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Determining the Degree of Connection between the Development
of the Sports Industry and Economic Growth in the Regional Context:
Evidence from 31 Provinces in China

Abstract. One of the components of the rapid development of China’s economy is the development of the sports industry.
The exacerbation of the COVID-19 epidemic has led to the introduction of quarantine measures and a significant reduction
in the share of the sports industry in the structure of China’s Gross Domestic Product. To form instruments that will
lead to economic development, it is important to identify regions in which the promising direction of development is
the sports industry. The aim of the article is determining the degree of connection between the development of the
sports industry and economic growth in the regional context using coupling coordination model (Evidence from
31 Provinces in China). This paper uses the commercial entropy method and the coupling coordination model to calculate
the coupling and coordinated development of the sports industry and high-quality economic development in 31 Provinces
in China from 2010 to 2020. The results of research give a base for the distribution of regions for the degree of connection
between the development of the sports industry and economic growth. Firstly, the degree of connection between the
development of the sports industry and economic growth in the eastern region is in a state of primary coordination, good
coordination and high-quality coordination, and Guangdong Province has achieved obvious performance. Secondly, as for
the eastern region, it has witnessed rapid economic development, and the sports industry is obvious. Thirdly, the degree
of connection between the development of the sports industry and economic growth in central provinces is in a state
of barely coordination, on the verge of disorder and mild recession. It’s confirmed that the development of the sports
industry can provide impetus for China’s economic growth, and the further development of economy can also promote the
rapid development of the sports industry. The two are interconnected and promote each other, which is a benign circular
industry system. Only by constantly optimizing the development mode of China’s sports industry and creating a high-quality
market operation mechanism the development of the sports industry and the Chinese economy can be realized. This
research will be useful for the state-managers in a sphere of regional development. Also, the results of this research will
be used by the top-managers of the sports industry when choosing a region for business development and expanding the
network of sports services

Keywords: economic development; COVID-19; coupling coordination model; high-quality economic development
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INTRODUCTION

China’s socialist market economy continues to develop
and grow, and the rapid development of the sports indus-
try is gradually progressing steadily. The sports industry is
gradually developing and has become an important sup-
porting emerging industry to directly promote the healthy
economic growth of China in the new era. COVID-19 out-
break brought adverse effects for China’s sports industry

Suggested Citation:

development in order to promote the outbreak era of China’s
sports industry high quality development, accelerate the
reform and innovation, opening up to the outside world,
accelerate industrial transformation and development and
upgrading of modern economic and social development
innovation mode of important formation stage. The crit-
ical time is to promote the construction of contemporary

Ziming, L., & Kharchenko, T. (2021). Determining the degree of connection between the development of the sports industry and economic
growth in the regional context: Evidence from 31 provinces in China. Economics of Development, 20(2), 8-18.
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sports revitalization as well as the rapid and healthy devel-
opment of the sports industry at this important historical
critical moment. It is conducive to promoting further de-
velopment of China’s sports industry to accelerate the in-
depth development of the supply-side industrial structural
restructuring reform, and realize high-quality economic
development.

The increasingly prominent pillar function of the
sports industry of the national economy of China has at-
tracted great attention from all walks of life. According
to statistics, from 2014 to 2018, the total scale of China’s
sports industry increased from 1.35 trillion yuan to 2.66 tril-
lion yuan, with an average annual growth rate of about
18%. The added value of the sports industry accounted for
exceeding 1% of GDP for the first time in 2018, increasing
from 0.64% to 1.1%. The added value of the sports industry
increased from 404.1 billion yuan (2014) to 1007.8 billion
yuan (2018). Also, in 2018, the number of sports industry
employees reached 4.439 million, and the per capita stadium
area increased from 1.46 square meters to 1.86 square meters.
Both the investment in manpower and infrastructure of the
sports industry and the scale of industrial output have been
greatly improved. The importance of the sports industry
in the development of the national economy of China has
been constantly highlighted. However, at the same time, it
should be noted that the global sports industry accounts
for about 1.8% of the global GDP, and the United States ac-
counts for about 2.85%. There is still a gap between the de-
velopment of the sports industry in China and in developed
countries, and the proportion of the sports industry in the
national economy is still low. With the period of the devel-
opment and transformation of China’s economy, the growth
space of the sports industry will be further expanded, and
promoting the high-quality development of the sports in-
dustry has become an important way to promote economic
growth in all regions of China [1].

In December 2019, a pneumonia caused by novel
coronavirus infection outbreak began in Wuhan, Hubei
province, and quickly spread across the country. In order
to control the spread of the epidemic, major public health
emergencies have been launched at the first level across
the country, and measures have been taken to cancel public
activities, delay the resumption of work, and ensure quar-
antine control. Affected by this, the sports competition and
performance industry has been fully closed for comprehen-
sive adjustment, and the sports venues, sports education
and training industry have been closed. Especially, the ice
and snow tourism industry has bid farewell to the peak rev-
enue season. Finally, the sports industry has suffered sig-
nificant negative effects. That is why it is relevant and im-
portant to research the impact of the COVID-19 pandemic
on the sports industry. In this context, the key direction of
research is to define the profound changes brought by the
epidemic to the sports industry. The evaluation of change
in the regional context will help to ensure the sustainable
and stable development of the sports industry and achieve
rapid economic growth.

The aim of the article is determining the degree of
connection between the development of the sports industry
and economic growth in the regional context using coupling
coordination model (Evidence from 31 Provinces in China).

The outlined trends indicate the importance of
conducting in-depth research on determining the level of
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influence of the development of the sports industry on
economic growth in China, taking into account the regional
aspect.

