTe/IeKTy Ha Habip HaBWYOK, HeoOXimHMX A ¢axiBiiB 3 OyXraarTepcbkoro oOmiKy Ta aygury, a
TAaKOXX IIPOAHAi30BAaHO HAC/IKM IS BUIIMX HABYAIbHUX 3aK/NafiB. Y AOCHIIIKeHHI BUKOPUCTAHO AKICHUI OyU3ailH
TOCTIPKEeHH, 10 BKIIOYAE CUCTEMATIIHMIT oIy mitepatypu tTa SWOT-ananis. PesynbTaTty moxasanm, 1o MITYyIHMI
iHTeneKT mifBuINye eeKTUBHICTD, IPO30PIiCTh, ONlEePaTUBHICTD i TOYHICTDb (piHaHCOBOI 3BiTHOCTI, 3MyIIyIoun QaxiBLis
3 OyXTaATepchbKOro 06Ky IepeXOmMUTY Bifi TpaguUitHUX poell Ko OibII cTpaTerivHUX (YHKIIN, AKi IepenOadaoTh
aHajIi3 JaHuX i MPUIHATTA pilleHb. B ayauTi TeXHOMOTIi INTYYHOTO iHTE/IEKTY MiABUIIYIOTh AKICTh ayIUTY i JO3BONAIOTH
ayAMTOPaM 30CepelMTIICA Ha 3aBJJaHHAX 3 OLIBIIOIO JOZAHOIO BAapTiCTIO, TAKMX AK OL[iHKAa PUSUKIB Ta KOHCY/IbTALilHi
nocnyru. HesBaxkaroun Ha mepepary, Taki mpo6jeMu sK omip 3MiHaM, OpraHisamiiiHa Ky/IbTypa, afjalTallia IepcoHay,
IMTaHHS KOH(l)i;[eHuiIZHOCTi Ta HaJIMipHa BapTiCTh BIPOBAJPKEHHs IUTYYHOIO iHTENEKTY, € 3HAYHMMM IE€PELIKONAMN
mA inTerpanii. PesynbTaty focipKeHHA MiKpecInIn 3pocTalody TeH/IEHIiI0 10 BIPOBa/PKEHHA IITyYHOTO iHTENEKTY,
IIpUYOMy OIBIIICTD OpraHisalili, IK O4iKy€eThcs, He3abapoM BIIPOBaIATb 00 BUIIPOOYIOTD pillleHHA Ha OCHOBI ITYYHOTO
iHTeNeKTy, L0 IiKpecIoe HeoOXimHIiCTb Oe3llepepBHOrO HaBYaHHA Ta IiiBMINeHHA kBami¢ikauii cepep ¢axiBiis.
Pesynbraty JOCHIPKeHHA MHifKpecywIM HarajbHy norpe0y B OCBiTHIN pedopMi B paMKax HaBYaJIbHUX IIPOrpaM 3
OyxranTepcbkoro o6JiKy Ta ayauTy. Buii HaBuasbHi 3aK/Iafyl IOBMHHI BKIIOYATV KOMIIETEHIIil, TOB’A3aHi 31 INTyYHUM
IHTE€IEKTOM, HATOJIOIIYIOYNM HA aHa/lisi JaHUX, KPUTUIHOMY MUC/IEHH] Ta €TMYHMX MipKYBaHHAX IIOI0 BUKOPUCTAaHHS
TexHooriit. CIiyibHi 3ycUIa MK BUIIMMY HaBYaIbHUMM 3aK/IafaMy, IpodeciliHNMY OpraHizalisiMiu, peryiaTopHUMY
opraHaMy Ta O0i3HeC-CIIIBHOTOI0 € >KUTTEBO BAXIMBMMU JyIA PO3BUTKY poOOYOI CuiM, 3[aTHOI IIpouBiTatu B
cepefoBUIli, KEPOBAHOMY IITyYHUM iHTeneKToM. ITpakTiyHa [iHHICTh IIHOTO JOCTIIPKEHHA IOJATA€ B TOMY, 110 BOHO
IIPOIIOHY€ HaBYAJIBbHUM 3aKIafiaM, IpodeciliHNM OpraHisalifM Ta pery/[ATOPHUM OpraHaM IPakTUYHi peKOMeHpanii

Ha6yTM HeOoOXiHMX HaBUYOK, I10B A3aHUX 31 LITYYHUM iHTEIEKTOM, I Maﬁ[6yTHb0'1' MIPAaKTUYHOI JiANTbHOCTI
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Financial behaviour in a cultural context:
Cross-countries analysis of savings and consumption

Abstract. This study investigated how certain aspects of national culture affect saving and consumption behaviours.
The study examined the correlation between gross saving, consumption, and economic development for 38 countries,
including both developed and developing ones, from different continents, with data from 1996 to 2021. The cross-
countries correlation indicators differed quite a lot in 1996-2008 and somewhat levelled later in 2009-2021. The growth
of financial literacy and financial inclusion of the economic agents explained such changes. The findings suggest that
countries exhibiting a strong relationship between income and savings are more receptive to the tools of monetary policy.
In contrast, the economies expressing a strong relationship between income and consumption are more susceptible to the
tools of fiscal policy. Therefore, high correlation scores are more desirable. Cluster analysis was employed to define groups
of comparable countries for evaluation of national aspects of saving and consumption behaviour. Single membership
in 2- and 3-clusters were observed, but the list of countries in these clusters differed across the years. The pronounced
homogeneity of the clusters indicated the absence of significant national differences in the saving and consumption
behaviour of economic agents according to the selected factors of comparison. This allows using the same instruments
of regulation and stabilisation of the economy in the countries that are the closest neighbours in the cluster. The study
stressed the significance of including national cultural elements in the analysis of financial behaviour and the formulation
of macroeconomic policy. Awareness of these cultural differences enables policymakers to adapt their strategies more
effectively to enhance economic growth and stability

Keywords: saving behaviour; cultural finance; economic growth; macroeconomic policy; countries’ clustering

INTRODUCTION

Using the same macroeconomic tools does not always
achieve the desired result. Such heterogeneity of results is
caused by differing reactions in savings and consumption
behaviour regarding changes in income. When creating
macroeconomic policies, considerations related to cultural
frameworks must be made at the national level. Changes in
consumption andsavings depend on many factors, including

previous and current incomes, expectations, inflation, etc.
However, the consumption and savings behaviour of eco-
nomic operators is also shaped by the national habits and
cultural traditions of the country. If national traditions are
strong, the financial behaviour of the country’s economic
operators differs significantly from that of other countries.
Under such conditions, it is difficult for the government
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to apply the experience of economic reforms in other
countries, as the results will not necessarily be successful.
Conversely, common features of savings and consumption
behaviour with other countries allow using universal meth-
ods of reforming and transforming the country’s economy
to respond to challenges, such as economic or financial cri-
ses. All this necessitates a cross-country comparison of the
financial behaviour of economic entities to find the closest
neighbours in terms of financial behaviour.

Some psychological factors determine the propensity
of people to save. It is logical to assume that identical living
conditions, national traditions, and mentality form a simi-
lar saving behaviour in people living on the same territory.
Most researchers agree that savings are determined, among
other things, by habits. The question arises whether it is
possible to assert the existence of certain national habits to
distribute income between consumption and savings. It is
uncommon to find empirical cross-national data on sav-
ing habits. L. Csorba (2020) proved that financial culture is
one of the key factors in the functioning of financial mar-
kets. The researcher noted that the values, beliefs, stand-
ards, and views shared by communities play a key role in
the formation of financial behaviour and financial literacy.
M. Ahunov & L. van Hove (2020) proved that aspects of
national culture describe the cross-country variations in fi-
nancial behaviour. It was demonstrated that more research
is necessary to comprehend the impact of national culture
on financial literacy to help understand the determinants
of financial behaviour and manage financial policy better.

P. Bialowolski et al. (2023) investigated the relationship
between culture and financial capabilities at the country
level. The researchers believe that differences in national
culture correlate with the average level of financial capabili-
ties at the country level. They proved a positive link between
financial opportunities and cultural factors such as individ-
ualism, long-term orientation, and indulgence. M.N. Khiar
& M. Kooli (2023) proved that national culture influences
corporate dividend policy. The choice of corporate payout
methods (dividends or share repurchases) depends on the
high or low level of cultural dimensions such as avoiding
uncertainty, masculinity, long-term orientation, and indul-
gence. M.A. Khan et al. (2022) showed that national culture
is a significant factor in the distinctions in financial sector
development between emerging and developing countries.
To enhance the development of the financial sector, policy-
makers must adapt their financial strategies to accommo-
date the cultural aspects of the native population.

C.B. Gabler et al. (2020) proved that propensity to save
affects consumption and life satisfaction. The ability to earn
income affects the ability to save. While national and private
saving trends are comparable, there are considerable dif-
ferences throughout countries concerning saving amounts
and how they change over time. The high rates of economic
growth result in high savings, and not vice versa. A. Ribaj
& E Mexhuani (2021) noted that the differences in savings
clearly reflect the indicators of growth: the higher savings

rates can be observed in the developed countries. The risk
of volatile foreign direct investment is significantly reduced
when countries have a pronounced national savings rate.
Such nations are not reliant on foreign direct investment.
The cited studies show that the researchers focus mainly
on proving the relationship between cultural traditions and
the specific features of financial behaviour. At the same time,
the problems of cross-country analysis of such relation-
ships are not covered. The purpose of the present study was
to determine whether economic growth depend on some
aspects of national saving and consumption behaviours.

LITERATURE REVIEW

There has been a lot of research on the connection between
financial behaviour and national culture. Numerous studies
emphasise the influence of cultural elements on the evolu-
tion of financial systems and economic growth, attesting to
the significance of this connection. Evidence of a close re-
lationship between the level of development of a country’s
financial system and its economic growth is confirmed by
the studies of researchers within the framework of the so-
called theory of cultural dimensions (Hofstede et al., 2010).
According to this theory, the diversity of financial behav-
iour of companies, households, and governments is deter-
mined by national cultural aspects.

T.D. Willemink (2018) concluded that cultural factors
truly affect the capital structure decisions made by compa-
nies. Moreover, cultural dimensions lead to substantial var-
iations in the way companies structure their capital. That is
why science argues that country-level determinants influ-
ence corporate financial policy even greater than firm-spe-
cific ones. V. Mogha & B. Williams (2021) noted that the
national cultural characteristics determine risk tolerance
and methods of financial management. They also proved
that cultures influence on corporate finance may initiative-
ly mix the debt-to-equity rates.

J. Le Blanc et al. (2015) found the distinctive effects of
some factors on the financial behaviour of certain groups
of households living in particular geographic regions of Eu-
rozone countries. M. Brueckner et al. (2023) estimated the
relationship between economic growth and the national
saving rate. GDP (gross domestic product) growth increas-
es the national saving in poor countries. This pattern is re-
versible for rich countries. The income elasticity of national
savings is decreased by the increased credit-to-GDP ratio.

Research on the interrelationships between finance and
national cultural conditions conducted within the frame-
work of cultural finance theory allows expanding the cul-
tural considerations when analysing financial decisions, as
it is not limited to the application of outlined dimensions.
J. Costa-Font et al. (2018) noted that differences in savings
rates between countries are caused by culturally specific so-
cial norms. The researchers concluded that cross-country
differences in saving behaviour can be explained by cul-
tural preferences. The place of origin is a factor of savings
pattern changes.
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National values and perspectives influence not only
the financial decisions of states and businesses but also the
respective decisions of households and individuals.
T. Hens et al. (2020) provided a summary of research find-
ings on cultural differences in financial decision-making
and financial markets. Researchers concluded that culture
can influence the degree of loss aversion. They proved the
link between loss aversion and the spread of major reli-
gions in the country, pointing out that the link between
loss aversion and macroeconomic variables looks much
smaller compared to culture and emotions. T. Anyangwe et
al. (2022) determined culture as one of the of savings in-
dicators. Features of saving behaviour were considered by
scientists as an element of financial inclusion. Cultural di-
mensions were used to explain cross-country and cross-re-
gional variation in savings.

