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Section 1. Marketing
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Abstract. Belfast Zoo is one of the top fee-paying visitor attractions in Northern Ireland. However,
the attraction of the zoo to tourists and potential tourists is gradually declining. The SOSTAC structure is
used to analyze the zoo and external environment, some suggestions are concluded based on the analysis.

Keywords: SOSTAC, tourist attractions, 8P, PESTEL.

1. Situation

1.1 The Audit

1.1.1 Marketing environment

Using PESTEL model to assess the macro envi-
ronment of the Zoo.

Political

Co-operation between Belfast Zoo and other
European zoos will be harder after Brexit because
of increased bureaucracy between the UK and Eu-
rope and lack of established systems. In addition,
the attitudes of global connection towards presi-
dent Trump make it difficult for zoos and animal
institutes to share information and animals from
America.

Economic

Belfast Zoo is funded by Belfast City Council
which is devoted to developing business and in-
vestment across the city. According to Belfast city
council financial accounting 2018, the total council
reserves has increased £6.573.905 in 2018, means
the zoo might receive more allocations from City
Council.

Social

The birth live of Northern Ireland has been de-
creasing for 10 years, which means the major cus-
tomers of the zoo, children, is decreasing.

Besides, there are criticizes from social societies,
claiming that it is unethical of zoos to exploit ani-
mals. A UK-based research found that 54% of ele-
phants showed stereotypies (behavioural problems)
during the daytime. However, Wickins-Drazilova
[17,27-36] argued that as long as zoos guarantee
the welfare of their animals, it can be ethically justi-
fied to keep animals in zoo as they provide beneficial
activities to the people of Northern Ireland such as
Education and Science. As results, children have the
access to learn how to respect and care for animals,
allowing people to gain an insight into the natural
world as well.

Technology

Belfast Zoo is still using traditional methods to
feed animals. Many of the facilities on site are outdat-
ed and in need of repair or renovation. A computer
system could be set up to help zoo keepers manage
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Section 1. Marketing

and maintain animals, allowing them to automate a
number of management tasks within the site. The
keepers time been saved can be used to attend to
more important activities within the zoo and spend
time on other customer focused programs.

Environment

Northern Ireland, surrounded by the Atlantic
Ocean and Gulf Stream, has comfortable summers
and temperate winters. The mild climate is suitable
for plants growing, creating a suitable environment
for a large number of animal species.

Legal

The legal environment for Belfast Zoo is not ex-
pected to change significantly. The rules of zoos are
based on Zoo Licensing Act 1981 for years. With
more supervising rules, such as Secretary of State’s
Standards of Modern Zoo Practice, Belfast Zoo
should pay attention to maintaining a high level of
health and safety within the attractions that involve
interaction between customers and animals.

1.1.2 Industry & competitors

Using Porter’s five forces model to analyse com-
petition of the zoo.

Threat of new Entrants

Organizations within the tourism industry require
large sums of capital to begin operations and the barri-
ers to entry this industry are significantly high. As the
only zoo in Northern Ireland, Belfast Zoo can take the
advantage of the lack of competition within the geog-
raphy of Northern Ireland to generate higher revenue.

Threat of Substitutes

However, Belfast Zoo can lose customer to other
more attractive interests within NI For example, cus-
tomers can easily be attracted to other tourist sites
such as the Giants Causeway, Titanic Belfast or go on
a tour of the Game of Thrones filming locations and
potential profits can be taken away. It is shown in the
survey from VisitEngland (Visitor Attraction Trends
in England 2017, 2018) that zoos are less attractive
to tourists compared to other attraction.

In addition, Children dictate how most families
spend their family time and sometimes children

are more attracted to other forms of entertainment.
Thus, sports game or children’s entertainment, can
be a potential financial threat to Belfast Zoo.

Bargaining power of customers

According to market research from Belfast Coun-
cil (2015), 86% of visitors to Belfast Zoo are from
the local area. Thus, the zoo should concentration
more attention to catering towards local residents.
On the other hand, it shows that Belfast Zoo has a
huge potential customer base of foreign visitors that
remains un-taped.

Bargaining power of customers

According to market research from Belfast Coun-
cil (2015), 86% of visitors to Belfast Zoo are from
the local area. Thus the zoo should concentration
more attention to catering towards local residents.
On the other hand, it shows that Belfast Zoo has a
huge potential customer base of foreign visitors that
remains un-taped.

Regular visitors make up a large percentage of
Belfast Zoo's visitors, suggesting that taking advan-
tage of this to build an emotional connection with
the visitors can increase the number of repeat cus-
tomers to Belfast Zoo.

However, for the tourists from other areas, Belfast
Zoois far from their first choice. In Google Maps, “Vis-
iting Belfast Zoo” is the twelfth thing recommended to
do. It also cannot be found in the Ulster Bucket List:
18 FANTASTIC places to see before you die.

In a way, Belfast is in a weak place bargaining with
visitors. Nevertheless, it can be overcome by tighten-
ing the emotional connection with visitors.

Bargaining power of suppliers

As animal trade is not encouraged in any way
[3, 115-124], the suppliers of Belfast Zoo can only
be the food retailer or machine factories.

Zoos are easily to have the access to food for ani-
mals, part from the outdoor environment in the zoo,
part from the big suppliers for meat, vegetables and
fruits. There are multiple choices for zoos with the
huge demand, thus the suppliers do not have much
bargaining power.
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Industry rivalry

There is only one zoo in the Northern Ireland, and
the closest one is Dublin Zoo, which charges twice the
ticket price of Belfast Zoo. For the citizens of North-
ern Ireland, most will not choose to take the extra 99.7
miles’ drive to spend their family time at Dublin Zoo.
However, for visitors from other areas outside of Ire-
land, who have already visited other Zoos like London

Zoo or Chester Zoo, they would not choose to visit a
small scale one such as Belfast Zoo.

In conclusion, Belfast Zoo is relatively competi-
tive within NI, but not within the UK.

1.1.3 Belfast Zoo

Using SWOT model to analyse the zoo itself.

Table 1 shows the internal and external factors
affecting the market opportunities for Belfast Zoo.

Table 1.— SWOT analysis for Belfast Zoo

Strengths:

a long running history rich experi-
ence only zoo in NI beautiful and
sustainable environment.

Weaknesses:

Old fashioned facility. small acre-
age limited species

Backward concept of management.

Opportunity:

the development of big-data
wide use of social media
awareness of improve by pro-

SO:

applying experience into big-data
technology using historical data to
analyze user preference take advan-
tage of its uniqueness, holding zoo

WO:

attract more visitors by exchanging
animals with other zoos

low cost of improving facilities

motional activities

easy to maintain environment

activities
Threat: ST:
. WT:
lack of funds No attractions nearby _
: , , . risk of bankruptcy
other entertainment placesin |No sufficient funds to maintain ot appealine to tourists
Belfast historical buildings PP &

1.2 Key Issues, challenges and opportunities

The most positive point of Belfast Zoo is the
unique monopoly within the animal entertainment
industry of Northern Ireland. However, with the de-
cline of birth rate of Northern Ireland and the devel-
opment of other interests, it will be hard for Belfast
Z00 to attract visitors from local area and outside. In
addition, because of the huge financial losses to the
200, it is a big challenge for the zoo to obtain new
equipment and construct new high-tech facilities.
Last but not least, homogeneity competition from
England is also a big threat to Belfast Zoo.

Considering all the pros and cons stated above,
Belfast Zoo can grasp the opportunity to host fun
activities to increase the visitor retention.

2. Objectives: strategic focus and plan

2.1 Strategic focus

Using e-marketing methods and data analysing
technology to increase the competitive edge of Bel-

fast Zoo in attracting both local visitors and overseas
visitors, resulting in higher revenue for Belfast Zoo.
Stated by Hysni [8, 3-5], electronic marketing is the
most efficient methods of business nowadays which
can bring multiple and unique marketing benefits
including low-cost distribution.

The “Internet plus” strategy attempts to use the
progress of modern science and technology to promote
and enhance the development capacity of traditional
industries [9, 78-81]. Thus, a competitive organiza-
tion has the desire to translate its business objectives
and strategies into e-marketing goals and executable
strategies to develop their business [16, 35-40].

In short period of time, Belfast Zoo cannot af-
ford a huge amount of investment for facilities, while
increasing the budget for hosting activities that can
increase the Zoo’s revenue and profits.

In the long term, raising competitive power of
Belfast Zoo and making the zoo become one of the
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“have to do” things in Belfast, which would drasti-
cally increase the zoo’s sustainability and popularity.

Asfor the expected financial performance, the zoo
would hope to get a 30% increase of the revenue until
2020, break even in 2022, make 30% profit in 2025.

2.2 Plan

2.2.1 Using e-marketing strategy

Hosting interesting competitions and activities
online to attract people joining in. As a result, the
popularity of Belfast Zoo among people of Northern
Ireland will increased greatly.

2.2.2 Using word-of-mouth advertising method

Word of mouth is the most efficient method in
convincing customers to attend the zoo because of
its experiential nature. It is also estimated that about
20% to 50% of consumer decisions are based on
word of mouth as the primary factor to convince
people to consume a product [2, 113-116].

3. Strategy

3.1 Segmentation

Considering the average wages of NI, i.e. about
£525 per week, residents have the ability to afford
the costs of touring Belfast Zoo. However, rich
families have many other options to enhance fam-
ily’s affection than visiting Belfast Zoo compared
with middle class. Thus, we are going to target to
families with children between 2 to 13 years old
who is tend to revisit more than once. Besides this,
there will be also some activities suitable for adults
who is 18 to 30 years old, has the financial ability
to afford higher price activities with a salary above
the average level.

3.2 Targeting

3.2.1 Local visitors

Encourage visitors share their experiences
with friends

1. Holding international activities to spread
word-of-mouth advertising, for instance, a photo
competition, story-telling competition and compe-
tition of “the most efficient plan for visiting the zoo”
on social media. A year-round ticket or free food can
be offered to winners.

2. Set up a small message board in the entrance of
200, allowing people express their feeling after visit-
ing. For example, children can draw a picture of their
favourite animals, or leave a message about café.

Build emotional connection with visitors

1. Hosting activities such as “show your old pho-
to in the zoo” in social media, reminding people of
their cherished memories of Belfast Zoo.

2. Create a culture of “birthday tradition” where
customers decide to visit the zoo on their birthday.
People will form a habit of visiting the zoo on their
birthday, thus increasing the zoo revenue.

3. Test what kind of animal are you belong to:
putting visitors’ character data into our data-analys-
ing website, matching one specific animal in the zoo
who sharing similar features.

3.2 visitors from outside of NI

1. Foreign visitors can sign up to a package that
allows them to receive regulate updates about and
animal they chose to support (e.g. providing half-
year, monthly mailing postcard service with animals’
photos). And ask them for further donations to pro-
tect the endangered species.

2. Have the change to pet animals through special
activities for adults which allow people get a deep,
thoroughly understanding of animals they are inter-
ested in in a two-day camp.

3. Create an online app that allows users to input
their personal traits and match them with an animal
that reflects their personality, that currently resides
within the zoo. So the user can then purchase a ticket
to go and visit Belfast Zoo. The data collected can
then be used to analyse the behaviour of this market-
ing strategy.

3.3 positioning

As the Positioning Map shown below, Belfast
Zoo has a relatively low price of ticket but with a
median high-level service. As for the analysis above,
the main factor driven people to visit attractions is
the high-quality family time they shared. Consider-
ing such purpose, Belfast Zoo is more competitive
than movies because parents cannot react physically
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with children. Besides, a lower price with almost the
same quality, Belfast Zoo is more attractive to mid-
dle-income families.

To sum up, a tourism position of low price but
relatively high quality can be very attractive to visitors.

4. Tactics

According to Kotler [10, 357-362], by trans-
forming the marketing action, the marketing pro-
gram can build customer relationships. The market-
ing strategy includes marketing mix that is a set of
marketing tools that companies use to implement
their marketing strategies. The purchasing decisions
made by consumers will be influenced by marketing
mix. Kotler and Amstrong argued that companies
use the marketing mix as a set of tools for its market-
ing objectives. The 7P marketing mix is to incorpo-
rate in a rapidly developing marketing system, i.e.,
product, place, price, promotion, physical evidence,
people, and process. Now the scholars have added
partners, which is 8P’s. Based on the marketing strat-
egy above, the 8P’s for Belfast Zoo can be summa-
rized as follows:

4.1 Product and Service

The product and service are generally considered
as the first element of mixed marketing. Belfast Zoo
provides leisure and recreation activities to its cus-
tomers, by displaying and educating their custom-
ers about the animals. Belfast Zoo uses storytelling
as a technique to educate its customers about the
habits and behaviors of the animals, that attract cus-
tomers. Storytelling is such an important tool that
is pervasive through our life. The traditional style of
200 is less entertaining for the customer, to improve
this, we can provide more for-profit and non-profit
activities. For example, during the penguins feeding
time, visitors can buy fish from the keepers and feed
the penguins themselves. The money will be used to
protect the endangered penguins and improve the
quality of life of the zoo’s penguins. To develop the
200, we can involve children in activities that educa-
tion the children and bring them closer to nature.
Moreover, by showing films about animals, you can

either generate income or enrich tourists’ experience
while at the zoo.

As zoos are aware of the significance of ensuring
the survival of threatened and endangered species,
the focus of zoos have shifted to conservation since
the 1960s. There are more than 130 endangered spe-
cies at Belfast Zoo of which the majority of these
animals are facing increasing danger in their natu-
ral habitats. Many of these species are now living in
Belfast Zoo under endangered species programs.
Promoting animal protection awareness and raising
people’s environmental awareness is also one of the
z00's non-profit activities.

4.2 Price

Price is highly important as one of the marketing
elements. We can clearly see the price of Belfast Zoo
from its website, there are many types of Belfast Zoo
tickets and tickets of donation type can be purchased
to donate money to local, regional and international
conservation projects.

On top of that, Belfast Zoo also offers member-
ship and annual tickets, which, unlike one-off ticket
sales, membership systems allow visitors to gener-
ate more consistent source of income for the zoo in
the long run. Attention should be paid to the cost of
developing products, services and their maintenance
costs over time. While also considering how much
the customer will pay. We could add some value-
added services in the ticket price, such as increasing
the price of the little train in the zoo for children or
include a meal in the zoo restaurant.

4.3 People

The staff at Belfast Zoo are enthusiastic and
knowledgeable, but the proportion of staft is dis-
proportionate. Systematic marketing research
should be conducted to make a blueprint of ser-
vices and standardize as many components of it as
possible to institute a formal, ongoing process for
setting service specifications. At the entrance to
Belfast Zoo, there is a display board showing the
outstanding staff of 2017 this rewarded employee
who displayed superior customer service. The man-
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ager of Belfast Zoo should support employees with
appropriate technology and information systems
to reduce role conflict and role ambiguity among
customer-contact employees. On the other hand,
Regular staft training will ensure the staft will be
more reliable, responsive, assuring, empathic.

4.4 Process

In the case of ‘high-contact’ services, where cus-
tomers are involved in the process. Belfast Zoo did
a good job of providing information on the sign, to
allow customers to navigate the zoo. Tourists can
clearly see the map at the entrance and at any loca-
tion in the zoo Furthermore, through the zoo web-
site publicity, the visitors can have more channels to
learn about the different activities of the zoo and the
situation of animals.

However, according to Ulster Unionist council-
or, only 8% of the visitors are from outside Belfast.
So, actions should be taken to attract more people
from other cities. The park can set up shuttle buses
every weekend to pick up tourists from the down-
town of the nearby city. Tour guides can teach the
tourists about the zoo and its animals before they
arrive and run competitive quizzes, allowing the
tourist to win prizes. The zoo can promote a pack-
age deal for the customer that includes travel, ticket
price and food. This will increase the added value
of the ticket.

4.5 Physical evidence

Physical evidence is very important because
consumers use tangible clues to make assessments
of the quality of service provided. Hence, the more
intangible-dominant a service is, the greater the need
to make the service tangible. Belfast Zoo uses dis-
play card to introduce the name, food, habitat, dis-
tribution, degree of danger and other information
of these species. There are also special placards for
newly born animals, including the name and the in-
dividual, the date of birth of these species. There are
also some warnings to visitors not to feed the animals
and to keep quiet. These exhibition signs are play-
ing the role of science popularization, publicity and

warning. However, the logo of Belfast Zoo is not so
attractive. A good logo can quickly attract consumers
and create brand effect. As a logo of a zoo, the logo
can use Anthropomorphism. Anthropomorphism
allows consumers the opportunity to interpret a
broad range of products in terms of their most fa-
miliar framework: their own humanity [4]. Brand-
ing semiotics is of great significance that it enable
the development of iconic brands that can easily be
recognized and identified by a simple logo, sign, or
even color by everyone [13,81-92].

We can also apply the Intelligent travel into Bel-
fast Zoo. The use of electronic display can extend
the life of display cards, on the other hand this can
enhance the vitality of display cards also. Belfast Zoo
can provide positioning device feedback system for
tourists. Through this system, the dynamic of tour-
ists can be monitored in real time, and the appropri-
ate tour route can be recommended according to the
actual situation of tourists, to provide more conve-
nient services for tourists.

4.6 Placement

A multi-channel customer management as the
design, deployment, coordination, and evaluation
of channels to enhance customer value through ef-
fective customer acquisition, retention, and devel-
opment [14, 204-211]. Belfast Zoo does not use
many channels to promote itself. We can hold some
animal photography competitions with prizes and
display these photos in the city of Belfast and near
some children’s parks. According to research done
by the zoo, more than two fifths (44%) of all visitors
were most likely to have been influenced to visit the
200 by children. We can start from this point, ex-
pand channels to attract different types of customer
groups, such as the leisure and recreation theme to
attract busy white-collar workers. Hosting camping
activities, where customers can interact with herbi-
vores, to attract more animal lovers and adventurers.

4.7 Promotion

Belfast Zoo does not do well in promotion.
We can promote Belfast Zoo through the follow-
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ing marketing methods. First, personal Word-of-
mouth (WOM) which is Person-to-person com-
munication between a receiver and a source whom
the receiver perceives as non-commercial, regard-
ing a product, service or brand. If we can create an
unforgettable experience for the consumers, they
will become our free propagandists. Zoos can invite
web celebrities to visit, feed animals and go camp-
ing, and encourage them to post on Instagram or
twitter to promote the zoo. this is leader marketing
which is known as a marketing company pays an
actor or socially adept person (opinion leader) to
use a product visibly and convincingly in locations
where target consumers congregate. Belfast Zoo
is mostly mentioned by twitter; the zoo needs to
maintain a good image not only on twitter but also
on other channels.

4.8 Partnership

Tourism organizations can best achieve their
goals when the joint activities of multiple Partici-
pants are conducted within a formal structure. Bram-
well and Lane (2000, pp. 4-5) describe the attain-
ment of mutual benefits through collaboration as
“synergistic gains from sharing resources, risks, and
rewards, and the prioritization of ‘collaborative ad-
vantage’ rather than individual ‘competitive advan-
tage’ Belfast Zoo should strengthen communication
and cooperation with zoos in Britain and Ireland, for
example implement a package ticket system or ex-
change rare animals to attract more tourists. Further-
more, animal experts from other zoos can be invited
to give science lectures to attract more children to
get close to nature.

S. Actions

According to a report in 2016, we can clearly see
that Belfast Zoo lost more than a million pounds
in 2015.We must take measures to reverse the loss
of money from Belfast Zoo. Based on Tourism Life
Cycle, “The life cycle is comprised of the following
stages — an exploration stage. an involvement stage, a
development stage. A consolidation stage, a stagnation
stage and either a decline stage or rejuvenation stage.”

Levitt [11,81-94] proposed there are four pos-
sible suggestions: Promoting more frequent use
among current tourists; Developing more varied
use among current tourists; Creating new tourists;
Finding new tourists. Intelligence zoo and service
marketing actions will be immediately applied to
the zoo.

1) On the basis of increasing the number of ani-
mal species, it is necessary to build a distinctive zoo
to create a special zoo brand; The zoo should ex-
pand its income source and open potential income-
generating activities. It cannot rely solely on ticket
income as a source;

2) The zoo needs to change the ticket marketing
strategy so that visitors can visit the zoo in a sustain-
able way instead of one-time sales;

3) Promote the universal acceptance of the mem-
bership system and increase the welfare of members;

4) Increase the capacity of the zoo to allow the
animals on display to behave naturally;

S) The zoo should actively participate in the
meetings of the International Zoo Association, learn
from and learn from foreign advanced management
techniques.

6. Evaluation and control

Belfast Zoo’s annual plans have been drawn up.
The specific monthly plans will be determined ac-
cording to the off-peak season for tourism. Com-
paring the actual marketing plan with the estab-
lished marketing plan to determine a strategy that
can be implemented in some specific situations.
In the event of an accident, it is possible to fol-
low the previous emergency response method and
then bring the newly established strategy into it.
The key points of establishing KPI indicators are
flow, planning and systematization. Setting up 8 key
performance indicators for the zoo, including qual-
ity performance, energy management of the zoo,
cost performance, project profitability, energy
consumption and resource conservation, health
and safety, stakeholder satisfaction, innovation and
improvement.
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In the 21* century, the importance of innova-
tion, the multilevelness and the speed of imple-
mentation are important growth factors for both
developed and emerging economies. The situation
becomes even more understandable if we look at
the role of innovations in the process of global civ-
ilization historical development. Transport (cars,
trains, planes) and communications (telegraph,
telephony, internet) are classic examples of inno-
vation [9]. However, during the 20" century, in-
novations were created in a much larger number of
economy branches: aeronautics, national security,
chemical industry and cosmetology, household
goods, medicine, energy, computers and many oth-
ers [6]. All of this indicates that the development
and implementation of innovation has a strong
interdisciplinary character. That is why, theory of
innovations can be applied to the vast majority of
national economy branches.

In this paper, we will focus attention on some pe-
culiarities of innovations creation and implementa-
tion in the European Union [EU] (including those
in the Eastern European countries), as well as the

possibility of using these lessons in Ukrainian reali-
ties (in particular industry or on specific enterprise).

Industrial modernization is an important issue in
Europe, and therefore, at all levels, attention is drawn
to practical aspects such as commercialization, busi-
ness models and industrial use of innovations [4].
These components are particularly important, as
within the EU, situation with innovations varies
considerably between countries and regions [3].
The situation seems to be as following: large invest-
ments in innovations and research have a positive
effect on the possibility of innovations implemen-
tation and on making profit at the expense of this.
Some studies establish a positive direct correlation
between public spending on research and national
economic growth (a study was conducted over a
20-year period in 20 EU countries) [11]. In each
case, there are two main factors associated with in-
novations: a cost of innovations and their produc-
tion competitiveness [8]. It means that politicians,
state administrators and governors should pay at-
tention to the above mentioned problems, as well
as guide and strategically justify economic growth
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in a country. Taking into account these features of
innovations implementation will help to modern-
ize the existing branches of the national economy. It
will also strengthen creation of innovative clusters in
numerous industries and increase competitiveness
of enterprises at the regional level.

