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Bogdan Derevyanko (Ukraine), Liudmyla Nikolenko (Ukraine),
Irina Syrmamiik (Ukraine), Yevgen Mykytenko (Ukraine), Iosif Gasparevich (Poland)

ASSESSMENT OF FINANCIAL
AND ECONOMIC SECURITY
OF THE REGION (BASED

ON THE RELEVANT STATISTICS
OF THE DONETSK REGION)

Abstract

In the article, the indicators of financial and economic security of Donetsk region
are analyzed. The task of setting statistical estimation of financial and economic
security of the region in modern conditions is based on the official materials of the
State Statistics Service. For the possibility of further econometric modeling and
forecasting, only quantitative indicators are used. This approach limits the num-
ber of evaluated indicators, but is considered the most objective. The analysis of
financial and economic security is carried out in the context of two spheres of re-
gional development: economic and social. The conducted analysis of the dynamics
of the main socio-economic indicators of development of the Donetsk region for
the period 2012-2016 allowed to identify the main trends characterizing the de-
velopment of the region’s economy; provide an assessment of the financial and eco-
nomic security of the region and identify some “problematic” places of financial
and economic security in Donetsk region. Some of the most acute problems were
identified in the assessment of financial and economic security and the features of
state-legal provision of financial and economic security in the present conditions,
as well as the proposed algorithm for monitoring the financial and economic secu-
rity of the region. The analysis allowed to identify some “bottlenecks” of financial
and economic security in the Donetsk region and to demonstrate that close atten-
tion and monitoring are required by the level of capital investments, the level of
unemployment and the share of households with incomes per month below the
legal living wage. The study enables to minimize the risks to form effective direc-
tions in assessing the financial and economic security of the region and proposes
to optimize on a legal basis the whole mechanism for ensuring the financial and
economic security of the region. As a result, the research revealed the most acute
problems in assessing the financial and economic security of the region and pro-
posed an appropriate algorithm for monitoring its level.

Keywords financial and economic security, region, evaluation,

statistic, analysis, indicators of financial and economic
security, integral index, legal support

JEL Classification co1, F52, G31

INTRODUCTION

The complicated socio-political and military situation in Ukraine, po-
litical and economic events in the world shows that the task of moni-
toring the financial and economic security of the region does not lose
its relevance. The financial and economic security of the region is an
integral part of national security, and its provision is an important
element of state independence, a condition for the socio-economic de-
velopment of the regions and the country as a whole on the basis of
creating legal, economic, institutional, organizational and technologi-
cal conditions that meet the challenges of the time.
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The foundation of the “security” approach to regional development is laid down in Article 132 of the
Constitution of Ukraine, which states that “the territorial structure of Ukraine is based on the princi-
ples of unity and integrity of the state territory, a combination of centralization and decentralization in
the exercise of state power, balance and socio-economic development of the regions, taking into account
their historical, economic, ecological, geographical and demographic features, ethnic and cultural tra-
ditions” (Constitution of Ukraine, 1996).

The analysis of the approaches of economists to understand the essence of the term “financial and eco-
nomic security of the region” has revealed that its definition is not completely formed and unambigu-
ous, but it is a complex multifactor category that characterizes the level of openness of the economy, the
ability of the region to self-finance and improve the quality of life of the population.

Thus, the financial and economic security of the region determines, first of all, the level of socio-econom-
ic development of the region and indicates the degree of independence of the region. The consequences
of the fact actual military situation in the Donetsk region are the destruction of the infrastructure (pro-
duction, transport, social) of the region and cities, the threat of bankruptcy of certain industries and
industrial facilities, the reduction of the number of available population (migration of residents of the
region to other regions of Ukraine or abroad, civilians), and as a result of this — a significant deteriora-
tion in the indicators of socio-economic development of the Donetsk region.

Financial and economic security requires an integrated study in terms of both economics and law. It
should be aimed at promoting the economic development of all business entities, the introduction of
social and economic standards and guarantees recognized by the European Community, as well as the

modernization of relevant legislation.

1. LITERATURE REVIEW

A significant number of scientists’ work today is
devoted to finding ways to end the hybrid Russian-
Ukrainian war and to ensure the rights and inter-
ests of Ukrainian citizens and business entities
that remained on the temporarily uncontrolled
government of Ukraine in the Autonomous
Republic of Crimea, in the territories of Donetsk
and Luhansk regions or that relocated (pro-
duced production assets) to the territory where
Ukrainian laws are fully applicable.