Thus, the analysis revealed several key findings on the
relationship between national culture and financial behav-
iour. Based on the studies mentioned, it can be assumed
that there are certain aspects of national culture that de-
termine the strength of the connection between economic
growth and financial behaviour. National culture also plays
a significant role in shaping corporate finance decisions,
household savings patterns, and broader financial systems,
thus underlining the importance of integrating cultural
factors when analysing financial outcomes.

MATERIALS AND METHODS
The study focused on proving the following hypothesis.
HO: there are significant cross-country differences in sav-
ing and consumption behaviour when incomes change.
H1: if savings and consumption behaviour vary in coun-
tries due to national cultural characteristics, then such
countries belong to different clusters.

The specific national features of financial behaviour
were compared using cluster analysis. For this, it was useful
to apply an agglomerative hierarchical classification algo-
rithm with Euclidean distance between objects:

p(xij) =

where [ - the features; i — the number of features.

The algorithm for dividing the objects x(i=0,1,...,n)
is based on minimising the intercluster distance; using the
root-mean-square norm ¢* as the distance, the objective
function is as follows:

200y — x5)% (1)

2
] = Z;€=1inECj”xi _nu]” > (2)

where x, - the i object; Cj — the j* cluster with centre yj.

The amounts of savings, consumption, and GDP
were used as the metrics for assessing the behaviour of
households. However, the absolute data is inconvenient
for cross-country analysis. Therefore, the correlation co-
efficients (r,,) and (r,,) were calculated according to the
formulas (3) and (4):

NSy Ys: Yy
Toy = = nLSiYi—2SjLY; -; (3)
\/n(Zsf—(Zsi)z\/nZYiz—(Zyi)

aniYi—inZYi
an(ZEiZ—(ZEi)ZJnZYiZ—(ZYi)z, (4)

Tey =

where r - the correlation coeflicient; n - the number of
observations; S - the gross domestic saving; E - the con-
sumption expenditure; Y - the gross domestic product.

The empirical positive correlation of saving with in-
come growth is inconsistent with the life cycle hypoth-
esis model, unless the higher income growth is expect-
ed to be at least partly temporary (Masson et al., 1995).
For the confirmation of such relationship, R. Alessie &
F. Teppa (2010) made the hypothesis of habit persistence.
The correlation dependencies of savings and income are
measures of saving behaviour, as far as they are an em-
pirical equivalent of habit. Since habit is an indicator of
behaviour, then the selected indicators are the identifi-
ers of specific national features in financial behaviour.
The use of indicators (3) and (4) allows implementing
concrete data of time preference for consumption: cur-
rent consumption E and deferred consumption S (Bai-
ley, 2007). High values of the correlation coefficients r,
indicate the rational, financially literate behaviour of
economic operators.

According to the Neo-Classical theory of interest
formation, interest rates depend on saving/investment/
consumption (Spahija, 2016). Loan Theory devotes great
attention to the study of time-preference (consumption/
savings/investment) as a factor, which influences the in-
terest rates. Thus, savings are a factor that determines the
interest rates. At the same time, interest rates are one of
the tools of monetary policy. Proceeding from this, an
economy with the higher coefficients of correlation r,
is sensitive to the monetary policy. High interest leads
to higher savings, while low interest leads to low saving.
Thus, saving is directly (or positively) related to interest
rates. Firms’ demand for investment is fulfilled by house-
holds’ savings. Thus, saving is supply and investment is
demand on the market of goods.

Similarly, an economy with prominent correlation
levels between consumption and income is sensitive
to fiscal policy. N. Yaroshevych et al. (2024) noted that
fiscal policy employs various tools such as government
spending, taxation, and grants to influence the econo-
my through expenditures. Such an impact is more pro-
nounced with the higher dependence of consumption on
income. The combination of high degree of correlation
between consumption and income determines the high
sensitivity of the economy to the regulation by mone-
tary and fiscal policy tools. The study examined the re-
lationship between savings, consumption, and economic
growth in 38 countries, including both developing and
developed countries (Table 1).
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Table 1. Sample of countries under study

1 Albania Germany India Morocco

2 Argentina Estonia Iceland Mexico

3 Azerbaijan Spain Israel Paraguay

4 Austria Finland Italy Poland

5 Brazil France Japan Romania

6 Bulgaria United Kingdom Kazakhstan Slovak Republic
7 Canada Honduras Cambodia Turkey

8 Chile Croatia Republic of Korea Ukraine

9 Cyprus Hungary Latvia
10 Czech Republic Indonesia Lithuania

Source: developed by the authors of this study

Data on savings, consumption, and GDP was obtained
from the World Bank Open Data (n.d.). To avoid the influ-
ence of other factors (devaluation), indicators were used in
the LCU (Local Currency Unit). The period under study
was 1995-2021, which was divided into two intervals: 1996-
2008 and 2009-2021. This allowed assessing the changes in
the dependences in time.

RESULTS AND DISCUSSION
The calculated values of the correlation coefficients and
differ significantly between various countries and periods
(Figs. 1, 2). However, there is a tendency to increase the ho-
mogeneity of distribution. The value of in 1996-2008 was
minimum (-0.7709) for Bulgaria and maximum (0.8946)
for Finland. The coefficient of variation for this period
was 1,807%, which indicates the substantial differences

1-
0.8
0.6 4

-0.8 -

in saving behaviour in different countries (Table 2). These
findings prove the hypothesis HO: there are significant dif-
ferences in the saving and consumption behaviour when
incomes change. In 2009-2021, the distributions of coef-
ficients were more homogenous with a minimum value
(-0.6850) for Iceland and a maximum (0.9413) for France.
The coeflicient of variation has decreased to 774.65%. The
change of the extremes in different periods proves that the
saving behaviour changes over time. The drop in the coefhi-
cient of variation disproves the hypothesis H1: the national
habits in saving and consumption behaviour are not persis-
tent. It is logical to assume that with the increase in financial
literacy and financial inclusion, saving behaviour becomes
more literate (rational) and the influence of subjective and
psychological factors decreases. The high values of and
may be interpreted as the goal of economic development.

e— 1996-2008

2009-2021

Figure 1. Dynamics of correlation coefficients r. in different period

Source: developed by the authors of this study
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Figure 2. Dynamics of correlation coefficients r,, in different period

Source: developed by the authors of this study
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Table 2. Parameters of r, and r,, distribution

T r

SY EY
1996-2008 2009-2021 1996-2021 1996-2008 2009-2021 1996-2021

Standard deviation 6.0495 4.1593 4.1874 7.4251 0.9316 6.5695
Mathematical expectation 0.3347 0.5369 0.4422 0.2986 0.8215 0.5439
Coefficient of dispersion 0.1635 0.1124 0.1132 0.2007 0.0252 0.1776
Coeflicient of skewness -0.6391 -1.6061 -0.9566 -1.1663 -1.5352 -1.6006
Coeflicient of variation 1,807% 774.65% 947% 2,487% 113% 1,208%
Min point -0.7694 -0.6850 -0.6464 -0.9265 0.3876 -0.7046
Max point 0.8946 0.9413 0.9047 0.9340 0.9920 0.9591

Number of intervals 10 10 10 10 10 10

Source: developed by the authors of this study

Analogous conclusions can be made for the dynamics  for Azerbaijan, and maximum (0.9920) for France. De-
of the r, indicator. For 1996-2008, volatility of indicators  spite considerable fluctuations, the high levels of r,, and
was higher than in 2009-2021. In 1996-2008, the mini-  r,, predominate for the countries of the sample. The coef-
mum indicator (-0.9265) was typical for Indonesia, while ficients of skewness were negative in each period - a dis-
maximum 0.9340 - for the Republic of Korea. The coef-  tribution with the tail stretched to the left. The presence
ficient of variation amounted to 2,487%. In 2009-2021, of the binomial distribution of the correlation coefficients
the coefficient of variation was 1,208%, which is twice can be assumed (Tables 3, 4). In each period of observa-
less than in the previous period - the distribution became  tion, the value of the confidence coefficient (x?) followed
more even. Over time, the sample became more uniform.  the condition: x> <’ .. . The empirical value of x* test
The minimum value of r,, in this period reaches 0.3876 statistic is lower than the critical one.

Table 3. Pilot parameters of chi-square test hypothesis about the type of r, distribution

1996-2008 2009-2021 1996-2021
Frequency Frequency Frequency
Interval  actual y=-0.015x>+ Interval  actual y=0.136x"- Interval actual y=0.041x*+
data +0.930x-0.733 data -0.348x +0.466 data +0.523x-0.683
1 -0.603 1 0.182 -0.522 1 0.254 -0.491 1 -0.119
2 -0.437 0 1.067 -0.360 0 0.314 -0.336 0 0.527
3 -0.270 2 1.922 -0.197 1 0.646 -0.181 0 1.255
4 -0.104 2 2.747 -0.035 0 1.25 -0.026 1 2.065
5 0.063 5 3.542 0.128 0 2.126 0.129 4 2.957
6 0.229 5 4.307 0.291 5 3.274 0.284 6 3.931
7 0.395 2 5.042 0.453 6 4.694 0.439 3 4.987
8 0.562 6 5.747 0.616 7 6.386 0.595 7 6.125
9 0.728 10 6.422 0.779 8 8.350 0.750 8 7.345
10 0.895 5 7.067 0.941 10 10.586 0.905 8 8.647
X 0.342 0.590 0.986

Source: developed by the authors of this study

Table 4. Pilot parameters of chi-square test hypothesis about the type of r, distribution

1996-2008 2009-2021 1996-2021
Frequency Frequency Frequency
Interval  actual y=-0.022x>+ Interval  actual y=0.197x*- Interval  actual y=0.25x*-
data +1.001x-0.833 data -1.160x +2.6 data -1.610x +3.033
1 -0.740 2 0.146 0.448 2 1.637 -0.538 2 1.673
2 -0.554 1 1.081 0.509 1 1.068 -0.372 0 0.813
3 -0.368 0 1.972 0.569 0 0.893 -0.206 1 0,453
4 -0.182 2 2.819 0.629 1 1.112 -0.039 1 0.593
5 0.004 2 3.622 0.690 3 1.725 0.127 1 1,233
6 0.190 4 4.381 0.750 2 2.732 0.294 1 2.373
7 0.376 6 5.096 0.811 3 4.133 0.460 5 4.013
8 0.562 10 5.767 0.871 10 5.928 0.626 7 6.153
9 0.748 7 6.394 0.932 4 8.117 0.793 8 8.793
10 0.934 4 6.977 0.992 12 10.7 0.960 12 11.933
X 0.00028 0.587 0.961

Source: developed by the authors of this study
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Binominal distributions indicate that the high r,, and
r,, coefficients are more common (Figs. 3, 4). Thus, the
high coefficients r, and r,, are more rational and desir-
able. As the country develops and the market condition

of its functioning is established, the relationship between
savings/consumption and income becomes closer. The
economy becomes more sensitive to the tools of monetary
and fiscal policies.
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Figure 3. Histograms of r, frequencies in different periods