In general, Ukraine can increase the efficiency
of the national innovation system at the expense of
statics and policy making (these two factors have
high level of efficiency in the EU today). Measures
ofinnovation can have a very large scale and relate to
30 countries with a time span of 10 years [ 14]. Non-
price factors are also important, namely politics and
law [14]. Facilitating procedures for innovations de-
velopment and increasing their transparency greatly
enhance the competitiveness of the national innova-
tion system. These problems can reveal two types of
interdisciplinarity, related to innovations. The first
concerns the concept of innovation and is related to
the theory and methodology of development, ap-
plication and dissemination of innovations. The sec-
ond, correlates with different branches of economy
and manifests itself as the specificity of innovations
creation in a particular industry (agriculture, educa-
tion, medicine, etc.).

As already mentioned, the EU countries differ
significantly in terms of competitiveness and inno-
vation. Given the convergence that exists between
EU countries and even their neighbors, Ukrainian
politicians, business and academics should pay atten-
tion to the situation in Eastern European countries,
which are members of the EU. Taking into account
Ukraine’s aspiration to become a member of the EU,
it is necessary to admire the convergence between
Ukraine and its neighbors. That is why we will con-
sider the peculiarities of innovations development
in countries such as Romania, Hungary, Poland and
Slovakia. The literature is numerous, but we will fo-
cus on some specific aspects.

At the current stage of the national innovation
system development, issues of the innovativeness
improvement of areas within the country are very

importantin Romania [ 13]. As well as patent-licens-
ing issues [ 10]. These two aspects are especially rel-
evant for Ukraine, therefore, it is necessary to pay
close attention to the experience of Romania in im-
proving the innovativeness of certain areas and facili-
tate patent-licensing procedures.

Studies within Polish industry have established a
positive correlation between creation of new prod-
ucts and human capital [16]. This means that an
increase in human capital has a positive effect on
the creation, implementation and dissemination of
innovations. A similar problem is also relevant for
Ukraine. Increasing of the average educational level
of Ukrainian enterprises and institutions, and also
people living standards can create additional positive
conditions for innovativeness improvement of the
national economy.

Ukraine should use examples even of small coun-
tries, their experience may be useful and produc-
tive. Thus, it has been found that in Slovakia, small
and medium-sized enterprises play a key role in
the transfer of innovations from the inventor to the
market [5]. Such an example is particularly valuable
for Ukraine, as numerous small and medium-sized
enterprises could take over the burdens associated
with the transfer of innovations. This situation is es-
pecially valuable given the large number of canted
projects and patents contained in Ukrainian univer-
sities (R&D projects, basic innovations, innovative
models).

Anotbher, vivid example of Hungary, may lead to
the idea of innovations creation in each particular
sector of a national economy. Taking as an example
the Hungarian food industry, the authors draw con-
clusions about the impact of innovation on competi-
tiveness and its relative level [S]. Today, we can say
with certainty that there is a direct link between an
innovation and a competitiveness of a particular in-
dustry branch.

Hence, if we take into consideration a specific
case of Ukraine, we can look at the current situation
from innovational point of view. First of all, there is
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aweaklink between GDP dynamics and innovations
in Ukraine [2]. This implies not only the relatively
low level of the Ukrainian innovation system, but
also the possibilities that can be used. We should use
non-price improvements related to legislation, mul-
tiple policies and innovation management. For ex-
ample, itis necessary to artificially create demand for
innovations, to prepare innovations managers (also
at universities), and to synchronize existing state in-
novation policy with educational, technological and
industrial policies [ 1]. In addition, state financing of
science remains the main factor [ 15]. The latter fac-
tor is extremely important for Ukraine, since in Eu-
rope it has a superior significance itself (see above).
Finally, it’s worth mention a systematic approach to
understanding, creation and improvement of Ukrai-
nian innovation system. Within specific industries,
specialized clusters should be organized that will be
more or less homogeneous, so innovations can gain
superior attention.

Ukraine has numerous advantages in terms of
various economy sectors reforming, through inno-
vations creation. Even the backward and lucrative
sectors of the economy can be greatly improved by
increasing their innovative level. The formation of
Ukraine’s innovation system is a complex process, as

Ukraine has numerous industries. That is why, gov-
ernors and policy makers in the field of innovations
must use an interdisciplinary approach to avoid inap-
propriate simplifications and false reductions.

We can conclude, that a lot of opportunities as-
sociated with innovations exist today. Developing
countries should create innovations faster in order to
create convergence with developed countries. Once
a national innovation system is created, a national
economy can take part in global economic processes
associated with innovations. In order to become in-
novative Ukraine must use experience of EU, espe-
cially neighboring countries. Examples of Hungary,
Poland, Romania and even Slovakia can help to boost
innovations in the country. Complex innovation
policy must be supported by state departments, on
one hand, and local authorities, on the other hand. In
order to achieve rapid economic grows Ukraine must
show willingness to improve innovativeness of the
most economy branches. Creation of innovations
within separate industry can reveal hidden potential
and even restore competitiveness of unproductive
enterprises. Reforms of the last five years show that
improvements can be achieved, but they must be
supported by governors. Ukrainian enterprises still
need a lot of guidance and support.

References:

1. Fedulova L. Innovativeness of the economies of the EU and Ukraine: undertakings to narrow the gap.
Economic Annals-XXI, 156(1-2), 2016.— P. 22-25.
2. Goliuk V. Impact of innovations on gdp dynamics. Marketing and management of innovations, 2, 2017.—

P. 151-159.

3. Hunady],, Pisar P., Musa H., & Musova Z. Innovation support and economic development at the regional

level: panel data evidence from Visegrad countries. Journal of International Studies, 10(3),2017.— P. 147~

160. D0i:10.14254/2071-8330.2017/10-3/11

4. Ivanova E., & Kordo$ M. Innovation policy of smes in Slovakia in the context of European union

innovation policy. Marketing and management of innovations, 3,2017.— P. 213-225.

5. Koi$ova E., Grmanova E., & Habdnik J. Regional disparities in financing innovations in small and medium-
sized enterprises. Journal of International Studies, 11(3), 2018.— P. 124-136. Doi:10.14254/2071-

8330.2018/11-3/11

6. Mamrayeva D., Stybaeyeva A., & Tashenova L. The research of global innovation capital: a review and
analytical comparison. Economic Annals-XXI, 167(9-10), 2017.—- P. 4-7.

13



Section 2. Management

7.

10.

11.

12.

13.

14.

15.

16.

Psychoyios D., & Dotsis G. The Competitiveness of the European ICT Industry. Review of Economic
Analysis, 10,2018.-P. 97-119.

Sabatino M., & Talamo G. Innovation and Competitiveness of European Regions. Research in Applied
Economics, 9(3),2017.— P. 45-69.

Sandal].-U. Howinnovation maintains and develops democracy. Economic Annals-XX1(2017),165(5-6),
-P.23-26.

Stanciu S. Aspects of Innovation and Technology Transfer in Romania. Valahian Journal of Economic
Studies — Vol. 9(2), 2018.— P. 95-108. Doi 10.2478/vjes-2018-0021

Szarowska I. Does public R&D expenditure matter for economic growth? GMM approach. Journal of
International Studies, 10(2), 2017.— P. 90-103. Doi:10.14254,/2071-8330.2017/10-2/6

Torok A., Toth J., & Balogh J. M. Networking theory of innovation in practice — The Hungarian case.
Agricultural Economics, 64(12), 2018.— P. 536-54S5. URL:https://doi.org/10.17221/60/2018-
AGRICECON

Vaculik M., Pészto V., & Svarcova B. Spatial distribution of innovation activities in Czech Republic, 2010~
2012. Journal of International Studies, 10(1),2017.-P. 123-134. Doi:10.14254/2071-8330.2017/10-
1/8

Wiodarczyk J. Innovations and income inequalities — a comparative study. Journal of International
Studies, 10(4), 2017.— P. 166-178.Doi:10.14254/2071-8330.2017/10-4/13

Zakharkina L., Myroshnychenko I., Smolennikov D., & Pokhylko S. Efficiency of Innovation Activity
Funding as the Driver of the State’s National Economic Security. Montenegrin Journal of Economics,
14(4),2018.-P. 159-173.

Zwolak J. Innovative undertakings in the Polish industry. Proceedings of Rijeka School of Economics,
34(1),2016.- P. 147-160. Doi: 10.18045/zbefri.2016.1.147

14



PROSPECTS FOR COOPERATION BETWEEN THE ADB AND AZERBAIJAN TO ENSURE REGIONAL SECURITY

Section 3. World economy

Abdullaev Turgut Nizami,
doctoral student, Baku State University, Baku, Azerbaijan
E-mail: turqut.a.314@gmail.com

PROSPECTS FOR COOPERATION BETWEEN THE ADB
AND AZERBAIJAN TO ENSURE REGIONAL SECURITY

Abstract. The article emphasizes the political and economic importance of the Asian Development
Bank to ensure security in the region. The objectives and tasks assigned to the ADB and the problems
it solves are considered. The ADB with special functions in long-term financing of socially significant
projects contributes to economic growth, diversification and modernization of the economy, and the
solution of environmental and social problems. Therefore, the article analyzes the participation of the
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NMEPCMNEKTUBbI COTPYOHUYECTBA A3EP U ASEPEAUOKAHA
MO OBECNEYEHUIO PETMOHAJIbHON BE3ONACHOCTHU

AHHOTaHHﬂ. B cratpe IMOAYIEPKHBAETCS IIOAMTHKO-9KOHOMHYECKOE 3HAIEHHE Asuarckoro banka
PasBuTna o obecrnedeHno 6€30IaCHOCTH B PETHOHE. PaCCManI/IBaIOTCH €A U 3aAQYH IIOCTAaBACHHDBIC
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nepep A3BP u pemaembie um ripo6aemsr. A3BP ¢ 0co6bMu GYHKITHSIMU ITO AOATOCPOYHOMY GHHAHCH-
POBaHMIO 001I[eCTBEHHO 3HAYUMBIX [IPOEKTOB CIIOCOOCTBYeT 9KOHOMHIECKOMY POCTY, AUBEPCUPHKA-
ITUM ¥ MOACPHHU3ALMU 9KOHOMUKH, PEeIIeHUIO 9KOAOTHYECKHUX, COIJUaAbHbIX 3apad. [IoaTomy B craThe
aHaAmu3upyercs ydyactre A3BP B conmaAbHO-9KOHOMUYECKOM Pa3BUTUHU CTPAHBbI.

B crarpe nccaepoBaHbl 0cobeHHOCTH AesiTeabHOCTH A3BP 1 HanjmoHaAbHbIe HHTepecs A3epbaria-
kaHa. M3aaraeTcs anpupyromas mosunus Asep6aripxana Ha Kaskase. Aaercs anaaus AsBP u AP pas
BbISIBACHISI HAITPABAEHUI NHBECTUIIHOHHOM IPUBAEKaTeABHOCTH A3epbaiipkana. PaccMaTpuBaroTest
IIPHHSTbIe AOKYMEHTBHI IIPOrPAMMHOTO XapaKTepa, obecrednBaomye s3KoHOMuKe AP yCTOMIUBOCTD
3a ropsI pedpopm. PaccmaTpuBaeTcst He0OXOAMMOCTS cOTpyAHMYecTBa ¢ A3BP 1 BHeCeHIsI H3MeHeH I
B IIPOLIECC COTPYAHMYECTBA C IO3UIMK HallMOHAABHBIX MHTepecoB AP. AaeTcs kparkas xapakrepu-
cruka aesiteabHocTH A3BP B Azepb6aiipxanckort Pecirybanke, ¢ yueToM MaKpOIKOHOMUYECKOH CUTY-
allMH, ypOBHS Pa3BUTHA PHIHOYHBIX MEXaHU3MOB M ITPAaBUTEAbCTBEHHBIX NpUOpHUTETOB. IlocpeacTBOM
Asmuatckoro banka Passurust obecriednBaeTcsi pHHAHCHPOBaHUe 00IIeCTBEHHO 3HAYHMbIX IIPOEKTOB,

CIIOCOOCTBYIOLIUX Pa3BUTHUIO He TOABKO A3ep0ariaXKaHa, HO 1 BCETO PerroHa.

B npouecce nccaepoBanst BHUMaHUE 6610 06pamnieHo Ha ombiT A3BP, 6b1AM HCIIOAB30BAHbL: AOTH-

YECKOEe 0606IIICHI/IC, METOADI aHaAAM3a U TPYTIIINPOBOK. B craTpe comocTaBasioTcs C(l)epbl HHTEpECOB

A3BP u ocHOBHBIE HaITpaBA€HHS Pa3BUTHA HaI_II/IOHaAbHOfI 9KOHOMMKH, €€ KAIOUYE€BbIX OTpaCAef;I.

ABTOpOM CrpynIMpOBaHbI OCHOBHBIE HalpaBAeHUS AesiTeAbHOCTH A3BP 1 AP no o6ecreuenuro

peI'I/IOHaAbHOfI 6630HaCHOCTI/I, B pe€3yAbTaTe CACAAHHBIX AaHAAN30B BbISIBACHDBI OCHOBHbBIE IIPE€POraTHBbI

B IAPTHEPCKUX OTHOLIEHMSX MeXAy A3BP u AP.

KaroueBrbie cAoBa: PEruoHaAbHaAA MHTErpaljyis, HallMOHAAbHbIE HHTEPECHI, 6630HaCHOCTb, q)I/I-

HaHCHPOBaHHNE IIPOEKTOB, COTPYAHUYECTBO.

BBeaenne

HecMmotpst Ha TO, uT0 A3epbaiipKaH HAXOAUTCS
B peruoHe C HepaspelleHHbIMU TePPUTOPHAABHBIMU
KoHAnKTamMH, Takue kak Haropusiit-Kapabax, A6xa-
3us u IOxuas OceTns, Bce ke MMeeT CyIeCTBeHHOe
3HAYEHUE AASL MUPOBOM OKOHOMUYECKOM CHCTEMBI,
4TO 06YCAOBACHO BO3MOXKHOCTDIO TPAH3UTA IIPHPOA-
HBIX peCypCOB H CTpaTerndecky 3HaYUMbIX TOBAPOB
kax u3 ATP B EBporry, Tak u o6parso. Ho Ha poaHHBII
MOMEHT CYIeCTBYeT psiA HEraTHUBHBIX aCIIEKTOB Ha
IOxHOM KaBkase, KoTOpble BAMSIOT Ha perHOHAAD-
HyI0 0€30I1aCHOCTD ¥ K HUM OTHOCSTCSI:

— HecTaOMAbHAsI 00CTAaHOBKA HA AMHUH IIPUKOC-
HOBeHUs AsepbaiipkaHa 1 ApMEeHUN HECMOTPSI Ha
1O, 4TO B 1994 roay 6b1a moprmcas bumkexckuit Ao-
rOBOP O NpeKpalleHHH OTHS;

— KoH}poHTausI MexAy I'pysueit u Abxasuer,
IOxuoi Ocerueit;

— MHAMTapH3alius U HapallliBaHHEe BOEHHOTO
NIOTEHI[AAA CTPaH PeTrUOHa;

— YXyAlleHHe OTHOIIEHMIl COCeAHHMX CTpaH
C APYTHMHU CTpaHaMH, B yacTHOCTH Mpana, Poccun
co crpanamu 3amapHon Espomnsr u CIIIA, npume-
HeHHble OIpaHUYUTeAbHbIe CAaHKIIMU TpoTuB Mpana
u Poccuy;

— CYIIeCTBYIOIUM U KOCBEHHO BAUSIOIHE OTIac-
HOCTH MEXXAYHAPOAHOTO TePPOPHU3MA, IKCTPEMH3Ma
U HeCTAaOMABHOM IIOAUTHYECKOH 06CTAaHOBKH, HAPKO-
613Heca, OpraHU30BAHHOM IIPECTYITHOCTH, 9KOAOTH-
YeCKHe KaTaKAM3MbI 1 IIPOOAEMbI MEXKITHHIECKOTO,
PEeAMTHO3HOTO XapaKTepa.

MeHsOImMACS TAOOAABHBIN U PErHOHAAbHbIN
9KOHOMHYECKUHM AQaHAIIAQT PACKPBIA Pa3BHBAIONIN-
ecsl 9KOHOMHKH C 9aCThIM MAaKpO3KOHOMHUYECKHM
norpsicenneM. OrpaHU4YeHHble AQHHbIE M ApYyTHe
OrpaHUYEeHHUs NPEMATCTBYIOT HaACKHOMY KPaTKO-

16



PROSPECTS FOR COOPERATION BETWEEN THE ADB AND AZERBAIJAN TO ENSURE REGIONAL SECURITY

CPOYHOMY MAaKpO3KOHOMHYECKOMY IIPOrHO3UPOBa-
HUIO U 3aTPYAHSIOT BbIOOP HamboAee 2 PeKTUBHBIX
MHCTPYMEHTOB ITOAUTUKHU AASL COAEHICTBUS MaKpOa-
KOHOMUYECKO CTAOUABHOCTH U YCTOMYUBOTO POCTA.

HayuHo-npakTH4yeckasi 3HaYHMOCTb HCCAe-
AOBaHHS

B Asuarcko-TUX0OKeaHCKOM peruoHe IpoU3o-
IIAO 3HAYUTEABHOE YBEAMYEHIEe YUCAA OEACTBHI BbI-
3BaHHbIE CTUXMHAHBIMU KaTaAKAU3MAaMH, TAKUMH KaK
HaBOAHEHUS, TallQyHbI U LIMKAOHDI, 3aCyXa, 3eMAe-
TPSICEHHMS, U3BePKEHNU ByAKAaHOB U IfyHaMH — oT 400
B 1970-x ropax Ao 6oaee vem 1100 B 2010 -ro roaa.
B 2017 roay yuep6 oT CTUXHUITHBIX OEACTBHIL COCTA-
BUA OKOAO 35 MHAAMOHOB AOAAApOB. UTo KacaeTcs
M3MEeHEeHHS KAUMATA, YTAEKUCABIH Ta3 sSIBASeTCs OcC-
HOBHBIM HCTOYHHUKOM BBIOPOCOB [TAPHUKOBbIX ra30B.
Toapko AsepbariakaH BBIOPOCHAN S TOHH Ha AyIIy
HaceaeHus B 2010 ropy. Cruxurisbie 6eACTBUS U KAU-
MaTH4YeCKre M3MeHEHHs YIPOXKAIOT PErHoHy B 00e-
CIIeYeHUH AOATOCPOYHOM YCTOMYMBOCTHU M Pa3BUTHU.
IToTOMy HEOOXOAMBI COTAACOBAHHBIE YCHAUS AAS
Pa3pabOTKH IIOAUTHKY M YCTAHOBUTD CHCTEMBI 0e3-
OTIACHOCTH AASI pearupOBaHKsA Ha pacTyIHe yIPo3bl
OT IIPUPOAHBIX OITACHOCTEH. DTO IOAYEPKUBAET He-
006XOAMMOCTb COBpEMEHHBIX UCCAEAOBAHUI U BCe-
CTOPOHHEro aHAAM3a, Pa3BUBAIOIIUXCS MAKPOIKO-
HOMUYECKIe COOBITHS U IIPOOAEMBI, 3aTpariBaoLiye
PeruoH, U, B YaCTHOCTH, TPUMepbl Ay4Iline IPAaKTUKU
u3 Apyrux crpas. Kak yxasano B Crpaterun A3bP po
2030 roaa, akryaapHocTh A3BP 6ypeT Bce 60AbIe
3aBUCHT OT €TI0 POAH B Ka4yeCTBe HHCTUTYTA 3HAHUH,
U OCOOEHHO OT €ro aKTHUBHOM POAU B HCCAEAOBA-
Hyle. 3HAHWsI U HayYHO 0OOCHOBAHHBIE HCCAEAOBA-
Hus A3BP urparoT KAI04eByIO POAb B ITOBbIIIEHHH
IMOHUMaHMS KPUTHIECKHUX obAacTell AAS ACHICTBUI,
MTOAAEPKKH XOpOIlel IOAUTUKU U pedopM B pas-
BHBAIOLIUXCS CTPAHAX, OHH SIBASIIOTCSI AOOaBACHHEM
K TAOOAABHBIM OOCY>KAEHUSIM Pa3BUTHS, IIPeAAarast
IIePCIIeKTUBBI H30aBAeHMs IpobAeM pernoHa. 3apa-
4a TPaBUTEAbCTBA 10 Pa3BUTHIO 9KOHOMMKH, OCHO-
BAHHOJ Ha 3HAHUSX, TPeOyeT KBaAUPUIIPOBAHHbIE
HaBbIKM U IIepeAOBble HHPOPMAIIMOHHbIE 1 KOMMY-

HUKAI[IOHHbIE TEXHOAOTUH B IIPAaBUTEABCTBE U OHU3-
Hece. [IpaBUTEABCTBO IIPH COAEHCTBHH ITAPTHEPOB
II0 Pa3BHUTHUIO, TAaKUX Kak Bcemupnepiit bank, Aet-
ckuit porp OOH (FOHUCE®), Arentcrso CIIA
110 MeXXAyHapoaHoMy passuTuio 1 EximBank Kopen
YKPEIIASIIOT CHCTeMY 0Opa3oBaHuUs, YTOOBI YAYULIUT
KayeCTBO 3HAHMH U HABBIKOB BBIITYCKHUKOB. I TpaBu-
TEABCTBO TaKOKe BKAAABIBAET 3HAYHTEAbHbIE CPEACTBA
MOAEPHHU3HUPOBATh KOMMYHHUKAIIMOHHbBIE M HHPOP-
MaIMOHHbIE TEXHOAOTHHU B COBEPIIEHCTBOBAHUH I'O-
CYAAPCTBEHHBIX yCAyT. A3BP, cnioncupys passurue
COBpeMEeHHO! HMHPPACTPYKTYPBI CO3A2eT 6Aaro-
IPUATHBIE YCAOBHSI AASL MHHOBAITHI, MHBECTHUIIHIH
B HAyKy, TEXHOAOTUH U UCCACAOBAHIS U O0Aerdaer
YCBOEHHe Ay4IINX IpakTHK. [ [poexTupoBaHue 1 BHe-
ApeHre COBpeMeHHON MHQPPACTPYKTYPhI CaMO IO
cefe BKAIOYAET TeXHIYIECKIe 3HAHMS, OIIBIT, a TAKOKe
yIpaBA€HYECKHEe U MPAKTUYECKHe METOABI AASL TH-
Pa’KUPOBAHMS U BHEAPEHHUSI HHHOBAIIUH, KOTOPbIe
Pa3BHBAIOIIMECs CTPAHbI, B TOM YHCAe A3epbaiipKaH
MOT'YT HCIIOAB30BATb.