LITERATURE REVIEW

As for the connotations of China’s sports industry, the main-
stream views can be found by consulting books and liter-
ature. The scholar Yan Zhang [2] believes that the sports
industry refers to the comprehensive component of all the
production, management and activity units related to sports.
Guo Qiang [3] believes that in western developed countries,
the sports industry has become the domestic pillar industry,
accounting for a large proportion of the national econ-
omy. The American sports industry is more developed. It
is represented mainly by fitness and entertainment indus-
try, professional sports, sports industry and sports broker-
age and several parts according to the needs of consum-
ers and the market, to provide high-end consumer goods
for sports. Germany is a major economic power in Europe,
and the sports industry is also in a pillar position in the
German national economy. Feng Wu [4] introduced the de-
velopment experience of the sports industry in the United
States, the United Kingdom, Germany and South Korea and
other countries, and summed up the enlightenment for the
development of China’s sports industry. As for China, firstly,
tax policies will be used to regulate the orderly develop-
ment of the sports industry. Secondly, sports events will be
developed vigorously to promote the rapid development of
the sports industry. Thirdly, the development of the club
will be used to improve the enthusiasm of residents to par-
ticipate in sports. Finally, in China there will be used the
“Internet + technology” to promote the development of the
sports industry [5]. M. Sagas pointed out that under the new
normal economy, the disadvantages of the traditional eco-
nomic growth mode have gradually emerged, and acceler-
ating the economic structural adjustment and reform is the
focus of the current economic reform [6]. Jing Jinbo scholars
believe that China’s domestic sports industry market de-
velopment started late and small scale due to China’s eco-
nomic, social and national economic stimulus. Therefore,
the sports industry has also achieved a very good and rapid
development [7]. Recently, the development scale of China’s
sports industry has also been expanding rapidly. From 2011
to 2014, the highest average annual economic growth rate
of the economic added value of China’s sports industry
was 12.74%. Its growth rate was faster than its GDP growth
rate in the same years [8]. The future rapid development of
China’s sports industry has gradually become an important
strategic hot spot to directly promote the healthy develop-
ment of China’s domestic sports industry market [9].

On the theoretical basis of in-depth analysis of the
development characteristics of China’s sports industry,
Peng Wang explained in detail that the sports industry
plays a role in promoting the rapid development of China’s
social economy, which can then promote better, faster and
healthy development of China’s sports industry and ob-
tain better social and economic benefits. It is believed that
promoting the development of the sports industry will be
conducive to promoting and driving the growth of the na-
tional economy, promoting and driving the adjustment and
optimization of China’s industrial structure, promoting the
improvement of the employment level of social labor, and
maintaining China’s economic and social stability [10].

9 -.I
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Determining the degree of connection between the development of the sports industry...

Junxi Li, Liyun Xu discuss the basic connotation of China’s
sports industry, the economic and social benefits and eco-
nomic and ecological environment, on the basis of pro-
moting the economic and social development between the
industrial economic and social benefits and promoting the
sustainable development of economic and social benefits
of modern sports industry and problems, put forward the
basic way to effectively promote the economic and social
development [11].

MATERIALS AND METHODS
1. Entropy evaluation method. According to the comprehen-
sive level of high-quality economic development, the data
should be assigned with indicators (as shown in Table 1). In
order to minimize the subjective consciousness of weight
determination, the strong objective and operable entropy
method is used to determine the weight of each index of
the two systems (U, and U,) respectively. The general pro-
cedure of the entropy method is as follows:

calculate the proportion of each index and the index:

Y, is the proportion of item j in the i year, Z”;is the index
data of the item j in the i year.
Calculate the index information entropy:

ej = —k X, (Yij X Yij) @

e;, the entropy of the item j, the k was correlated with the
sample m.
Calculate the information entropy redundancy:

dj=1-¢ (3)

d. is the difference coefficient of the item-j index
Calculate the index weight of item j:
dj
TS d

)

wj

w; is the weight of the j-item index

The weight of each index is calculated according to
the above formula, and the specific system constructed is
shown in the Table 1:

ne Z W
*Z,
Table 1. Index system of sports industry and high-quality economic development

1 level 2 level 3 level Unit Mold | Weight
des\f)e(;:)t;r;r:rjlltlsstzle Gross value of the sports industry 100 million + 0.12
Sports industry output value growth rate % + 0.08
Sports industry U, Sports industry The added value of the sports industry 100 million + 0.08
development speed Growth rate of added value of sports industry % + 0.09
Per capita total sports industry 100 million + 0.08
The sports industry accounts for GDP % + 0.08
Per capita GDP Yuan + 0.09
Growth Industrial high polarization coefficient % + 0.05
coordination Retail sales of consumer goods accounted in GDP % + 0.11
Fiscal self-sufficiency ability coefficient % + 0.08
Total import and export volume accounted for % + 0.08
Per capita disposable income Yuan + 0.05
High-quality Y23 Internet broadband interface per capita - + 0.07
economic Urban registered unemployment rate % + 0.09
development U Open sharing Per capita education expenditure Yuan + 0.08

2 p p

Medical institution beds per capita - + 0.07
The public library holdings per capita volume + 0.08
Per 10,000 people + 0.09
Urban greening coverage rate % + 0.08
Green ecology The per capita area has a park green area centiare + 0.09
The harmless treatment rate of household waste % + 0.08

Source: the author’s calculation

The sources of the data are from the National Bureau
of Statistics from 2010 to 2020, China Yearbook of Science
and Technology Statistics, China Statistical Yearbook, China
Environmental Yearbook and China Statistical Yearbook
of High-tech Industry, and the statistical Yearbook of all
provinces (cities) [12]. The study subjects were 31 Chinese

provinces (cities) and autonomous regions (excluding Hong
Kong, Macao and Taiwan regions).

2. Coupling coordination degree model. To analyze the
coordinated development level of things. The degree of
coupling refers to the influence of the interaction between
two or more systems, achieving the dynamic correlation
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of the coordinated development, which can reflect the de-
gree of mutual restriction between the systems [13]. Coor-
dination refers to the size of the degree of benign coupling
in the coupling interaction relationship, which can reflect
the coordination situation [14]. The phenomenon of sports
industry and high-quality economic development inter-
action depends on the sports industry economic efficient
growth coupling. The sports industry influences and inter-
acts with economic development, and determines the level
of connection between them. First of all, the development
of the sports industry accelerates the development of sports
industry scale and the speed of sports industry, which will
surely drive the high-quality economy with coordinated
economy and growth, innovation and opening up, sharing
by all people, and green and sustainable economy.

First of all, the development of the sports industry
has a direct impact on sustainable development of re-
gions. Secondly, the sports industry can surely drive the
high-quality economy that is based on innovation, green
economy and opening up [15].

Therefore, it is necessary to build efficacy function to
measure the sports industry and economic quality develop-
ment of two subsystem development effect, then build the
coupling function and coupling matching function respec-
tively from pure quantitative and “qualitative quantitative”.
Two angles measure the sports industry and economic quality
development coupling development efficiency [16].