Source: developed by the authors of this study
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Figure 4. Histograms of ., frequencies in different periods

Source: developed by the authors of this study

The high coefficient r, indicates a significant direct
dependence of savings and GDP. Such behaviour can be
interpreted as financially literate: savings increase simul-
taneously with income growth and decrease when income
declines. The influence of psychological factors such as
habits, traditions, and culture are minimal. The higher the
r,, coefficient, the less sensitive is the financial behaviour to
the influence of relevant factors. The inverse relation is also
fair: the lower the r,, coefficient, the more non-economic
factors determine the financial behaviour of the economic
operators. Thus, in countries where r,, is low, the saving

behaviour is more influenced by the power of habit and
tradition than the economic factors (change of income).
According to the calculations, the financial behaviour of
economic operators has greatly changed during 2009-2021.
Saving behaviour has become more sensitive to the change
of income level. Economy of the countries where the saving
behaviour has such characteristics is sensitive to the tools
of monetary policy. The distribution of both characteris-
tics of financial behaviour, as graphically depicted below,
does not indicate the existence of pronounced clusters - it
is rather sporadic (Fig. 5).
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Figure 5. Distribution of financial behaviour indicators in different period
Source: developed by the authors of this study

According to the formula (1) the usual Euclidian dis- e for 2009-2021:
tances between objects are as follows: p(x:2) =,/(0.797 — 0.240)% + (0.826— 0.573)%=0.61
* for 1996-2008: pxis) =/(0.797 — 0.173)2 + (0.826— 0.347)2=0.79

p(i2) =/(0-418— (~0.062)° + (0.268—0.696)” =0.64 |, ) - /(0,797 — 0.402)% + (0.826 — 0.915)2 = 0.40.

p(x.3) \/ (0.418 — ( 0'085)2 + (0.268 0'318)2 0-51 Based on calculations, three clusters were formed as
pxi2) = \/(0.418 —(—0.188)2+ (0.268—0.272)%2 =0.61 follows (Fig. 6):
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Figure 6. Clustering dendrogram
Notes: a) 1996-2008; b) 2009-2021
Source: developed by the authors of this study
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The first cluster is the largest on both periods. The
second and third clusters are represented by single cases.
Countries in the first cluster are countries with economies
amenable for regulation. The second cluster includes coun-
tries with medium amenability to tools of monetary and fis-
cal policies. The third cluster includes countries, the econ-
omies of which are hard to stabilise by conventional tools
of fiscal and monetary policy. Interestingly, the countries
of Europe and the European Union were included in each
of three clusters in every period: Bulgaria (II cluster) and
Romania (III cluster) in 1996-2008 and Iceland (II cluster)
and Ukraine (III cluster) in 2009-2021. This indicates the
existence of heterogeneity in the forms of development of
EU countries and the high probability of receiving distinct
economic results as a consequence of common regulatory
policy within the European Union.

Revealing a statistically significant positive correlation
between GDP, savings, and consumer expenditures, the
findings of the present study align with those of F. Modigli-
ani (1970) and PR. Masson et al. (1995), emphasising that
high savings appear to be positively correlated with growth
but contradict the life cycle hypothesis model. The signifi-
cant spread of correlation values for different countries co-
incides with the main hypothesis of the theory of cultural
finance on the existence of national features of saving and
consumption behaviour.

The study proved that the homogeneity of the distri-
bution of the country by the characteristics of financial
behaviour increases over time. In other words, the finan-
cial behaviour of economic entities is gradually becoming
more similar, while national habits are having less and less
influence on savings and consumption. This finding con-
tradicts the position on habit persistence in saving and
consumption (Alessie & Teppa, 2010). Modern process-
es of countries’ integration and knowledge exchange are
gradually reducing the influence of national traditions on
decisions regarding the income distribution between sav-
ings and consumption. This coincides with the conclusion
of T'W. Smith (2002) on the decreasing function of savings
and the strength of habit formation.

The fact that most countries, according to the study, fall
into one grouping cluster does not negate the approach of
T. Anyangwe et al. (2022) that culture is one of the determi-
nants of saving. However, it refutes the opinion on the need
to form an individual trajectory of macroeconomic policy,
which is based on the cultural dimension (Ahunov & van
Hove, 2020). Accommodating cultural aspects is necessary
only to adjust the time and strength of influence of certain
macroeconomic tools.

The results of cluster analysis support the view offered
by J. Tansey & T. Oriordan (1999), who pointed that cul-
tural theory is still relevant, although its application in eco-
nomic policy needs to be reconsidered. However, further
research should concentrate on examining the elements
that lead to the convergence of financial behaviour in

greater detail as well as the possible influence of new cultur-
al and economic factors on these processes. Consequently,
this could lead to a more precise comprehension of how
culture affects economic conduct within the framework of
globalisation.

It is possible to outline several factors due to which the
obtained findings do not always coincide with the opin-
ions of other researchers. The first is the time factor, since,
over time, economic and cultural conditions change under
the influence of digitalisation, globalisation, and integra-
tion. Secondly, the alternative results are determined by
the authors’ methodology and analysis indicators, which
are based on correlational dependencies, not absolute in-
dicators. Furthermore, differences in findings may be in-
fluenced by contextual factors, including socioeconomic
norms, public policies, and international relations.

CONCLUSIONS
The study provided a comprehensive examination of the
connections among GDP, savings, and consumer spending,
emphasising the increasing impact of cultural and econom-
ic factors on financial behaviours in various nations. The
findings underscored the increasing convergence of finan-
cial behaviours globally, driven by the forces of globalisa-
tion and the diminishing influence of national traditions.
This convergence challenges some traditional economic
theories, particularly those emphasising the persistence
of habitual financial practices. According to the findings,
cultural influences still affect saving and spending habits,
but they are losing ground to economic integration and in-
ternational information sharing. The observed clustering
of countries in terms of financial behaviour suggests that
national macroeconomic policy must not only consider
regional variations and global trends but also trust the ex-
perience of successful countries more.

Differences between the findings obtained in this study
and those of other researchers highlight the dynamic nature
of cultural and economic impacts. Further study is neces-
sary to fully understand the mechanisms underlying these
shifts. Subsequent research endeavours should concentrate
on pinpointing the latest cultural and economic elements
that may additionally affect financial conduct and investi-
gate the consequences of these modifications for policy and
implementation. The present study expanded the research
on cultural finance by substantiating how cultural factors in-
fluence financial behaviour. As the conventional borders of
national financial practices rapidly erode, the research urges
are-evaluation of current macroeconomic policies to better
reflect the realities of an increasingly interconnected globe.
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diHaHcoBa noBeAiHKa B KyJIbTYPHOMY KOHTEKCTI:
MDKKpaiHOBMM aHali3 3a0Lluaf)KeHb Ta CMO)XUBaHHA

AHoTauifa. ¥V 1poMy HOCIKeHHI BUBYEHO, AK IIeBHi acIIeKTV Hal[iOHaJbHOI KY/IbTYpU BIUIMBAIOTb HAa IOBEHiHKY
3a0LIa/I>)KeHb i CIIOKMBaHHA. Y IOCIIIKeHH] TpoaHali30BaHO KOPeJIALilo MiXK Ba/TOBYMMY 3a01a/I)KEHHAMY, CIIOKMBAHHAM
Ta €KOHOMIYHMM PO3BUTKOM [/ 38 KpaiH, AK PO3BUMHEHNX, TaK i TUX, 1[0 PO3BMBAIOTHCA, 3 PISHUX KOHTUHEHTIB, 3a
maHuMyu 3 1996 mo 2021 pik. ITokasHMKM KOpenAnii Mi>k KpaiHaMIM JOCUTb CUIbHO BifipisHAmmca y 1996-2008 pokax i
memro BupiBHsCA y 2009-2021 pokax. Taki 3MiHU OACHIOIOTHCA 3pOCTaHHAM (DiHaHCOBOI IPaMOTHOCTI Ta (iHaHCOBOI
inKmosii ekoHOMiYHMX areHTiB. OTpMMaHi faHi cBif9aTh Ipo Te, 0 KpaiHy, AKi JeMOHCTPYIOTb CYJIBHMIL 3B 130K MDK
JOXOIaMI Ta 3a0LIADKEHHAM, € OiIbII CIPUITHATINBUMM JI0 iHCTPYMeHTiB MOHeTapHOI noniTukyu. | HaBIIakm, kpainy,
B SIKUX CIIOCTEPIra€TbCs CWIBHUI 3B’S30K MDK HOXOZaMM Ta CIHOKMUBAaHHAM, € OUIbII YYTIMBMMU HO iHCTPYMEHTIB
¢ickanbHOI momituky. ToMy BuCOKI ITOKa3HUKY KopenALil € 6inpim 6axxanuMu. KiractepHnii aHasis 0yB BUKOPUCTaHUIA
1 BUSHAYEHHS TPYII MOPiBHAHHMX KPaiH I OLIIHKM HAlliOHAIbHIX ACIIEKTIB IIOBEJIHKY 3a011a/I>)KE€Hb Ta CIIOKMBAHHA.
Crocrepiranocs ogHOYacHe BXO/KEHH JI0 2- Ta 3-K/IacTepis, ajie epestik KpaiH y IMX KIacTepax pisHMBCA 32 POKAMIL.
BuparkeHa ofHOPiIHICTD K/TaCTEPiB CBi/JYMTD IPO BiZICYy THICTb Cy TTEBUX HalliOHATbHMX BiIMiHHOCTE y 3a011a/[KyBa/IbHIl
Ta CIIOXKVIBYilT IOBENiHIIi eKOHOMIYHMX areHTiB 3a 0OpaHuMM dakTopaMy HOpiBHAHHA. Lle 103BO/IAE€ BUKOPUCTOBYBATH
OIHAKOBi iHCTPYMEHT) perylToBaHHA Ta cTabimisanii ekOHOMIKM B KpaiHax, AKi € HallOMOKIUMM CyciflaMn B KIacTepi.
JocnimpkeHHA HifKpecauIo BaXKIMBICTb BKIIOYEHHS HalliOHAJIBHMX KyIBTYPHUX e€JIeMeHTIB B aHaji3 ¢inaHcoBoi
HOBeIiHKM Ta POPMYIIOBaHHA MaKpOEKOHOMIYHOI IIOMITUKY. YCBiTOM/IEHHA LUX KY/IbTYPHUX BiIMiHHOCTel JO3BOJLIE
HOMiTHKaM O11bII e(heKTMBHO aJallTyBaTU CBOI CTpaTeril /I IOCU/ICHHA eKOHOMIYHOT0 3pOCTaHHA Ta CTabiIbHOCTI
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Increasing the financial potential
of investment activity of business entities

Abstract. The study aimed to address the tools and strategies for optimising the use of financial resources of business
entities to ensure their investment capacity. The study also addressed the key aspects of the financial potential of
enterprises and its role in ensuring investment attractiveness in conditions of economic instability, in times of war. The
structure of financial potential, which includes domestic and borrowed financial resources, the ability of an enterprise
to fulfil financial obligations and adapt to changes in the market, as well as the relationship between financial potential
and investment activity, was investigated. The analysis revealed that the financial potential of an enterprise determines
its ability to effectively accumulate, distribute and use financial resources to achieve stability and ensure competitiveness
in the market. The analysis of sources of financing for investment projects in Ukraine, including the use of both internal
and external financial instruments, such as bank loans, bonds, venture capital, and international financial assistance,
was highlighted. The study determined that the limited internal resources and high cost of borrowed capital leave small
and medium-sized enterprises with limited financial capabilities in their investment initiatives. The conclusions indicate
that in the context of crises and war, Ukrainian enterprises are demonstrating significant adaptability by introducing
new approaches to financial planning, through digital technologies to optimise financial flows. In addition, corporate
social responsibility is an important element that can significantly increase investment attractiveness. To strengthen
the financial potential of enterprises and attract investment, it is necessary to intensify cooperation with state and
international financing programmes that will contribute to the development of innovative projects and infrastructure
restoration in the face of economic instability

Keywords: strategic planning; economic sustainability; risk management; digital technologies; social responsibility

INTRODUCTION

The current economic environment is characterised by ex-
traordinary dynamism and diversity, which creates a new
reality for business entities. While the globalisation of mar-
kets creates additional opportunities for business expan-
sion, it also intensifies competition, forcing businesses to
seek innovative approaches to maintain their competitive
edge. Revolutionary technological changes, such as the de-
velopment of artificial intelligence, digital platforms and
automation, are driving the transformation of traditional
business models, requiring businesses not only to adapt

but also to actively invest in new technologies. Competi-
tion at the global and local levels is constantly intensifying,
challenging businesses to maintain their market share. For
many companies, investment activity is becoming a key
factor in this process, as it allows them to carry out large-
scale transformations, modernise production processes,
develop new products and enter new markets. However,
the implementation of even the most promising investment
ideas faces several financial constraints, such as insufficient
internal resources, difficulties in raising external funds due
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Increasing the financial potential...

to high lending rates, and volatile global financial markets.
These factors significantly limit the opportunities for stra-
tegic development and innovation.