Grant (2015) examines the annexation of Crimea
in view of the legal arguments that the Russian
Federation has articulated in defense of its ac-
tions. It then considers the international response
and the possible consequences of nonrecognition.
Katchanovski (2016) examines the role of separat-
ists, the Yanukovych government, the Maidan op-
position and the Maidan government, far-right or-
ganizations, Russia, the US, and the EU in the con-
flict in Donbas. The Kyiv International Institute of
Sociology survey shows that support for separat-
ism is much stronger in Donbas compared to oth-
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er regions, with the exception of Crimea, and that
the break-up of Ukraine is unlikely to extend to its
other parts (Katchanovski, 2016).

Freedman (2014) explores the relevance of the stra-
tegic concepts of the Cold War in the eastern part
of Ukraine, the deterioration of relations between
Russia and the West, the strengthening of the role of
Russian troops in Ukraine, the implications for the
civilian population, etc. Cullen Dunn and Bobick
(2014), based on the study of Russian behavior in
Eastern Ukraine, argue that the pervasive fear cre-
ated by Eurasia’s frozen conflicts constitutes a new
form of post-Soviet liminality that challenges the
norms of the international system. Malyarenko
(2015) explores the relationship between Kyiv and
Donbass, recognizing Russia’s main role in the ini-
tiation, development and escalation of armed con-
flict. Kuzio (2016) analyzes three factors constrain-
ing EU power: its unwillingness to view Ukraine
as a candidate for membership, a miscalculation of
Ukrainian leaders and the ignorance of growing
nationalism and xenophobia in Russia. These three
factors restrict the EU’s ability to respond to the
Russian-Ukrainian crisis by ignoring Russia’s past

http://dx.doi.org/10.21511/imfi.15(4).2018.23
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support for separatist movements and the invasion
of Georgia and the recognition of two separatist
anklaves (Kuzio, 2016).

Semigina and Gusak (2016) focus on social sup-
port for IDPs in Ukraine. This paper explores the
social work interventions in the aftermath of the
violence available to displaced people and the gap
in them. It also discusses implications for the so-
cial work profession, caused by the ongoing con-
flict in the country. Coupé and Obrizan (2016) in-
vestigate the impact of violence suffered by the res-
idents of the two cities most affected by the hybrid
war (Sloviansk and Kramatorsk) on the results of
the election.

However, a large number of studies have not yet
solved the existing problems in the economy and
social area of the region, which is suffering from
the actual war. Its financial and economic security
is under serious threat.

Many scientists conducted the research aimed at
solving the problem of assessing the financial and
economic security of the region.

Ensuring the economic security of the region, ac-
cording to Efremov and Georgadze (2002), is a
guarantee of the country’s independence, a condi-
tion for the stability and effective life of the society,
and for success. They offer a methodology for mon-
itoring the system of socio-economic indicators on
the basis of taking into account the limit values of
these indicators and indicate that only in the pres-
ence of boundary values that have an assessment
taking into account the characteristics of the re-
gion’s economy, it is possible to assess the level of
the crisis situation in one or another sphere.

Heyets, Chernyak, and Klebanova (2011) point out
the importance of limiting values in their work.
They, as well as Ponomarenko, Klebanova, and
Chernova (2004), consider that the issue of study-
ing the financial and economic security of the
region is important, taking into account socio-
economic factors and their limit values, ignoring
which hinders the normal course of economic de-
velopment and leads to the formation of destruc-
tive trends in production and living standards
of the population (Ponomarenko, Klebanova, &
Chernova, 2004).

http://dx.doi.org/10.21511/imfi.15(4).2018.23

Weisbrod (2008) critically examines the cover-
age of access impacts by various types of predic-
tive economic impact models, and then describes
new directions in applied models to assess trans-
portation projects impacts on business productiv-
ity, growth and attraction. Finally, it outlines an
analysis framework, which is designed to facilitate
use of improved modeling methods for assessing
economic impacts of multi-modal transportation
investment (Weisbrod, 2008).

A systemic approach to assessing the financial
and economic security components proposed by
Sukhorukov and Kharazishvili (2011) deserves at-
tention. They confirm weighting factors in terms
of components of economic security, and tested
these approaches with an example of estimat-
ing and forecasting the level of economic secu-
rity (Sukhorukov & Kharazishvili, 2011). In their
view, the assessment of economic security should
be carried out according to such an algorithm:
the identification of functional characteristics of
economic security; the segmentation of structural
components of economic security; definition of
indicators of economic security; determination of
normative values of indicators of economic securi-
ty; monitoring of indicators, hierarchical harmo-
nization of results and their analysis (Sukhorukov
& Kharazishvili, 2011).