Because the original data units are not the same, it
is impossible to compare and compute directly. Standard-
ized processing is required, as well as treatment utilizing
(extremely standardized treatment). Also it is necessary to
have forward indicators and reverse indicators, so get the
following formula:

- forward indicators:
xij_xjmin

Vi = e ®)

ximax_xjmin
- reverse indicators:

Y' . x]max_xl]
)

xjmax_xjmin (6)
x, is the value in i year, j region, x; . is the minimum in re-
gion j, and x;,  is the maximum in region j, Y is the value
after normalization.
The coupling function. According to the n-dimensional
system interaction coupling degree model:

L. Ziming & T. Kharchenko

_ U, U, Uy \n
€ = n(fas) (M

The dual coupling function between the sports indus-
try and high-quality economic development is obtained:

Cy =2 (2 )% 8)

C is the coupling between the sports industry and high
quality economic development; between 0 and 1, when C
tends to 0, is the coupling system of the development of the
sports industry and high quality economic development,
indicating that the development of the sports industry fails
to promote high quality economic development; when C
tends to 1, the development of the sports industry and high
quality economic coupling system is in effective coupling
state, indicating that the development of sports industry
can promote high quality economic development.

Coupling matching degree function. The established
coupling degree function can effectively calculate the cou-
pling system composed of the development of the sports
industry and high-quality economic development, but due
to the lack of data, it does not better reflect the real eco-
nomic state, and cannot reflect the actual economic sig-
nificance between U, and U,. In this case it is appropriate
to build a coupling matching degree function [17; 18], per-
forming exactly as follows:

D = (CT)X
{T = aU, + bU, ©)

D is the coupling matching degree, and C is the coupling
degree between the development of the sports industry
and high-quality economic development; T'is the matching
and reconciliation index between the development of the
sports industry and high-quality economic development,
indicating the matching effect between the development
of the sports industry and high-quality economic develop-
ment; K, a, b is the pending coefficient, K=0.5, a=0.6, b=0.4.

RESULTS

According to the standardized index values and their weights,
the comprehensive index of each subsystem and the com-
prehensive index of the sports industry and high-quality
economic development system in each region are calculated
using the above formula (5-8). Due to the limited length of
the article, the data results of 2010 and 2020 are listed here.
Details are given in Table 2.

Table 2. Comprehensive index of sports industry and high-quality economic development system
in various provinces and cities in China

Sports industry U, High-quality economic development of the U,
2010 2020 Mean value 2010 2020 Mean value

Beijing 0.48 0.59 0.54 0.72 0.88 0.80
Tianjin 0.34 0.55 0.45 0.54 0.59 0.57
Hebei 0.36 0.56 0.46 0.34 0.35 0.35
Shanghai 0.58 0.58 0.58 0.8 0.85 0.83
Jiangsu 0.65 0.81 0.73 0.64 0.66 0.65
Zhejiang 0.49 0.69 0.59 0.57 0.69 0.63
Fujian 0.42 0.60 0.51 0.48 0.57 0.53
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Table 2, Continued

Sports industry U, High-quality economic development of the U,
2010 2020 Mean value 2010 2020 Mean value

Shandong 0.24 0.62 0.43 0.45 0.58 0.52
Guangdong 0.89 0.85 0.87 0.48 0.57 0.53
Hainan 0.14 0.53 0.34 0.34 0.46 0.40
Shanxi 0.2 0.58 0.39 0.32 0.39 0.36
Anhui 0.37 0.59 0.48 0.3 0.43 0.37
Jiangxi 0.16 0.59 0.38 0.31 0.42 0.37
Henan 0.17 0.57 0.37 0.29 0.4 0.35
Hubei 0.17 0.58 0.38 0.34 0.45 0.40
Hunan 0.16 0.58 0.37 0.32 0.5 0.41
Nei Monggol 0.12 0.37 0.25 0.33 0.4 0.37
Guangxi 0.13 0.37 0.25 0.31 0.39 0.35
Chongging 0.15 0.54 0.35 0.41 0.51 0.46
Sichuan 0.22 0.59 0.41 0.35 0.47 0.41
Guizhou 0.14 0.55 0.35 0.26 0.28 0.27
Yunnan 0.12 0.55 0.34 0.32 0.43 0.38
Xizang 0.11 0.34 0.23 0.3 0.36 0.33
Shaanxi 0.17 0.56 0.37 0.37 0.46 0.42
Gansu 0.12 0.53 0.33 0.17 0.34 0.26
Qinghai 0.09 0.58 0.34 0.31 0.33 0.32
Ningxia 0.09 0.34 0.22 0.38 0.47 0.43
Xinjiang 0.12 0.43 0.28 0.41 0.38 0.40
Liaoning 0.46 0.55 0.51 0.4 0.51 0.46
Jilin 0.24 0.53 0.39 0.29 0.43 0.36
Heilongjiang 0.37 0.53 0.45 0.29 0.44 0.37

Source: the author’s calculation

According to the standardized index values and
their weights, the comprehensive index of each subsystem
is calculated using the above formula (9), and the coupling

Table 3. Calculation results of the coupling degree of China’s sports industry
and economic development from 2010-2020

and coordination degree between the sports industry and
the high-quality economic development is calculated using
the formula. The calculation results are in Table 3.