OcHOBHbIE HaNpaBACHHUS AeATEAbHOCTH
Azep6aiiaxana 1 A3BP mo o6ecneuennio pern-
OHAABHO¥ 6e30IMacCHOCTH

OKOHOMHUYECKasl TOAUTHKA A3epbariakaHa Ha-
IpaBA€HA Ha AOCTIDKEHHE YCTOMYMBOTO 9KOHOMUYe-
CKOTO Pa3BUTHS, AUBEPCHPHUIMPOBAHHAS 9KOHOMUKA
C AMHAMIYHBIM He He(TSIHBIM CEKTOPOM, TAOOAABHOM
HHTeTpanyeil 1 cOaAQaHCUPOBAHHBIM Pa3BUTHEM II0
Bcell cTpaHe. TeM He MeHee, HePTb U ra3 OCTAIOTCSA
BOXHBIMHU AASI 9KOHOMHUKH. YTA€BOAOPOABI COCTaB-
asifoT 0koA0 50% BBIT u 60aee 93% axcropra. Ho
YTAEBOAOPOAHBIE MeCTa CTPAHBI IIOABEP>KEHBI PUCKY
HeCTAOMABHOCTH U BbI3BIBAIOT 00ECIIOKOEHHOCTH 110
IIOBOAY AOATOCPOYHOM YCTOMYMBOCTH POCTA H CTa-
OMABHOCTH.

Aszepbaiip’)XKaH MIPOBOAUT CTPATETHIO, KOTOpast
IIPEANTOAAraeT KPAaTKOCPOUYHYIO MAaKCHMU3AITHIO
AOXOABI HEQTH AASL ITOAYYEHMST HEOOXOAUMBIX AO-
XOAOB AASl TOCYAQPCTBEHHBIX PacxopoB. Oxoao
58% 610pKeTa PacXOABI COCTOAT U3 TPaHCPepTOB
I'HOAP. XoTs KpaTKOCpOYHBIe ITePCIEeKTUBBI POCTaA
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AsepbaiipxaHa OAQTOIPHUSITHBI, AOATOCPOYHBIE [Iep-
CIIEKTHBBI IIOPOXKAAIOT H€CIIOKOMCTBO. JTa CTpare-
TSI HBIHELIHETO TOTPebAeHNS HepTH U TOAyYEHHbIE
CPeACTBa SIBHO IIPUHECAU ITOAb3Y HACEACHHIO CTPAHBI
B KPaTKOCPOYHOM IIepCIeKTHBE, C 3aMeTHBIM COKpa-
IeHreM B 0EAHOCTH, ITOBBILIEHUN YPOBHS XXU3HU
¥ 3apaboTHOM rAaThI ¢ cepeAnnst 1990-x ropos. Eme
9TO 3aBHCHMOCTD SIBASIETCSI IIPOMEXYTKOM MEXAY
CTaHOBAGHMEM U YCTOMYUBBIM pPa3BUTHEM, [I03TOMY
Asepb6ariakaH AeraeT 6OAbIIVE MIArk B CTOPOHY He
HePTSIHON 9KOHOMHUKH.

HbpiHemHre ypOBHM €XErOAHOTO YBEAHYEeHHS
rOCYAQPCTBEHHBIX PACXOAOB ITPABUTEABCTBA — KaK
HOMMHaAbHbIe B npornieHTax oT BBII - e sBasoT-
Cs1 yCTOMYHMBBIMY, IIOTOMY 4TO OHH IIOAAraloTCs Ha
3HauyuTeAbHbIe TpaHCPepTsl u3 THOAP B rocyaap-
CTBEHHBII 0I0AXKeT. YIUTHIBASI OrpaHNYeHs HePTsI-
HOT'O CeKTOpa, POCT IMPOAOAKUTEABHOCTH >XU3HU
U BO3MOXXHOCTb CHIDKEHHSI HAAOTOBBIX ITOCTYIIAE-
HUI B OAYDKAUIIEN U CPEAHECPOYHOMN MepCIIeKTHU-
Be, CTpaHe MOTPebyeTcss CMArYUTh CBOHM PACXOABI
B KPaTKOCPOYHOM U CPEAHECPOYHOM IepCIeKTHBE,
4T06bI CTaTh 60A€e PUHAHCOBO ycTONYMBHIM. CHU-
JKeHHe 3aBUCHMOCTH OI0AXKETa OT AOXOAOB OT HepTH
OBIAO IPUOPUTETOM AASI IIPABUTEABCTBA. [lepeBoABI
I'H®AP B OCHOBHOM HCIIOAB3YIOTCS AASL GHHAHCHU-
POBaHUs KPYITHBIX IIPOEKTOB, a 3aBepIIeHHe TaKHX
IIPOEKTOB ITOMOXXET COKPAaTUTb TpaHCPepThl U3
I'HOAP. B xpaTKOCpOYHOI IepCIeKTHBE OXKHUAAET-
cst poct BBIT Ha ... % B 20.. TOAY, 4TO 06yCAOBAEHO
IIPOAOAKAIOIUMCS paclIMpeHreM He HepTSIHOTo
CeKTOpa U HeOOABIINM yBeAUdeHHeM AOOBIY Hed-
ti. [To onjenkam A3bDP, B AzepbaiiaxaHe umeercs
7 MHAAMApAOB Gappeaeit (nau 1 MUAAMApA TOHH)
3amacoB HegpTH. ITO COOTHOIIEHHE 3allacoB K IPo-
M3BOACTBY cOCTaBAsieT Bcero 21,9 ropa, 4To 3Hauu-
TEABHO HIDKe, YeM B CpepHeM B Mupe. B mupe aroT
MoKasaTeAb cocTaBaseT 52,9 ropa. CAeAOBaTEABHO,
AsepbaripAkaH CTAAKHMBAETCS C TPYAHOM 3apadert
B YIpaBA€HHM CBOMMHU He(TSHBIMH pecypcamu
U AOXOABI AASI OYAYIIMX IIOKOAEHHUI, 8 PACXOADBI Ha
HHPPACTPYKTYPY, HEOOXOAUMBIE AASI ITOAAEPIKKU

AUBepcuPUKAINSI 9KOHOMUKH, KOTOpasi obecreyn-
A2 OBl AOATOCPOYHOE YCTOMYMBOE SKOHOMUYECKOE
passurue 6yayT pactu. [ockomcrar u THKAP 065-
SIBUAM O HAMePeHHH ITPAaBUTEAbCTBA IPOAAUTD IIPO-
AOAKHUTEABHOCTD AOOBIYH HepTHU U 3aI1aCOB 32 CUET
CHIDKEHHUs ITOKa3aTeAell A06brum. Boaee Huskue
YPOBHU IIPOU3BOACTBA B OAMDKAiiIeM OyAymeM Mo-
XKeT CAeP>KUBATh 9KOHOMUYECKUI POCT U HETaTUBHO
MOBAMSTD Ha TOCYAAPCTBEHHbIE AOXOABI U PACXOABL
He HedTsHONM 9KOHOMHYECKHIT POCT IO-TIPeXHEMY
3aBHCHUT OT MHBECTHUIIMI TOCYAAPCTBEHHOTO CEKTOpa,
KOTOpbIe 3aBUCAT OT A0X0A0B oT Hedptu. Ho Aszep-
6aiipxaH k 2020 roay ImaaHUpyeT:

1. Ilepexop Kk 9KOHOMUKE, OCHOBAaHHOM Ha 3Ha-
HUSIX U IIPUOPUTETHI Pa3BUTHS YEAOBEYECKOTO Ka-
MMHUTAA];

2. Poct BBIT Ha Ayury HaceaeHust 6oAee 4eM B ABa
pasa—a0 $13000 x 2020 roay;

3. Aoctuup B cpepHeM pocT 7% BBII B rop
K 2020 ropy He HeTSHOTO CEKTOPa;

4. IloBblmeHre He HeTAHOIO SKCIIOPTa AO
$1000 na Aymry Haceaenus k 2020 roay;

S. CoxpaTuTb peruoHaAbHOIO HEpPaBeHCTBO
C TOYKH 3peHHs KaueCTBa )KU3HHU, TPOU3BOACTBA Ha
AYILIy HaCeAeHH], a TakKe 00'beM NHBECTUIIH;

6. ObecrednTph MOCTENEHHOE MOBHIIIEHNUE MHU-
HHMAAbHOM 3apa60TH0171 rAarel A0 60% YPOBHS OT
CpeAHeil 3apabOTHON IIAATBI;

7. Obecnieunts 60see 2P PeKTUBHOE, HAASKHOE
U 6e30IacHOe IepeABIDKEHIE AIOAEH U TOBApOB Ha
BHYTPEHHHX 1 ME&KAYHAPOAHBIX PbIHKAX, YBEAUYHTD
AOPO>KHBIE 'Py30Bble IIepeBO3KH A0 14156 MAH. TOHH/
kMK 20201, a aTo Ha 25%.60Abme ypoBHs 2010 r. ITac-
COKUPCKHeE IepeBO3KH aBTOMOOHABHBIM TPaHCIIOP-
TOM yBeArmduTb Ha 20% B 2020 roay 1o cpaBHeHHIO
¢ 2010 ropom 1 poBecTr A0 19960 MAH. maccaxxup/
KM, COKPaTHUTb AOPOKHbIe TpaPpuKu Ha 25% Ha Kax-
Apte 100000 Haceaerms k 2020 (To ecTb A0 7,7, XOTS
AaHHBII ToKa3aTeab B 2010 roay 6sia 10,3);

8. Ob6paborars U YyTHAUBUPOBATb B COOTBET-
CTBHU C MEXAYHAPOAHBIMU CTAaHAQPTaMH TBEpAbIe
oTx0AbI A0 1500 ToHH B cyTku K 2020 roay (xom
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B 2013 roay yposenb 6b1a SO0 TOHH B CyTKH), CO-
kpatutb Boi6pocst CO, (tCO2 Brop) Ha 24000 ToHH
B roa k 2020 roay.

IlaaH oneHKM PUCKOB M yIpaBAeHMS PUCKAMU
A3BP Ha ypoBHe cTpaHbl QOKYCHPYeTCs Ha TPex Te-
Max yIpaBAeHHS: YIIPaBACHUE TOCYAAPCTBEHHBIMU
puHaHCaMu, 3aKyTIKH 1 60pbba ¢ KOpPyIIIHeL.

1) YpaBaeHHe rOCyAQPCTBEHHBIMHA (PHHAHCA-
MH. PocT A0XOAOB OT HeTU ITO3BOAMA PEaAN30BaTh
aMOUIMO3HBIE TOCYAAPCTBEHHbIE HHBECTHIJIOHHbIE
IIPOrpaMMBI HapsIAY C YBeAUdeHHe 3apabOTHOM MAa-
ThI X COLIAABHBIX TPAHC(EPTOB, YTO IIOMOTAO OBICTPO
CHU3HTb ypOBeHb OepHOCTH. ExxeroaHbI yBeAudeH e
OIOAYKETHBIX PACXOAOB CTAAO BO3MOXKHBIM OAAropapsi
CylecTBeHHbIM TpaHcpepam TocypapcTBeHHOrO He-
¢rsiHOrO PoHAa Asepbaripxanckoit Pecrrybanku. ITo
Cel AeHb CIIPOC Ha GUHAHCUPOBAHUE UHPPACTPYK-
Typbl OCTaeTcsi BbICOKMM. [ocypapcTBeHHbIe MHBe-
CTUILIMOHHBIE PACXOABI PACIIPEAEASIeTCS Ha OCHOBe
IIPUOPUTETOB, IPEACTABACHHbIX OTPACACBbIMU MUHU-
crepcrBamu. OAHAKO HEOOXOAMMO YAYYIIUTb YCTAHOB-
A€HMe IIPUOPUTETOB U NAAHHUPOBaHHe IIPOEKTOB AH-
HeMHBIMHU areHTCTBaMHU, BHEAPeHHe HHHOBALMOHHbIX
Mep AASL AA€KBATHOM 9KCIIAYATALIMH U OOCAY>KHBaHUe
HHPPACTPYKTYPBI, AASL OOeCIIedeH s YCTOMIUBOCTH
U TIOBbIIIeHHS 9P PEKTUBHOCTH ayAHTA.

Aas ycrpanenusa puckos As3BP mpepocTaBua
TEXHUYECKYIO IIOMOIIb, YTOOBI TIOMOYb pa3paboTaTh
$opMaT cpepAHECPOYHOI'O MHBECTUIIMOHHOTO IIAAHA,
CBSI3AHHBII C OIOAXKETOM U CEKTOPAABHBIMU PE3YAD-
TaTaMH, ¥ IPUMEHATb 3TOT GOPMAT COOTBETCTBYeET
€XKeroAHBIM U CPeAHeCPOYHbIM MHBECTUIIMOHHBIM
IIAQHAM areHTCTB. TeXHu4yeckas MOMOIIb AAS FOCY-
AAPCTBEHHOTO YTIPaBAEHHS IOMOXET T'OCYAApCTBEH-
HbBIM OpraHaM pa3paboTaTb IPHOPUTETHI PACXOAOB
U KpUTEPHH CUCTeMbI yripaBaeHus. Kpome Toro, pe-
TMOHAAbHAS TEXHIUYECKasl TIOMOIIb ITPOBEAET AUarHo-
CTHYEeCKOe HCCAEAOBAHNE IPAKTUKH OYXIaATEPCKOTO
ydeTa U ayAuTa, a TAakXKe YKPelnuThb IOTEHIIHAA BbI-
MIOAHEHMS ¥ PeaAM3aliiH, TOATOTOBKH GHUHAHCOBOM
OTYETHOCTH IPOEKTa U AyAUTOPCKHX 3aKAIOYEHHUI.
A3BP OyaeT UCIIOAB30BATh STH HHCTPYMEHTBI I1AQ-

HUPOBAHUS U YIIPaBAHHsI GUHAHCAMU, YTOOBI I10-
MOYb TOCYAAPCTBEHHBIM OpPraHaM CHCTEMaTHYeCKH
YIIPaBASITb CBOMMH KalIUTAABHBIMU H OTI€ PAIIMOHHBI-
MH PacxXoAaMH. AOIIOAHUTEABHOE Mephl CHIKEHHS
PHCKa, TaKue KaK YAyYlIeHHe BO3MeILleHHs 3aTpar,
BOBAEUYEHHE JACTHOTO CEKTOPa B HHPPACTPYKTYPY,
a TaKKe 00s13aTeAbHbIE BHELIHIE AyAUTHI IT0 KPEAUT-
HBIM COTAQIIEHHUSIM.

2) 3akynku. KoanyecTso 1 cTouMocTb rocypap-
CTBEHHBIX KOHTPAKTOB AASI TOCYAQPCTBEHHBIX 3aKy-
IIOK YBEAUYHBAIOTCSI €XKEeTOAHO. BbIsIBA€HHBIE PHCKY,
CBSI3aHHBIE C 3aKyIIKaMu B A3epbaiipikaHe, BKAIOYA-
IOT CAeAyIolIee:

— cAabble BO3BMOXKHOCTH 3aKYIIOK IPUBOASIT K 32-
Aep>KKaM, HedPpPeKTUBHOCTHU U HEOIITUMAABHOMY 3a-
KAIOYEHHIO KOHTPAKTOB;

— HeaAeKBaTHBIE PAMKH HAaITHOHAABHBIX 3aKyIIOK
OrPaHUYUBAIOT KOHKYPEHIIUIO;

— HeIpo3payHble U IpedepeHITHAAbHbIE YCAO-
BISI 3aKYTIOK OTPaHHYHMBAeT KOHKYPEeHIIUIO;

— OTCYTCTBHUE IIPOBEPKH OPUIMHAAA IIPEAAOXKeE-
HUIL 1 [IPOBEACHIE BEIOOPOYHBIX IPOBEPOK UHPOP-
MaIlHH, IPEACTAaBACHHOM B IIPEAAOXKEHIX;

— cAabple IPOBEPKH KOH(AMKTA HHTEPECOB
B IIPOIIeCCax 3aKyIOK M GpOPMAABHBIH 3aIIpOC KOp-
IIOPATHUBHBIX CepTUPUKATOB COOCTBEHHOCTH C yKa3a-
HyieM GHHAHCOBOrO OeHepuUIIHapa AAS TOAPSIAYHKOB
U IIOCTaBIIUKOB.

ITpepsoxenus A3BP mo saxynkam u mporeccos
3aKYIOK ITPeAYCMAaTPHUBAIOT CHIDKEHHE STUX PUCKOB
1 OyAyT IPIMEHSTHCS B OYAYILIEM IIOCPEACTBOM IIPO-
rpammupoBanus. A3BP npepaaraer moapep>xuBaTh
IIOpOTOBbIe YPOBHU TEKYIIHUX 3aKyIIOK, IIPEABapH-
TEABHOE PaCCMOTPEHHe METOAOB 3aKYIIOK H ITpeA-
AOXKEHHH TOCYAAPCTBEHHBIX OPTaHOB.

A3BP npepoCcTaBUT TEXHUYECKYIO TOMOIb AASI
IIOAAEPIKKH IIPAaBUTEABCTBA B:

— TIPOBEACHHH pepOPMBI 3aKYIIOK, OIIPeACACHHE
o6beMa paboT U MAAHUPOBAHUE ACTICTBUIL;

— paspaboTke 0OHOBAEHHOTO 3aKOHOAATEABCTBA
0 3aKYIIKAX, BHIIIOAHEHUE IIPAaBHA U COOTBETCTBYIO-
I[UX AOKYMEHTOB;
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3) AnTu Koppynnus. Asep6aiipxaH mpope-
MOHCTPUPOBAA 3HAUUTEABHBII IIpOrpecc B 6opnbe
c Koppymuueii ¢ cepeArHsl 2015-x ropoB. Azepbaria-
KaH Y4acTByeT B HECKOABKHX TAOOAABHBIX U PErHO-
HAAbHbIX aHTUKOPPYIIIMOHHBIX MHUIIMATUBAX, TAKKe
IIPaBUTEABCTBO OCYIecTBUAO HarrioHaAbHBIN TAQH
AeficTBuit o 60pnbe ¢ xoppymuues, 2012-2015
ropbl. B AomoaHeHHe K NMPOPUAAKTUYECKUM Me-
paM, KOTOpbIe AOASKHBI OBITH IIPEATIPUHSTHL Yepe3
CBSI3aHHbIE C 3aKYIIKaMHU AeSITeAbHOCTbIO, A3BP
IIPOAOAKUT COBEPUIEHCTBOBATh HAaBBIKU HMCIIOAHU-
TeAbHBIX OpraHoB. A3BP paspabarsiBaeT u mpepaa-
raeT MHCTPYMEHTbI, KOTOPble IIOMOTAIOT BBIABASATD
MOIIIeHHUYeCKHe IMPEAAOSKEeHHUS U IMPAKTUKH, a TaK-
>Ke croBopHble curyanuu. A3bP Taxxke npoBoAUTb
oby4eHHe COTPYAHHKOB HCIIOAHHTEABHBIX OPTAHOB
U APYTHX IIPaBUTEAbCTBEHHBIX ITAPTHEPOB, a TakXke
AEAOBO€E COODIIECTBO U IPAKAAHCKOE 06LecTBO.
B xoae peaausanuu npoexra AsbP BbiiBA€HO TOTEH-
IIMAAbHOE HeIIPaBUAbHOE HCIIOAb30BaHKE PeCypCcoB
HAYL IIEPCOHAAQ, IPOBEAEHA 3aMeHA AAS ObecIiedeH s
COOTBETCTBHS TeXHMYECKUM 1 KAAPOBBIM OXKHAAHH-
siM. A3BP mpoBOAUT TIaTeABHBIN CUTYaLlMOHHBIHN
aHAAM3, AETAAbHbIE OLIEHKH U PeryASIpHBIN MOHH-
TOPHUHT BbIITOAHEHUs ImpoekTa. COoTBeTCTBYIOIMe
IIOAOXKeHU I AHTUKOPPYIIIMOHHOM NOAUTUKN A3BP
BKAIOYEHBI B KPEAUTHbIE U IIPOEKTHbIE COTAAIIEHMS
U TeHAEPHbIE AOKYMEHTbI.

YBeAnueHue rocypapcTBeHHBIX MHBECTHIIUH, 110-
BBILIEHYE 3aPA0OTHOM ITAATHI, OOABLINE OTYUCACHUS
Ha COIIMaAbHbIE PACXOABL CKOpee BCEero, CTAHyT ABH-
xyeit cuaoi naasiin. C BO306HOBAEHHEM POCTa
B 9KOHOMHKe U He HePTSHOM 9KOHOMUKH, BEPOSITHO,
0XMAAeTCs pocT MHPAsAIMHU. TeMIbl pocTa B cpepHe-
CPOYHOI1 ITepCIieKTHBe OYAYT 60Aee CKPOMHBIMU II0
CPaBHEHHIO C BBICOKMMH TeMIIaMHU CBS3aHO C cepe-
AauHbI 2000-2017-x ropoB. CABHT ApaiiBepoOB pocTa
IIPOAOAKUTCSL B CTOPOHY OT HepTSIHOIro CeKTopa
B CTOPOHY He HeTSIHON 3KOHOMUKHU. TeHAeHIus
K 3aMEAAEHHUIO POCTa 9KOHOMMKU AOAKHA IIOMOYb
OTPaHMYUTD MHPAAINIO, HO PUCK HHPASIMOHHOTO
AABAEHUS BCe ellje OYAET CYILIeCTBOBATh U3-3a YBEAU-

YeHUs AOXOAOB OT HepTH, BHYTPEeHHEro CIpoca Ha
BBICOKHE I'OCYAQPCTBEHHbIE PACXOADI U PACIIHpeHHe
BHYTPEHHEro KpeAuTa.

Heo6xX0ANMO yBEANYHNTD MHBECTHIIMN B YaCTHbIN
CeKTOp, HO 9TO, BEPOSITHO, TpebyeT IpeoAOAeHHUS
IIPEISTCTBHS B AGAOBOM CpeAe, KOTOPbIe CACPXKUBa-
IOT YacTHBIH ceKTop. CpeAr OCHOBHbIX OIpaHUYEHUH
BBIAGASIIOT:

— OrpaHMYEHHBIN AOCTYI K $HHAHCAM U Hepas3-
BUTasl PUHAHCOBAS CUCTEMa;

— MOHOIIOAMH, KOTOPble AOMUHHPYIOT B OOAB-
IIMHCTBE CEKTOPOB OU3Heca U MPeIsITCTBYIOT KOH-
KypeHIIIH;

— BBICOKHI YPOBEHD OI0pOKpaTH3aLIUM;

— HeAOpa3BUTas MHPPACTPYKTYPa;

— HeXBaTKa KBAAMUIIMPOBAHHOM pabodeil CHABL

Cpean azuaTckux cTpaHax AsepbaiiaXKaH 3aHH-
MaeT HH3KOe ITOAOKeHHUe 110 HeCKOABKIM II0Ka3are-
ASIM, 3TO:

— HeIlOralleHHble KPeAUTbI KOMMepUeCKUX 6aH-
o (B mponenrax or BBII);

— HU3KHE AETIO3UTHI BKAAAYMKOB KOMMEPYeCKHX
6ankoB (Ha 1000 yeroBex).