American researchers in socio-economic relations

O hUallachdin and Leslie (2007) propose a con-
trastive knowledge production function and a re-
gional structure model to identify determinants of
commercial patenting in US states in the period
2002-2004. Results show that human capital, spe-
cialized knowledge flows, urbanization and indus-
trial dominance in technical advancement of com-
mercial patenting (O hUallachdin & Leslie, 2007).

Gerasimchuk and Vavdiyuk (2010) explore the
issues of analysis and mechanism of providing
economic security of the region, emphasizing the
importance of foreign economic security of the re-
gion, and use such characteristics as the level of
foreign economic openness.

At the legislative level, a methodology is proposed
for assessing the level of financial and economic
security of Ukraine, developed by specialists of
the Ministry of Economic Development and Trade
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of Ukraine and recommended to executive authori-
ties, scientific and other institutions to use within
their competence to determine the level of com-
ponents of financial and economic security and to
make managerial decisions regarding analysis, pre-
vention and neutralization of actual and potential
threats in the relevant field (Ministry of Economic
Development and Trade of Ukraine, 2013). Its use
is important in the activities of state and local gov-
ernment bodies in order to protect the financial and
economic security of the state and regions.

According to Chekhovich (2013), the use of data to
calculate economic security in a methodology de-
veloped at the legislative level is a complicated pro-
cess, and for the greater efficiency of such an anal-
ysis, there is a need to evaluate this indicator in a
more accessible way. The proposed matrix-graphic
model makes it possible to identify patterns and
provide further suggestions for improving socio-
economic indicators.

From a legal point of view, financial and economic
security is seen as a component of national secu-
rity, which is vital to the development and estab-
lishment of the state. The main normative acts
of regulation of the investigated category are the
Constitution of Ukraine (Constitution of Ukraine,
1996), the Economic Code of Ukraine (Economic
Code of Ukraine, 2003), The Law of Ukraine
“About the fundamentals of national security in
Ukraine” (The Law of Ukraine “About the fun-
damentals of national security in Ukraine”, 2003),
other normative acts. From the analysis of vari-
ous legislative acts and opinions of scientists, the
concept of “financial and economic security” can
be interpreted as a state of protection of the state’s
economy from negative external and internal in-
fluence, aimed at the development of society and
the state as a whole, ensuring economic, social, fi-
nancial and political stability. Ensuring the finan-
cial and economic security of the region can be
defined as a developed mechanism aimed at creat-
ing conditions for the activities of economic enti-
ties in a defined territory in order to increase eco-
nomic growth and decent living standards of the
population of this region. The basic norms of the
economic legislation create a solid legal basis for
ensuring financial and economic security at the
micro-level (level of economic entities), but not on
the meso-level (level of regions).
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An analysis of research conducted by domestic sci-
entists indicates the existence of a sufficiently di-
verse approach to assessing the financial and eco-
nomic security of the regions. At the same time,
the lack of a unified methodology for studying
the problem of assessing the indicators of finan-
cial and economic security of regions, the lack of
systemicity and inconsistency of normative doc-
uments, suggests that at the regional level, these
issues are still incompletely resolved or remain
controversial.

The financial and economic security of the region
determines the level of socio-economic develop-
ment of the region, its integration with the coun-
try’s economy and indicates the degree of inde-
pendence of the region. Financial and economic
security — a category which is in constant motion
and varies under the influence of a huge number
of factors. In Greek, “security” means “to have a
situation”, and this is possible only by generalizing
the data of these factors with the use of statistical
techniques and methods.

2. METHODS

In order to analyze the financial and econom-
ic security of the region, it is proposed to use a
system of indicators that consists of two com-
ponents that characterize the security situation,
and their statistical analysis in a dynamics will
enable to identify the most threatening trends
and form effective ways to counteract the emer-
gence of threats and minimize them within the
framework of the implementation of regional
policy. The list of key indicators for the com-
ponents “Economic sphere” and “Social sphere”,
which are proposed to assess the financial and
economic security of the region, is given in
Table 1. Using standardization, the article suc-
ceeded in bringing the whole system of indica-
tors of financial and economic security of the
Donetsk region to a single integral index, and
by comparison - comparing the system of indi-
cators with the value adopted for the compari-
son basis. This, in turn, made it possible to stan-
dardize the system of indicators of financial and
economic security of the Donetsk region. The
application of the methods of analysis and syn-
thesis made it possible to investigate changes

http://dx.doi.org/10.21511/imfi.15(4).2018.23
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in the system of the basic economic indicators
of activity of enterprises of the Donetsk region,
to reveal certain regularities and to establish a
causal relationship with the political situation
in the region, Ukraine and the world. Also, by
comparison, certain socio-economic indicators
of the Donetsk region with corresponding mini-
mum, maximum and average values of similar
national indicators were correlated and com-
pared, and conclusions were drawn about the
necessity and possibility of increasing them.