The financial potential of business entities is a crucial
element in ensuring effective investment activity. It encom-
passes the comprehensive ability of an enterprise to accu-
mulate financial resources, manage them efficiently and
ensure the sustainability of cash flows. However, current
realities show that many companies face several challeng-
es. For instance, low solvency limits their ability to attract
external capital, high debt obligations reduce flexibility in
financial management, and a lack of investment attractive-
ness complicates the process of finding investors. These dif-
ficulties threaten the long-term sustainability of the busi-
ness and its ability to innovate.

The issue of increasing financial potential is complex
and multidimensional. It includes improving financial
management and developing new financing strategies and
mechanisms to minimise financial risks. Adaptation of en-
terprises to changes in the external environment, such as
inflation, currency fluctuations, toughening environmental
standards and changes in tax legislation, is substantial in
this process. In the context of growing uncertainty in global
markets, a systematic approach to enhancing financial po-
tential is becoming a necessity for ensuring the sustainable
development of enterprises. Thus, the development of ef-
fective mechanisms and strategies aimed at improving the
financial capacity of business entities is an urgent task for
both theorists and practitioners.

Studies on the financial potential of investment activity
have highlighted several important aspects that have be-
come the basis for further research. N. Raimo et al. (2021)
studied mechanisms for improving the financial sustaina-
bility of enterprises, which allowed them to substantiate ap-
proaches to optimising the capital structure in conditions
of limited access to finance. The stated study addressed the
importance of balancing equity and debt. Y. He et al. (2019)
analysed the impact of internal reserves of enterprises on
their investment capacity. As a result, recommendations
were developed for the effective use of depreciation and re-
tained earnings to finance investments. At the same time,
L. Sidelnykova et al. (2022) focused on studying the impact
of tax regulation on the financial potential of business enti-
ties. The work emphasised the importance of tax benefits in
stimulating investment activity. A different approach was
demonstrated by R. Koepke (2019), who studied the issue
of attracting external financing through capital markets.
The conclusions highlighted the feasibility of using bonds
as an effective tool for diversifying funding sources. The
study by N. Dobrianska et al. (2021) assessed the risks asso-
ciated with the implementation of investment projects. The
author proposed a methodology for assessing the riskiness
of projects, considering the instability of the external envi-
ronment, which made it possible to improve the accuracy
of forecasting. H. Cui et al. (2020) studied the impact of
international investment on the financial stability of en-
terprises. The results showed a significant potential for the

integration of enterprises into global financial markets.
A.A.Olayinka (2022) addressed strategic financial planning,
focusing on the importance of long-term cash flow forecast-
ing. The recommendations of the study contributed to the
improvement of the financial management of enterprises.

K. Chang et al. (2019) analysed the impact of banks’
credit policies on the investment opportunities of business
entities. The study proved that the availability of bank lend-
ing significantly affects the dynamics of investment activity.
S. Bonini & V. Capizzi (2019) studied alternative sources of
financing, in particular venture capital, and substantiated
the feasibility of using them to finance innovative projects.
S. Kurniati (2019) analysed the impact of corporate govern-
ance on the investment attractiveness of enterprises. The
results highlighted the role of transparency in management
decisions in increasing investor confidence. Thus, the re-
searchers’ findings form a comprehensive understanding
of the factors that affect the financial potential of invest-
ment activity. However, despite the significant amount of
research, several important aspects remain insufficiently
studied. There is a lack of comprehensive approaches to as-
sessing the financial potential of investment activity, taking
into account the changing economic environment, such as
macroeconomic instability and the impact of digital trans-
formation. There is a lack of research on the integration of
innovative financial instruments (e.g., crowdfunding or
blockchain technologies) into the process of ensuring the
investment capacity of enterprises. In addition, insufficient
attention has been paid to analysing the relationship be-
tween corporate social responsibility and the investment
attractiveness of business entities.

The study aimed to identify ways to increase finan-
cial potential, accounting for the current challenges of the
economic environment. The objectives of the study were
to analyse the effectiveness of innovative financial instru-
ments in ensuring investment capacity and to determine
the impact of macroeconomic and social factors on the in-
vestment attractiveness of business entities.

MATERIALS AND METHODS

One of the main sources of data for the study of the financial
potential of enterprises was the official statistical indicators
provided by the State Statistics Service of Ukraine (2023)
for the period from 2014 to 2023. The study is limited to
data only for 2023 due to the lack of officially published
financial statements for 2024 at the time of the analysis.
The data cover a wide range of economic and financial in-
dicators, which can be used to obtain an objective and de-
tailed picture of the state of enterprises at the macro level.
To analyse the financial potential of enterprises, several key
financial indicators were selected, which are the main in-
dicators of their economic condition and ability to further
develop and attract investments. These indicators include
current assets, non-current assets, non-current assets held
for sale and disposal groups, equity, long-term and current
liabilities, and liabilities related to non-current assets held
for sale and disposal groups.
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The main legislative acts of Ukraine regulating the
investment and financial sectors were reviewed: Law of
Ukraine No. 1560-XII (1991), Law of Ukraine No. 959-
XII (1991), Tax Code of Ukraine (2010) and Budget Code
of Ukraine (2010). Particular attention is devoted to the
analysis of regulatory and institutional barriers that may
hinder investment activity. Information on investments
in fixed and intangible assets was also analysed (State
Statistics Service of Ukraine, 2023). Fixed assets, such as
buildings, equipment, and vehicles, are tangible assets that
provide direct production and services. Intangible assets,
which include patents, trademarks, software, licences and
other intellectual resources, are an indicator of a company’s
innovation and ability to adapt to changes in the market.

The study analysed the financial performance of two
leading Ukrainian companies for 2019-2023: Naftogaz:
Financial Reporting (2023) and MHP: Financial Re-
ports (2023). These companies were selected for analysis
as they are key players in their respective industries and
demonstrate different impacts of external economic and ge-
opolitical factors on their financial stability. The data of these
companies can be used to assess their financial dynamics,
adaptability to crisis conditions and strategic management
approaches. Key indicators, such as revenue, profit (loss),
assets and capital, are analysed, which helped to identify the
strengths and weaknesses of their financial sustainability.

To determine the relationship between the financial
potential and investment activity of enterprises, a corre-
lation and regression analysis was conducted. It was used
to assess the impact of various factors, such as owned and
borrowed resources, on the level of investment investments
of enterprises. Particular attention was devoted to the im-
pact of external factors, political and economic instability,
on the ability of enterprises to attract financial resources for
the implementation of investment projects. Risks and their
impact on the financial stability of enterprises were assessed
using financial analysis methods, which allowed to identifi-
cation of weaknesses in the financial position of companies
in the crisis. To study the efficiency of using financial instru-
ments, the most popular methods of raising capital, such as
bank loans, bonds, venture capital financing and the use of
grants and international financial assistance, were analysed.
The study also included an analysis of innovative financial
instruments, such as crowdfunding and asset tokenisa-
tion, which are becoming increasingly relevant for compa-
nies with limited access to traditional sources of funding.

RESULTS
The financial potential of an enterprise is a complex char-
acteristic that reflects the ability of an organisation to at-
tract, accumulate, and effectively use financial resources
to achieve its strategic goals and ensure sustainable de-
velopment. It is the basis for investment activities, effec-
tive financial planning and implementation of innovative
projects. The level of financial potential determines not
only the financial sustainability of an enterprise but also
its competitiveness in the market. The main essence of

financial potential is the ability of an enterprise to generate
and efficiently allocate financial resources to ensure stable
operation, expand its activities and achieve strategic goals.
This includes the ability to raise, manage, and provide a
return on investment (Bartolacci et al.,, 2020). However,
financial capacity is not a stable indicator - it changes de-
pending on external and internal factors: the economic sit-
uation in the market, managerial competence, and access
to financial instruments and resources.

The financial potential of an enterprise includes several
key elements. Own financial resources are the funds gener-
ated by the company through its activities, including profit,
depreciation and amortisation, and retained earnings. Own
financial resources are the main source for financing inter-
nal investment projects. Their advantage is the absence of
additional liabilities or capital maintenance costs, but the
limited nature of this source can be an obstacle to large-
scale investments. Borrowed capital is financial resourc-
es obtained by an enterprise through external financing,
including loans, bonds, shares and other forms of capital
raising. This allows enterprises to have access to larger
amounts of money for development but is accompanied by
the need to pay interest or dividends, which increases the
financial burden.

One of the main aspects of financial potential is the
ability of an enterprise to meet its financial obligations on
time and ensure the continuity of operations. A high level
of financial stability helps to reduce risks and provides the
company with confidence in the possibility of obtaining
new loans or investors. Effective financial management is
an important component of a company’s financial poten-
tial. This includes planning, cost control, asset and liability
management, and forecasting financial results (Al Breiki &
Nobanee, 2019). Skilled financial management helps to op-
timise costs, minimise financial risks and ensure efficient
use of resources. An enterprise’s ability to use a variety of
financial instruments, such as loans, investments, bonds,
and derivatives, and to raise capital on international mar-
kets, is an important component of its financial potential.
This allows the company to attract the necessary resourc-
es to implement large investment projects and modernise
production. The ability of an enterprise to adapt to changes
in the market, change its capital raising strategy, and use the
latest financial technologies and instruments to increase its
investment attractiveness is also important (Bustinza et
al., 2016). For example, the ability to raise venture capital
or use digital technologies to optimise financial flows is an
important component of modern financial capabilities.

Investment activity is a key area of strategic develop-
ment of business entities. It includes the processes of plan-
ning, organising, attracting and implementing investments
to achieve economic growth, introduce innovations and
ensure competitive advantages. The main characteristics of
investment activity reflect its essence as a means of convert-
ing financial resources into long-term assets that generate
income or contribute to the efficiency of business processes.
Investmentactivitiesarelong-termin nature. Theimplemen-
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tation of investment projects requires significant financial
resources and time, therefore a strategic method for achiev-
ing future goals (Jin, 2024). At the same time, the effects of
investments usually do not appear immediately, which re-
quires careful analysis and planning. It is also characterised
by a high level of risks, which depend on both external fac-
tors (macroeconomic instability, inflation, currency fluctu-
ations) and internal factors (incorrect estimates of project
profitability, insufficient competence of managers). Risk
management is an integral part of the investment process.