BriBoaAbI

YuaursiBas Bbllle CKa3aHHOE HeobxoauMo chop-
MHUPOBaTb BO3MO>KHbIE HAIIPAaBACHUSI COTPYAHHYe-
crBa Azepbaiipkana ¢ A3BP Ha 6oaee AAUTEABHYIO
MePCIIeKTUBY.

1. PocT BHENIHEIIOAUTHYECKUX MHTEPECOB OC-
HOBHBIX Aep>XaB K AP, akTyaAbHOCTb BOIIPOCOB 0e3-
OTIACHOCTH, PeKOHCTPYKIUS SHEPTeTHIeCKHX, TPaH-
3UTHO-TOPTOBbIX U IPOAOBOAbCTBEHHBIX KaHAAOB
U MHOTHE APyTHe aCIeKTbl TOBbIIIAIOT 3HAYUMOCTD
AP B pernone u aast AsbP. Ho unTepecs! cTpan me-
PHUOAMYECKH MEHSIOTCS, PaCIIMPSIOTCS HAH CyXKa-
I0TCS TOPrOBO-9KOHOMUYECKHe OTHOIeHus. SIcHo
U TO, 4TO 3TOMY BHHOM SIBASIETCS MHPOBOM 9KOHO-
MHYeCKHUI KPU3HUC, IOAUTHYECKHE TPEHUs], BOCHHbIe
AeHICTBUS U MHOTHE ApYTHe $paKTOPbl, KOTOPBIX BO3-
MOXHO IIPEAYTAAATh. YCTONYMBbIE, BCEOObEMAIOLITE
MHBECTUIIMU B UHPPACTPYKTYPY ABASIOTCS AL ASBP
npuopureTHsiMU. A3BP 6yaeT TeCHO COTpyAHUYATD
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C PasBUBAIONIMMUCS CTPAHAMU AASl IPOU3BOACTBA
aKTYaAbHBIX HHPOPMAILMOHHBIX IIPOAYKTOB U YCAYT.
A3BP npoBoAUTD aKTUBHbIE pa3pa60TKH, AdeT peKo-
MEHAQALIUY 110 YBEAUYEHHUIO KauecTBa

2. IIpoBOAMMO¥ TOAMTHUKH, YKPEIACHUIO HH-
CTUTYLHOHAABHOTO ITIOTEHIIMAAA CTPAHBI M KaK pac-
IIMPUTb COTPYAHHIECTBO B 00AACTH 0Opa3oBaHUSL.
A3BP pacmmpsier Taxke AGHCTBUSA B COITMAAbHOMN
cdepe. AsbP, auBepcuduiupys onepanuu B Ipea-
IIPUHUMATEAbCKOM ceKTope, xoueT K 2024 ropy po-
CTHYb YPOBHS 9TUX OIlepalluil AASl YACTHOT'O CeKTOpa
6oaee ueM Ha 30%.

Ecan npoanaausuposars peareabHocTh A3bP
B crpanax CHI To MbI 00Hapy>«uM, 4TO 06beKTaMu
unTepeca A3BP aBasIoTCs, TakKe OoTpacAM Kak c/x-
BO, 9HepreTHYeCKas IPOMBIIAEHHOCTD, QUHAHCO-
BbIM, TpaHcnopTHbI cexkTop, KT u cormasbubie
uHPpacTpykrypa. CTHIKOBKA HHTEPECOB SBASETCS
TOABKO HAYaAOM COTPYAHHYECTBA, A AAUTEABHOCTD
COTPYyAHHYECTBA TpebyeT O0Aee TIIATEABHOTO HCCAE-
AoBaHMs. PazBuTne sHepreTn4yeckoro, TpaHCIOPT-
HOTO, arpPapHOTO CeKTOPOB U UX HHPPACTPYKTYPHI,
MOBbIIIEHNE YPOBHS >KM3HHM HACEA€HHs CTPaHbI,
yCTpaHeHHe 6EAHOCTH U MHOTHE APYTHe IIeAH SIBASI-
I0TCSI 0OOKOAHO IIPUOPHUTETHBIMU AAST A3epbariaiKa-
Ha 1 A3BP. Pe3yabTaT cAeAaHHBIX aHAAU30B BbLIIBHAO
HIDKECACAYIOIIlee CXOACTBO MEXAY Ije AeBbIMH KOMIIO-
HeHTaMu A3BP u HanlmoHaAbHBIMU HHTepecamu AP:

- ObecneyeHne yCTONYMBOIO POCTa IKOHOMHUKH
AszepbaiipxaHa AASL 00EUX CTOPOH SIBASIETCS aKTy-
AABHBIM M OCHOBHBIM CTPaTerH4eCKUM AOCTIDKEHUEM
peruoHa;

— CobaroaeHnE MHAMKATOPOB 9KOAOTUYECKOM
YCTOMYUBOCTH HEOOXOAMMO AASI TIOBBIIIEHUS] KOH-
KYPEeHTOCIIOCOOHOCTH 1 YCTOMYMBOIO Pa3BUTHS KAK
AP, Tak ¥ BCero peruoHa;

— MopaepHU3anMsI CTPYKTYPBL AQAMUHUCTPATHB-
HOT'O YIPAaBAEHUsS ¥ 9KOHOMUKHM COKOHOMHUTDH IO-
CYAAQPCTBEHHbIE PACXOABL U OYAET CIIOCOOCTBOBATDH
yCTpaHeHHI0 Hed$PEKTUBHOIO FHCIIOAb30BAHMS
CPEACTB, 4TO 06eCIeYnTh MHHOBALIMOHHO-PALIHO-
HAABHOM CTPYKTYPBI U COKpaljeHne GpUHAHCOBOM
3aBHCHMOCTH B [IEPCIIEKTHUBE;

— DPa3BuTHe YaCTHOTO CEKTOPA, yAyUIIeHNe O13-
HeC-IIPOLIECCOB U [TOBBILIEHYE [IPOU3BOAUTEABHOCTH
TPYA2 AACT BO3MOXKHOCTb 00€CIIeYUTh HALIMOHAAD-
HY0, 9KOHOMUYECKYI0 Oe30omacHocTh A3epbaiipxa-
HY, VAYYLIUTh TOPrOBO-9KOHOMHYECKHE CBS3U CO
CTPaHAMU PeruoHa;

— CHwKeHMe ypOBHs OeAHOCTH, obecreueHune
AOCTOFHOI'O YPOBHSI KH3HH OYAET CIIOCOOCTBOBATH
AVKBUAQIIMY COLIAABHBIX KPUSKCOB, [IOBbIIIEHHIO
KaYeCTBA YEAOBEYECKHX PECYPCOB;

— VIHKAIO3UBHBIIT POCT, 06€CIIeYNBAIONIHIT [TOA-
HO€ HCIIOAB30BAHKE TPYAOBOIO IIOTEHI[MAAA U MaK-
CUMU3ALMU 3aHATOCTH, YCTPAHEHWIO [eHAEpPHOM
AVICKDUMUHAIIMN AACT BO3MOXKHOCTH II€PeiTH Ha
BBICOKYIO CTYIIEHb Pa3BHUTHS KaK CTPaHe, TaK U pe-
THOHY;

— PermonaapHast mHTErpanust OyaeT Croco6-
CTBOBATh POCTY IIAPTHEPCTBA U BCECTOPOHHEMY CO-
TPYAHUYECTBY CTPaH PErHOHa, 06eCIeYeH IO BHEII-
HEIKOHOMHYECKON 6e30IMacCHOCTU He TOABKO AAS
AsepbaiipkaHa, HO M AASL BCETO PETHOHA.
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There are various definitions of the “trust” term
(Lorenz E. H. (1988), for example, defines trust as
follows: “I would like to suggest that the transac-
tion cost literature...can tell us something about
the role of trust in the economy... Trust enters
into the argument because the presence of these
[transaction] costs is directly linked to the possi-
bility that economic actors will behave opportu-
nistically... If transactions are thought of as fric-
tion in the economy, then trust can be seen as an
extremely effective lubricant” [2, 195]. At the same
time, the lack of a clear definition of the “economy
of trust” term causes certain analytical difficulties.
The economy of trust is defined as the area of eco-
nomic relations that organically combines private
and public interests; its core is the market for social
goods (the so-called social capital), which is be-
ing formed at the border of the market for private
goods and the public goods production field that
provides favorable conditions for the realization of
the creative potential of a person, team, and society
[1, 68]. In the author’s opinion, the economy of
trust is an economic activity based on the devel-
opment of social capital carried out by economic
actors under conditions ensuring the trust at all
levels which results in a rational distribution of all

available resources, inclusive growth and achieve-
ment of economic, political, social and other sig-
nificant goals.

In this case, the economy of trust in the processes
of economic integration (integration of trust) may be
viewed as the creation of conditions for the develop-
ment of integration potential, ensuring the trust of
subjects of international integration at all levels, with
an eye toward achieving the goals to be sought.

The economy of trust shall be distinguished from
the sharing economy. The sharing economy is an
interaction between two parties, one of which has
resources and does not use them, and the other one
is willing to rent these resources for a while to meet
their needs. As a result of this exchange, transaction
costs are reduced and the problem of inefficient use
of resources is solved.

The main characteristics of the economy of trust
are as follows:

— the union of private and public interests;

— ensuring the confidence of economic actors

at all levels (interpersonal, institutional).

Creating conditions that ensure the trust of eco-
nomic entities at all levels is manifested in:

— facilitation of the coordination of interests of

participants in economic interactions;
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reduction of investment risks (the uncertain-
ty of actions and the threat of opportunism is
reduced);

- reduction of transaction costs (costs of moni-
toring, control, protection of property rights,
etc.) ;

— high quality of social capital as a condition for
the functioning of the economy of trust;

- sustainable inclusive economic development
in order to improve the welfare of society.

Trust is the basis for the sustainable development
of the Eurasian Economic Integration participants.
What is more, it is the basis for the sustainable de-
velopment of both the member countries separately,
and the integration association as a whole. Building
trust is necessary at all levels of economic integra-
tion: between people (interpersonal trust), between
society, business and government, integration insti-
tutions (institutional trust), between economies. In-
tegration of trust shall be based on the principles of
openness of economies, transparency of state regula-
tion, fair social policy, which correspond to the main
goals of the Eurasian Economic Integration, i.e. the
growth in population wellbeing and improving the
competitiveness of the country. The digitalization
of all forms of business, government administration
and social interaction shall be the most important
tools for building such economy.

The conditions for the economy of trust in Eur-
asian Economic Integration are as follows:

— the functioning of domestic markets without
barriers, derogations and restrictions. Economic and
legal derogations in the EAEU are the main deterrent
elements that impede deeper integration and give
rise to complex custom outcomes, violate the mecha-
nism for the implementation of fair competition be-
tween the subjects of the Eurasian Economic Union,
including equal access to the common market. In ad-
dition, recently the number of derogations has in-
creased significantly due to the fact that the invasion
processes of supranational principles into the system
of interstate interaction of national markets under

conditions of an aggressive external environment and
the emergence of new extreme factors are becoming
much more complex today than it was a few years ago
[3, 37-38]. Countries spend enormous resources
(time, finances) on investigations, overcoming the
barriers, derogations, restrictions that undermine
not only trust within the integration, but also the
image of the EAEU on the global stage.

— strengthening of the international coopera-
tion. Trust is the basis of international cooperation
and lasting peace. The economy of trust is impossible
without the strengthening of international coopera-
tion on the terms of mutually beneficial openness of
economies, and countering unilateral protectionism.
Building closer cooperation with the CIS countries,
the SCO, expanding the network of free trade agree-
ments with third countries and integration associa-
tions, strengthening the cooperation with interna-
tional organizations (WTO, UNECE, UNCTAD
and other organizations) will allow the union to en-
hance its economic position in the Eurasian space
and become the center of the interregional project —
the “Comprehensive Continental Partnership”

— forming-up a coherent industrial policy. The
guidelines of industrial cooperation within the
EAEU include industrial cooperation, collective im-
port substitution, aligning in value-added interstate
chains. Moreover, the return on industrial capital
increases in a favorable social environment which in
addition to production development includes trust
and confidence in the mutual benefits of social part-
nership. The results of the import substitution in the
EAEU have shown that the share of imports in the
Eurasian industrial market in 2017 decreased com-
pared to 2013 by 2.8 percentage points from 25.6%
to 22.8%. The largest decline in the share of im-
ports was achieved in the wood processing industry
(by 3 pp), chemical production (3.4 pp) and metal-
lurgy (5.9 pp), as well as in the production of vehicles
and equipment (S pp) [4]. These results indicate that
the employment of moderate protectionism on the
territory of the Eurasian space at current stage of its
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economic development is more than justified. Col-
lective import substitution in the Eurasian Economic
Union, firstly, contributes to the endogenous mod-
ernization of its member countries, and, secondly, to
some extent contributes to overcoming “unilateral-
ism” in terms of raw materials in the economy of the
Russian Federation and the Republic of Kazakhstan,
and also contributes to preserving the accumulated
production potential in manufacturing industry of
the Republic of Belarus and the development of the
industrial sector and agriculture in the Republic of
Armenia and the Kyrgyz Republic. This is due to the
growth of domestic demand for goods and services
of national manufacturing and other industries. At
the same time, it is important to choose export-
oriented innovative import substitution, which will
facilitate entry into stable and solvent markets and
be a necessary step for further qualitative growth of
the national producers.

The alignment of national producers into the
technological chains of partners in the EAEU and
foreign manufacturers in developed countries has a
great potential in manufacturing sector. Within the
context of mutual trade, it concerns the supply of
both intermediate goods for further assembly and
final products. The alignment of national enterprises
(including import-substituting) in the production
chains of international companies is beneficial for
several reasons: attracting investment and advanced
technologies, no costs for brand promotion, promo-
tion in the technological chain from the supply of
relatively simple products and components to wider
participation in the final product, job creation, tax
revenue to the budget. The union has already imple-
mented the first integration projects (the HORSCH
(Germany) plant for the production of sowing and
soil-cultivating equipment has been established in
the town of Chaplygin (Lipetsk region). An inter-
state program list of activities for the development
of the Earth’s remote sensing system (ERS) has been
prepared based on national operators of Belarus, Ka-
zakhstan and Russia, which will include the ground-

based satellite control facilities engaged in Earth
sensing.

— ensuring the inclusive growth. The issue of en-
suring the inclusive growth of the EAEU member
states is quite relevant in connection with the de-
clared purpose of the Union - creation of conditions
for the sustainable development of the economies
of the member states in order to advance the living
standards of population. In the interpretation of the
ECE, inclusive growth is defined as the convergence
of the quality oflife of all groups of a country’s popu-
lation, achieved not only by the state’s redistribution
of economic results, but also to a large extent by cre-
ation of favorable non-discriminatory conditions in
the economy that allow each group of the population
to independently provide itself with the quality of
life comparable with the one of other groups while
advancing the country’s quality of life in whole [4].
Trust is the basis of these non-discriminatory favor-
able conditions, which include: advancement of the
quality of life, creation of favorable conditions for
living, renewal of education and the increase in fund-
ing of science, greater investments in human capital,
educational and health care reforms, pave the way for
creative self-expression.

The assessment of growth inclusiveness in the
EAEU countries has shown that in three countries —
the Republic of Belarus, the Republic of Kazakhstan
and the Russian Federation — there is a sufficiently
high degree of inclusive growth. At the same time,
according to some indicators, the EAEU member
states do not correspond to the level of the over-
whelming majority of OECD countries (including:
difficulties in ensuring access of the entire popula-
tion to high-quality logistics infrastructure, low val-
ues of important indicators of the Healthcare and
Longevity Group) [S].

— the formation and development of the digital
transformation of the economy (digitalization of the
economy), covering all spheres of economic and so-
cial activity are the most important conditions for
inclusive sustainable economic development of the

25



Section 3. World economy

integration association. Digitalization is a tool of the
economy of trust. Within the context of digitaliza-
tion, electronic public services are being intensively
developed in the Eurasian integration, which inevita-
bly raises questions of trust in identifying and authen-
ticating participants of electronic interaction, trust in
electronic signatures, time, and authorities. In this re-
gard, ithasbeen decided to create a cross-border space
of trust of the EAEU member states (A cross-border
space of trust is a combination of legal, organizational
and technical conditions agreed by member states to
ensure confidence in the interstate exchange of data
and electronic documents between authorized bod-
ies) [7]. The development of the cross-border trust
space opens up new horizons for improving business
climate in the countries of the Union, makes it pos-
sible to more fully utilize the economy of scale and
create a unified environment of trust.

Thus, it can be argued that the further develop-
ment of Eurasian integration and effective use of the
integration potential is possible only in terms of trust
atalllevels (interpersonal and institutional; trust be-
tween people (labor migration, refugees, etc.), pub-
licand business trust in the state (trust in integration
institutions).

The important conditions for the economy of trust
in Eurasian Economic Integration are as follows: the
functioning of domestic markets without barriers,
derogations and restrictions; strengthening of the in-
ternational cooperation with third countries, integra-
tion associations, international organizations; devel-
opment of a coherent industrial policy in such areas as
industrial cooperation, collective import substitution,
aligning in value-added interstate chains; ensuring the
inclusive growth of the EAEU member countries and
the digitalization of economies.
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Digital technologies are becoming a priority for
the development of the national economy of our
country, which owns the future. The transition to
blockchain, as the technology of the digital economy,
is already becoming a necessity [13].

A blockchain is a chain of blocks, a distributed
database that anyone can access. In other words, it is
a “distributed registry technology”; there is no cen-
tralized regulator that could control the blockchain
at its own discretion [10]. Don Tappsott and Alex
Tappsott in their work “Blockchain Revolution: How
the Technology Behind Bitcoin Is Changing Money”
complete this definition with the blockchain eco-
nomic principles: network integrity, load distribu-

tion, value as incentive, security, privacy, security of
rights, involvement [1].

The unique feature of the blockchain is that the
data entered once has its own history, which allows
you to check the origin of information and its au-
thenticity. These data can not be changed by any-
one, they are duplicated many times and stored in a
distributed network created and maintained by all
participants. Information in the database can not
be overwritten. The authenticity of the document
is easily traced, since each participant sees by whom
he was recorded in the blockchain system. Infor-
mation is always available, transparent. Databases
make it extremely resistant to hacker attacks, it has
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a low maintenance cost. In addition, thanks to such
technology, it is possible to avoid numerous errors
in transaction processing and reduce the number of
fraudulent transactions [7].

Blockchain is gradually being introduced not
only in all areas of business, but also in the social
sphere: education, pharmaceuticals, healthcare [11].

Blockchain in education. The problem of educa-
tional institutions is that they are strongly attached to
physical media. This, in its turn, leads to the situation
when the collection of information with the use of
physical media creates an additional burden on em-
ployees; forms of reporting on performance in differ-
ent educational institutions may not coincide, which
reduces the efficiency of staff; the lack of a complete
database of graduates with specific skills makes it dif-
ficult for employers to find the right specialists; the
lack of an open database on the employment of gradu-
ates and their transfer to another job does not allow
educational organizations to assess the effectiveness
of their work in their programs and make quick ad-
justments; lack of openness and transparency of the
financial flows of the educational institution, distribu-
tion of finances among various structural units, par-
ticipation in the tender and other problems. In order
to solve all these problems and increase the efliciency
of the work of educational organizations, it is neces-
sary to introduce modern technologies and in particu-
lar blockchain technologies in the field of education.
Their advantages are: rejection of physical media in
tavor of digital, which will reduce the number of refer-
ences and other forms of reporting; cutting down the
number of intermediate parties; creating products in-
dividually for each consumer. Services and education-
al products in the digital world can be quickly brought
to the world market and can be used by anyone. Such
educational product can quickly respond to customer
needs; furthermore, the cost of online services is usu-
ally lower [9].

The blockchain technology in educational insti-
tutions is already widely used in foreign countries
and opens up huge opportunities for its effective use.

For example, in Japan, Singapore, USA, Hong Kong,
Estonia, Great Britain [ 15], Australia [3], blockchain
technologies are already being actively introduced,
and the Singaporean educational system makes ex-
tensive use of online learning and is considered one
of the best [2]. In Russia, the St. Petersburg National
Research University of Information Technologies,
Mechanics and Optics has already begun to actively
explore this technology and is planning to imple-
ment the blockchain [12].

Blockchain in pharmaceutical industry. It is
impossible to ensure full control over the quality,
safety and efficacy of drugs with existing technolo-
gies for their production and sale. This is evidenced
by the high percentage of circulation of counterfeit
medicines in both the domestic and global markets.
Often these drugs are accompanied by false informa-
tion about the composition or manufacturer of the
drug. Thus, WHO presented a report on the market
for counterfeit drugs, which could kill hundreds of
thousands of people. WHO experts estimated the
global volume of this illegal market at $30 billion [8].

In this regard, there is an urgent need to track
information at all stages of the development and sup-
ply of products created using the latest technologies
in the field of electronics, which will make it impos-
sible to sell counterfeit medicines [8].

For now there are successfully developed proj-
ects in the field of use of the blockchain in the fight
against counterfeit in the pharmaceutical industry
abroad [5].

One of the directions for the introduction of
the blockchain in Russia is associated with the
labeling of drugs with a special chip for protec-
tion against fakes, i.e. blockchain technology will
be used at all stages of the movement of the drug
from the manufacturer to the patient. So, as an ex-
periment, Bank for Development and Foreign Eco-
nomic Affairs organized the implementation of a
drug monitoring program based on the blockchain
technology in a hospital in the Novgorod region in
April of 2018 [6].
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Thus, the introduction of blockchain technology
in pharmaceuticals industry will allow:

« to transfer the entire document flow of phar-

maceutical organizations to the Blockchain [4];

« to ensure the impossibility of falsifying in-
formation and prevent the implementation
of poor quality or counterfeit medicines to
patients;

« to create a unified register of electronic pre-
scriptions to combat counterfeit drugs and
resale of expensive drugs purchased at the
expense of budget funds;

« to transfer prescription drug records from
physical media to electronic ones;

« to create a register of medical information
about patients across the country by disease
group;

+ to ensure transparency of financial flows of
healthcare institutions and reduce the num-
ber of subjects of financial relations;

« to assign the bulk of the cost of quality con-
trol of medicines to the manufacturer, as
he is interested in promoting his products
and preventing counterfeit products from
entering the market. In this case, budget
costs associated with quality control will be
reduced.

Blockchain in healthcare. In our country, most
medical documents are issued on paper; there is no
single register of information about patients, which
would include all information about their visits to
medical organizations, and not only public but also
private ones. The patient’s medical history is also
made out mostly by hand, and this information can
easily be made public, which negatively affects the
need to preserve medical confidentiality. In the case
of a medical error, including fatal, data on the pa-
tient’s health status, as well as treatment technology
can be easily changed or adjusted. In this regard, it
is expected in the near future to create an informa-
tion system that will work on the blockchain prin-
ciple [14].