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | Mean value
Beijing 0.78 0.89 0.87 0.83 0.94 0.89 0.93 0.94 0.95 0.9 0.89 0.89
Tianjin 0.53 0.59 0.6 0.64 0.83 0.73 0.67 0.64 0.61 0.66 0.65 0.65
Hebei 0.46 0.44 0.43 0.47 0.61 0.61 0.58 0.55 0.53 0.53 0.53 0.52
Shanghai 0.72 0.70 0.72 0.79 0.99 0.87 0.8 0.84 0.75 0.81 0.8 0.80
Jiangsu 0.69 0.81 0.87 0.81 0.8 0.93 0.85 0.92 0.83 0.85 0.83 0.84
Zhejiang 0.61 0.67 0.69 0.69 0.81 0.84 0.78 0.81 0.78 0.76 0.75 0.74
Fujian 0.54 0.56 0.56 0.58 0.96 0.71 0.7 0.7 0.68 0.68 0.66 0.67
Shandong 0.45 0.59 0.62 0.63 0.83 0.76 0.7 0.71 0.68 0.68 0.67 0.67
Guangdong 0.71 0.85 0.94 0.87 0.91 0.98 0.95 0.97 0.98 0.93 0.9 0.91
Hainan 0.35 0.43 0.44 0.47 0.46 0.6 0.56 0.52 0.55 0.51 0.5 0.49
Shanxi 0.38 0.41 0.39 0.43 0.47 0.58 0.53 0.48 0.49 0.48 0.47 0.46
Anhui 0.45 0.44 0.46 0.45 0.63 0.61 0.56 0.56 0.56 0.54 0.54 0.53
Jiangxi 0.35 0.43 0.45 0.43 0.57 0.6 0.55 0.56 0.55 0.52 0.51 0.50
Henan 0.34 0.41 0.42 0.41 0.65 0.59 0.53 0.52 0.53 0.51 0.51 0.49
Hubei 0.36 0.46 0.49 0.47 0.89 0.63 0.58 0.61 0.56 0.58 0.57 0.56
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Table 3, Continued

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | Mean value
Hunan 0.35 0.44 0.46 0.47 0.7 0.63 0.58 0.63 0.57 0.56 0.54 0.54
Guangxi 0.33 0.40 0.41 0.41 0.43 0.54 0.5 0.46 0.49 0.46 0.46 0.44
Nei Monggol 0.39 0.47 0.48 0.52 0.6 0.67 0.61 0.59 0.59 0.57 0.55 0.55
Chongqing 0.4 0.48 0.51 0.51 0.74 0.65 0.61 0.61 0.59 0.58 0.56 0.57
Sichuan 0.31 0.37 0.39 0.35 0.51 0.55 0.51 0.47 0.49 0.45 0.45 0.44
Guizhou 0.33 0.39 0.39 0.41 0.42 0.54 0.5 0.46 0.5 0.46 0.45 0.44
Yunnan 0.38 0.29 0.48 0.49 0.77 0.64 0.6 0.56 0.55 0.55 0.56 0.53
Xizang 0.25 0.16 0.33 0.35 0.33 0.45 0.41 0.42 0.46 0.4 0.39 0.36
Shaanxi 0.29 0.21 0.35 0.35 0.32 0.51 0.48 0.43 0.46 0.45 0.42 0.39
Gansu 0.33 0.24 0.4 0.41 0.41 0.58 0.48 0.51 0.54 0.45 0.43 0.43
Qinghai 0.33 0.24 0.41 0.43 0.47 0.53 0.53 0.48 0.5 0.57 0.55 0.46
Ningxia 0.39 0.47 0.48 0.52 0.6 0.67 0.61 0.59 0.59 0.58 0.56 0.55
Xinjiang 0.4 0.48 0.51 0.51 0.74 0.65 0.61 0.61 0.59 0.46 0.44 0.55
Liaoning 0.53 0.53 0.52 0.52 0.68 0.67 0.63 0.61 0.61 0.6 0.58 0.59
Jilin 0.38 0.42 0.43 0.46 0.47 0.58 0.54 0.47 0.53 0.63 0.6 0.50
Heilongjiang 0.45 0.42 0.44 0.44 0.54 0.59 0.54 0.5 0.51 0.64 0.62 0.52

Source: the author’s calculation

From 2010 to 2019, the coupling degree of China’s
sports industry and high-quality economic development
tends to increase, and in 2020, the influence of novel coro-
navirus tends to decline. Before 2020, the eastern region
was in a state of high coupling. The central and western re-
gions ranging from imbalance and moderate coordination
to good coordination show that the overall level of coupling
between China’s sports industry and high-quality economic
development is high. Then the authors analyze the spatial
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and temporal evolution from the coupling degree of the
sports industry and high-quality economic development.
Analysis of the time evolution. Based on the statistical data
from 2010-2020 and the above coupling model, the relationship
between the sports industry and high-quality economic devel-
opment in provinces and cities was calculated. It is divided into
economic development levels: eastern region, central region,
western region, northeast region. The authors analyze them in
accordance with the regional time change level, the Figure 1:
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Figure 1. Statistical diagram of the coupling degree of sports industry and high-quality economic development in four regions
(a — graphical results for the East region of China, b — graphical results for the Middle region of China, c — graphical results for
the West region of China, d — graphical results for the Northeast region of China)
Source: own elaboration
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As can be seen from Figure 1a, the coupling degree
of the sports industry and high-quality economic develop-
ment in eastern China shows an overall trend of increasing
year by year, among which the coupling degree of Hainan
Province was the lowest in 2010 and slowly increased year
by year. In 2019, the coupling value of the sports industry
and high-quality economic development exceeded that of
Hebei Province. The coupling degree of the sports industry
and high-quality economic development in central China is
generally between 0.4 and 0.7 (Fig. 1b). Among the central
provinces and cities, the sports industry and economy are
well-developed in Hubei Province, and in 2010 the index
was 0.88, which was a good breakthrough and leap. From
2010 to 2014, the coupling index of the sports industry
and high quality economic development in all provinces in

The coupling coordination development index in 2010

m0.250000-0.340000
[50.340001-0400000

western China was lower than 0.5; from 2014 to 2019, it
was in barely coordination and loss coordination (Fig. 1c).
The coupling index of the sports industry and high-quality
economic development in the three northeastern provinces
was on the rise. From 2010 to 2014, the coupling index of
the sports industry in northeastern China was between 0.45
and 0.5 (Fig. 1d); from 2014 to 2018 it grew rapidly. Between
2019 and 2020 it was in a downward trend, further proving
that COVID-19 has a great impact on the sports industry.
Spatial evolution analysis. In order to further explore
the spatial differences in the development level of the sports
industry and high quality economic development, it is pro-
posed the visual analysis of the sports industry and eco-
nomic development in 2010, 2016, 2019 and 2020. The coupling
coordination development index is as follows (Fig. 2):
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Figure 2. High-quality coupling coefficient between Chinese regional sports industry and economy in the four years
(a - graphical results for 2010 year, b — graphical results for 2016 year, ¢ — graphical results for 2019 year,
d - graphical results for 2020 year)