The objective of this study in the analysis of the
economic and social components of the finan-
cial and economic security of the Donetsk re-
gion on the basis of official publications of the
State Statistics Service to identify the most acute
problems in assessing financial and economic
security and to identify the features of state-le-
gal provision of financial and economic security
of the region in modern conditions; in the pro-
posal of the algorithm for monitoring the level
of financial and economic security of the region.

3. RESULTS

Table 1 lists the financial and economic security
components of the regions. This list, of course,
is not exhaustive and can be supplemented de-
pending on the depth and purpose of the study.
However, it should help to characterize qualita-
tively and quantitatively the state of financial and
economic security of a separate region on the ex-
ample of the Donetsk region of Ukraine.

Table 1. A list of key indicators for the
components of regional economic security

Components Safety indicators

Gross Regional Product (GRP)

“ Industrial production index

Economic ‘Agricultural product index
! Capital investment in the region (in actual
 prices, million UAH)
:Unemploymentrate
‘ The average monthly salary

Social e

i The share of households with per capita
i equivalent cash income per month is below
: the statutory minimum subsistence level

In analyzing the economic situation and the de-
velopment of regions, a generalized indicator such
as Gross Regional Product (Table 2) is widely used.
As the analysis shows, the Gross Regional Product
of Donetsk region for 2012-2015 dropped by 1.5
times, although in Ukraine it increased by 1.4
times. During these three years, the contribution
of the economy of Donetsk region to the economy
of Ukraine has decreased from 12.16% to 5.78%.
And, above all, these are disturbing signals that
indicate a worsening of the investment situation,
and the low financial performance of enterprises
in Donetsk region by major types of economic
activity.

The decline in the main socio-economic indica-
tors of the Donetsk region began in 2014. As of
September 2014, out of 93 mines in the region
subordinated to the Ministry of Energy and Coal
Industry, 24 worked in the normal mode, 58
were in life support (ventilation and sanitation),
11 were completely exhausted (Information and

Table 2. Value of key indicators of the economic sphere

Source: State Statistics Service of Ukraine (2017).

i . . . . . Indi f ital investmen
¢ Gross Regional Product (in actual : Indices of industrial d ces o Cap tal investment
‘ rices, min. UAH) production agricultural by region (in actual
p P products prices, min. UAH)

Years : Specific : :

. gravity of !

: Don : . 8 ¢ Don : . i Donetsk : . i Don : .
r(e) ieotrs‘k ¢ Ukraine the GRPto': rg fotrs‘k ¢ Ukraine : rz ieot'sl ¢ Ukraine : rz ieotrslk ¢ Ukraine
5 i the total 8 i i 8 i i 8
: ' GRP,in % ,

2012 170,775 ¢ 1,404,669 1216 {946 993 | 948 96.1 31,7219 | 273,256.0
2013 164,926 : 1,465,198 : 11.26 : 93.6 : 95.7 : 105.8 113.6  : 279124 : 249,873.4
2014 119,983 : 1,586,915 ! 7.56 68.5 89.9 : 93.0 102.2 13,155.3 219,419.9
2015 115,012 1,988,544 : 5.78 : 65.4 87.0 : 64.9 95.2 8,304.3 273,116.4
2016 | Noofficial data available as of March ;¢ 4 102.8 108.3 1063 11,902.2 | 359,216.1

2018

http://dx.doi.org/10.21511/imfi.15(4).2018.23
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Figure 1. Dynamics of indices of industrial production for 2012-2016

Analytical Center of the National Security and
Defense Council, 2014). Only in 2014, volumes of
industrial production decreased in Donetsk re-
gion - by 31.5%, in Luhansk - by 42.0%. In partic-
ular, in the Donetsk region, the decline in indus-
trial production amounted to: 18.3% in the pro-
duction, transmission and distribution of electric-
ity; in metallurgical production and production of
finished metal products — 27.7%; in the production
of coke and refined products — 31.5%; in the coal
industry — 36.8%; in machine building - 41.1%; in
the manufacture of chemicals and chemical prod-
ucts — 47.5% (Libanova, Amosha, Vyshnevskyy,
Heyets et al., 2015, p. 46).