In the modern environment, investments are often
aimed at introducing the latest technologies, automating
processes, developing new products or expanding exist-
ing markets. Innovations are becoming a crucial factor in
improving the efficiency of an enterprise and ensuring its
long-term success. Another important feature of invest-
ment activity is its complex nature, covering various stages,
from analysing an idea to monitoring project implemen-
tation. Successful investment activity requires the involve-
ment of qualified specialists, competent financial man-
agement and flexible response to environmental changes
(Bellos & Golitsis, 2023).

Financial potential and investment capacity are inter-
related categories that together form the basis for ensuring
the effective investment activity of enterprises. Financial
capacity reflects the ability of an enterprise to accumu-
late, allocate and use financial resources, and investment
capacity is the result of this capacity, demonstrating the

ability of an enterprise to make investments in the long
term. The main link between these concepts is that without
adequate financial capacity, an enterprise’s investment ca-
pacity will be limited. For instance, enterprises with insuf-
ficient solvency or low financial strength face difficulties in
attracting external resources, such as bank loans or invest-
ments from external partners. At the same time, high finan-
cial stability and effective financial management create the
conditions for raising capital on favourable terms. Finan-
cial potential also determines the ability of an enterprise
to manage risks, which is critical for investment activities.
Enterprises with strong financial potential can diversify
their investment portfolios, which reduces dependence on
a single source of income or project. The investment capac-
ity, in turn, influences the further growth of financial po-
tential. Successful investments contribute to the growth of
revenues, which allows the enterprise to accumulate more
resources for future projects (Macmillan et al., 1997). Thus,
financial potential and investment capacity are in constant
dynamic interaction, forming a kind of growth cycle. The
financial potential of business entities in Ukraine reflects
their ability to effectively use available resources to achieve
strategic goals. However, current economic realities pose
numerous challenges that limit the ability of companies
to implement investment projects. This is due to both the
specifics of funding sources and the need to adapt to the
volatile financial environment. Table 1 shows the balance
sheet indicators of enterprises.

Table 1. Balance sheet indicators of Ukrainian enterprises in 2014-2023, billion UAH

Value 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Non-current assets 2,717.6 3,960.1 42128 4,3033 4,584.3 4,844.5 53123 56507 5622.2 6241.3
Current assets 3272 41086 5772.8 56508 62851 66403 7360.6 84119 9,024.3 10,193.4
Non-current assets held for sale -, , 5 6.2 7.7 8.7 10.2 9.6 7.8 8.1 7.9
and disposal groups
Equity capital 1,480.7 22887 24458 24585 27086 3,092.8 3,339.8 4,113.3 3976 4,612.4
Long-term liabilitiesand ) 350 0 ) 6655 16969 1731 17576 16337 19141 18416 19602 2,199.3
prOVlSlOnS
Current liabilities and 3,151.3 41149 58467 57695 6408.6 67646 7425 81113 8714 9,625.8
PrOVISlOnS
Liabilities related to
non-current assets held for sale 2.4 2 2.4 2.7 33 3.9 3.6 4.2 4.5 52
and disposal groups
Balance 59943 80738 9991.8 9961.8 10,878.1 11,495 12,682.5 14,070.5 14,6547 16,442.6

Source: compiled by the author based on State Statistics Service of Ukraine (2023)

Non-current assets demonstrated steady growth dur-
ing the period under review. This indicates that companies
are gradually investing in long-term assets such as proper-
ty, plant and equipment. However, the growth since 2022
may be driven by both inflationary processes and the re-
valuation of assets due to economic changes caused by the
war. Current assets grew more significantly than non-cur-
rent assets. This may indicate a change in business models
in favour of greater liquidity and the need to hold more
working capital to support operations in an uncertain en-
vironment. An increase in equity is a positive signal. It may

indicate the ability of companies to generate profits even
in a crisis, as well as external capital injections in the form
of government support or private investment. Long-term
liabilities are growing at a moderate pace. This indicates a
restrained attraction of long-term financing, due to limited
access to capital on foreign markets and increased risks as-
sociated with the war. Current liabilities are growing more
dynamically. This may indicate an increased reliance on
short-term financing, which is risky given the volatile eco-
nomic environment. Overall, the aggregate balance sheet of
enterprises almost tripled over the period. This reflects the
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overall expansion of the economy, although much of this
growth may be due to inflation, hryvnia devaluation, and
revaluation of assets and liabilities.

Ukrainian enterprises traditionally use both internal
and external sources of financing for investment projects.
The main internal sources are company profits and depre-
ciation charges. Their advantage is that there is no need
to attract external creditors, which allows companies to
avoid additional debt burdens. However, limited internal
resources significantly limit the scale of investment, espe-
cially for small and medium-sized enterprises. The most
popular external sources of financing in Ukraine are bank

loans, bonds, venture capital, and international financial
assistance. Bank loans remain the most common source
of financing, although their cost is often high due to high
interest rates and collateral requirements. Bond issuance
provides access to long-term capital, but this instrument is
complex and less accessible to small enterprises. Another
promising source is grants and financial assistance from in-
ternational organisations such as the European Bank for Re-
construction and Development (EBRD) or the World Bank.
These resources have favourable terms but require consid-
erable administrative preparation and strict eligibility cri-
teria. Table 2 shows the capital investments of enterprises.

Table 2. Capital investments of Ukrainian enterprises in 2014-2023, billion UAH

Value 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Capital investments of enterprises 184 218.8  288.1 366.1 480.3  533.7  409.1 545.2 3443  520.2
including
capital investments in tangible assets  176.7  200.6  276.5 3499 4442 5109 3845 5145 3239  489.5
of them
into land 0.9 1.3 1.7 1.9 1.6 2.3 2.3 2.7 1 1.5
into existing buildings and structures 2.9 5.4 8.5 6.5 10.8 10.7 5.3 6.2 2.4 4.3
into the construction and 867 865 1061 1211 1666 2057 152 2063 1053 1817
reconstruction of buildings
in machinery and equipment 79.2 98.9 148.3 205 246.7 2495 201.2 2675 180.5 2713
capital investments inintangible ;) g, 117 162 361 228 246 307 204 306
assets
of them
inconcessions, patents, licences, 1, o 5y 56 237 72 39 59 33 46
trademarks and similar rights
into the purchase of software 2.3 3.8 4.8 6.4 6.9 7.5 8.2 11.2 9.8 12.6

Source: compiled by the author based on State Statistics Service of Ukraine (2023)

The dynamics of capital investments of Ukrainian en-
terprises in the analysed period demonstrate unevenness,
which is due to both economic cycles and significant ex-
ternal shocks, including military operations in 2022-2023.
Overall, capital investments by Ukrainian enterprises
demonstrate a high degree of adaptability to the crisis.
Tangible assets, in particular machinery and equipment,
remain the focus, indicating a desire to maintain and
modernise production capacity. Growth in investment in
intangible assets, albeit modest, indicates a gradual digital
transformation of businesses. The main challenges remain
the effects of the war, economic instability, and limited fi-
nancial resources.

Ukrainian legislation governing investment, finance,
taxation, banking and foreign trade plays a key role in shap-
ing the business environment. One of the main regulators
is the Tax Code of Ukraine (2010), which defines tax rates,
benefits and obligations for businesses. Taxation changes
for 2022-2024 aimed at supporting businesses affected by
the war include temporary tax holidays for certain sectors
and simplified declaration procedures, which should make
it easier for entrepreneurs to operate. An important docu-
ment in this system is the Budget Code of Ukraine (2010),
which defines the basis for the formation, execution and
control of state and local budgets. This code regulates the

procedure for allocating budget funds for investment pro-
grammes, including under martial law.

The Law of Ukraine No. 1560-XII (1991) is central in
the field of investment, defining the rights of investors and
guaranteeing of protection of their funds. This law provides
a framework for attracting foreign direct investment, but
additional risks related to the protection of property rights
remain significant under martial law. Government initia-
tives, such as grant and subsidy programmes introduced
to support businesses in times of crisis, are an important
complement to the legislation. Foreign economic activity is
regulated by the Law of Ukraine No. 959-XII (1991), which
defines the rules of export, import and currency control.
Ukraine seeks to integrate into the European and glob-
al markets, as evidenced by the simplification of customs
procedures and the conclusion of international agreements.
However, problems with infrastructure and customs barri-
ers sometimes hinder the growth of foreign trade.

The financial sustainability of businesses in Ukraine
during the war is being affected by both internal and ex-
ternal factors to an unprecedented extent. The war has cre-
ated a challenging environment that requires businesses
not only to adapt to new economic realities but also to im-
plement innovative approaches to financial management.
One of the main challenges is macroeconomic instability,
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which has been exacerbated by the war. Inflationary pro-
cesses have accelerated significantly, and the devaluation of
the national currency has increased pressure on businesses
that depend on imports of raw materials or equipment. Ris-
ing energy costs, in particular, due to the destruction of the
energy infrastructure, not only increase production costs
but also limit the availability of energy for many businesses,
which directly affects their profitability. The second chal-
lenge is the high tax burden amid the difficult economic
situation. Although the government has introduced some
business incentives, the tax system remains non-transpar-
ent and complex, especially for small and medium-sized
enterprises. The administrative costs of fulfilling tax obli-
gations have increased significantly, making it difficult to
plan financial flows and reducing investment activity. A
third major aspect is the limited access to financial mar-
kets, which has been exacerbated by the war. Low corpo-
rate credit ratings, increased risk of default, and general
economic instability have resulted in a reduction in lend-
ing. The banking system is operating with heightened cau-
tion, which is reflected in tight lending conditions and high
interest rates. This is particularly acute in the sectors that
have suffered the greatest losses because of the hostilities.
In addition, the destruction of infrastructure and logistics
chains makes financial resilience more difficult. Damaged
transport routes, blocked ports, and the relocation of busi-
nesses to safer regions increase costs and reduce profit-
ability. At the same time, the loss of access to traditional
markets exacerbates the problem of low liquidity. Another
important challenge is the shortage of skilled workers. Due
to population migration, the mobilisation of employees

into the ranks of the Armed Forces, and physical insecuri-
ty, many businesses have lost key specialists, which creates
additional costs for the training and education of new staff.
Equally significant is the increased level of financial risks
due to the unpredictability of the military situation. This
reduces investor confidence, limits the volume of foreign
investment and complicates the formation of long-term
development strategies. Many businesses face the need to
ensure financial sustainability in the face of growing mili-
tary risks and the need to respond quickly to changes in the
external environment.

At the same time, businesses are demonstrating a de-
sire to adapt. They are developing new approaches to fi-
nancial planning, implementing cost-cutting mechanisms,
and actively seeking international assistance in the form of
grants or loans with favourable terms. For instance, Nafto-
gaz of Ukraine, the state-owned energy company;, is a key
player in the gas production, transportation and supply
sector. The company’s financial potential is dependent on
access to international financial markets, tariff policy, and
the ability to restructure its debt obligations. Key limita-
tions include a high debt burden and dependence on mac-
roeconomic and political conditions. Amid the war, the
company is implementing large-scale cost optimisation
and energy efficiency initiatives, including the digitalisa-
tion of energy management processes. The company ac-
tively attracts international financial assistance, including
grants and loans. The use of analytical tools to manage fi-
nancial flows allows Naftogaz to meet its obligations even
in difficult market conditions. Table 3 shows the compa-
ny’s key financial indicators.