Source: own elaboration

The spatial coefficient of coupling with high-qual-
ity economic development in Chinese provinces and cities
changed significantly in 2010, 2016 and 2019, which further
shows that the coupling coordination between regions is
obvious. It’s researched the sports industry and economic
development in Beijing, Guangdong, Jiangsu Province in
2010 (Fig. 2a); the eastern region was at a high level, while
the central and northeast regions were at the second level,
which further shows the rapid economic development in the
central and eastern regions. In 2016 (Fig. 2b), the coupling
coefficient of high-quality development of the sports indus-
try and economic development was at a high level in Beijing,
Guangdong Province, Jiangsu Province, Shandong Province,
etc. In 2019 (Fig. 2¢), the coupling coefficient of the sports
industry and high-quality economic development in China
was higher than 0.5, but the changes between provinces and

Economics of Development. 2021. Vol. 20, No. 2

regions were obvious. The investment in green science and
technology in the eastern region was still at the first level, in
the central and northeast regions were at the second level,
and the development of the western region was at the last
level. In 2020 (Fig. 2d), the coupling coefficient of the sports
industry and high-quality economic development in all
provinces was lower than that in 2019. The COVID-19 has an
obvious impact on the high-quality development of China’s
sports industry and economy.

By using the coupled coordination model, selecting
the data for the period 2010-2020 to calculate the coordi-
nation degree between the sports industry and high-qual-
ity economic development system between 31 provinces
and cities in China, and the mean coordination value of the
high-quality economic development in 11 years, the authors
obtained the following results (Table 4).
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Table 4. Calculation results of the coupling degree of China’s sports industry and economic development
for the period 2010-2020

Region Mean value Rank Coupling coordination values Coordination level
Guangdong 0.91 1 0.9<D<1 High quality and coordinated
development
Beijing 0.89 2 0.8<D<0.9 Good coordinated development
Jiangsu 0.84 3
Shanghai 0.80 4 0.7<D<0.8 Intermediate coordinated
Zhejiang 0.74 5 development
Fujian 0.67 6 Primary coordinated
Shandong 0.67 7 0.6<D<0.7 development
Tianjin 0.65 8
Liaoning 0.59 9
Chongging 0.57 10
Hubei 0.56 11
Xinjiang 0.56 12
Ningxia 0.55 13
NeiMonggol . 14 0.5<D<0.6 Barely coordinated development
Hunan 0.54 15
Yunnan 0.53 16
Anhui 0.53 17
Hebei 0.52 18
Shaanxi 0.51 19
Heilongjiang 0.51 20
Jiangxi 0.50 21
Jilin 0.50 22
Henan 0.50 23
Hainan 0.49 24
Shanxi 0.49 25 0.4<D<0.5 The verge of dysregulation and
Qinghai 0.45 26 recession
Guangxi 0.44 27
Sichuan 0.44 28
Guizhou 0.44 29
Gansu 0.44 30
Xizang 0.36 31 0.3<D<0.4 Mild dysregulation decline

Source: the author’s calculation

The results of coordination between the sports indus-
try and high quality economic development show that the
coupling coordination is between 0.9 and 1 in Guangdong
province. In Beijing and Jiangsu Province the coupling co-
ordination is between 0.8 and 0.9. In Xizang the coupling
coordination is between 0.3 and 0.4, indicating the great
difference between the provinces.

DISCUSSION
In order to realize the coordinated development of the
sports industry between regions, and thus promote the
high-quality economic development between regions, the
following countermeasures are put forward.

1. The government should strengthen support policies
and support measures. As the sports industry is an emerging

industry, many start-ups and small companies have limited
capital reserves and weak risk resistance. On the other hand,
enterprises operating in various sports venues and sports
goods stores bear high cost pressure during the epidemic.
Industry entities look forward to a new round of policy sup-
port, greater and greater urban land use tax and property
tax reduction, increased hydropower fee subsidies, reduction,
exemption or VAT reduction, coordinate with financial in-
stitutions to increase credit supply to the related enterprises
in the sports industry, appropriately relax credit loans, and
allow financial institutions to float interest rate standards
within a certain range.

2. Encourage the innovative development of sports in-
dustry enterprises. China’s state institutions will encourage
enterprises to use new technologies such as big data, cloud
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computing, artificial intelligence, 5G, blockchain and so on
to promote the digitalization and intelligence of the sports
industry, promote the integration, superposition and inno-
vation of online and offline sports products and services,
cultivate new models and new business forms of the sports
industry, and help improve the quality and upgrading of
the sports industry.

3. Promote the healthy and sustainable development of
China’s sports economy, provide more impetus for China’s
economic growth, and constantly expand the new areas
of the sports economy development. Develop a new field
of sports economy development, form new development
projects with the integration and agglomeration of sports,
science and technology, culture, talents, brands and other
elements, enrich the content and forms of new fields of sports
economy, and generate more vitality and vitality in the field
of sports economy.

4. The integration of online and offline industries will
help us participate in the transformation and upgrading
of the sports industry. Under the COVID-19 epidemic, the
sales of sports education products and related products
lines occupy the mainstream of the market, and the num-
ber of online fitness users continues to rise. This new “In-
ternet” sports model has promoted the provision of sports
consumption services by e-commerce platforms, and has
played a greater role in promoting the development of
China’s sports industry. The epidemic has spawned the hot
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Finally, the development of sports industry can pro-
vide impetus for China’s economic growth, and the further
development of economy can also promote the rapid devel-
opment of sports industry. The two are interconnected and
promote each other, which is a benign circular industry sys-
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JTio Li3uMiH, TeTaHa OnekcaHapiBHa Xap4YeHKoO

CYMCbKUI HaLioHaNbHMM arpapHMii yHIiBepcuTeT
40000, Byn. I KoHgpaTbeBa, 160, M. CyMu, YKpaiHa

BU3HAUEeHHSA CTYNEeHSA 3B'A3KY Mi)XX PO3BUTKOM CMOPTUBHOI iHAYCTPIi
Ta €KOHOMiIYHUM 3POCTaHHSAM Yy perioHaslbHOMY KOHTEKCTi:
naHi 31 nposBiHuii Kutaio