Since the beginning of hostilities, the fall of all
economic indicators of the Donetsk and Luhansk
regions has been above average in Ukraine. Thus,
in 2014, when Ukraine reduced its commodity
exports by 13.5%, compared to the previous year,
its reduction in the Donetsk region amounted to
32.3%, in Luhansk - 46.3%. In January-August
2015, Ukraine’s commodity exports declined
by 39.9% compared to the same period in 2014,
while the decline in Donetsk region amounted to
61.9%. If in 2013 Donetsk and Luhansk regions
together provided 25.2% of Ukraine’s commodi-
ty exports, then in 2014 - only 19.1%, and in 2015
- 10.6% in total (Horbulin, Vlasyuk, Libanova,
Lyashenko et al., 2015, p. 161). Economic activ-
ity on temporarily uncontrolled territories of
Ukraine decreased by 5 times. In 2014, indus-
trial output fell by 31.5% in Donetsk region, by
42.0% in Luhansk. Budget losses amount to 20%
(Libanova, 2015, p. 19). If in 2013, the share of
coal in the import of mineral fuels amounted
to 9.2%, then in 2014 - 11.7%, and in January-
July 2015 - 16.4% (Horbulin, Vlasyuk, Libanova,
Lyashenko et al., 2015, p. 163).
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The volume of industrial production in the
Donetsk region (excluding the part of the ATO
zone) decreased by 48.2% in January-July 2015 (for
January-June this figure was 49.9%, i.e. the half-
yearly volume of production was reduced by a fac-
tor of 2). In July 2015, the recession slowed down
to 36.0%, while in June it was 46.6%, in May it was
45.9%, in April it was 9.5% (Libanova, Amosha,
Vyshnevskyy, Heyets et al., 2015, p. 45).

The negative effects of actual military actions
were felt by the labor market of the Donetsk re-
gion. So, as of 2015, job losses were estimated at
50% for large enterprises to 80-90% for small and
medium-sized enterprises in the region. As a re-
sult, from 1.1 to 1.8 million able-bodied people in
the Donbas, part or all of them were left without
work and livelihood, which led to the emergence
of almost 2 million people in economically inac-
tive population (Libanova, 2015, p. 18).

The index of industrial production testifies to the
real decline of the economy in the Donetsk region
and in Ukraine as a whole. This indicator only in
2016 rose above the mark at 100%, and in other
years, it was lower than 100% (Figure 1).

The results of the analysis show that certain in-
dices of agricultural production indices in the
Donetsk region have increased, which increased
in 2013, but declined in 2014 and 2015 (Figure 2).

Investments are the determining factor in eco-
nomic development and modernization of the
region. In general, in 2012-2016, an ambiguous
situation was observed. In 2013, there was a re-
duction of investments in the region and in gen-
eral in Ukraine, which was due to the beginning of
an unstable situation on the territory of Ukraine,

http://dx.doi.org/10.21511/imfi.15(4).2018.23
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Figure 2. Dynamics of agricultural production indices for 2012-2016

which threatened investors’ finances. The data of
capital investments of the Donetsk region at the
expense of all sources of financing point to posi-
tive changes in the economy of Ukraine in 2016
compared to 2015, but enterprises and organiza-
tions have been mastered this year by 63% less than
in 2012. In 2015, the situation with the volume of
capital investments in Ukraine has improved, but
in the region, the consequences of instability were
significant - in comparison with 2014, volumes
decreased by almost 37%.

One of the directions for raising the level of social
and economic development of the region and en-
suring its safety is the inclusion and assessment of
social indicators (Table 3).

An important social factor affecting the financial
and economic security of the region is the unem-
ployment rate of the population. The value of this

Table 3. The value of key social sector indicators

indicator since 2012 is increasing, reflecting the
tendency of a significant deterioration of the so-
cial component initially after the global financial
crisis, and then the military aggression against
Ukraine. As a result of hostilities, most of the pro-
ductions and industrial enterprises in the region
ceased their activities, thus creating the problem of
unemployment. According to the methodology of
the International Labor Organization, the thresh-
old value for unemployment is 8% of the working
population, which is why practically in the years
2012-2016 the Donetsk region is in danger, indi-
cating a low involvement of the able-bodied popu-
lation in active work. The danger increases due to
the geographical proximity to the places of actual
conduct of hostilities and the presence of a signifi-
cant number of unrecorded weapons and persons
carrying out its transportation and sale. Lack of
work and livelihood can induce individuals to en-
gage in unlawful activities. And here in the first

Source: State Statistics Service of Ukraine (2017).

: . Percentage of households with per
i Average monthly : capita equivalent cash income a
o, H H
Unemployment rate, % i salary, UAH month lower than the statutory
subsistence minimum, %
Years Donetsk region Ukraine ¢ Donetsk region Ukraine
: : . In the number of !
Of allat | Of them | Total, at . Ofthem . i Donetsk : households in the : In the numb.er of
: . the age ¢ Ukraine . . ‘households in the
the age of :employable: ¢ employable : region : corresponding .
: i of 15-70 : | respective group
15-70 years  age : age group of Donetsk : :
: . years . i of Ukraine
s region :
20020 B 8 2 8302 349 49 - ELI—.
2013 78 . 82 7277 3265 3,755 CELI S AT .
2014 M3 = O S /AR SO 7% 3,858 16.6 A2
2015 0 138 1 142 L9195 A5 4986 I8 i 4
2016 14.1 14.6 9.3 9.7 5,183 5,989 11.2 9.3

http://dx.doi.org/10.21511/imfi.15(4).2018.23
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place is not the financial and economic security of
the region, but the national security of the state.