Thus, the introduction of blockchain technolo-
gies in healthcare will allow:

« to simplify the assessment of the quality of
medical care, which will positively affect the
efficiency of the work of medical personnel;

o to transfer all health care documents to the
blockchain, which will increase the process-
ing speed of the material, ensure transpar-
ency and the impossibility of losing, damag-
ing or falsifying documents, since the block
created once cannot be changed, it cannot be
removed from the network;

« to ensure transparency of financial flows of
healthcare institutions and reduce the num-
ber of subjects of financial relations;

+ to keep the copy of the entire database for
each patient using a single protocol;

« for the potential employer to gain access to
the professional data of the health worker and
to confirm the competence he has;

« to reduce the burden on the physician in
keeping the history of the disease for each
patient;

« tomove to the era of digital contracts and pa-
perless transactions, which will significantly
reduce the cost of maintenance;

« to create a register of medical information
about patients across the country sorted ac-
cording to incidence groups that will result in:

1. Facilitation and acceleration of health re-
search;

2. Identification of more effective and high-qual-
ity treatment methods and its further implementa-
tion in practical health care;

3. Acceleration of the development of new drugs
and decrease of the cost of this process.

Ultimately, the introduction of blockchain tech-
nology and the expansion of its application in the
social sphere is one of the priority areas for the de-
velopment of the digital economy that will help to
achieve the increase in the medical, social and eco-
nomic efficiency of the economy.
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Abstract. The market of material and technical resources is a necessary market infrastructure that
ensures substantial quality changes in the sustainable development of production through technical
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The market of material and technical resources
is an economic entity that operates on the basis of
commodity-money relations and free competition
in order to obtain production and circulation funds
between enterprises and organizations operating in
all sectors of the economy irrespective of their own-
ership. Since the market of logistics resources is an
important part of the free market operate on demand
and offer. In the said market, economic relations are
based on the agreements and contractual relations
between the parties. The market of material and tech-
nical resources is crucial for the implementation of
extensive reparation in all sectors of the economy
and the sustainability of development.

In the market, the buyer must have a certain
amount of capital to acquire the technical resources
he needs, and the vendor must offer the resources
necessary for economic entities. The economic
relations in the market of material and techni-
cal resources are formed on the basis of demand

and supply, can be considered as an analogue. The
market of material and technical resources is more
important than the agrarian sector development.
Providing resources to the agrarian sector creates
favorable conditions for the growth of production
of agricultural products. Under the conditions of
socialist production relations, technical support of
agricultural enterprises was carried out by the state
in a centralized manner. As well as myths, centrifu-
gal trends in the economy since the early 1990s have
led to destructive trends in supplying the agrarian
with material and technical resources. All of this has
led to the limitation of the production capacity of
newly created agricultural commodity producers.
The market of material and technical resources can
not function without forming a flexible economic
mechanism.

As it is well known, the economic mechanism,
which plays a key role in the development of agrarian
sphere in market conditions, is closely linked to the
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specific characteristics of agricultural production,
unlike other branches of the national economy.

These qualities are primarily due to the depen-
dence of agricultural production on soil climatic
conditions. On the other hand, the development of
the agrarian sector is also linked to biological factors.
In general, the agrarian sector is characterized by a
rather complex and risky system of economy, unlike
other sectors of the economy, given the properties
deriving from property and production relations in
general. Material resources in agriculture consist of
fixed assets and material resources, together with soil
and water resources, constitute an important element
of productive forces such as agriculture production.

The solution of complex issues on the basis of
the principles of natural, technological, financial,
credit, price, tax, customs, insurance, stimulation
of production, mutual economic relations on the
principles of market relations, etc. other important
issues. From this point of view, it is one of the main
conditions for the complex and purposeful use of the
economic factors mentioned above to develop the
agrarian sector in accordance with market principles
and to ensure the eflicient functioning of this field.
Thus, it is impossible to achieve any results if the spe-
cific characteristics of the agrarian field are not taken
into account in the complex use of agro-technical,
organizational-technological, economic material and
technical resources.

On the other hand, financial difficulties arising
from the material and technical capacities of the
enterprises, the high level of competitiveness of the
enterprises, the qualitative approximation of produc-
tion resources and the protection of commodity pro-
ducers from the unfavorable effects of the external
market condition the state’s constant support for the
agrarian sector. Thus, the application of certain priv-
ileges by agricultural commodity producers in the
state, tax, financial-credit, banking, investment and
pricing policy, application of dotation, provision of
agrarian material with material and technical means,
both in foreign and domestic trade, the need for sus-

tainable government regulation should be pursued,
since there is a great need for assistance.

The cultivation of agricultural crops and their
high productivity depend on the fertility of the land,
the level of irrigation, the provision of agricultural
commodity producers with elite seeds, and compli-
ance with agro-technical regulations.

On the other hand, cultivation of any plant and
the achievement of targeted productivity requires
special mild weather and fertile soil conditions. So,
cotton plant is a very important condition for long-
term heating, irrigation water, fertile soils, tea plan-
tation, mild and damp weather throughout the year,
and a specially trained land. Such properties also ap-
ply to other plant species. It should be noted that the
land areas existing in the country are substantially
different from their natural fertility, which requires
different levels of production at the same level. To
do this, increase the soil fertility and provide the
same level of productivity and soil requiring different
levels of circulation. Naturally, all these are directly
dependent on the efficient use of production and cir-
culation (buildings and structures, machinery and
equipment, productive livestock, seeds, seeds, feeds,
etc.). The development of some areas in agriculture
is also of local character. However, the placement of
most plants and the entire range of animal species
on the territory is a broad range. The effective devel-
opment of the region by the regions has a positive
impact. Therefore, one of the key issues for the devel-
opment of separate agricultural products production
is the importance of the eflicient functioning of the
market economy, with proportionate placement of
agricultural raw materials and processing industries.

One of the most important factors in solving this
problem is the creation of optimum inter-field struc-
tures of the agrarian sector.

On the other hand, the lack of clear proportions
between agricultural raw material processing and
food industry enterprises has a negative impact on
the efficient use of production. This also weakens the
sales activities and results in raw material losses.
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Unlike other areas, a livelier labor force is needed
to develop agricultural production. Otherwise, the
agricultural production season is characterized by
the fact that the use of force decreases below 50% of
existing labor reserves.

Agricultural production is seasonal and expires
in the middle of the year, negatively affecting the use
of production resources at an equal level throughout
the year. Therefore, in addition to the main areas of
agriculture, the development of subsidiary areas is a
key condition.

Agriculture is simultaneously a household. In ad-
dition to agricultural production, various economic
functions, such as households, household services,
family consumption, the social needs of the elder-
ly and unmarried family members, the conduct of
households, the upbringing of the younger genera-
tion, vaccination, solution of professional issues,
organization of labor resources for the sphere of na-
tional economy, etc. realize.

Agriculture is always at risk. Above all, unexpect-
ed weather conditions, possible natural disasters,
frequent changes in production and organization of
production and replacement of prices create condi-
tions for environmental pollution through the use of
mineral fertilizers, toxic substances and herbicides.
There is no stable and secured market for agriculture,
and it often changes.

Agricultural commodity producers have the ex-
clusive right to access material and technical means
of repair, construction, transportation and other
types of services, the determination of prices for
products, and the identification of buyers.

Due to the specific nature of agricultural pro-
duction, the achievements of scientific and techni-
cal progress require the use of new techniques and
technological means especially. This, in turn, requires
the development of scientific and technical progress
primarily for the development of productive forces
and the emergence of new production relationships
in the village. Scientific and technical progress in the
agrarian sector, ultimately, requires intensive use of

productive forces on the one hand, and on the other
hand, the formation of productive relations. Scien-
tific and technical progress in the agrarian sector is
ultimately accompanied by intensive use of produc-
tive forces and, on the other hand, the improvement
of production relations, which is considered as a cru-
cial factor in increasing productivity.

Land plots that constitute the basis of agricultural
production require high-mountainous, foothills and
lay-outs to be used in a variety of areas.

It is one of the main conditions for the efficient
functioning of the agrarian sector, with the intro-
duction of new technologies in the production of
entrepreneurship with the universal tractor, agricul-
tural machinery and combines that can be used in
all reliefs.

Land-climatic conditions in the conditions of
new farming are based on the geographical structure
of the republic, and the production of new produc-
tive and universal agricultural machinery is one of
the most important challenges. This requires the im-
provement of the economic mechanism and serves
the development of technical means that should be
promoted in the sphere of influence of the economic
mechanism in this area.

In the new farming environment, one of the im-
portant factors influencing the development of the
agrarian sector is the material and technical resourc-
es market. The key factor here is the production and
demand based production, the relationship between
agricultural commodity producers and other con-
sumers of the resource market, as well as the factor
of price mechanism. The fact that this factor differs
from other factors is related to the needs of agricul-
tural producers in material and technical resources.

For this purpose development of mutual relations
between producer and consumer is one of the most
important issues. Establishing a proper proportion
of the demand for material and technical resources
has a profound impact on the efficient functioning
of the agrarian sector. If the demand for material and
technical resources increases sharply, or producers
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have limited access to it, then this trend is likely to
lead to a reduction in the productivity of the produc-
tion, causing the domestic market to frustrate and ex-
panding the foreign market’s business environment.
In recent years, the agrarian crisis in the republic has
slightly reduced production and has had a negative
impact on the high prices, negatively affecting the
material interest in this area, and the decline in pro-
duction growth.

One of the key factors for the efficient function-
ing of the agrarian sector in the market economy is
the technological factor. Technological factors are
primarily related to the production of crops, livestock
products, packaging and processing of agricultural
raw materials, storage of commodities, technology for
delivering them to consumers and so on. it applies.
Technological factors affecting the agrarian sector may
vary depending on regional characteristics, soil and
climatic conditions, level of development of scientific
and technical progress, demand factors.

As the market economy is based on the develop-
ment of private institutions, it acts as a driving force,
as a personal stimulus. Each peasant farm strives to
produce products that are profitable, suggesting that
maximizing profit or minimizing profit.

Owners of material resources attempt to earn
higher profits as they lease or sell machinery and
equipment. The peasant farms are often damaged

and can not afford to pay for the production of in-
puts from the sale.

Thus, agricultural production is dependent on
natural and climatic conditions, so producers can not
handle the quantity and quality of the products to be
marketed. This makes it difficult to forecast forecasts
on supply and demand, and the amount and quality
of products produced in non-normal soil climatic
conditions are low. Naturally, this reduces the com-
petitiveness of those products.

State-of-the-art measures have recently been un-
dertaken by the state in order to meet the demand
for agricultural commodity producers, regardless of
their form of ownership, for material and technical
resources. The Decree of the President of the Re-
public of Azerbaijan “On Additional Measures to
Expand Leasing in the Agrarian Division” of October
22,2004 is also of this nature. The order of the Presi-
dent of the country should be regarded as important
in terms of adapting the economic mechanism of the
material and technical resources market to the re-
quirements of new production relations.

Expansion of agro-leasing activities will create
conditions for the use of rental commodities from
the logistics of agricultural commodity producers.
In our view, implementation of this decree will play
an important role in ensuring the agrarian sector’s
continuous technical resources.
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The processes of globalization and regionaliza-
tion of the world economy has led to the fact that
no country has the world cannot help but feel their
dominant influence both on their national econo-
mies, as well as its participation in the global produc-
tion and exchange of goods. Russian-South Korean
economic cooperation increasingly becoming ad-
dicted to these prevailing global trends, and its forms
and formats correspond to the current state of the
global environment. It should consider such specific
factors as the North Korean vector in all its multifac-
eted significance, referring to security in Northeast
Asia region and prospects of multilateral projects of
mutually beneficial economic cooperation.

According to the International Monetary Fund
(IMF) regarding the global economic outlook for
2013-2014. It is expected to moderate growth to
4.1%in 2014 [1,23]. This is a rather optimistic fore-
cast, as early as 2012 the majority of international
experts predict that in 2013 the modern model of
the world economy will collapse exhausted all its

resources. The main cause of this collapse, accord-
ing to a famous blogger Charles Hugh Smith [2, 56].
May become a post-crisis monetary policy of central
banks, which could not cure the economy, but only
masked the symptoms of the disease. Nobel Prize
winning economist Nouriel Roubini [4, 12] also
warned of the risk of global economic recession.
Smith explained why economic models of the
three centers of the world economy can no longer
exist as before. For the countries of the Eurozone —
is perversity itself the European political and social
model, where the state promises to the citizens so-
cial protection and high pensions, but to fulfill these
promises cannot. In the foreseeable future, one can
hardly wait for the collapse of the dollar as world re-
serve currency. It would be a disaster for the world
economy, and especially for its major pillars: China,
EU and Japan. In the future, the dollar could even be
strengthened by increasing oil and shale gas, because
in this case the United States will turn from an im-
porter in the exporting country. Another reason to
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strengthen the dollar —in a reversal of capital flows:
10 years, funds were sent from the US to China, and
now China is suffering from capital outflows, which
returns to the United States. Fundamental factors
cause the dollar to rise. On the whole competition
the dollar as a safe haven there. In September 2012
the US Federal Reserve (Fed) announced the start of
the third program of “quantitative easing”. With the
increase in the money supply, the US government
hoped to reduce interest rates on loans and, con-
sequently, increase the demand for them. In other
words, printing money would lead to active growth.

As for China, it has shown the world its own ver-

sion of the economic miracle: for 50 years the coun-
try has become an industry giant. But the potential
of its development is almost exhausted. Because of
the recession in the USA and Europe, China’s export
machine fails, investments are falling, and internal
imbalances and the bubble grows. The country’s
economy depends entirely on the investment, and
the banks are actively investing in the development,
did it with borrowed funds. Their default risks are
growing exponentially. In general, the Chinese
economy pushes dual mandate: growth at all costs,
and maintaining social stability. In addition, China
is on the verge of a natural disaster because of too
ambitious infrastructure projects and high levels of
pollution in the most industrialized areas in the east.
In this way, model of world economic growth in re-
cent years, based on the growth of US government
debt and the rapid development of China, is losing
its effectiveness. Meanwhile, the situation in these
countries in the world economy at the end 0f 2013
shows that they are gradually released from the re-
cession and competition between the United States
and China continues.

The main events and trends in 2013 were:

« China the leading positions among the coun-
tries in the world in terms of foreign trade
turnover. For the first time the United States
had to give way to the championship on this
indicator. In 2013, China’s exports and im-

ports of goods and services exceeded $4.16
trillion [9, 16];

o The creation of a transatlantic free trade area
between the United States and the European
Union suspended. The reason — the United
Europe considered undemocratic US foreign
investment protection system;

« Intensified negotiations on a trilateral free-
trade agreement between China-Japan-Re-
public of Kazakhstan, as well as multilaterally
with ASEAN and Australia and India;

« Crisis continues in the US in the sphere of
consumption; despite the attractive lending
rates, Americans prefer not to buy and set
aside funds;

« China began structural reforms of its econ-
omy. The conjuncture in world markets has
not changed in favor of China, so the coun-
try’s leadership sends its own reserves in the
industrial sector tends to increase consumer
activity of citizens;

« 'The most problematic situation in the Old
World. The banking system of Europe is mired
in debt, and eliminate them in a short time is
not possible. For this reason, lending almost
not developed, new jobs are created, which
leads to an increase in unemployment, reach-
ing in some countries 25%, and deflation. At
the same time the whole of last year the GDP
of the euro area showed an increase of 0.5%
(in 2012 there was a drop — minus 0.3%)
against the forecast of 0.4% [6]. The drivers
became Germany’s economy, France and Italy.
In general, in the coming year to continue the
trend of world economic growth sector, its
stability is maintained. As the representative
of JP Morgan Financial Corporation David
Hensley, the world economy has increased in
January by 3%, and it continues to grow.

Experts believe that this year the rate of increase

in China’s GDP will not exceed 7,4% [7]. One of the

main reasons - slowing down investments. Analysts
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Organization for Economic Cooperation and Devel-
opment (OECD) predict global changes in the world
economy in the medium term: the next half century
the combined GDP of China and India will exceed
the aggregate GDP of the Group of Seven countries
and even the countries of the OECD.

Thus, the developed economies of the world have
demonstrated in a problematic situation, stability
and ability to overcome the crisis. Locomotive out
of the recession on a global scale once again become
the United States. In Europe, the main role in this
regard belongs to the economically stable Germany.
As for Russia, then, according to the Ministry of
Economy, for the period of 2012, the dynamics of
GDP decreased approximately 4 times; the reason
for this slowdown was the reduction of export vol-
umes of energy resources and the reduction of con-
sumer crediting.

The impact of global economic trends on the
Russian economy is reflected in the following pro-
cesses. After a brief period of hope for the revival of
growth in 2011-2012. development of the econo-
my has slowed dramatically. By the autumn 0£2013
the scale of the problems in the Russian economy
has reached such alarming proportions that it is
possible to talk about the serious risks of a new re-
cession. No less alarming is the situation in the ex-
ternal sector of the Russian economy. According to
the Central Bank of Russia, for the first three quar-
ters of 2013, exports of goods fell by 1.3% com-
pared to the same period of 2012, but the share of
crude oil, petroleum products and natural gas in the
structure of exports reached a record level — 67.3
[S, 16]. Thus, the tendency to strengthen the raw
materials orientation of Russian exports, which is
characteristic for the entire period from the begin-
ning of the global crisis, has received a new impetus
in 2013. Parallel to this, the net outflow of capital
from the private sector in the same year reached US
$48.1 billion., Reflecting a further reduction in the
resources potentially available for investment in the
Russian economy.

A combination of internal and external factors sug-
gests that the model of economic growth based on the
use of revenues from energy exports to boost consum-
er and investment demand, once again fails. In this
case, the sharp slowdown in the Russian government
threw a double challenge: to ensure implementation
of initiatives taken in a period of hope for a speedy
overcoming the consequences of the crisis, and at the
same time to prevent the sliding of the economy into
a new recession. In 2012, the President of the Rus-
sian Federation’s strategic objective of improving the
investment climate has been set, according to which
Russia will rise from 120* place in the ranking of Do-
ing Business World Bank in 2011 to 50" in 2015 and
20" place —in 2018. According to this ranking, at the
June 2013 Russia ranked 92-* place, i.e.

Despite the economic downturn, in 2013, there
has been impressive growth in foreign direct invest-
ment. In January-September, the country received
more than one and a half times more foreign invest-
ment than for the entire 2012 — compared with $42.8
billion to $66.0 billion, however, the structure of
these investments has remained traditional: More
than half falls on the trade and real estate operations,
more than 60% came from Cyprus and the Nether-
lands. Another disappointment was the absence of
a positive outcome of accession to the WTO both
in terms of improving the business climate in Rus-
sia, and in terms of its trade and investment relations
with foreign partners.

According to the survey, conducted by the Rus-
sian Union of Industrialists and Entrepreneurs, only
1% of companies feel the change for the better, 13% —
for the worse, and about 86% did not felt the effect of
accession. The development of the Russian economy
in 2012-2014. due to the completion of post-crisis
recovery and the transition to the implementation
of the strategic nature of the objectives enshrined in
the concept of long-term socio-economic develop-
ment of Russia for the period up to 2020. The main
risks for the Russian economy in the period associ-
ated with the global economic instability, causing a
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slowdown in global economic growth, increase the
risks of the negative dynamics of oil prices and in-
creased capital outflow, which in turn will lead to
lower investment demand, contraction of lending,
worsening NIJ fiscal positions. Increasing the efh-
ciency of the economy in the period 2012-2014 bi-
ennium. is largely determined by a positive contribu-
tion to the implementation of government programs
and measures aimed at supporting the development
ofkey economic sectors, especially high-tech indus-
tries, as well as the fulfillment of the state defense or-
der, which in 2012-2014. directed about 2.7% GDP.
To finance the complex of programs and measures
for the development of the transport system receives
about 1.2% of GDP.

Modern trends and challenges of the global
economy have a corresponding impact on the cur-

rent state of Russian-South Korean cooperation.
This is determined by the influence of a number
of factors:

1) the dynamics of growth and foreign demand;

2) enhancement or suppression dollar;

3) the dynamics and direction of movement of
international capital;

4) changes in the global pattern of economic
growth;

5) a change or adjustment of national economic
development models;

6) the phase of the development cycle of the
world capitalist;

7) domination of the interests of economic coop-
eration with major trading partners (for the Republic
of Kazakhstan — China, for Russia — the EU, the CIS,
China).
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RESPONSIBILITY (CSR) PROGRAM OF POLICY IMPLEMENTATION
AT THE COAL MINING COMPANY IN LAHAT DISTRICT

Abstract. CSR Program is an investment for the company. Sustainable growth nolonger considered
asa center of cost (cost centre) but as a means to benefit ( proﬁt centre). CSR Program is a commitment of
the company to support the creation of sustainable development. The impact of CSR for all companies
in the world depends on the nature of the company. Based on The research on The Millennium Poll
on CSR (1999) conducted by Environics International (Toronto), Conference Board (New York)
and Prince of Wales Business Leader Forum (London). It was explained that 25.000 respondents
in 23 countries showed that In shaping opinions about the company, 60% of respondents said that
business ethics, employee practice, environmental impact, corporate social responsibility (CSR)
will be the most instrumental, while for 40% of respondents say That the company image & brand
image will most influence their impression. In implementation analysis, there are two approaches,
namely, the first, the compliance approach. Second, what perspective is going on? This approach
sees the implementation of a policy of all things, assuming policy implementation involves and link
by all sorts of variables and factors. The implementation of the policy is an evaluation analysis, with
the consequences of more reviews that returning from a prospective that has a purpose. Namely: (a)
providing information to (the) policymakers on how to Their programs are underway or executed
and (b) demonstrate factors that can become advocates and barriers in the process of implementing
CSR program policies, to then provide alternative new policies or find ways Other implementations.

Keywords: CSR, Sustainable Grpwth, Company Image, Brand Image and Policy Implementation.

I. Introduction

The Corporate Social Responsibility abbreviated
as CSR Program has begun to emerge in Indonesia
since its disappearing in (Republik Indonesia, 2007)
about the Limited Liability Company and (Indone-
sia, [1]) on capital investment. The contents of the
law relating to the CSR, namely in Law of Article
74 (Republik Indonesia, 2007), stated: 1) the com-
pany that conducts its business activities in the field

and/or related to natural resources must carry out
the responsibility Social and environmental respon-
sibilities; 2) Social and environmental responsibility
as referred to in paragraph (1) shall constitute the
obligation of the company, which is considered and
accounted as the cost of the company in which the
implementation implemented by paying attention
to the compliance and fairness; 3) The company
that does not carry out the obligations referred to
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in paragraph (1) sanctioned according to the provi-
sions of legislation; 4) Further provisions on social
and environmental responsibilities governed by gov-
ernment regulations.

Corporate Social Responsibility (CSR) Program
is an investment for the company. Sustainable growth
no longer considered as a center of cost (cost cen-
tre) but as a means to benefit (profit centre). CSR
Program is a commitment of the company to sup-
port the creation of sustainable development. On the
other hand, the community questioned whether
the company that is oriented towards the efforts to
maximize the profit has a moral commitment to dis-
tribute part of its profit to build local communities.
Because along with The passage of time society no
longer merely demands companies to provide the
goods and services they need, but also demands the
company to be responsible for their social and envi-
ronmental problems.