AHoTauifa. OpHiero 31 ck1aJoBMX CTPIMKOTO PO3BUTKY eKOHOMiKM KMTalo € pO3BUTOK CIIOPTUBHOI iHAYCTPii. 3arocTpeHHs
enigemii COVID-19 npusBeso 10 BBeeHHS KapaHTUHHUX 3aX0AiB i 3HAUHOTO CKOPOYEHHST YaCTKY CIIOPTUBHOI iHAYCTPil
B CTPYKTYpi BajJOBOrO BHYTPIiMIHbOTO MPOAyKTy Kuraio. st dbopMyBaHHS iHCTPYMEHTIB €KOHOMIUHOTO DPO3BUTKY
BAKIMBO BMU3HAUMUTU PEriOHU, B SIKMUX MEPCIIEKTUBHMUM HAIPSIMKOM PO3BUTKY € CIIOPTMBHA rasy3b. MeTOW CTaTTi €
BM3HAUYEHHS CTYIEHS 3B’SI3Ky Mi’K PO3BUTKOM CIIOPTMBHOI iHAYCTpii Ta €KOHOMIYHMM 3POCTAaHHSM Y PerioHaJbHOMY
KOHTEKCTi 32 JOMTOMOTO0I0 MOZei 3B’13aH0i KOOpAMHALiil (IOCTiIKeHHS MPOBOAWIOCH 3a HaHumu 31 nposiHuii Kuraio) Y
JOCTiIKeHi 0y/I0 BUKOPUCTAHO MeTOJ, KOMepLiifHOi eHTPOIIii Ta Mofeab KoOpAMHaLii 3B’513Ky [I7Is1 PO3PaxXyHKY 3B’I3Ky Ta
CKOOPAVHOBAHOTO PO3BUTKY CIIOPTUBHOI iHAYCTPil Ta BUCOKOSIKICHOTO €KOHOMIUHOTO 3pocTaHHs 31 npoBiHLii Kutaio 3
2010 o 2020 pik. Pe3ynbraTyt JOCTiAKEHHS Jay MiACTaBy 7151 PO3IIOIiTy PEeTiOHIB 3a CTyIeHeM 3B’SI3Ky MiXK PO3BUTKOM
CIIOPTUBHOI Tanay3i Ta eKOHOMiIUYHMM 3pocTaHHsIM. [lo-nepiile, CTyMiHb 3B’I3Ky MiXX PO3BUTKOM CIIOPTUBHOI iHAYCTpii Ta
€KOHOMIYHMM 3POCTaHHSM Yy CXiIHOMY perioHi 3HaXOIMTbCS B CTaHi NMePBMHHOI KOOpAMHALLii, XOpOIIOi KoopAaMHalii
Ta BUCOKOSIKICHOI KOOpAMHAIil, i mpoBiHLig I'yaHOyH [IOCSTaa OUYeBUAHUX pe3ynabTaTiB. IIo-Ipyre, 10 CTOCYETHCS
CXiTHOTO perioHy, TO TYT CIIOCTepiraeTbCs MIBMUIKII €KOHOMIUHMI PO3BUTOK, i BIVIMB CIIOPTMBHOI Tajy3i Ha JOCITHEHHS
pe3ynbTaTUBHOCTI € oueBUAHUM. [lo-TpeTe, CTYMiHb 3B’I13Ky MiX PO3BUTKOM CIIOPTMBHOI iHAYCTPii Ta €KOHOMIUYHUM
3pPOCTAaHHIM Yy LEHTPAJbHUX MPOBiHISIX MepeOyBalOTh Y CTaHi JieAb MOMITHOI KOOpAMHAIlil, HA MeXi po3iamy Ta
Jierkoro cragy. [TigTBepaskeHo, 10 pO3BUTOK CIIOPTUBHOI iHAYCTpPii MOXKe JaTy MOMITOBX AJIS EKOHOMiIUHOTO 3POCTAHHS
Kutato, a mojganbiiinii po3BUTOK €KOHOMiKM, BiITIOBiTHO, MOKe CIIPUSITU HIBUAKOMY PO3BUTKY CIIOPTMBHOI iHIYCTpii.
HoBeneHo, M0 00MIBa NOCTIAKYBaHI CKIAJHUKY, B3A€MOIIOB’I3aHi Ta CIPUSIIOTh OOUH OJHOMY, L0 € HOOPOSIKICHOIO
LMK/IIYHOIO raly3eBo0 CUCTeMO0. TiIbKM LUISIXOM IIOCTi{HOI ONTMMIi3alii peXXUMy PO3BUTKY KUTaMCbKOI CIIOPTUBHOL
iHmycTpii Ta CTBOPEHHSI BUCOKOSIKICHOTO MexaHi3My (YHKI[IOHYBaHHSI PMHKY MOXXHA peai3yBaTu MOABIHMIT PO3BUTOK
IIO/I0 CIIOPTMBHOTO HAIMPSIMYy €KOHOMIYHOI Iis/IbHOCTI Ta eKOHOMiKkyM Kutato. JlaHe mocimskeHHsT 6yme KOPUCHUM MJIs
JIep>kaBHUX MeHemkepiB y cdepi perioHasbHOr0 po3BUTKY. TaKOK pesyabTaTy IIbOTO AOCTIIKEHHS MOXYTh OYyIyThb
BUKOPUCTAHi TOI-MeHe)kepaMi CTIOPTUBHOI ray3i nmpu Bubopi perioHy Ajiss po3BUTKY 6i3HECY Ta pO3IIMPEHHS Mepexi
CIIOPTUBHUX MOCJIYT

KniouoBi cnoea: ekoHomiuHuit po3BuTok; COVID-19; Mmomenb 3B’13aHO1 KOOPAMHAILii; IKICHIMIT €eKOHOMIUHMII PO3BUTOK
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Customer Dominant Logic (CDL): Features of Supplier Involvement
in Customer Ecosystems in E-Commerce