Table 3. Key financial indicators of Naftogaz of Ukraine for 2019-2023, billion UAH

Indicators 2019 2020 2021 2022 2023
Income 2,288 2,896 15,426 58,072 55,692

Profit (Loss) -19 -115 -4,774 -23,423 -1,987
Assets 633 1,414 5,699 21,109 22,546
Capital 154 0.8 -3,400 -26,823 -28,810

Source: compiled by the author based on Naftogaz: Financial Reporting (2023)

Table 3 shows the significant financial challenges of
Naftogaz of Ukraine, including a sharp increase in reve-
nue from 2021 onwards amid rising energy costs, which,
however, did not compensate for the significant losses that
peaked in 2022. Despite asset growth in 2023, negative
equity indicates a critical debt situation. To improve its fi-
nancial position, the company needs to optimise costs, im-
plement digital financial planning tools, actively attract in-
ternational assistance and invest in innovative areas such as
renewable energy. These steps will help reduce losses, stabi-
lise liquidity and create the preconditions for further devel-
opment. “Myronivsky Hliboproduct” (MHP) is a leading
chicken producer in Ukraine, which also actively exports
its products abroad. The company’s financial potential is
based on efficient vertical integration, the ability to attract

international capital and sustainable export potential. The
challenge is the rising logistics costs due to the war and lim-
ited access to ports. Table 4 shows the company’s key finan-
cial indicators. MHP’s financial performance demonstrates
steady revenue growth thanks to an effective export policy
and expanding markets. However, the company has expe-
rienced fluctuations in profitability, with significant losses
in 2020 and 2022 reflecting the impact of crises such as the
COVID-19 pandemic and the war. Assets remain stable
and capital maintains positive dynamics. To strengthen the
company’s financial potential, it is advisable to focus on re-
ducing operating costs, diversifying revenue sources, intro-
ducing modern management technologies and optimising
production. This will help improve the company’s compet-
itiveness and financial stability.
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Table 4. Key financial indicators of MHP for 2019-2023, million USD

Indicators 2019 2020 2021 2022 2023
Income 2,056 1,911 2,372 2,642 3,021
Profit (Loss) 215 -133 393 -231 142
Assets 2,509 2,108 4,014 3,809 3,886
Capital 1,596 1,254 1,794 1,446 1,567

Source: compiled by the author based on MHP: Financial Reports (2023)

Attracting international financial assistance is a signif-
icant method for adaptation. Ukrainian businesses are ac-
tively using grant programmes, loans with favourable terms
and support from international financial institutions. Em-
phasis is placed on cooperation with international funds,
such as the European Bank for Reconstruction and Devel-
opment (EBRD), which provides loans for infrastructure
rehabilitation and support for small and medium-sized
businesses; the World Bank, which finances projects to
modernise production and socio-economic development;
and USAID, which supports innovative projects aimed at
enterprise resilience and economic recovery in the post-cri-
sis environment. In this context, the digitalisation of man-
agement processes is of particular importance. The use of
modern IT solutions allows businesses to improve control
over financial flows, analyse data efficiently, and make deci-
sions faster. Many companies are expanding their presence
in the online space by opening new sales channels through
e-commerce, which is especially important in the context
of physical constraints and business relocation. Online
sales provide access to customers even in remote regions
and help maintain turnover in an unstable environment.

Despite all the difficulties, Ukraine’s investment attrac-
tiveness is twofold. On the one hand, the war has created
serious threats to investors due to the risks of physical de-
struction of assets, unpredictable market conditions and
significant political and economic challenges. On the other
hand, Ukraine remains an interesting investment target due
to its significant recovery potential after the end of hostili-
ties. The main positive factors for investors include a large
domestic market, which could become one of the drivers
of economic growth after the war; a developed agricultural
sector, which remains strategically important even in a time
of war; opportunities for investing in infrastructure reha-
bilitation, where the sector will receive significant funding
from both the state and international partners, opening up
prospects for attracting private capital; potential in IT and
digital technologies, which are showing steady growth and
are globally competitive. At the same time, investors face
several risks, including military operations, instability of
the legal environment, and lack of investment protection
guarantees. To improve its investment climate, Ukraine
needs to address the issue of guarantees for foreign and do-
mestic investors, strengthen legal protection for businesses,
and develop transparent mechanisms for raising capital.

Increasing the financial potential of enterprises’ in-
vestment activities is an important factor in ensuring their

sustainable development, especially in the context of eco-
nomic instability. This involves the use of innovative finan-
cial instruments to raise capital, optimisation of the capital
structure to ensure financial stability, and effective financial
risk management. All these areas are relevant for increasing
the investment attractiveness of enterprises, as they help to
ensure stable operation in a changing market environment.

Among the innovative financial instruments that
can help businesses raise capital are crowdfunding and
crowd-investing. These platforms allow businesses to raise
funds from many investors, which is important in times of
economic instability or war, when traditional bank financ-
ing may be limited. Other important instruments are green
and social bonds, which can become a source of funding
for businesses operating in environmental and socially ori-
ented industries. The use of blockchain technologies for
asset tokenisation is another promising strategy to attract
investment, providing greater transparency and access to
finance. In addition, investment through venture capital or
business angel support can be an important source of fund-
ing for start-ups and innovative projects (Law of Ukraine
No. 1560-XII, 1991).

Optimisation of the capital structure is an important
step in ensuring the financial sustainability of enterprises.
To achieve this, it is necessary to properly balance equi-
ty and debt. The predominance of equity capital reduc-
es financial risks, as the company is not dependent on
external creditors. At the same time, the prudent use of
borrowed funds allows enterprises to finance large-scale
projects without significant expenditures of their resourc-
es. Businesses should focus on long-term loans or loans
with fixed rates to reduce the risks associated with infla-
tion and currency fluctuations. Leasing is an effective tool
for reducing the financial burden on enterprises, allowing
them to obtain the necessary assets without large one-off
expenditures (Law of Ukraine No. 959-XII, 1991). Anoth-
er important strategy is to minimise financial costs, which
includes choosing the most favourable lending terms and
improving the company’s credit rating to reduce the cost
of borrowed funds.

Financial risk management mechanisms are an integral
part of enhancing a company’s financial potential. Diver-
sification of funding sources helps to reduce dependence
on a single instrument or market, which is critical in the
context of global economic changes. At the same time, the
use of hedging to protect against currency risks can reduce
the impact of currency fluctuations, which is important for
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companies that export. Developing anti-crisis plans and
strategies to respond to various risks allows businesses to
quickly adapt to changes in the external environment. In
times of war, companies should be prepared for the loss
of assets, relocation of production facilities and changes
in demand. The introduction of modern risk management
systems, such as ERP systems (Enterprise Risk Manage-
ment), and the use of artificial intelligence technologies
to predict financial performance allows businesses to re-
spond to potential threats promptly and remain competi-
tive (Godbole, 2023).

To strengthen the financial potential of enterprises
and increase their investment attractiveness, it is neces-
sary to introduce modern approaches and practices in fi-
nancial management that will contribute to stability and
development in a dynamic economic environment. One
such recommendation is the active use of digital technol-
ogies in financial management. Digitalisation of financial
processes can significantly improve the efficiency of fi-
nancial flow management, reduce the cost of administra-
tive and operational functions, and mitigate the risks of
human factors. Automation of accounting, financial plan-
ning, analysis and reporting with the help of specialised
software solutions helps to reduce time spent on routine
tasks and focus on strategic financial management. In ad-
dition, the use of artificial intelligence and machine learn-
ing technologies to forecast financial performance and
identify risks helps businesses to be more flexible and re-
spond quickly to changes in the market. At the same time,
the expansion of online platforms for financial transac-
tions allows businesses to reduce customer service costs
and find new sales channels.

Another important recommendation is to increase the
importance of corporate social responsibility (CSR). Inves-
tors are increasingly paying attention not only to financial
performance but also to the extent to which companies
comply with social, environmental and ethical standards.
This is especially true for Ukrainian companies seeking to
attract investment in the post-crisis recovery. The imple-
mentation of CSR initiatives helps to create a positive image
of the company and strengthen its reputation among con-
sumers, partners and government agencies. Environmental
responsibility, support for social projects, and transparency
in business processes can be important factors that increase
the investment attractiveness of an enterprise (Nofsinger et
al., 2019). Importantly, corporate CSR strategy is intercon-
nected with its financial goals, as investors value long-term
prospects and company stability.

An important step in strengthening financial capacity
is active engagement with government and internation-
al funding programmes. Ukrainian businesses can take
advantage of various grants, subsidies and concessional
loans offered by government agencies, international fi-
nancial institutions and investment funds. To do so, it is
necessary to actively monitor changes in legislative and
financial policies and be prepared to submit applications
and relevant projects promptly. Attracting international

investment can help develop new technologies, improve
infrastructure and increase production capacity. In ad-
dition, cooperation with international programmes can
significantly increase the level of trust in the enterprise
in global markets, which will be an additional incentive
to attract investors. Thus, to strengthen the financial po-
tential of enterprises, it is important not only to manage
resources efficiently, but also to actively implement inno-
vative technologies, pay attention to social responsibility,
and seek funding opportunities through government and
international programmes. This will help companies not
only to operate stably but also to develop actively even in
the face of economic instability.

DISCUSSION

The results of the study emphasise the importance of fi-
nancial potential as a key factor in the development of
enterprises and their investment activity. This complex
characteristic reflects the ability of an organisation to mo-
bilise, allocate and effectively use financial resources to
achieve strategic goals and ensure operational stability and
long-term competitiveness. In the modern environment,
Ukrainian enterprises demonstrate a complex interaction
between financial potential and investment opportunities,
which deserves a detailed analysis.

The financial potential of an enterprise is a dynamic
indicator that changes under the influence of internal and
external factors, such as the economic situation, manage-
ment competence and access to financial resources. The
key elements of financial potential are own financial re-
sources and borrowed capital. Own resources, which are
generated from profits, depreciation and retained earn-
ings, ensure stability and reduce dependence on external
liabilities. However, their limitations, especially for small
and medium-sized businesses, point to the need to use
external sources of financing, such as loans, bonds, or in-
vestors. M.E. Neves et al. (2020) focused on the structural
elements of the financial potential of enterprises, particu-
larly the prevalence of short-term financial instruments.
The study emphasised that such elements as accounts re-
ceivable, short-term loans and current financial liabilities
account for up to 60-70% of the total financial potential
of enterprises. The current study partially confirms these
findings by pointing to the high level of short-term liabil-
ities of enterprises. At the same time, it emphasises that
to ensure sustainable development, it is necessary to re-
orient to long-term financial resources, which is not men-
tioned in the authors’ conclusions. The analysis shows that
Ukrainian enterprises are increasingly relying on current
assets to provide liquidity and adapt to volatile econom-
ic conditions. While this contributes to operational re-
silience, there is a risk of limiting long-term investments
in non-current assets. A positive signal is the growth of
equity, which indicates the ability of companies to gener-
ate profits even in a crisis. At the same time, the dynamic
increase in short-term liabilities indicates a risky depend-
ence on short-term financing.
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Financial potential and investment activity are closely
interrelated, forming the basis for the sustainable develop-
ment of enterprises. Businesses with a stable financial po-
sition are more likely to attract external investment, reduce
the cost of financing and manage risks more effectively. At
the same time, successful investments help build financial
capacity, providing new sources of income and opportuni-
ties for further projects. D. Cumming et al. (2019) analysed
the areas of investment of financial resources. Based on
their research, modern enterprises are increasingly invest-
ing in intangible assets, including digital technologies, auto-
mation, and brand development. The current study reveals
a different trend: enterprises are focusing on investments
in tangible assets, such as modernising production equip-
ment or expanding production capacity. This difference can
be explained by the sectoral differences in the sample: the
author studied the IT and service sectors, while the current
study focused on enterprises in the real economy.