The impact of CSR for all companies in the world
depends on the nature of the company. Based on The
research on The Millennium Poll on CSR (1999) con-
ducted by Environics International (Toronto), Confer-
ence Board (New York) and Prince of Wales Business
Leader Forum (London), it was explained that 25.000
respondents in 23 countries showed that In shap-
ing opinions about the company. 60% respondents
said that business ethics, employee practice, envi-
ronmental impact, corporate social responsibility
(CSR) will be the most instrumental, while for 40%
of respondents say That the company image & brand
image will most influence their impression. Only 1/3
underlies its opinion on fundamental business fac-
tors such as financial factors, company size, corpo-
rate strategy, or management. Further, the attitude of
consumers to companies that judged not to do CSR
is to want to “punish” (40%) and 50% will not pur-
chase products from the company in question and
talk to others about the shortage of such companies.

According to previous research such as research
by: (Yaparto K., & Eriandani [19]), the research re-
sults showed some programs still have not seen the

principle of transparency, accountability, responsibility,
independency and fairness in CSR programs that have
been conducted. Implementation of CSR program
has not supported by management because the com-
pany does not have planning and budgeting for CSR
activities. Later research by Jiuhardi, [3] concluded
some things, namely CSR has been generally done
well by the coal mining company, but a small part is
doing well, most are still lacking and even impressed
The implementation of random, it is caused by the
condition of the company underprivileged and the
rules on the implementation of CSR is unclear.

Similarly, research by (Thionardo & Goestaman
[14]), concluded that the planned CSR program al-
most entirely can be implemented, however in the
implementation there are still weaknesses, so the re-
sults of Its implementation is not maximized. (Sari,
Mulyana, & Alfitri [11]), showed that the imple-
mentation of environmental CSR program PT Se-
men Baturaja (Persero) TBK can be concluded that
the implementation of environmental CSR program
PT Semen Baturaja (Persero) TBK influential So-
cial economic conditions in the ring area I of Ogan
Komering Ulu regency.

The growth of the coal industry has grown con-
siderably in the past 10 years. Until 1997, Indonesian
production amounted to 13.2 million metric tons and
increased by 3 times or 243 percent in 2007 to 53.3
million metric tons. In 2007, Indonesia listed as the
seventh largest coal producer in the world, and placed
2" as a coal exporter with total exports of 202 mil-
lion metric tons. State revenues from the coal sector
continue to experience a significant increase from year
to year. It is starting from 2.57 trillion in 2004 to 8.7
trillion in 2007. In 2009, the contribution of coal re-
corded more than 10 trillion (Office Department of
Mines and Energy in Lahat District, 2013).

Furthermore, the results of the survey conducted
by (Suprapto [12]) against 375 companies in Jakarta
said: that 166(44.27%) The company does not con-
duct CSR and as much as 209(55.75%) the company
that conduct CSR. The CSR that implemented by
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the company depends heavily on the company’s own

management desires.

CSR programs in several coal-mining companies
in Lahat district are as follows:

Table 1.— CSR Program of coal mining company in lahat regency of south sumatera province

No Company Names CSR Programs
1. | PT.Aman Toebilah Putra Not programmatic
2. | PT.Andalas Bara Sejahtera Not programmatic
3. | PT.Batubara Lahat Not programmatic
4. | PT.Bumi Merapi Energy Not programmatic
S. | PT.Duta Alam Sumatera Environmental Conservation Campaign
6. | PT.Golden Great Borneo Not programmatic
7. | PT.Muara Alam Sejahtera 1. Natural Disaster Relief
2. Green Program
8. | PT.Mustika Indah Permai 1. Natural Disaster Relief
2. Green environment
3. Environmental Conservation Campaign
9. | PT.Dizamatra Powerindo 1. Environmental campaigns
2. Participation in World Environment Day
3. Disaster Management Fund

Source: Office Department of Mining and Energy of Lahat District (2015)

Decision-making by the management of the
company to implement CSR programs sustain-
ably is essentially a rational decision. Because CSR
implementation programs will create a golden cir-
cle effect that can enjoyed by the company and its
stakeholders. Through CSR programs, welfare and
socio-economic life of local people and the wider
community will be better. This condition in turn
will ensure the smooth running of all processes or
production activities of the company until the mar-
keting of production results.

If take an attention to the above table of pro-
grams, it can be concluded that some coal mining
companies (4 companies) existing in Lahat District
that already have CSR program, and some (S com-
panies) do not have a CSR program. In addition, the
public largely not understanding the CSR program,
because there is no socialization of CSR programs
both from the government and from the company
itself. Thus, it interpreted that people have not been
able to benefit from the CSR program maximally.

II. Literature review

Bases on the results of some studies above con-
cluded that the CSR implementation program are
giving very beneficial for the welfare of society even
though its implementation randomly. Therefore,
so that the management of coal can run well in ac-
cordance with the prevailing laws and regulations,
the Government must act firmly against the entre-
preneurs, should not exploited by persons who are
not responsible Answer. Thus, the Government as
a trustee in granting permits to the mining Power
Holders (KP) that conducts coal mining in Lahat
District must pay attention to social and environ-
mental responsibilities known as CSR Especially in
the environment. Because the impact of the com-
pany’s coal mining in this area is enough to worry
mainly because of transportation using truck ve-
hicles, so that almost along the way that the coal
trucks are damaged condition. Together with the
flying dust and the sound of the engine that are
whises the ears. This is the necessary implementation
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of CSR program policies by minimal companies to
minimize the impact of environmental damage and
reduce pressure and friction with the surrounding
community.

1. Policy Implementation

The implementation of the policy is an evaluation
analysis, with the consequences of more reviews that
returning from a prospective that has a purpose. Such
as: (a) providing information to (the) policymakers
on how to Their programs are underway or executed
and (b) demonstrate factors that can become advo-
cates and barriers in the process of implementing
CSR program policies, to then provide alternative
new policies or find ways Other implementations.

In implementation analysis, there are two ap-
proaches, namely, first, the compliance approach. This
approach assumes that the policy implementation will
succeed if the perpetration adheres to the instructions
provided by the upper bureaucracy that establishes
the policy. Second, what perspective is going on? This
approach sees the implementation of a policy of all
things, assuming policy implementation involves and
link by all sorts of variables and factors. Thus, what is
involved and takes place in the implementation is far
more important captured and examined than to be
in the implementation of the appropriate necessity.
(Nugroho [8]) suggested that: “policy implementa-
tion in principle is a way that a policy can achieve its
objectives. They are no more and no less. In order to
implement public policy, there are two options to
implement, directly implementing in the form of pro-
grams or through the formulation of derivate policies
or derivatives of these public policies”.

Implementation is one of the dimensions in
the public policy process that strongly determined
whether a policy is in contact with the interests and
accepted by the public. According to (Van Meter &
Van Horn [16]) in (Landiyanto [6]) defined “the
policy implementation as an act which is performed
either by individuals or officials or government or
private groups directed at the Achieving the objec-
tives outlined in the policy decision”

In an implementation, it is necessary for a clear
device to run the implementation function effectively
so that the expected objectives are able to material-
ize according to what has expected. According to the
(Wahab [17]) in his book explained that: “The func-
tion of policy implementation was to create a relation-
ship that greatly allows the objectives or objectives of
the State policy to be implemented and manifested as
outcomes (End result) of the final activities desired
by the Government. Therefore, implementation func-
tions include the formulation of what is in the science
of the State policy is called policies delivery system
(System delivery/forwarding State policy) Usually
consists of specific means or objectives designed/
Designed specifically and directed toward the achieve-
ment of the objectives and intended objectives”.

2. Policy Implementation Elements

There are many theories about implementing
policies describing a number of factors that can affect
the success of implementing a public policy. (Thorn-
ton III & Thornton [15]) in the book, Implenting
Public Policy reveals policy communication has sev-
eral kinds of dimensions, among others: dimension
of transformation or delivery of public policy infor-
mation, clarity, and consistency. The better coordina-
tion of communication among the parties involved
in an implementation process, the mistakes will be
very small to occur and vice versa. Implementation
is an activity that has three essential and absolute ele-
ments in running it. The elements of the implemen-
tation of the policy include (Wahab [17]): 1) The
existence of programs implemented; 2) the presence
of target groups, which is the target community and
hopefully will benefit from the program; 3) the im-
plementation of, Either an organization or individual
responsible for the management, implementation or
supervision of such application process. Based on
the above understanding, the implementation of the
element is the program, target and implementation
in realizing the desired objectives. Therefore, that in
the implementation is a little possible error, if there
is a mistake then realized quickly.
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(Van Meter & Van Horn [16]) had some elements
that may affect an organization in implementing the
policy. They are consists of: 1) The competition and
the size of the staff of the body; 2) the level of hierar-
chical supervision of sub-unit decisions and processes
in implementing agencies; 3) Political resources of an
organization (e.g. support among members of legisla-
tive and executives); 4) Vitality of an organization; S)
The “open” communication level, which is defined as
the free horizontal and vertical communication net-
work and the level of freedom that is relatively high
in communication with individuals outside the or-
ganization; 6) Formal and informal linked of a body
with a “decision-maker” or “decision-making” body.
The opinions expressed by (Van Meter & Van Horn
[16]) were very important, because the performance
ofimplementation is strongly influenced by the nature

—>

Company-Adopted values

or characteristics of the executive. If the implementa-
tion has good properties or characteristics, then it will
be able to run the policy well as what the policymak-
er wants in assessing the success performance of the
policy implementation. (Lawler III & Worley [7]) at-
tempted to answer these two questions by reviewing
four factors or variables from the policy of bureaucratic
structure, resources, communication, and disposition.
According to (Keraf dan imam [6]), in connec-
tion with the CSR, as far as it is considered a value
and mission to be realized, the social audit intends to
assess and measure the performance of the company
in relation to various social issues that the company
wants to overcome. Based on the explanation above,
it seen that CSR is a set of policies and programs in-
tegrated into the company’s business activities that
implemented through the following process:

—

Corporate objectives and Mission

—

Strategy Company

—_

&

Corporate Organizational Structure ‘

—>

Implementation of corporate social responsibility ‘

=2 | Social Audit (Monitoring and Evaluation) ‘

Figure . CSR Implementation Process
Source: CSR Implementation Process (Keraf & Dua [5])

According to (Keraf & Dua [S]) explained that
the principles of business ethics are as follows:

1. An Autonomy Principle; that is the attitude
and ability of people to make decisions and act on
their consciousness of what they think is good to do.

2. Principles of Honesty; There are three scope of
business activities that can be clearly demonstrated
that the business will not be able to last long and suc-

ceed if it is not based on honesty. First, be honest in
fulfilling the terms of agreements and contracts. Sec-
ondly, honesty in the supply of goods or services is
with quality and comparable price. Third, honest in
the internal is working relationship within a company.

3. Principles of Justice; Demanded that everyone
be treated equally in accordance with the fair rules
and appropriate objective rational, and accountable.
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4. Mutual Benefit Principle; demanded that the
business be executed in such a way that it benefits
all parties.

5. Principles of Moral Integrity; primarily inter-
nalized as internal demands within businesses or cor-
porations, in order to run the business while main-
taining the name of either its principal or its people
or the company.

III. Research method

Based on the research problems described ear-
lier, the approach used in this research is a qualitative
descriptive approach for reviewing supporting fac-
tors and inhibiting in implementing CSR program
policies. Coal mining company in Lahat District con-
ducted the location of this research. Research site de-
termination based on the conditions of the problem
faced, especially about the implementation of CSR
program policies. The study used time for 2 years.

This research related to the implementation of
CSR program policy by coal mining company in La-
hat District. Implementation of CSR program policy
researched based on (Van Meter & Van Horn [16]).

The data used in this study are as follows: pri-
mary Data through informants who know deeply
the problems studied in this study, including public
policy experts, executive apparatus/implementing
personnel, communities that every day applies for
building permits, as well as other informant that will
be found in the field and have knowledge with the
issues studied. The primary data referred to in this
study is a literature that contains data relating to the
issues studied in this study, including data on the
implementation of CSR program policies, various
obstacles faced in implementing The CSR program
policies and other relevant secondary data.

The data collection procedure used in this re-
search includes several steps: Observation, inter-
view, and documentation. Data analysis techniques
through data obtained in the field analyzed in a de-
scriptive. Descriptive analysis intended to illustrate
the various conditions of supporting invoices and
barriers in the implementation of CSR programs. In

analyzing the data as (Ridder, Miles, Michael Hu-
berman, & Saldafia [10]) which stated that in the
analysis of qualitative data there are three threads of
activity occurring together.

IV. Result and discussion

The focus of this research is how the implementa-
tion of CSR program policy and supporting invoices
and the inhibitors faced in the implementation of
CSR program policy in Lahat District. It is as well as
the posting of this Conversation is expected to oc-
cur Improving the implementation of CSR programs
from year to year, therefore to achieve success in im-
plementing regional policies need to improve all the
shortcomings and constraints faced in implement-
ing the policy. It is such as by improving facilities
and infrastructure, how CSR management, imple-
menting capabilities, human resources, bureaucratic
structures and good communication in achieving the
realization of CSR programs annually.

1. Policy implementation of CSR program

Lahat District government has shown serious-
ness and commitment in handling CSR activities,
proved by the issuance of regent Regulation No. 30
year 2015 on CSR and PKBL, and decree of Regent
No. 194. In 2015 on the establishment of CSR Fo-
rum execute in Lahat District. Implementation of
CSR program policy in Lahat District government,
get full support from the coal mining company, this
is evident from the results of interviews to three lead-
ers of the company stating that their company has
done CSR activities that guided by applicable laws
and regulations.

2. Supporting factor of CSR Policy Imple-
mentation

The implementation of CSR program policy in
Lahat District received support from several par-
ties of academics, practitioners and entrepreneurs
and society, but there is also a inhibitory factor. The
implementation of the policy (Van Meter & Van
Horn [16]), formulated the existence of 6 (six phe-
nomena) that affect the outcome of the policy imple-
mentation namely: 1) Size and purpose of policy;
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2) Resources; 3) Characteristics of implement-
ing agen; 4) Attitudes/tendencies of the executor;
5) Communication is between organization and im-
plementing activities and; 6). Economic, social and
political environment. Aside from the above 6 (six)
factors that have a major influence on CSR programs
are entrepreneurs ‘ awareness factors, deregulation fac-
tors, organizational factors, entrepreneurs advantage
factors, skills and facilities and infrastructure factors.

3. Measurement and aim of policy

(Tampubolong [13]) said the performance of
policy implementation can be measured the success
rate of the size and objectives of the realistic policy
with Sosio-kultur at the policy executor level. When
the size and target policy is too ideal (utopis), it will
be difficult to realized.

In implementing CSR program policies, the size
and objectives that want achieved is quite clearly
contained in the rule of Regent Number 30 year
2015, which s a clear boundary of the CSR program.
The implementation of CSR programs are in accor-
dance with Legislation, realization of legal certainty
and protection, protecting the company from wild
levies, programmatic regional government plans,
as well as guidance for the organizers of CSR pro-
grams by companies operating in Lahat District. The
implementation of CSR program is a company that
is legal status and not differentiated between private
and state-owned companies and/or the property of
the District government that produces goods and
services with the target area of CSR programs pri-
oritized for the areas directly impacted by the com-
pany’s operations.

4. Implementer agent characteristic

The behavioral tendencies or characteristics of
policy executor play an important role in realizing
the policy implementation in accordance with objec-
tives. Important characters that owned by policy ex-
ecutor e.g. honesty and high commitment. Honesty
directs the implementation to remain in the outlined
program, while the high commitment of policy exec-
utor will make them always enthusiastic in carrying

out the duties, authorities, functions, and responsi-
bilities in accordance with predefined regulations.
Hearken to the interviews to three leaders of coal
mining companies who acknowledge the commit-
ment, caring and honesty of the political leadership
in this case the local government of Lahat Regency
and Regional Representative Council (DPRD) that
became its own motivation for the company to con-
tribute to supporting the implementation of CSR
program policy in Lahat District.

5. Economy, social, and politycal environments

Environmental conditions where policy imple-
mented greatly affect the success of policy implemen-
tation. Although the impact of this factor does no too
big but it may have a profound effect on achieving
the policy governing body. The social, economic, and
political environment that is not conducive can be a
failure effect of the policy implementation perfor-
mance. Therefore, efforts to implement the policy
should also pay attention to external conducive en-
vironmental conditions. Listen to the interview re-
sults concluded that the implementation of the CSR
program policy in Lahat District has indicated strong
support from the social, economic, and political en-
vironment.

6. Communication among Agents

Good relations between organizations and inter-
governmental also facilitate policy implementation.
Advice, suggestion, or technical assistance provided
assists in interpreting regulations and government
guidelines that are useful in implementing policies
and sanctions both positive and negative given if
there is a something that felt is not appropriate in
the original purpose. Policy communication means
the process of conveying policy information from
policy maker (policy maker) to implementing policy
(implementer) (Widodo [18]) In the hope of com-
munication, all can walk according to the plan so that
the desired objectives achieved.

7. Resources

The limitations of time, money, and other re-
sources must always be aware of their existence and
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influence (Jefkins & Jefkins [2]). Resources have
an important role in policy implementation. The
resources here relate to all sources that used to sup-
port the success of policy implementation. These re-
sources include human resources, budgets, facilities,
information and sufficient authority available for the
implementation of the CSR program policy of the
coal mining company in Lahat District.

8. Vission and mission of the company

The implementation process seen from the com-
pany’s objectives is to seek maximum profit with the
vision of establishing good relations with the Com-
munity and government, making the company a na-
tional scale and beneficial to the people many. The
company’s mission indicates that the company has
a concern for its responsibilities, social, economic
and environmental. The company’s step in realizing
its mission through human resources development,
helps with the community, and improve Stakehold-
ers ‘role. The coal mining company in Lahat District
has been concerned about the needs and interests of
the community, especially the communities around
the mine site. The company’s relationship with the
community is well-established symbiotic mutualism.

9. Company Strategy

Strategy includes the development of vision and
mission, identification of the opportunities and ex-
ternal threats of an organization, awareness of inter-
nal strengths and weaknesses, long-term goal setting,
strategy alternative Search, and selection of certain
strategies to reach the goal. In observing the strat-
egy then taken by the coal mining companies seen
from the results of interviews in the previous chapter.
Based on the results of the interview can be conclud-
ed where the coal mining company in Lahat district
has a proactive strategy. The company considers that
social responsibility is part of the responsibility to
satisfy stakeholders. If the stakeholders are satisfied,
the positive image of the company awakened. Imple-
mentation of corporate social responsibility or corpo-
rate social responsibility program can make a positive
impact on the company.

10. Company organization structure

The organizational structure of the coal mining
company arrange by a President Director. Further-
more, President Director assisted by four directors,
namely Finance Director, Commercial Director, Tech-
nical Director, and Human Resources director. Mean-
while, a General Manager leads each branch or op-
erating unit. Management of CSR program is under
Public relations management under the control of
Human Resources Director. As a form of alignments
towards social and environmental problems and
the inevity of the negative impact of the company’s
existence, the social responsibility implement in a
well-planned environment. Therefore, in order to
maintain the implementation of social responsi-
bility carried out seriously and well planned, it is
necessary to be formed a department that is espe-
cially responsible for the implementation of social
responsibility.

V. Conclusion and suggestion

From the results of the research and discussion
have explained earlier they are consist of a conclu-
sion that the local government of Lahat district. in
the implementation of CSR program policy can be
analyzed by the conclusion of implementation of
CSR program policy already in Implemented in the
local government of Lahat district. It continued and
the implementation shows a tendency to better at-
titude, although found barriers in coordination be-
tween the implementing agents and the delegation
of Management Authority CSR program from the
government to the CSR Forum.

Based on the results of the above studies, it sug-
gested that in implementing CSR program policy
integrated in one container, namely the CSR Fo-
rum to make improvements to the various parties
as follows:

1) Regional government of Lahat District

a. Communicating the CSR program policy
to all executors to make a new breakthrough in over-
coming the weakness of policy communication from
the Government, thus enabling implementation of

46



SUPPORTING AND RESTRICTING FACTORS OF CORPORATE SOCIAL RESPONSIBILITY (CSR) PROGRAM OF POLICY IMPLEMENTATION AT THE COAL MINING COMPANY IN LAHAT DISTRICT

the policy will be better. Socialisai policy of Regent
Regulation No. 30in 2015 about CSR and the decree
of Regent Number 194 a year 2015 about Forum
CSR should further improved.

b. Resources adjusted to the need for the
implementation of CSR program policy that is ad-
equate human resources and competency in the field
of CSR. The physical facilities, especially informa-
tion technology, integrated with all stakeholders,
so it is easily accessible to the importance of policy
implementation.

c. The commitment oflocal leadership to sup-
port the implementation of policies, supporting pos-
itive attitudes both from internal and external parties
in implementing CSR program policies.

d. Implementation of CSR program policies
to continue followed and evaluated periodically, so
that the implementation of CSR program policy will
be better in the future.

e. Implementing agency CSR Forum is an
employee who given the task of implementing the
CSR Forum, does not have a double position in the
government.

2) CSR Forum in Lahat District

a. In conducting communication policy, ex-
ecute by the local government as a motivator, coun-
selor, facilitator and mediator between the govern-
ment and the company.

b. In reviewing CSR policy in Lahat District in
the planning efforts aims to develop a participatory,
accountable and transparent CSR, program.

c. CSR Forum in order to have its own office
and/or secretariat, they also can run a forum task in
CSR planning.

3) Coal Mining Company

a. Conducting policy communications to the
local government implement by providing adequate
facilities and assigning competent employees to per-
form good policy communications.

b. Evaluate the implementation of CSR poli-
cy program to be better, clear, understandable, and
measurable in arranging, organizing and designing
activities in the CSR program.

c. Socialize policies to all employees for the
support and uniformity of thinking patterns and ac-
tions in CSR activities.
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The dynamics of the socio-economic development
of the country is a prerequisite for ensuring its eco-
nomic security. The economic security of each coun-
try depends on the level of its economic development.
In order to ensure sustainable economic development
in the country, problems encountered in domestic and
foreign trade should be solved in a timely manner.
Otherwise, these problems can become a source of
danger for the country’s sustainable development. The
experience of the world’s developed countries makes it
possible to conclude that the problem of economic se-
curity has now become an integral part of the foreign
and domestic trade policies of the countries.

Ensuring economic security reflects a state of the
economy that no threats are expected from the inside
or outside of the country, preventing its sustainable
development. In the event of an inadequate develop-

ment of internal and external processes, there are suf-
ficient defensive resources in the country to protect
national interests. While the problem of economic
security and its solutions are typical for all countries,
the parameters of its security are not the same for all
states. This is due to the fact that external and internal
factors that guarantee the country’s economic security
are not shared or distributed equally in all countries.

Internal and external economic factors affecting
Azerbaijan’s economic security can be grouped into
two main groups:

1. Natural factors: the existence of the natural
resources available to the country, its geographical
position, the state of labor resources, etc.