Abstract. In the conditions of the active development of the digital economy and the emergence of new marketing
approaches, the determination of the features of the involvement of suppliers in consumer ecosystems based on the
customer dominant logic (CDL) is the starting point for the use of this logic in e-commerce and an actual direction of
scientific, theoretical and practical research. The purpose of this study is to determine the features of the involvement
of suppliers in customer ecosystems in e-commerce based on CDL. The theoretical and methodological basis of the
research is modern scientific concepts, theoretical developments of leading domestic and foreign scientists regarding
their essence, possibilities and features of their use in electronic commerce. The method of theoretical generalization,
and logical analysis and the graphic method were used. The conducted research made it possible to obtain the following
results: firstly, the author substantiated the use by companies of indicators characterizing thoughts, emotions, experience
and possible models of customer relationships while auditing content and promoting products in social networks. Unlike
the existing approach, which is based on the traditional account analysis metrics, this one will enable companies to gain
real-time information about how, where and when a customer orders a product, what they want and who they are, and
become an element of their ecosystem. Considering the fact that different companies use different types of logic (goods
dominant logic (GDL), maintenance dominant logic (SL) and service dominant logic (SDL)), this work offers to distinguish
two groups of indicators of content audit and promotion - specific and general — which will give companies a reason to
focus on indicators that are more significant for them. Secondly, the article proposes the involvement of suppliers in
customer ecosystems based on the assessment of business clients using the methodology of auditing the activities of the
main competitors in social networks, which will make it possible to significantly simplify the company’s entry into client
ecosystems. The results of the given research can be useful for companies seeking to establish long-term and effective
relationships with customers based on the introduction of new marketing approaches and technologies
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INTRODUCTION

The modern economy is increasingly associated with
e-commerce, which is explained by the new, almost limit-
less opportunities provided by the digital space, which in-
clude the convenience of finding the products necessary for
buyers and consumers, the possibility of creating individu-
alized offers and compatible design of value, a wide range
of products and services, new approaches to strengthening
products, the possibility of forming customer databases and
collecting information about consumers based on Big Data
technologies, etc. Thus, according to the communications
agency Plusone [1], as of July 2021, the audience of the

Suggested Citation:

Instagram social network in Ukraine was more than 15 mil-
lion people, and the reach of advertising tools on the Face-
book network reached 24 million people. According to the
penetration of these social networks, Ukraine is in the top
three among large European countries and neighboring
states. Therefore, constant improvement of marketing in
e-commerce in general, and in social networks in particular,
based on modern technologies, approaches and concepts
can bring significant business results.

The marketing activities of companies are tradition-
ally based on approaches that have always focused on the

Demchenko, H. (2021). Customer dominant logic (CDL): Features of supplier involvement in customer ecosystems in e-commerce.
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product supplier [2; 3]. Thus, approaches such as goods
dominant logic (GDL), service dominant logic (SDL), and
maintenance dominant logic (SL) have become widespread.
In recent decades, representatives of the Scandinavian
school of marketing have developed the foundations of a
new approach - the customer dominant logic (CDL), which
is fundamentally different from the existing ones because
it shifts the focus from the product supplier and its market-
ing efforts to the consumer, namely, how the consumer en-
gages the suppliers different products into their ecosystems.

Therefore, in the conditions of the active develop-
ment of electronic commerce and the emergence of new
marketing approaches, the determination of the features of
the involvement of suppliers in the ecosystems of consum-
ers in electronic commerce based on the logic of customer
dominance is a promising and relevant direction of scientific,
theoretical and practical research.

LITERATURE REVIEW

The marketing activity of a modern company is based on
a certain dominant logic that determines the concept of
business and the specifics of its implementation, specific
tools that are used in management. The works of such au-
thors as K. Heinonen and T. Strandvik [4; 5], K. Gronroos [3],
R. Bettis and S. Prahalad [6] and others are devoted to the
development of theoretical foundations and practical
tools of various types of dominant logic. The method-
ological foundations of the logic of client dominance were
formed in the works of representatives of the Scandinavian
school of marketing — P. Voima [7], K. Heinonen and
T. Strandvik [4], K. Gronroos [3], etc. In the works of these
researchers, the logic of client dominance is considered
as a view of business and marketing, that is based on the
primacy of the client [4; 7], which is significantly differ-
ent from other types of logic used by modern companies
in both real and electronic commerce. The theoretical and
practical principles and models of managing relationships
with electronic suppliers are considered in the works of
S. Maxwell and A.M. Khan [8] and others. In the study by
S. Cleary and C. McLerney [9], organizational benefits from
the implementation of supplier relationship management
at the strategic level are determined; J.M. Payan [10] and
others focused on modeling relationships with suppliers
based on trust. Research by D.E. Campbell [11] is focused
on improving customer perception of operating platforms
and marketing strategies in e-commerce.

Despite the significant interest of marketing theorists
and practitioners in the problem of consumers forming their
ecosystems and involving product suppliers in them, effec-
tive management of relationships with suppliers in e-com-
merce, a number of issues requires further development.

For example, K. Heinonen and T. Strandvik [4] iden-
tified the following most relevant directions of further re-
search in the formation of the logic of customer dominance:
conducting empirical studies on the implementation and
use of CDL in business, forming recommendations for the
integration of the logic of customer dominance in strategic
and operational business levels, researching the logic of
customer dominance in different settings and under con-
ditions of different scale of business, developing methods
to observe overt and covert activities and experiences of
customers, identifying ideal types of customer logic, etc.
Sharing the view of these researchers regarding the main

directions of further development of CDL, it was stated
that identifying the features of involvement of product
suppliers in client ecosystems is the starting point for us-
ing this logic in e-commerce in general and in social net-
works in particular.

The purpose of the study is to determine the charac-
teristics of suppliers’ involvement in customer ecosystems
in e-commerce based on customer dominant logic (CDL).

MATERIALS AND METHODS

The theoretical and methodical basis of the research are
such modern scientific concepts and approaches as the
logic of customer dominance and relationship marketing,
theoretical developments of leading scientists regarding
their essence and methods, features of their use in elec-
tronic commerce. A methodical approach to auditing clients
in social networks, based on which practical marketing re-
search is conducted, is also used.

This article is based on a system of general scientific
and special research methods — abstract-logical analysis, the
method of analysis and synthesis, the method of theoret-
ical generalization and the graphic method, with the help
of which the peculiarities of using the logic of client domi-
nance in e-commerce were determined, a theoretical gener-
alization of the audit indicators of clients in social networks,
taking into account the peculiarities of the customer domi-
nant logic, and the structure of client ecosystems are given.