P. Demirel & G.O. Danisman (2019) analysed the role of
external sources of finance in building the financial capac-
ity of enterprises. The author argued that most enterprises
in times of economic instability prefer bank loans because
of their availability and predictable conditions. The current
study partially confirms these results: it notes the impor-
tance of external resources but also emphasises the growing
role of internal financial sources, such as profit reinvestment
and depreciation. This indicates a shift in financing strategy
towards greater financial autonomy of enterprises, which
may be the result of a cautious approach to risk management.

The war in Ukraine significantly affected the financial
stability of businesses. The main challenges were macro-
economic instability, inflation, the energy crisis, high tax
pressure and limited access to financial markets. The de-
struction of infrastructure, disruption of supply chains and
loss of skilled personnel further complicated the situation.
Nevertheless, businesses are demonstrating a high level of
adaptability. They are actively implementing innovative
approaches to financial management, such as using digi-
tal technologies to optimise operations and attract inter-
national financial assistance. Online sales and e-commerce
have become important tools for retaining a customer base
and expanding markets. H. Kim et al. (2020) analysed the
impact of the economic crisis on the financial stability of
enterprises. Their data show a sharp decline in the liquid-
ity of enterprises, reduced access to external financial re-
sources, and a drop-in investment activity. S.K. Naradda
Gamage et al. (2020) also noted that during the crisis pe-
riod, most enterprises seek to minimise costs by avoiding
new investments. The current study finds a different result:
a gradual increase in investment activity even in difficult
economic conditions. This can be explained by the adapta-
tion of enterprises to new challenges, as well as their desire
to use the crisis to upgrade production processes.

Ukraine has an ambiguous investment appeal. On the
one hand, military operations, legal instability and high
risks deter investors. On the other hand, the restoration of
infrastructure, the agricultural sector and the development

of the IT industry create unique investment opportunities.
To implement them, it is necessary to focus on strengthen-
ing the financial potential of enterprises and attracting in-
novative financial instruments. C. Challoumis (2024) stud-
ied the role of foreign economic integration in shaping the
financial potential of enterprises. The study addressed the
fact that enterprises that actively cooperate with interna-
tional partners have access to better financing conditions,
including international credit lines and grants. I. Alami et
al. (2023) also noted that firms with high exports are more
resilient to economic crises due to the diversification of
revenue sources. In the current study, similar trends are
also observed: enterprises focused on foreign markets
demonstrate a higher level of financial potential and great-
er investment activity. At the same time, the authors pay
insuflicient attention to the problems that may arise from
dependence on foreign markets, such as exchange rate fluc-
tuations or trade restrictions.

X. Chang et al. (2019) analyses the impact of external
macroeconomic conditions on the financial potential of en-
terprises. The study highlighted the importance of factors
such as government tax policy, regulatory restrictions, and
access to foreign markets. The author concluded that high
tax pressure and unequal competitive conditions are key
obstacles to the formation of financial potential. These con-
clusions are consistent with the results of the current study,
which also emphasises the significant role of state support
and the creation of favourable conditions for enterprises.
In particular, the study determined that a reduction in the
tax burden could stimulate investment activity, especially
in high-value-added sectors.

Key strategies include diversifying funding sources,
optimising capital structure and strengthening risk man-
agement. The use of tools such as crowdfunding, green
bonds and asset tokenisation can open new opportunities
for raising capital. At the same time, corporate social re-
sponsibility is becoming an increasingly important factor
that increases investor confidence and stimulates devel-
opment. S. Feng et al. (2022) studied the use of innovative
financial instruments, such as crowdfunding, green bonds,
and venture capital, in the financial strategies of enterpris-
es. The paper notes that these instruments are particularly
popular among small and medium-sized enterprises seek-
ing to avoid the traditional constraints associated with bank
loans. In contrast, the results of the current study show that
innovative instruments play a minor role in the financing
of Ukrainian enterprises. Most of the surveyed companies
prefer traditional sources of financing, such as loans or own
resources. This indicates a low level of awareness or distrust
of new financing mechanisms. Overall, the interaction of
financial potential and investment activity forms the basis
for the sustainable development of Ukrainian enterprises.
Despite the challenges of wartime, businesses demonstrate
significant potential for adaptation and growth. The use of
innovative solutions, digital technologies and international
cooperation creates the preconditions for the recovery of
the Ukrainian economy and its global competitiveness.
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CONCLUSIONS

The study carried out a comprehensive analysis of the fi-
nancial potential of enterprises as a key factor in their sus-
tainability and competitiveness. The study determined that
financial potential is a multidimensional category that char-
acterises the ability of an enterprise to attract, accumulate
and effectively use financial resources to achieve strategic
goals, including expanding operations, implementing in-
vestment projects and adapting to changing market condi-
tions. The study emphasises that financial potential chang-
es are under the influence of internal and external factors,
such as the economic situation, access to financial instru-
ments, and the competence of management personnel.

Particular attention was devoted to the Ukrainian con-
text, where economic instability caused by the war creates
serious obstacles to business development. An analysis of
the financial statements of Ukrainian companies for 2014-
2023 showed that, despite significant external challenges,
companies demonstrate adaptability and a desire to recov-
er. An increase in long-term and current assets was noted,
indicating investment in fixed assets and a growing need
for liquidity to support operations. The growth of compa-
nies’ equity capital is a positive signal, indicating the ability
to generate profits even in a crisis. However, the depend-
ence on short-term liabilities and limited access to long-
term capital pose additional risks to financial stability.

The investment activity of Ukrainian enterprises re-
mains a strategic direction of development, although it is
characterised by significant challenges. The study deter-

resources, and difficulties in attracting external capital due
to high risks associated with military operations and mac-
roeconomic instability. The study also highlighted the link
between the financial potential and the investment capacity
of enterprises. A high level of financial capacity provides
access to financial resources on favourable terms, which, in
turn, facilitates the implementation of investment projects
and the growth of the enterprise. Among the adaptation
strategies of enterprises in times of war is the introduction
of modern approaches to financial management, such as
the digitalisation of financial processes, the use of interna-
tional financial assistance, and the optimisation of capital
structure. Companies are actively using grants, loans with
favourable terms and support from international organisa-
tions. Digital technologies help to optimise costs, automate
processes and expand opportunities to attract customers
through online channels.

Overall, the study demonstrated that Ukrainian enter-
prises, despite significant challenges, remain adaptable and
striveforsustainabledevelopment. Thekeyareasarestrength-
ening financial planning, diversifying funding sources, and
introducing innovative financial instruments and risk man-
agement strategies. This helps to ensure financial sustaina-
bility and lays the groundwork for future growth even in
difficult conditions. Further research could focus on devel-
oping models for assessing financial potential, accounting
for wartime risks, and studying the impact of internation-
al financial support on business development in Ukraine.

mined that capital investments are directed at modernis- ACKNOWLEDGEMENTS
ing equipment and maintaining production capacity, while = None.
investments in intangible assets indicate a gradual digital
transformation. Among the main barriers to investment CONFLICT OF INTEREST
activity are the high cost of financing, lack of internal = None.

REFERENCES

(1]
(2]

(3]

(4]
(5]
(6]
(7]

(8]

Al Breiki, M., & Nobanee, H. (2019). The role of financial management in promoting sustainable business practices
and development. SSRN. doi: 10.2139/ssrn.3472404.

Alami, I., Alves, C., Bonizzi, B., Kaltenbrunner, A., Koddenbrock, K., Kvangraven, I., & Powell, J. (2023). International
financial subordination: A critical research agenda. Review of International Political Economy, 30(4), 1360-1386.
doi: 10.1080/09692290.2022.2098359.

Bartolacci, E, Caputo, A., & Soverchia, M. (2020). Sustainability and financial performance of small and medium
sized enterprises: A bibliometric and systematic literature review. Business Strategy and the Environment, 29(3), 1297-
1309. doi: 10.1002/bse.2434.

Bellos, S.K., & Golitsis, P. (2023). The nexus between financial and investment developments and state capacity. The
case of G-20. Journal of Government and Economics, 11, article number 100081. doi: 10.1016/j.jge.2023.100081.
Bonini, S., & Capizzi, V. (2019). The role of venture capital in the emerging entrepreneurial finance ecosystem: Future
threats and opportunities. Venture Capital, 21(2-3), 137-175. doi: 10.1080/13691066.2019.1608697.

Budget Code of Ukraine. (2010, July). Retrieved from https://zakon.rada.gov.ua/laws/show/en/2456-17?lang=en#Text.
Bustinza, O.E, Vendrell-Herrero, E, Perez-Arostegui, M., & Parry, G. (2016). Technological capabilities, resilience
capabilities and organizational effectiveness. The International Journal of Human Resource Management, 30(8), 1370-
1392. doi: 10.1080/09585192.2016.1216878.

Challoumis, C. (2024). Understanding the money cycle — how regulation policies shape financial flows. In Proceedings
of the 13" international scientific and practical conference “Innovative scientific research” (pp. 152-171). Toronto: World
of Conference. doi: 10.5281/zenodo.13880866.

Economics, Entrepreneurship, Management, Vol. 11, No. 2


https://dx.doi.org/10.2139/ssrn.3472404
https://doi.org/10.1080/09692290.2022.2098359
https://doi.org/10.1002/bse.2434
https://doi.org/10.1016/j.jge.2023.100081
https://doi.org/10.1080/13691066.2019.1608697
https://zakon.rada.gov.ua/laws/show/en/2456-17?lang=en%23Text
https://doi.org/10.1080/09585192.2016.1216878
https://doi.org/10.5281/zenodo.13880866

V. Krylovskyi

[9] Chang, K., Zeng, Y., Wang, W., & Wu, X. (2019). The effects of credit policy and financial constraints on tangible and
research & development investment: Firm-level evidence from China’s renewable energy industry. Energy Policy, 130,
438-447. doi: 10.1016/j.enpol.2019.04.005.

[10] Chang, X., Chen, Y., & Dasgupta, S. (2019). Macroeconomic conditions, financial constraints, and firms’ financing
decisions. Journal of Banking & Finance, 101, 242-255. doi: 10.1016/j.jbankfin.2018.10.016.

[11] Cui, H., Wang, R., & Wang, H. (2020). An evolutionary analysis of green finance sustainability based on multi-agent
game. Journal of Cleaner Production, 269, article number 121799. doi: 10.1016/j.jclepro.2020.121799.

[12] Cumming, D., Deloof, M., Manigart, S., & Wright, M. (2019). New directions in entrepreneurial finance. Journal of
Banking & Finance, 100, 252-260. doi: 10.1016/j.jbankfin.2019.02.008.

[13] Demirel, P, & Danisman, G.O. (2019). Eco-innovation and firm growth in the circular economy: Evidence from
European small-and medium-sized enterprises. Business Strategy and the Environment, 28(8), 1608-1618. doi: 10.1002/
bse.2336.

[14] Dobrianska, N., Torishnya, L., & Pulcha, D. (2021). Management of investment processes in Ukraine at the regional
level: The state and problems of improvement. Economics: Time Realities, 1(53), 44-49. doi: 10.15276/etr.01.2021.12.