Some of the positive changes regarding financial
and economic security in the social direction
should include raising the average monthly wage.
The average rate of increase in the Donetsk region
was 14.4%. However, in general, Ukraine’s con-
sumer price index is growing rapidly, which re-
duces the growth of household incomes. The low
salary level of the population of regions is indi-
cated by the ratio of average wages to the subsis-
tence minimum. Disappointing are the indicators
for households with per capita cash equivalent per
month below the statutory minimum subsistence
level, which also show a negative dynamics. Such
a situation can lead to the destruction of labor po-
tential, livelihoods and viability of the population.

After analyzing the state of indicators of financial
and economic security in the Donetsk region and
Ukraine in general for 2012-2016, and noting the
decline of development indicators, it will be ap-
propriate to focus on the comparison of indicators
of the Donetsk region with minimum, maximum
and average values across Ukraine. For example, in
2016 (Table 4), the Chernivtsi region was the most
dangerous according to Gross Regional Product,
capital investment in the region. The leader of all
regions of Ukraine according to these indicators is
the city of Kyiv, which also has the highest average
monthly salary. The lowest unemployment rate in
Ukraine defined in the Kharkiv region.

To simplify the economic interpretation of the re-
sults, we combine all the features into one com-
mon integral indicator. Since all of the above sta-
tistics have different measurement units, in order
to be able to use these indicators to integrate into
one overall integral, each actual value of the in-
dicator must be standardized. After standard-
ization, they do not have units of measurement,
they become relative quantities. In the writings
of scholars, there are different approaches to the
standardization method. All standardization
methods are based on comparisons with the value
that will be accepted as the basis of comparison.
Standardization of the system of indicators of fi-
nancial and economic security of Donetsk region
will be carried out as follows:

x[ — xmin

+ for stimulators: z, = ———"—;
xmax - xmin
. X o —X.
+ for destimulators: z; = —%—",
xmax - xmin

where z; - standardized (normalized) value of
the i-th indicator, x; - the actual value of the i-th
indicator, X X — the minimum and maxi-

min ? max

mum value of the i-th indicator in Ukraine.
The stimulators in our study include:
«  Gross Regional Product (Z1);

« industrial production index (Z22);

Table 4. Value of indicators of financial and economic security of Donetsk region in 2016

Maximum in ¢ The value of the Average
Safety indicators Minimum in Ukraine . ¢ indicator in the for
Ukraine . .
: Donetsk region Ukraine
For stimulators
Gross Regional Product, UAH million 21,239 (Chernivtsi region) 559,140 (Kyiv) : 137,500 i 95414.68
Industrial production index 91.2 (Sumy region) : 139'2};32)61”* : 106.4 105.012
Agricultural product index ¢ 96.8 (Zaporizhzhia region) 119.r3e53|}g}r:)an5k : 108.3 i 106.028
Capital investment in the region, UAH 664 g (Chernivisi region) ~ 106,295.5 (Kyiv) - 11,902.2 ' 14,368.644
Average monthly salary, UAH 3,695 (Ternopil region) 8,648 (Kyiv) 5,989 © 4,597.96
For destimulators
Unemployment rate, % 6.4 (Kharkiv region) 16'%;&?“5'( 14.1 i 10,028
The”srhrare ofr Hrousehrtr)lrds Wi&rlrper cébifa S -
equivalent cash income per month is 3.7 (Mykolaiv region) 21;:g§i\c/)(r)1l)yn 1.2 9,876

below the statutory living wage, %
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« agricultural product index (Z3);

o capital investment in the region (Z4);

« average monthly salary (per employee) (Z5).
The destimulators include:

o the unemployment rate of the population (ac-
cording to the ILO methodology) (in % to the
economically active population of the corre-
sponding age) (Z6);

o the share of households with per capita equiv-
alent cash income per month below the statu-
tory subsistence minimum (Z7).

The values of the obtained values of indicators will
fluctuate in the range from 0 to 1, which will allow
to assess the state of the region or the value of the

“average region” (average level in Ukraine).

The integral indicator of Donetsk region’s finan-
cial and economic security is calculated as the av-
erage of standardized indicators:
IP,=7.