2. Economic factors: the level of market economy
and its infrastructure, the place of the country in the
international division of labor and the integration
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into world countries, the level of economic resources
utilization, integrity of the territory, the complete-
ness of the economic space and reprocessing process,
the competitiveness in international markets.

The extent and structure of its natural resources
is the main factor of the state’s economic security.
Countries with richer natural resources do not invest
heavily in ensuring economic security. Azerbaijan is
also a group of countries with rich natural resources.
The first group factors are very characteristic of Azer-
baijan’s economy. Production of goods and services
is carried out using the production factors formed
with the help of natural resources, high skilled work-
force, scientific and technological progress and hu-
man capital. It should be borne in mind that, in some
scientific studies on national economic development
and growth, the abundance of natural resources has
a negative impact on economic development and
progress.

From the experiences of countries around the
world, certain processes occurring in the country
can also pose a threat to such processes as:

1. Reducing the level of economic growth in the
country and reducing domestic demand through
more imports;

2. The decline in the living standards of the popula-
tion, the increasingly unemployed army and the poor;

3. Violation of foreign trade balance and increase
of import specific weight;

4. Irreversible character of corruption in the
country, economic crime;

5. Investment policy does not meet the required
requirements, limits of foreign investment in the
economy of the country;

6. Improper monetary policy and increased infla-
tion risks;

7. The decline in the production of foodstufls, the
need to meet the demand for imports;

8. State reserves are not adequate;

9. The State’s non-expenditure of revenues from
strategic economic sectors is less cost effective and
appropriate;

10. Corrective of structural reforms, violation of
balance between economic structures and its one-
sided development;

11. Decrease in investment and innovation activity
and optimal use of scientific and technical potential;

12. Increase in foreign debt, foreign currency
outflows, excessive economy, etc.

All of these can lead to a breakdown of economic
stability in the country, a sharp decline in the liv-
ing standards of the population, financial crises and
other unpleasant consequences. Therefore, it is im-
portant that each of these factors be considered in
the focus of the economic security strategy. [1, P. 28]

Based on world practice, economic security strat-
egies of various countries, as well as software projects
developed by Azerbaijani specialists, the parameters
of the state’s economic security can be coordinated
with the following sequence:

Logical sequence of parameters required for the
economic security of the Azerbaijani state.

Only economic security can be said about the ex-
istence of the parameters. Exactly ensuring that all
these parameters are properly maintained can pro-
vide the economic security of the Azerbaijani state
[2, p. 62-63]. Most of these are expressed in con-
crete numbers in each country: for example, inflation
should be up to 3%, the budget deficit should not
exceed 3% of GDP, 30% of domestic debt, the debt
is 30% of GDP and 25% of fixed capital investments
are considered acceptable.

In a globalized world in modern times, the eco-
nomic security problems of each country are in-
tensifying. So much depends on the productivity
of production and consumption, such as the com-
petitiveness of commodities and services, including
the sharpening of specialization in the international
division of labor, the lowering of costs and costs,
and increasing the use of innovations. It is difficult
to provide security because some countries have a
non-competitive economy. The economy of Azerbai-
jan has been facing difficulties in implementing the
transformation of the economy since 1992, taking
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into account national and economic security issues.
Because it would not have been possible to prepare
the economy directly for international relations, to
join the external relations, and to regulate the foreign

debt, the level of prices and the degree of tax burden.
The level of budget deficit in each country should not
exceed 20% in a year, and more than 10% for several
consecutive years.

State economic security parameters
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external intervention and reproduction in extreme conditions
Maintain the standard of living of the population in any crisis

situation
Expansion of foreign flow rate of freely convertible currency
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Intensification of research and experimental research centers

activity
Adaptation of the state regulation of the economy to the

Optimization of foreign trade turnover
existing economic system of the country

Protecting price stability

Figure 1.
Note: The image was compiled by the author on the basis of the existing economic conditions

It is necessary to increase the focus on the struc-
ture of the real sector in ensuring the economic se-
curity of Azerbaijan. Here, they can achieve achieve-
ments in improving the country’s economic security
by improving the structure of production, prevent-
ing deformities, optimizing macroeconomic propor-
tions. In Azerbaijan, it is not just a matter of improv-
ing the quality of production, but also reorienting it
to the restructuring. That’s why it is a strategic line
for attracting foreign investments to the country be-
cause of lack of financial resources.

One of the problems that poses an economic
threat to Azerbaijan is the weakness of scientific and
technical potential. This is due to the downturn in
investment and innovation. It is beyond the ability
to solve this problem without investing heavily in
strategic areas of the national economy. However, as
we have noted, Azerbaijan’s natural resources, which
are not analogous to the world, can allow this. This,
in particular, depends on the use of natural factors in
the country. It should be borne in mind that natural
resources are infinite, and it is inevitable that there

51



Section 7. Economic security

are negative aspects of trying to get out of it with
intensive use. Therefore, control over the efficient
use of natural resources is necessary and regulated.

Taking into account the participation of the Re-
public of Azerbaijan in international economic re-
lations as one of the main economic risks, export
balance is export oriented at the expense of raw ma-
terials, and food provision is provided by import. The
formation and development of the national economy
on a healthy basis, the formation of national owner-
ship of the population is a factor which negatively
affects the quality of life and slowing down the reso-
lution of social problems. World practice shows that
more than 20-25% of total consumption can be a
threat to the country’s independence if dependent
on imports. This problem will also lead to the coun-
try’s foreign exchange reserves. This is also a means
of economic danger.

According to the State Customs Committee,
exports of food products (including beverages and

tobacco) will amount to $0.77 billion in 2015, $0.53
billion in 2016 $0.59 billion in 2017 If imports of
foodstuffs were $1.3 billion in 2015, $1.34 billion
in 2016 $1.57 billion in 2017. As it is seen from the
statistical data, exports of food products increased by
20.8 percent in 2015-2017, while exports declined
by 23.4 percent.

Over $84.6 million will be invested in Azerbaijan
in 2017 hard wheat in the amount of 121.0 mln. soft
wheat and meslin in the amount of $21.6 million.
USD corn was imported.

If we look at food balances in the country, it can
be understood that in 2005, 1006,1 thousand tons
of wheat total imports, while in 2016 this figure in-
creased by 593.500 tons to 1599.600 tons. In 2017,
it dropped to 1274.400 tonnes, or 2.6 percent of total
imports.

Table 1 and Table 2 below provide information
on the country’s needs for some agricultural prod-
ucts and their dependence on imports.

Table 1.— Azerbaijan’s major agriculture in 2010-2017 level of product supply (in percent)[3]

Thenameof | 0,0 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
the product
Grain Plants 56.5 64.8 64.3 63.9 60.6 64.5 63.8 66.3
Potato 100.5 | 101.6 | 982 97.6 89.7 89.1 85.5 89.2
Allkinds of 97.6 95.7 989 | 1023 | 1034 | 1034 | 1054 | 1152
vegetables
Fruitandberry | 107.8 | 1168 | 1257 | 121.8 | 1201 | 1137 | 1164 | 1224
Milk 70.4 70.9 72.5 76.0 76.3 84.3 87.7 86.1
Beef 95.5 88.0 92.6 86.3 87.7 91.8 93.5 86.3
Sheep meat 99.7 99.8 98.5 97.7 97.9 99.3 98.7 98.0
Bird meat 70.6 79.9 87.8 98.5 98.0 98.6 79.1 79.7
Egos 97.8 774 96.2 100 99.7 99.7 988 | 100.5

As can be seen from the table, self-sufficiency
with foodstuffs can not be considered as savvy. Thus,
the level of self-sufficiency in potatoes in the repub-
lic, as well as the supply of livestock and poultry has
been decreasing.

Analysis shows that potato imports have contin-
ued at an accelerated pace until 2016, an increase
of more than fourfold in 200S and totaling 191,200

tonsin 2016.In 2017, slightly (by 11.7%) it was 168.8
thousand tons. Potato exports have also made signifi-
cant progress in 2017. Thus, the export of potatoes
in 2005 amounted to 39.1 thousand tons, in 2010 it
increased by two times to 69.9 thousand tons, in 2015
and 2016 it decreased twice to 36.7 and 38 respec-
tively, Despite its 3,000 tonnes, in 2017 it has risen
significantly (more than 1.5 times) to 57,700 tons.
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Import of all types of vegetable products in 2005
will be 24.300 tons, in 2010-84.900 tons, in 2015-
42.0 thousand tons, in 2016-61.2 thousand tons, in
2017 and 45.9 thousand tons. There hasbeen a decline
in the dynamics of imports of vegetables over the past
period. Import in 2017 was reduced to 40,000 tons in
comparison with 2010. There is a significant increase
in exports. Thus, export of all types of vegetables

in 2017 amounted to 231.5 thousand tons in 2017,
which s 5.1 times more than in 2005,2010, 2015 and
2016, 4.1 times, 2.8 times and 1.8 times more.
While smaller amounts of livestock and dairy
products are reimbursed from imports, substan-
tial portion of poultry and livestock feed needs are
provided through imports. This means that feeding
animals in the country depend on foreign currency.

Table 2.- Level of dependence on imports by certain types of products in 2010-2017 (percent)[3]

Thenameofthe |0 0 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
product

Grain Plants 435 | 352 | 357 | 361 394 | 355 | 365 | 337
Potato 6.8 8.3 7.8 7.7 157 14.8 18.1 16.5
All kinds of veg- 7.0 9.5 5.7 3.1 3.4 34 5.1 3.8
etables
Fruit and berry 22.4 12.3 10.1 4.9 3.6 9.6 12.6 12.7
Milk 296 | 29.1 275 | 243 | 239 16.0 12.6 14.6
Beef 55 12.9 8.9 14.8 132 8.8 6.6 13.8
Sheep meat 0.3 0.2 1.5 2.3 2.1 0.7 1.3 2.4
Bird meat 298 | 203 122 15 21 1.4 209 | 205
Eggs 2.1 22.6 42 0.1 0.3 0.3 12 0.0

Table 2 shows that the level of import depen-
dence of cereals, potatoes and poultry is still high in
2010-2017.

The relative decline in imports of all types of
flour in Azerbaijan was observed in this period, and
thus the level of self-sufficiency was satisfactory
(96 percent in 2017). The level of self-sufficiency
in macaroni products decreased from 72.7 percent
in 2010 to 48 percent in 2017. Significant progress
has been achieved in the provision of cleaned rice
and groats.

While sugar production in our country is high in
sugar production, sugar production is not covered by
local raw materials. This leads to a foreign exchange
flow for imported raw materials. Looking at tea pro-
duction, it can be seen that in the years 2010-2017,
self-sufficiency of tea has dropped, as a result of
which importivity has increased.

Proper customs policy pursued by the state pri-
marily serves to ensure economic security of the
country and protection of the domestic market. Cus-

toms policy in foreign economic activity is mainly
implemented by customs tariff regulation method.
Developing its economy on the basis of market prin-
ciples, our Republic takes important steps to deepen
international integration, benefiting from the experi-
ence of developed countries and deepening mutual
cooperation with different countries. In order to pro-
vide more favorable conditions for domestic produc-
tion, to protect the country’s economy from negative
effects of external competition, as well as to protect
the interests of foreign and local entrepreneurs, a
number of customs tarifft regulation methods have
been implemented in our Republic, with the aim of
creating healthy competition conditions for foreign
economic activity participants, a number of work has
been done by the company. This includes improving
the application of taxes and duties, enhancing their
efficiency, and improving the mechanism of their re-
ceipt in the state budget. Also, reduction of import
customs duties on different groups, contrary to in-
crease of duties on certain commodity groups in the
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country, increase of business relations with different
countries, transfer of some goods to the simplified
customs clearance system, etc. The solution of other
issues has become an objective necessity.

As you know, customs tariffs are the only means
of economic regulation in foreign trade relations that
are applied in all countries, as well as in our country,
covering all commodity groups. Customs tariffs play
amajor role in the effective regulation of imports and
exports as well.

Another way to ensure economic security is the
non-tariff regulation. At that time, foreign trade quo-
tais applied, which is the limit on imports or exports.

Unlike the above-mentioned import duties, the use
of quota will allow for more accurate import restric-
tions. For example, increasing import duties may re-
sult in an increase in the total amount of payments.
However, this increase may not affect the amount of
imports, but the quota implementation of the import
can give positive effect if it is competing with the
product on the domestic market.

In the modern era, our Republic has changed the
tariffs sufficiently to ensure economic security based
on all this. This gives the country owners the oppor-
tunity to direct domestic production to national pro-
duction, namely Made in Azerbaijan brand.
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of goods.

Commodity science as a scientific discipline de-
velops within the framework of a historically formed
scientific paradigm on the basis of modern funda-
mental theoretical knowledge and is closely related
to production technology, nutritional physiology,
economics, and marketing [1]. In the study of the
chemical composition, physical and chemical prop-
erties of goods, the processes occurring in them dur-
ing storage, as well as in the development of meth-
ods of production, storage, including food canning,
knowledge of physics, chemistry, microbiology and
other basic sciences are used in commodity research.

This product is the material basis for trade. Com-
munication commodity science with economic sci-
ences (economic geography, economics of trade,
organization of wholesale and retail trade, etc.) al-
lows you to properly organize the study of demand,
placing an industry order, keeping records of goods
during its turnover, optimize the range, monitor
the status of inventories in the wholesale and retail
chains supply chain. The multi-factor character of the
tasks facing commodity research requires a special
systematic approach.

The system organization of commodity science
will allow satisfying the widest needs of the popula-
tion in high quality goods and services. Investigate

the commodity is necessary from the standpoint
of a systematic approach. The systematic approach
implies a methodological trend in science, the main
task of which is to develop methods for the study and
design of complex objects.

Commodity science, as a branch of human activ-
ity, has existed since the formation of commodity-
exchange relations in society. Already at the dawn of
human history there was a need to develop a system
of equivalence of goods, taking into account their
consumer value. The development of such a system
inevitably required the formation of a system of eval-
uation of goods on the basis of quality and quantity.

In the conditions of commodity-market rela-
tions, the system of interaction between various
food market operators has changed dramatically.
Currently, the process of forming the mechanism
of innovative consumption, including foodstufls, is
intensively underway [2]. Separate elements of this
mechanism are at various stages of formation, but the
general trends of its development can be formulated
already now. In general, any system that is at a fixed
point of its evolutionary development is always af-
fected by a range of factors acting on it. The vector
of development of the system is the resultant force,
which is a consequence of the balanced influence of
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existing factors. As arule, the main factors are factors
that stimulate innovative development, and factors
aimed at maintaining the achieved level (conserva-
tive factors).

As an example of a conservative, preserving for
generations, the accumulated experience in catering
can be considered the principle of organic nutrition
[3]. According to this doctrine, rational nutrition is
based on products obtained with minimal involve-
ment of innovative technologies. This approach has a
significant number of supporters, and the turnover of
“organic food” products amounts to tens of percent
of the total world food production. However, it may
not take into account a number of factors that affect
food raw materials, which for various reasons, the
manufacturer cannot control, and which can have
significant effects on the object of control. These fac-
tors can include the effects of various physical fields,
climatic and other factors. At the same time, social
factors influencing the quality of life (state of per-
manent stress, high intensity of labor, climatic and
natural factors of psychological impact on the vital
activity of amodern person) do not always guarantee
adequate nutrition, organized on the principles of
“organic foods”.

Considering the arguments presented in the last
2-3 decades, the technology of food production has
been developing with the ever-increasing influence of
specialized and functional nutrition on it [4; S]. This
direction is being developed by the “trial and error”
method, but the achieved level of innovative technolo-
giesin the field of specialized and functional nutrition
allows making a conclusion about its unconditional
prospects.The direction of specialized and functional
nutrition is also heterogeneous and has a tendency
of wide differentiation: from the ideas of a balanced
mass food [ 5] to nutrigenomics [6], which takes into
account the individual characteristics of an individual
organism. The personal approach to nutrition is also
due to the physiological and psychological charac-
teristics of the perception of food, different sensory
sensitivity to the same food objects [7].

In modern understanding, the term “quality of
food products” describes not only the biological,
physiological, energy and other types of product
value, but also its ability to satisfy the most sophisti-
cated, sometimes difficult to describe heuristic con-
sumer characteristics [8].

One of the main objectives of merchandising in
the current system of the balance of quality expec-
tations and its real content is the development and
implementation of technology to give products all
new consumer qualities that not only meet the ex-
pectations of consumers, but also anticipate them.

The formulated task is not trivial, and requires
the development of a new ideology for the formation
of a food market. The main innovative feature of such
a market is: on the consumer side, the presence of
conscious demand for food products in accordance
with individual (group) preferences; on the part
of the institute of commodity science — the ability
to adequately respond to the demands of society
to meet consumer preferences in the present tense
and in advance; on the industry side, the ability to
quickly meet the identified consumer preferences in
the form of innovative technologies and products.

Which element of this triad is limiting — determin-
ing the pace of introduction of innovative products?

A distinctive feature of modern industry is its
greatly increased mobility. If in the 80’s-90’s of the
last century, the acceptable depreciation rate of tech-
nological equipment was 12-14%, which implied a
7-8-year period of its operation, today some enter-
prises reduce the time needed to upgrade equipment
to 3—4 years. At the same time, of course, deprecia-
tion charges increase, ultimately affecting the retail
price of goods.

The strategy of quickly updating the product
range of products is justified. Thus, the industrial
sector from a conservative link has become a link
that can quickly respond to emerging market needs.
The industry can quickly organize the production of
almost any product and is ready to fulfill any order
of the market, but it turned out that the procedure
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for forming such a kind of technical task is a difficult
and extraordinary task.

Despite the increased mobility in the promotion
of innovative products to the market, the industry
still plays a subordinate role, as it is forced to focus
on the technical task set by other social institutions
[9; 10].

In the above triad of the main operators of the
innovative food market, the consumer also plays
the role of not the subject, but the object of ap-
plication of new technologies. He is also unable to
manage the process of innovative development of
food technology. At best, an analysis of consumer
behavioral mechanisms may reveal the level of con-
sumer acceptability of food products, but not the
vector of development of its consumer preferences.
The concept of “consumer preferences” refers to
the psychological and emotional sphere of assess-
ing the quality of goods, and they can be formu-
lated as a result of special technologies of heuristic
expertise.

The only subject in the process of forming an in-
novative food market can only be a merchandising
institute whose task is to identify consumer prefer-
ences in the form of a heuristic portrait of a product,
the translation of heuristic characteristics into tech-
nological concepts and modes, and the development
of technical specifications for the production of an
innovative product for industry.

At the same time, a commodity expert should
have broad knowledge and competences in all ar-
eas: identifying consumer expectations with their
differentiation by age, social, sex, and regional
groups; possession of a mathematical apparatus for
an adequate assessment of the results of the examina-
tion; the transformation of the identified consumer
expectations into physic-chemical concepts and
technological semantic categories; the formation of
“technical specifications” of the industry; organiza-
tion of targeted delivery of products designed and
manufactured to orders to the consumer through the
wholesale and retail networks.

Identification and systematization of consumer
preferences can be methodically implemented using
a clustering procedure [11].

When implementing the clustering procedure,
the principle of ensuring maximum information
content should be observed. This principle assumes
that the cluster parameters are formed in such a way
that the amount of information about the described
samples is maximum:

Nd
I,= *sz log P. — max,

i=1

where P is the probability of the sample belonging to
the i-th cluster; N — the number of clusters.

Algorithms of cluster analysis are very diverse.
These can be, for example, algorithms that imple-
ment a complete enumeration of combinations of
objects, or carry out random partitions of a set of
objects. At the same time, most of these algorithms
consist of two stages. At the first stage, an initial
breakdown of the set of objects into classes is car-
ried out and a certain mathematical criterion of the
quality of classification is given. Then objects are
transferred from class to class until the criterion
value ceases to improve. Such algorithms are widely
used for fuzzy formulation of criteria for belonging.

The task of clustering samples is usually formu-
lated under conditions of sufficient certainty of the
criterion clustering base (the type, functional pur-
pose, and vector of parameters defining consumer
properties of samples are preset), and therefore, sim-
plified algorithms for determining whether a sample
belongs to a cluster can be used. A sign of the sample
belonging to the formed cluster is the fulfillment of
the condition:

1<
Rq :;; V(xi _xoi)2 S}chr;

where R is the standard deviation of the sample
characteristics from the average in the cluster; x -
technical characteristics of the sample (when clus-
tering the samples, both quantitative and qualitative
characteristics of the samples are used, the value
x = 0 is assigned to the qualitative characteristics
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of the samples if this characteristic is absent in the
sample and x = 1 if the characteristic is present);
x_is the average value of the i-th technical character-
istic in the analyzed set of samples; R, —the thresh-
old value of the mean square deviation of the sample
characteristics from the average in the cluster.

The choice of R, is carried out on the basis of an
iterative procedure, based on the principle of maxi-
mum informative clustering. Clusters are allowed to
form for the spectrum of R, values.

From the above list of tasks facing commod-
ity research, it is clear that the commodity expert
should take on the functions of the organizer and
operator of the supply chain of innovative goods

[12]. Such product supply chains should contain
functional, morphological and informational com-
ponents [13; 14].

A functional description is necessary to deter-
mine the place, role and assessment of the relation-
ship of the supply chain to the external environment.
The morphological component forms the idea of the
structure of the supply chain, and the informational
component consists in the formation of information
content on the properties of the chain as a whole and
its individual elements.

A schematic diagram of the movement of infor-
mation and material flows in the design of new food
products is shown in (figure 1).
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technological semantic categories
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Figure 1. Formation of the chain of material and information
flows in the design of innovative food products

As can be seen from the figure, the tasks of com-
modity science in the design of innovative food prod-
ucts are reduced not only to identifying consumer
preferences and developing a new product project
in the form of a “technical task”, but also organizing

an analysis of the effectiveness of the results achieved
and measures to adjust the entire project. Thus, in
the conditions of a developed market, the role of a
merchandiser becomes key value. Commodity sci-
ence should assume the function of the operator of
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the whole process of providing the population with
innovative types of food, taking into account its di-
verse needs.

Each of these stages requires reflection and devel-
opment of its own theoretical framework, including
methodological, methodological, informational sup-
port. The underestimation of the role of commodity
science and the lack of a systematic approach to its
tasks in modern society can not only create unfa-
vorable prerequisites for a real improvement in the

quality of life of the population, but also create unfa-
vorable prerequisites for the growth of consumption
rates, and hence GDP in the whole country. More-
over, it is necessary to create conditions for enhanc-
ing the role of commodity science, giving this sec-
tor of the economy new functions, primarily in the
area of developing a new culture and technology of
consumption, which will inevitably lead to the rapid
development of the consumer goods market, which
is the locomotive of the national economy.
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DRIVERS OF GROWTH IN THE AGRICULTURAL
SECTOR ON THE DEVELOPMENT PLAN

Abstract. Agricultural sector contribute about 36% of the East African Community’s Gross Do-
mestic Product (World Bank, 2009), 80 per cent of the populace depend on agriculture directly and
indirectly for food, employment and income, while about 40 million people in EAC (East African
Countries) suffer from hunger and the agricultural sector still retains a lot of untapped potential,
specifically for commercial farming. However, economic growth target for agriculture sector can be
achieved by stimulating three factors; capital, labor and total productivity of capital and labor through
R&D. This study applied panel random effect model on EAC countries data, 2000-2014. Random
effects regression results showed that all explanatory variables had a significant and positive relation-
ship with the dependent variable. From the findings the study recommends: R&D to be allocated

more funds; and more research scientists and agricultural labourers to be employed in EAC.
Keywords: Agricultural Sector Growth, Labour, Capital, Research and Development, EAC, Eco-

nomic Growth.