[15] Feng, S., Zhang, R., & Li, G. (2022). Environmental decentralization, digital finance and green technology innovation.
Structural Change and Economic Dynamics, 61, 70-83. doi: 10.1016/j.strueco.2022.02.008.

[16] Godbole, M.V. (2023). Revolutionizing Enterprise Resource Planning (ERP) systems through artificial intelligence.
International Numeric Journal of Machine Learning and Robots, 7(7), 1-15.

[17] He, Y., Chen, C., & Hu, Y. (2019). Managerial overconfidence, internal financing, and investment efficiency: Evidence
from China. Research in International Business and Finance, 47, 501-510. doi: 10.1016/j.ribaf.2018.09.010.

[18] Jin, S. (2024). The significance and practical exploration of financial investment management in enterprise operation
and management. Highlights in Business, Economics and Management, 41, 553-558. doi: 10.54097/traj9171.

[19] Kim, H., Batten, J.A., & Ryu, D. (2020). Financial crisis, bank diversification, and financial stability: OECD countries.
International Review of Economics & Finance, 65, 94-104. doi: 10.1016/j.iref.2019.08.009.

[20] Koepke, R. (2019). What drives capital flows to emerging markets? A survey of the empirical literature. Journal of
Economic Surveys, 33(2), 516-540. doi: 10.1111/joes.12273.

[21] Kurniati, S. (2019). Stock returns and financial performance as mediation variables in the influence of good corporate
governance on corporate value. Corporate Governance, 19(6), 1289-1309. doi: 10.1108/CG-10-2018-0308.

[22] Law of Ukraine No. 1560-XII “On Investment Activity”. (1991, September). Retrieved from https://zakon.rada.gov.
ua/laws/show/en/1560-12.

[23] Law of Ukraine No. 959-XII “On Foreign Economic Activity”. (1991, April). Retrieved from https://zakon.rada.gov.
ua/laws/show/en/959-12#Text.

[24] Macmillan, I.C., Kulow, D.M., & Khoylian, R. (1997). Venture capitalists’ involvement in their investments: Extent
and performance. In Venture capital. London: Routledge. doi: 10.4324/9781315235110-15.

[25] MHP: Financial Reports. (2023). Retrieved from https://mhp.com.ua/en/mhp-se/financial-reports.

[26] Naftogaz: Financial Reporting. (2023). Retrieved from https://gas.ua/uk/financial-statements.

[27] Naradda Gamage, S.K., Ekanayake, E.M.S., Abeyrathne, G.A.K.N.J,, Prasanna, R.P.ILR,, Jayasundara, ] M.S.B., &
Rajapakshe, P.S.K. (2020). A review of global challenges and survival strategies of small and medium enterprises
(SMEs). Economies, 8(4), article number 79. doi: 10.3390/economies8040079.

[28] Neves, M.E., Serrasqueiro, Z., Dias, A., & Hermano, C. (2020). Capital structure decisions in a period of economic
intervention: Empirical evidence of Portuguese companies with panel data. International Journal of Accounting &
Information Management, 28(3), 465-495. doi: 10.1108/IJAIM-08-2019-0094.

[29] Nofsinger, J.R., Sulaeman, J., & Varma, A. (2019). Institutional investors and corporate social responsibility. Journal of
Corporate Finance, 58, 700-725. doi: 10.1016/j.jcorpfin.2019.07.012.

[30] Olayinka, A.A. (2022). Financial statement analysis as a tool for investment decisions and assessment of companies’
performance. International Journal of Financial, Accounting, and Management, 4(1), 49-66. doi: 10.35912/ijfam.
v4il.852.

[31] Raimo, N., Caragnano, A., Zito, M., Vitolla, F., & Mariani, M. (2021). Extending the benefits of ESG disclosure: The
effect on the cost of debt financing. Corporate Social Responsibility and Environmental Management, 28(4), 1412-
1421. doi: 10.1002/csr.2134.

[32] Sidelnykova, L., Ovsiuk, N., Savastieieva, O., Kozak, S., Lishchuk, N., & Zinchenko, A. (2022). Tax incentives in
the system of state financial support of economic entities. Economic Affairs, 67(4), 653-659. doi: 10.46852/0424-
2513.4.2022.31.

[33] State Statistics Service of Ukraine. (2023). Business activity state of enterprises. Retrieved from https://stat.gov.ua/en/
datasets/business-activity-state-enterprises.

[34] TaxCodeof Ukraine. (2010, January). Retrieved from https://zakon.rada.gov.ua/laws/show/en/2755-17¢?lang=en#Text.

Economics, Entrepreneurship, Management, Vol. 11, No. 2


https://doi.org/10.1016/j.enpol.2019.04.005
https://doi.org/10.1016/j.jbankfin.2018.10.016
https://doi.org/10.1016/j.jclepro.2020.121799
https://doi.org/10.1016/j.jbankfin.2019.02.008
https://doi.org/10.1002/bse.2336
https://doi.org/10.1002/bse.2336
https://doi.org/10.15276/etr.01.2021.12
https://doi.org/10.1016/j.strueco.2022.02.008
https://injmr.com/index.php/fewfewf/article/view/31
https://doi.org/10.1016/j.ribaf.2018.09.010
https://doi.org/10.54097/traj9171
https://doi.org/10.1016/j.iref.2019.08.009
https://doi.org/10.1111/joes.12273
https://doi.org/10.1108/CG-10-2018-0308
https://zakon.rada.gov.ua/laws/show/en/1560-12
https://zakon.rada.gov.ua/laws/show/en/1560-12
https://doi.org/10.4324/9781315235110-15
https://mhp.com.ua/en/mhp-se/financial-reports
https://gas.ua/uk/financial-statements
https://doi.org/10.3390/economies8040079
https://doi.org/10.1108/IJAIM-08-2019-0094
https://doi.org/10.1016/j.jcorpfin.2019.07.012
https://doi.org/10.35912/ijfam.v4i1.852
https://doi.org/10.35912/ijfam.v4i1.852
https://doi.org/10.1002/csr.2134
https://doi.org/10.46852/0424-2513.4.2022.31
https://doi.org/10.46852/0424-2513.4.2022.31
https://stat.gov.ua/en/datasets/business-activity-state-enterprises
https://stat.gov.ua/en/datasets/business-activity-state-enterprises
https://zakon.rada.gov.ua/laws/show/en/2755-17?lang=en%23Text

Increasing the financial potential...

Brapucnas Kpunoscbkmii

AcmipaHT

BinHnmpkuit piHaHCOBO-eKOHOMIYHUIT YHiBEPCUTET
21037, Byn. I[Inuporosa, 71A, M. Binaun, Ykpaina
https://orcid.org/0009-0001-7738-8037

NiaBuwleHHA PiHaHCOBOro NoTeHuiany
iHBecTUUiNHOI AianbHOCTI cy6’eKTiB rocnogaploBaHHA

AHoTauiqa. [lane gocmimkeHHs 0y/I0 HalpaB/ieHe Ha BUBYEHHA IHCTPYMEHTIB Ta CTparterill, CIpsAMOBAaHVX Ha ONTHMi3allifo
BUKOPUCTaHHA (DiHAHCOBUX pecypciB Cy0'€KTiB rOCIOIApIOBaHHA LA 3abe3lledeHHA iX iHBeCTULIHOI CIIPOMOXKHOCTI.
Y poboti 6yn0 po3IIAHYTO KIIOYOBi aclekTy (PiHAHCOBOTO IOTEHIjialy IifIPUEMCTB Ta JIOTO Polb y 3abes3ledeHHi
inBecTHLIVIHOI NpYBAaOIMBOCTI B YMOBaX eKOHOMI4HOI HecTaOLIPHOCTI, 30KpeMa B yMoBax BiitHu. Bymo mocmimkeHo
CTPYKTYpy (iHaHCOBOrO IIOTEHIIaly, AKa BK/IIOYAa€ BJIAcHI Ta 3amydeHi (piHaHCOBI pecypcwu, 3EaTHICTD MifIpyeMcTBa
BUKOHYBaTK (piHaHCOBi 3000B’A3aHHA Ta aallTyBaTVCA [0 3MiH Ha PUHKY, a TaKOXX B3a€EMO3B 530K MDK (piHaHCOBUM
[IOTEHIia/IOM Ta iHBEeCTUILINIHOI MAif/IPHICTIO. Y pe3ynbraTi IpOBeeHOro aHalidy Oy/lo BUAB/IEHO, 1O (iHaHCOBUI
[OTeHIia/l IAIPUEMCTBA BM3HAYAE JIOTO 3[ATHICTD e(eKTUBHO aKyMyIIOBaTH, PO3HOAUIATY Ta BUKOPUCTOBYBATH
¢iHaHCOBI pecypcn i JOCATHeHHA cTabiIbHOCTI Ta 3a6e3IedeHH A KOHKYPEHTOCIIPOMOXHOCTI Ha puHKY. OcoO/MMBY yBary
IIpUJiiIeHo aHaji3y mxepen GpiHaHCYBaHHA IHBeCTULINTHMX IPOEKTIB B YKpaiHi, 30KpeMa BUKOPUCTAHHIO AK BHYTpIIHIX,
TaK i1 30BHIIIHIX (iHAHCOBMX IHCTPYMEHTIB, TaKVUX fK OaHKiBCbKi KpemWTH, BUITYCK OOJIiraiiii, BeHYypHUI KalliTal Ta
MbkHapopHa ¢iHaHCcOBa fonoMora. BusBieHo, o 06MeXeHICTb BHYTPIIIHIX pecypciB Ta BMCOKA BapTiCTh IIO3UKOBOTO
KalliTa/ly 3aIMIIAIOTh IIANPUEMCTBA 3 MAaIMMU Ta cepefHIMM (PiHAHCOBUMM MOMUIMBOCTAMU OOMEXKEHVMH B iXHIX
iHBeCTUIiTHMX iHilliaTMBaX. Y BMCHOBKAX 3a3Ha4€HO, 110 B YMOBaX KpM3 Ta BillHM YKpaiHCBKi HiIIPUEMCTBA IEMOHCTPYIOTh
3HAYHY QJIallTVBHICTb, BIPOBA/PKYIOUY HOBI MifXOM 10 (piHAHCOBOTO INTaHYBAaHHHA, 30KpeMa depe3 UMppPOBi TeXHOMOTii
IS OIITVIMi3aIrii (1)iHaHCOBI/[X oToKiB. OKpiM TOTO, BK/IMBUM €/IeMEHTOM € KOpIIOpaTMBHA Collia/IbHa BiJTIOBi/Ja/IbHICTD,
AKa MOXKe CyTTEBO MiIBUIINATY iHBeCTULINHY IpuBabnuBicTb. 14 3milHeHH: (iHaHCOBOrO MOTEHLaTy MiAIPUEMCTB Ta
3aJTy4eHHA IHBeCTHIIilT HeOOXi/JHO aKTUBI3yBaTI B3aEMOIIO 3 lepyKaBHIMY Ta MDKHApOTHUMY ITporpaMaMul (piHaHCyBaHHA,
IO CIIPUATYIME PO3BUTKY IHHOBAII/THVX IPOEKTIB i BiTHOB/IEHHIO iHQPacTPyKTypH B yMOBaX eKOHOMIYHOI HecTabiIbHOCTI

Knio4yoBi cnoBa: crpareriuHe IIaHYBaHHSA; €KOHOMIYHAa CTiMKiCTb; pUSMK-MEHEIPKMeHT; LM(POoBi TexHOOrii;
collia/sibHa BifIIOBigaIbHICTh
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