That is, it is assumed that the individual indicators
have the same effect on the security of the region,
so there is no need to determine the significance
(weight) of each of the selected indicators. The re-
sults of the calculation of the standardized values
of statistical indicators that affect the financial
and economic security of regions and the overall
integral indicator for 2016 are presented in Table 5.

According to the results of the assessment of finan-
cial and economic security of regions of Ukraine,
the average value of the integral assessment in the
country was 0.33436. Despite the fact that the val-
ues of indicators in the Donetsk region are within

[xmm; xmx], the region has an integral value be-
low its 1.4% average. The most vulnerable places
in the region are attracting capital investment of
enterprises, unemployment and households with
incomes a month lower than the statutory mini-

mum subsistence level.

The analysis of the dynamics of indicators of finan-
cial and economic security shows that the state of
providing financial and economic security in the
Donetsk region is unstable and difficult to predict,
because there are no explicit trends in the change
of dynamics in a positive direction. The fall of
the economy of Ukraine and the Donetsk region,
which began in 2012, stopped in 2015. After that,
the growth began. The gross regional product of
Donetsk region for 2012-2016 has decreased by
1.25 times, although in Ukraine it grew by 1.7
times. The index of industrial production only in
2016 rose more than 100%, and in other years it
was below 100%. Agricultural commodity indexes
in Donetsk region increased in 2013, but declined
in 2014 and 2015. The data of capital investments
of Donetsk region at the expense of all sources
of financing indicate that in 2016, in comparison
with 2015, there are positive trends, but the enter-
prises and organizations this year are mastered by
63% less than in 2012. The unemployment rate of
the population since 2012 is increasing; most of
the productions and industrial enterprises in the
region ceased their activity, thereby creating the
problem of unemployment. The average rate of in-
crease in the average monthly wage in the Donetsk
region was 14.4%. The share of households in the
Donetsk region with average per capita monetary
income a month lower than the statutory subsis-
tence minimum was 11.2% in 2016, 9.8% in 2015,
and 9.3% and 9.4%, respectively, in Ukraine.

The military conflict greatly deteriorates the eco-
nomic potential of the Donetsk region. The in-
dustrial complex is destroyed, a significant num-

Table 5. The system of standardized values of indicators and integral indicators of financial and

economic security for 2016

Indicator 71

72 73 Z4 5 Z6 7 z
Donetsk region 0.2161 0.3180 0.5111 0.0891 04632 © 01979 . 0.5763 = 0.3388
Middle region 01379 = 0.2889  0.4101 0.1129 © 0.1823 = 0.6221  0.6511 - 0.3436
Declining values H
of standardized 0.0782 0.0291 0.1010 : -0.0238 0.2809 -0.4242 -0.0748 —0.0048/-1.4%

indicators
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ber of production facilities and infrastructure of
the region in the occupied and controlled part
of Ukraine is damaged. Destabilization of the
socioeconomic situation has led to negative con-
sequences not only for the region, but also for
Ukraine as a whole. The losses of the Ukrainian
economy from a military conflict are due to the
significant role of the Donetsk region in the sphere
of industrial production, retail trade, export and
import of goods and services.

The situation could be improved by a set of mea-
sures aimed at stimulating domestic and foreign
investment in industry and agriculture in the re-
gion, while simultaneously introducing changes
to the legislation. The state may, through the use
of available means of regulating the state influence
on the activities of business entities, the main of
which is referred to in paragraph 2 of Article 12 of
the Economic Code of Ukraine, to try to increase
the main indicators of activity of enterprises in
the region and the state as a whole. Among the
fixed assets, the greatest effect may be from the
provision of investment, tax and other benefits
by the state, as well as the provision of subsidies,
compensation, targeted innovations and subsidies.
Although considerable use can be made of the use
of state orders; effective use of licensing, patent-
ing and quotas, technical regulation; application
of norms and limits, regulation of prices and tar-
iffs (Economic Code of Ukraine, 2003). In addi-
tion, Ukrainian legislation does not prohibit the
use of other means of state regulation of economic
activity.