1. Introduction

Economic planning of economic decisions in the
long-term accomplishes to directing and controlling
the Economic development plans are formulation at
the level and growth of a country’s basic economic
variables. Sector planning is performed rationale
and relying on the quantitative variables and factors
influencing growth tools, resources and economic
potentials of each section, (macro and sector levels),
in planning and formulation of in order to achieve
development goals at the macro level. However,

studies have shown that the size of government
methods is used (with statistics and data); one of
these has significant effect on economic growth of
the agricultural sector and labor productivity in ag-
riculture. One of the important steps in the process
of has a direct relationship with investment of the
public planning (FAO [2]; Khaledi and Shirazi [6];
Sertoglu etal, [14]).

Further, Matahir took a different stand on his
study on the role of agriculture on growth and how it
interplays with other sectors in the economy. Time se-
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ries Johansen cointegration techniques was employed
to investigate the non-causality relationship between
agriculture and other sectors of Tunis. From their
findings, it was posited that, policy makers should see
agricultural sectors as vital tools in their analysis of
inter-sectorial growth policies (Matahir, [8]).

Therefore, the actual investment in the agricul-
tural sector are not limited to the tools of production,
machinery and buildings; actually in the agricultural
sector part of the earth, trees and livestock units are
considered a type of capital. However, share of land
and living capital lies in value added of agricultural
sector and it is not just the result of employing labor
and physical capital.

Labour productivity in East Africa has declined
substantially due to labour contraction especially
in Kenya and Tanzania. However, it has recovered
substantially in Rwanda and Uganda. Given these
trends the average yield for East Africa’s major crops
currently fall well below those elsewhere in Africa
and even further below global levels. These trends in
productivity growth have translated into poor overall
agricultural growth rates in individual countries in
East Africa and for the region as a whole.

2. Literature Review

Arrow [1] model regarded learning by doing as
endogenous in the growth process. The theory hy-
pothesised that at any moment of time, new capital
goods incorporate all the knowledge then available
based on accumulated experience, but once built,
their productive deficiencies cannot be changed by
subsequent learning. The theory showed that if the
stock of labour is held constant, growth ultimately
comes to a halt because socially very little is invested
and produced. This was supported by Segura and
Rodriguez [ 13] who said that learning is a product of
experience (doing) that takes place during activity,
since it usually occurs through the attempt to solve
a problem. Rotheli [12] also supported this theory
by saying that the observation by Arrow proved the
capability of workers to improve their productivity
by regularly repeating the same type of action. The

increased productivity is achieved through practice,
self perfection and minor innovations. However,
Romer [11] criticised this model by saying that for
technical reasons, the fact that this model could lead
to sustained endogenous growth was not empha-
sised. Some researchers conducted research on the
effect of R&D and other areas related to R&D on
economic growth in different countries and regions.
All of them have come up with different results hence
they have been inconclusive.

3. Methodology

Levin, Lin and Chu [7] developed a unit root
test for panel data. When the linear combination
of the two variables is I(0), then the variables are
said to be co integrated. Differencing leads to lose
oflong run relationship between variables and so co
integration test is being conducted to check whether
the variables have got long run relationship or not.
Pedroni [10] developed a residual-based panel co in-
tegration test statistics based on within dimension
and between- dimensions. To ascertain whether to
employ fixed effects model or random effects model,
the study conducted Hausman Test which was de-
veloped by Hausman [4]. The test basically tries to
establish whether the error terms are correlated with
the regressors, with the null hypothesis stating ab-
sence of such correlation. The basic panel regression
equation was used to investigate the relationship be-
tween R&D and agricultural sector growth. Further
econometric estimation tests were carried out.

4. Results and Discussion

From regression result, for the case of agricul-
tural capital, the coefficient is 0.12 and statically sig-
nificant at 5% level of significance. This implies that
a one percent increase in agricultural capital leads
to a 0.12% increase in agricultural sector growth
(output). The result is positive and conforms to the
conventional view. This could be because agricul-
tural capital helps in faster facilitation of agricultural
activities for example in faster tilling of land, faster
planting, faster weeding, faster harvesting of crops,
faster milking of cows, faster spraying of domestic
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animals and faster milling of grains hence helps to
increase/improve the quality and quantity of agri-
cultural products. In addition, it could be because
transportation of the agricultural products or agri-
cultural raw materials is made easier and faster to the
markets, stores and factories. There could also be re-
duced wastage of agricultural products which may
lead to increased productivity as raw materials could
be easily transported to the factories for processing.
The finding of this study on the effect of agricultural
capital on agricultural sector growth is in agreement
to the finding of Kim [5].

For the case of agricultural labour, the coefficient
is 0.16 and statically significant. The positive relation-
ship may be attributed to the presence of a healthy
and energetic agricultural labour force who could
actively participate in the various roles assigned to
them like driving of tractors for tilling land, plant-
ing, weeding and harvesting and this could lead to
increased agricultural productivity. The other factor
that could have contributed to this positive relation-
ship between agricultural labour force and agricul-
tural output growth could be a good work environ-
ment for the agricultural labour force through better
wages, provision of security and working tools, ap-
propriate working hours, proper laws and regulations
that were protecting their rights and which were be-
ing implemented and these could have prevented
things like strikes and go-slows and instead boosted
their morale in their work and hence increased agri-
cultural output. In addition, the positive coeflicient
could have been because of the presence of trained,
skilled and experienced agricultural labour force
which implies that they had the capability to use the
farm tools and equipment and were also well versed
with the way the farm tools and equipments were
being used in the production process and hence led
to increased agricultural output. Further, the above
finding agrees with the result of Kim [5].

From the regression results, the coeflicient of ag-
ricultural R&D expenditure is 0.85 and statically sig-
nificant at 5%. The endogenous growth theory says

that R&D leads to increase in the stock of knowledge
which in turn has got spill over effects hence leads to
economic growth. This positive relationship could
be because allocating funds for agricultural research
leads to increased agricultural research which causes
increased knowledge about high yielding crops, the
invention of drought resistant crops which helped
in preventing crop failures in the event of a drought,
better ways of improving soil fertility which leads to
increased yields, introduction of advanced machines
in production which made the production process
to go faster hence high quality and quantity of prod-
ucts within a short period of time. These advanced
machines may include machines for tilling land like
tractors, milking machines, harvesting machines
and planting machines. Agricultural research and
development could have also led to the discovery of
crop and livestock diseases, what causes them, how
they can be prevented and even a solution should
they occur. This boosts crop productivity and hence
increased agricultural growth. The positive and
significant effect of agricultural R&D expenditure
could have been as a result of proper dissemination
of knowledge generated through agricultural R&D
and thus increasing agricultural productivity in EAC.
The above finding agrees with the previous studies
of Pardy et al. [9]; and Gutierrez and Gutierrez [3].
5. Conclusion and Recommendation
Agricultural capital influenced agricultural sector
growth positively and the influence was statistically
significant. To accelerate this effect, the governments
of EAC states should subsidize the cost of farm tools
and equipment and also make loans easily accessible
to farmers by lowering the interest rates to enable
them acquire agricultural capital. Taxation on agri-
cultural products that serve as raw materials to the
agro-based industries should also be lowered to make
raw materials easily available to these industries. Ag-
ricultural firms should also invest properly on farm
tools and equipment and ensure that they are well
serviced and maintained as these efforts will make
the agricultural sector not to be capital deficient.
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Further, agricultural labour was found to influ-
ence agricultural sector growth positively and the
influence was significant. To enhance this influence,
the governments should subsidise health services for
easy access and this will make people to be healthy
and energetic and hence more productive in the ag-
ricultural sector especially the agricultural labour. In
addition, the governments should ensure that there
are laws in place that protect the rights of workers in
terms of their minimum wage rates and the working

hours and also ensure that the laws are adhered to
and this will make workers productive as strikes and
go slows will not be experienced when the laws are
adhered to. Lastly, R&D funding should be increased
every year to facilitate agricultural R&D. In addition,
more agricultural research scientist should be trained
and employed for serious agricultural research to be
carried out. Also, the government should do more
in disseminating the research result to farmers and
agricultural institutions.
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Abstract. Machine-learning techniques were used to construct forecasting models of consumer

credit risk. Using mimic data from consumer credit risk domain, binary logistic regression was used
to build the models to predict the likelihood of default. The goal was to develop a model with as few
predictors as possible, while not going lower than a concordant level of 65%. This paper compares

a 4-variable model and a 12-variable model based on simplicity and profitability. Using the selected

model, cluster analysis was then performed to maximize the estimated profitability. The 4-variale
model achieves a profit $122.340.69 on 1000 accounts. KS of the model is 0.542. The 12-variable

model achieves profit $126.062.48 on 1000 accounts. KS of the model is 0.606. The profit difference
on 1000 accounts base is only $3.721.79. The Cluster1 segment of 4-variable model achieves profit

$143.616.62, which is determinant as the best segment.

Keywords: Machine-learning, logistic regression, consumer credit risk, K-means model.

1. Introduction
While developing a product or service, a predictive
statistical modelis needed to maximize the profitabil-
ity of a product or service. While a predictive statisti-
cal model should be as accurate as possible to predict
the likelihood of default, a statistical model with too
many predictors can also cost company both time and
money. It takes time to collect data, so it is reason-
able to assume that it would cost additional time if
a more complex model was selected. Data collection
also costs money, and the more variables there are in
a model, the more data would need to be acquired.
The purposes of this paper are to explore the cost of
simplicity and how a predictive statistical model can
be maximized to increase a company’s profitability.
2. Method
2.1 Logistic Regression
« Define binary variable to predict the likeli-
hood of default using the binary response
variable GoodBad;
« Before building the models, random samples
taken from the dataset were partitioned into

two independent files: a training dataset and
a validation dataset;

Models were developed and tested using the
backward selection option in Proc Logistic
procedure;

Through the process of model development
and validation, 4-variale and 12-varaible
models were selected for comparison.

2.2 Model Comparison

ROC curves, Gains tables and KS test were
generated for each model;

Data was classified into four categories ER-
RORI, ERROR2, VALID1 and VALID2 us-
ing a selected cutoff probability;
Profitability reports were generated for each
model using a profitability function.

2.3 Cluster Analysis using K-means model

Data was standardized using Proc Stdize pro-
cedure with range method;

K-means was used to partition data into 3
clusters. The K-means method identifies 3
centroids, and then allocates every data point
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to the nearest cluster, while keeping the cen-

troids as small as possible;

« Canonical discriminant analysis was per-
formed using Proc Candisc procedure;

3. Result

3.1 4-Variable Model

« The most profitable subpopulation to target
was identified.

Table 1.— Analysis of maximum likelihood estimates for 4-variable model

A logistic regression model using 4-varible was
established as below (See Table 1).

Analysis of Maximum Likelihood Estimates
1
Parameter | Parameter Description DF | Estimate Standard Wa d Pr > ChiSq
Error Chi-Square
Intercept 1 | -0.05250 | 0.25820 0.04 0.8389

xp | Utlizationofallrevolving |, 1 o550 | (00025 523 0.0223
bankcard trades

xp | Highestutilization onany 1 | 0.00099 | 0.00039 6.46 0.0111
single bank revolving trade
Total collection/charge oft/

X3 Repossession dollars within 1 | 0.00005 0.00002 10.57 0.0011
12 months

x4 | Percentoftradesneverde- | ) ;03601 000310 136.36 <0001
linquencies or derogatory

3.2 4-Variable Model Performance

All 4 variables are significant in the level of 0.05.

The gains table (See Table 3) is tabulated as be-

The model can achieve percent concordant of 68.8 and
AreaUnder Curve of 0.688 (See Table 2 and Figure 1).

Table 2.— Association of predicted probabilities and observed for 4-variable model

low that KS achieves 0.542.

Association of Predicted Probabilities and Observed
Responses
Percent Concordant 68.8 Somers’ D 0.377
Percent Discordant 31.1 Gamma 0.378
Percent Tied 0.2 Tau-a 0.147
Pairs 2.082.730 [ 0.689
Table 3.- Gains table for 4-variable model
Decile | D¢ | Cuwm | Mean Di?an:lt gfﬁﬂz Min - Max | Mean | g
fault | Default | Default Score Score Score
Rate Rate
1 2 3 4 S 6 7 8 9 10
1 80 80 0.327 0.327 0.439 0.172 1.000 0.356 | 0.366
2 46 127 0.190 0.259 0.693 0.082 0.170 0.116 | 0.533
3 20 147 0.080 0.199 0.801 0.049 0.082 0.062 | 0.542
4 6 153 0.025 0.155 0.835 0.038 0.049 0.043 | 0.470
S 9 162 0.038 0.132 0.885 0.031 0.038 0.034 | 0416
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Figure 1. ROC curve for 4-variable model

3.3 4-variable Model Profitability Calculation
If it is assumed when the predict default prob-
ability is greater than a given number, it would be a

bad account; otherwise, it would be a good account.
GoodBad can be assigned to the scored data. An ex-

1 2 3 4 R) 6 7 8 9 10
6 15 177 0.062 0.120 0.969 0.029 0.031 0.029 | 0.399
7 3 180 0.011 0.105 0.984 0.027 0.029 0.028 | 0.307
8 2 182 0.009 0.093 0.996 0.026 0.027 0.026 0.212
9 1 183 0.003 0.083 0.999 0.025 0.026 0.025 0.108
10 0 183 0.000 0.074 1.000 0.025 0.025 0.025 | 0.000
Total 183 183 0.074 0.074 1.000 0.025 1.000 0.074 | 0.542
ROC Curve for Selected Model
Area Underthe Curve = 0.6886
1.00 —
0.7
2
E 050 -
0
0325 -
0.00
O.EIJO CI.I25 U.ISO 0.%"5 1 .[IJO
1- Specificity

ample here is if the cutoff probability of 0.116 from the
mean score at the second decile is used, the model de-
velopment data can be classified into 4 categories: ER-
ROR1, ERROR2, VALID1 and VALID?2. The profit-
ability can be listed in the below table (See Table 4).

Table 4.— Profitability table for 4-variable model

Outcome type Percentage n Profit Profit per 1000 account
ERRORI1 17% 571 ($105.833.14) ($185.347.01)
ERROR2 10% 327 $0.00 $0.00
VALID1 9% 295 $0.00 $0.00
VALID2 64% 2078 $506.009.54 $243.507.96
Total 100% 3271 $400.176.39 $122.340.69

Here ERRORI is a category in which the ac-
counts are assigned to be good. However, the ac-

counts are actuallybad, so $105.833.14isloston 571
accounts. Itis equivalent that $185.347.01 is lost on
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1000 accounts. ERROR2 is a category in which the
accounts are assigned to be bad, but they are actually
good accounts, so money is neither lost nor earned;
VALID1 is a category in which the accounts are as-
signed to be bad and the accounts are actually bad, so
a lost is successfully avoided; VALID?2 is a category
in which the accounts are assigned to be good and
they are actually good accounts, so $506,009.54 is
successfully earned on 2078 accounts. It is equiva-

8

Can2
[

lent that $243.507.96 is earned on 1000 accounts.
This is a winning business in which $400.176.39 can
be earned on the total 3271 accounts; equivalently,
$122.340.69 can be earned on 1000 accounts.

3.4 4-Variable Model K-means Cluster and
Profitability

Customers are clustered into 3 clusters. A SAS
procedure FASTCLUS using K-means method was
performed.

¥ ]

%@5

Can1

Figure 2: Plot of canonical variables identified by cluster value

The resulting plot (See Figure 2) illustrates the
spatial separation of the clusters calculated in the
FASTCLUS procedure. Here blue circles represent
the Clusterl, which is assumed to be the best seg-
ment in profit.

If the same cutoff probability of 0.116 at the sec-
ond decile is applied to the Cluster]l segment, there
is the profitability table (See Table S) below. Higher
profit can be achieved. The Clusterl is determined
as the best segment.

Table 5.- Profitability table for Cluster1 segment

Qutcome type Percentage n Profit pper1000
ERRORI1 0.1972097 523 ($96.893.07) ($185.264.00)
ERROR2 0.0343137 91 $0.00 $0.00
VALID1 0.0286576 76 $0.00 $0.00
VALID2 0.739819 1962 $477.764.34 $243.508.84
Total 1 2652 $380.871.27 $143.616.62
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3.5 12-Variable Model

Alogistic regression model using 12-varible was
established as below (See Table 6).
Table 6.— Analysis of maximum likelihood estimates for 12-variable model

Analysis of Maximum Likelihood Estimates
Parameter| Parameter Description DF | Estimate Standard Wald Pr > ChiSq
Error Chi-Square
Intercept 1 -1.63090 0.38640 17.81 <.0001

xp | Utlization of all revolving) | 0130 | (00032 19.16 <.0001
bankcard trades

xp |Highestutilization onanysin-| | 000 o | 00170 17.66 <.0001
gle bank revolving trade
Total collection/charge off/

X3 repossession dollars within 12| 1 0.00006 0.00002 10.45 0.0012
months

xq |Percentof trades never delin-| | 5,000 | 50441 9.82 0.0017
quencies or derogatory
Trades open greater than or

XS . 1 -0.01310 0.00435 9.11 0.0025
equal to 1-year payment ratio

X6 Inquiries in last 6 months 1 0.08310 0.02800 8.83 0.003

x7 |Asgregateutilizationofrevolv-) ) | 6000 0570 8.31 0.0039
ing trades

xg |Aggregate credit limit onre-) ) | 60000 | 60000 7.44 0.0064
volving trades

xg  |Numberof 30 DPD tradesre-| )|, c100 | (06240 6.71 0.0096
ported within 2 years

x10 | Numberof 30-180DPDwith-| ) | och | (02930 6.62 0.0101
in 6 months

x11 | Number of revolving trades| || 5500 |0 01600 5.24 0.0221
with high utilization

X12 til;e:verage credit limit of| 1) 30001 | 0.00001 4.94 0.0263

3.6 12-Variable Model Performance
All 12 variables are significant in the level of

72 and Area Under Curve of 0.72 (See Table 7 and
Figure 3).
0.05. The model can achieve percent concordant of

Table 7.— Association of predicted probabilities and observed for 12-variable model

Association of Predicted Probabilities and Observed

Responses
Percent Concordant 72 Somers’ D 0.44
Percent Discordant 28 Gamma 0.44
Percent Tied 0 Tau-a 0.171
Pairs 2.082.730 C 0.72
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The ROC curve above shows that there is very
little difference between probabilities of the two
models, especially when 1-Specificity is between

Sensitivity

ROC Curves for Comparisons

1.00

075 -

020+

025+

0.00 —

0.00

T T T T
025 0.20 075 1.00

1 - Specificity

ROC Curve (Area)

Madel {0.71293)

4-variable Model (0.6888)
12-Wariable Model {0.71539)

Figure 3. ROC curve for comparison

0.25 and 0.75. Will this difference be a big impact
on profitability? The gains table (See Table 8) will
be explored further, tabulated as below.

Table 8.— Gains table for 12-variable model

Cum Default .
Decile | Default Cum Mean Default | Capture Min Max Mean KS
Default | Default Score Score Score
Rate Rate
1 97 97 0.398 0.398 0.532 0.207 1 0.400 0.467
2 42 139 0.170 0.284 0.760 0.101 0.207 0.143 0.606
3 17 156 0.067 0.211 0.851 0.062 0.101 0.079 0.595
4 12 168 0.050 0.171 0.918 0.038 0.062 0.047 0.560
S 7 175 0.029 0.143 0.957 0.023 0.038 0.030 0.493
6 4 179 0.015 0.121 0.977 0.015 0.023 0.019 0.408
7 1 180 0.004 0.105 0.982 0.010 0.015 0.012 0.305
8 1 181 0.004 0.092 0.988 0.006 0.010 0.008 0.203
9 2 183 0.008 0.083 0.999 0.003 0.006 0.005 0.108
10 0 183 0.001 0.074 1 0.000 0.003 0.002 0.000
Total 183 183 0.074 0.074 1 0.000 1 0.074 0.606
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The Gains and Lift charts show only a small ad-
vantage of the 12-variable model over the simpler
one. KS achieves 0.606.

3.7 12-variable Model Profitability Calculation

Similar to 4-variable model profitability calcula-
tion, when the predict default probability is greater
than a given number, it would a bad account. Other-

wise, it would be a good account. GoodBad can be
assigned to the scored data. For example, if the cutoff
probability of 0.143 from the mean score at second
decile is used, the model development data can be
classified into 4 categories: ERROR1, ERROR2,
VALID1 and VALID?2. The profitability is listed in
the below table (See Table 9).

Table 9.- Profitability table for 12-variable model

Outcome type pct Profit pper1000
ERRORI1 0.16631 544 ($98.427.90) ($180.933.65)
ERROR2 0.0963008 315 $0.00 $0.00
VALID1 0.0984408 322 $0.00 $0.00
VALID2 0.6389483 2090 $510.778.27 $244.391.52

1 3271 $412.350.37 $126.062.48

Here ERRORLI is a category in which the ac-
counts are assigned to be good. However, the ac-
counts are actually bad, so $98.427.9 is lost on
544 accounts. It is equivalent that $180.933.65
is lost on 1000 accounts; ERROR?2 is a catego-
ry in which the accounts are assigned to be bad
but they are actually good accounts, so money is
neither lost nor earned; VALID1 is a category in
which the accounts are assigned to be bad and they
are actually bad accounts, so a loss is successfully
avoided; VALID? is a category in which the ac-
counts are assigned to be good and the accounts
actually good accounts, so $510.779.27 is success-
fully earned on 2090 accounts. It is equivalent that
$244.391.52 is earned on 1000 accounts. This is
also winning business in $412.350.37 is earned on
the total 3271 accounts; equivalently, $126.062.48
can be earned on 1000 accounts.

4. Discussion

The profit difference on 1000 accounts base is
$3.721.79. It appears the 12-variable model has a

little advantage over the 4-variable model. However,
the cost in term of time and money also needs to
take into consideration. Using 4-variable model or
12-variable model would depend on how much it
could cost in complexity when the number of predic-
tors is increased from 4 to 12.

S. Conclusion

The research paper built two logistic models in
predicting the likelihood of default. Two models
were evaluated and compared based on concor-
dance, AUC, KS, simplicity, and profitability. No rec-
ommendation is provided on which modelis a better
choice to a company, but the final profitability that
each model can give is calculated. It will depend on
the cost and incremental complexity to implement
the models. The analysis also finished an unsuper-
vised clustering process, targeting the most profit-
able cluster segment.
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