As a result, the financial and economic security
of the regions is becoming increasingly impor-
tant at the present stage and provides a mean-
ingful analysis of economic, legal, and admin-
istrative relations in the region. It is becoming
more difficult for the state to solve local eco-
nomic and social problems. The beginning of the
transfer of powers from the center to places in
Ukraine can be considered the Law of Ukraine
“On the Principles of Internal and Foreign
Policy”, which contains Article 4 “Principles
of Internal Policy in the Spheres of Local Self-
Government Development and the Promotion
of the Development of Regions” (The Law of
Ukraine “On the principles of domestic and for-
eign policy”, 2010). Based on certain Principles,
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the regions can solve internal problems, which
are already used by local administrations in ma-
ny regions and cities of Ukraine. At the micro-
level, the community will overcome the difficul-
ties in education, medicine, housing and com-
munal services, in accordance with the current
legislation and in the interests of the population,
because it will better take into account the fea-
tures of the region, use natural resources more
efficiently, and so on. The active process of decen-
tralization in the Donetsk region began with the
announcement in October 2015 of the elections
in the communities of the Dobropol, Slovyansk
and Liman districts. The process is still ongoing,
so much of the local issues are not yet properly
worked out.

Consequently, military actions in the eastern part
of Ukraine have worsened the economic and so-
cial situation in the Donetsk region, which also
had a negative impact on the development of the
country as a whole. Since 2016, there has been a
slight economic recovery of the region. The de-
fined indicators do not cover all areas of financial
and economic security, and their list can be sup-
plemented depending on the depth and objectives
of the study. The basic principle of the selection of
indicators is the suitability for annual calculations
and reliability, which must be confirmed by the
State Statistics Service of Ukraine. An assessment
of the integral indicator of financial and econom-
ic security of the region, on which territory there
are military actions, analysis of the indicator in
dynamics and a timely assessment of the change
during the period, will be relevant. According to
the results of the assessment of financial and eco-
nomic security of regions of Ukraine, the average
value of the integral assessment in the country
was 0.33436, and the value in the Donetsk region
is lower by 1.4%. The most vulnerable places in
the region are attraction of capital investments of
enterprises, unemployment and households with
incomes a month below the legal minimum sub-
sistence level.

Statistical data of indices of industrial produc-
tion and agricultural products, capital invest-
ments in the region, shares of households with
average per capita monetary income per month
below the statutory minimum wage, and the
average monthly wage for 2016 indicate an in-

http://dx.doi.org/10.21511/imfi.15(4).2018.23



Investment Management and Financial Innovations, Volume 15, Issue 4, 2018

crease in basic sectors of the economy and busi- and Trade of Ukraine, 2013). But for most indi-
ness activities. According to the methodology cators, the region’s economy is in a particularly
of the International Labor Organization, the vulnerable position, with its strategic potential
Donetsk region is only in a satisfactory state of is on the limit. As an example, the approaching
financial and economic security alone: the ex- unemployment rate to the maximum allowable
cess of actual values over the thresholds is not value indicates an increase in the threat of social
observed (Ministry of Economic Development stability in the region.

CONCLUSION

In order to prevent further deterioration of the indicators of financial and economic security in the
Donetsk region, the provision of a systematic process for the restoration of the region and the improve-
ment of regional policy directions it is necessary:

1) atthe regional level:

« to analyze the list of industries that are leading in the districts of the region in the local programs
of socio-economic development;

« to propose a list of new industries, which can be developed in the districts;

o continuously (monthly, quarterly) to monitor the socio-economic indicators in the region in com-
parison with the situation in Ukraine as a whole and separately in other regions for the detection
and timely response to threats to the economy at the regional level;

2) at the national level:

« to provide the privileges to investors who invest in areas for the restoration of social, transport and
industrial infrastructure, housing, and livelihood systems in the region;

o to develop and implement the effective measures for social support of the population (especial-
ly internally displaced persons) aimed at reducing unemployment and poverty, and raising wage
standards;

o to improve the legislative and regulatory regulation of relations related to the financial and eco-
nomic security of the region.

The monitoring of the level of financial and economic security of the region will help identify and
timely respond to regional threats to the economy and improve regional policy. On the basis of work,
we can propose the following algorithm for such monitoring: 1 - the formation of a system of indica-
tors of financial and economic security, with the system to reduce each of the components to 3-4 most
informative; 2 - collection, processing and analysis of statistical information; 3 — assessment of the
socio-economic situation on the basis of analysis of the dynamics of levels of indicators of financial and
economic security; 4 — forecasting of their levels, which further provides with the help of econometric
modelling analysis of the interconnections of the most significant (in the context of positive influence
on the financial and economic security of the region) components and indicators, the construction of
multi-factor regression models for assessing the level of financial and economic security of the region;
5 - the formation of general conclusions regarding the financial and economic security of the region
of Ukraine, the transfer of objective and reliable information on the status of objects of security and its
possible deviations to the authorities.
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The following stages of the study can be carried out by means of correlation analysis of selected indica-
tors of financial and economic security of regions, the construction of pairwise or multivariate regres-
sion models, by means of which it is possible to quantitatively measure the detected pre-linkage. An
integral indicator of financial and economic security may be chosen as a dependent variable.
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