RESULTS AND DISCUSSION

The most common types of logic in the marketing activi-
ties of companies are goods dominant logic (GDL), main-
tenance dominant logic (SL), service dominant logic (SDL)
and customer dominant logic (CDL). Historically, the logic
of product dominance appeared first, then there was a grad-
ual shift in the attention of researchers from suppliers and
their goods to consumers, attention was focused on build-
ing long-term and mutually beneficial relations between
market agents, joint creation of value within the logic of
service and service dominance. One of the latter is the logic
of customer dominance, which involves shifting the focus
from product providers to customer ecosystems in a more
radical way than within other types of logic. So, in the mod-
ern practice of marketing, companies use different types of
logic, which implies the existence of various approaches
to determining the priorities of the development of com-
panies and the tools used to achieve their goals. The effec-
tive application of various types of logic in e-commerce in
general and in social networks in particular involves de-
termining the most important for the company traditional
indicators of content audit and promotion of the selected
account, which allows to focus on the most important as-
pects of marketing from the point of view of management.
For example, when using product dominance logic, other
things being equal, product characteristics are most im-
portant, when using SDL and SL, service quality indicators
and customer relations will be most important. Due to the
more radical difference of CDL from other types of logic,
the improvement of traditional method of content audit
and account promotion is proposed due to the fact that
not only and not so much the main competitors, products,
services and relationships will be subject to analysis, but
also consumers and opportunities to enter their ecosystems.

As stated by H.V. Demchenko [12] and on the
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Fakelikeinfo resource [13], in order to identify and attract
customers through social networks, modern companies
conduct a content audit and promotion of the selected ac-
count according to such indicators as comprehensibility, rel-
evance and visual quality of the content, use of hashtags,
efficiency and relevance of the reverse communication,
working with bloggers and opinion leaders, the quality of
visual aesthetics, compliance of content with the needs of
the audience, regularity of posting, the most popular pub-
lications, the presence of a direct connection between con-
tent and products/services, the existence of sales through
the account, their systematicity and effectiveness. So, the
given indicators mostly characterize the supplier and reflect
the marketing approaches in which it is the center — GDL,
SL, SDL. We note that in conditions of limited resources,
it is appropriate for companies to determine the priorities
of content development and product promotion through
social networks, therefore it is expedient to differentiate
these indicators and identify the most significant of them.
Thus, companies are offered to form two groups of indicators
of content audit and promotion of the selected account in
social networks — a group of specific (most significant) and
a group of general indicators. Both the subjective opinion
of the management and the logic used by the company can
form the basis of such division.

Within the goods dominant logic (GDL), the most
important value for companies is the product, and custom-
ers are seen as maximizers of the profit from buying and
consuming the best possible products. Management ac-
tions in this case are focused on the constant improvement
of products — their individual characteristics and proper-
ties and ways to increase the level of customer satisfaction
and the formation of their loyalty to the product, brand or
company. Regarding the implementation of GDL in e-com-
merce, when conducting a content audit and promotion in
social networks, special attention should be paid to indica-
tors such as “Availability of direct connection between con-
tent and products/services”, “Existence of sales through
the account, their systematicity and efficiency” due to the
fact that they make it possible to assess the compliance of
the company’s product with the existing demand.

From the point of view of D.E. Campbell [11],
S. Cleary, and C. McLarney [9], T. Durai, G. Stella [14],
C. Gronroos and J. Gummerus [3], within the maintenance
dominant logic (SL) building effective and sustainable rela-
tionships between the customer and the service provider is
the key to the company’s long-term success at the market,
thus the focus is on the interaction between the supplier
and the customer. In this case, the management actions of
the company are aimed at maximizing the value of a certain
offer for the client, therefore work is being carried out to
identify the needs of clients and develop such offers that
would have maximum value for them. When implementing
SL in e-commerce, it is advisable for companies to pay at-
tention to such indicators of content audit and promotion
in social networks as “Regularity of posting”, “Adaptation
of content to the needs of the audience”, “Expedience and
relevance of feedback”, “Working with bloggers and leaders’
opinions”, “Most popular publications”. The evaluation of
the above indicators makes it possible to determine the
satisfaction of customers’ needs based on their percep-
tion of the value of the company’s products and offers.
As stated by C. Gronroos and J. Gummerus [3], S. Maxwell,
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A.M. Khan [8], the logic of service dominance emphasizes
systems of relationships and co-creation between subjects
and provides assistance to customers in their own value
creation processes. So, the logic of service dominance in-
volves the joint creation of value by the client and the ser-
vice provider. Management actions of the company when
using the logic of service dominance, as noted [5], focus on
the design of product exchange systems and the joint cre-
ation of values in them for many interested parties. When
implementing SDL in e-commerce, special attention should
be paid to such indicators of content audit and promotion
in social networks as: “Adaptation of content to the needs
of the audience”, “Expedience and relevance of feedback”,
“Working with bloggers and opinion leaders”, “Quality of
visual aesthetics”. The evaluation of these indicators will
provide grounds for determining the possibilities of co-cre-
ation between the product supplier and the interested par-
ties. When implementing SDL in e-commerce, special atten-
tion should be paid to such indicators of content audit and
promotion in social networks as: “Adaptation of content to
the needs of the audience”, “Expedience and relevance of
feedback”, “Working with bloggers and opinion leaders”,
“Quality of visual aesthetics”. The evaluation of these in-
dicators will provide grounds for determining the possibil-
ities of co-creation between the product supplier and the
interested parties.

Therefore, content audit and social media promo-
tion metrics such as “Comprehensibility of content”, “Rel-
evance of content”, “Visual quality of content”, “Usage of
hashtags” are usually common to any type of logic used by
a company. So, in this article, it is proposed to divide all tra-
ditional indicators of content audit and promotion in social
networks into two groups - specific and general. Specific
indicators will reflect the state of the most important ele-
ments of content and promotion from the company’s point
of view, and general ones will provide general information
about the state of the market and competitors. Filling these
groups with specific indicators is proposed to be carried out
on the basis of a survey, a generalization of the opinions of
the top management of companies and the logic used.

As mentioned, the customer dominant logic is dis-
tinguished by the emphasis on the introduction by cus-
tomers of certain products and, accordingly, their suppli-
ers, into their processes of purchase, consumption, further
use, etc. However, the role that a product supplier can play
in a customer’s life or business can vary from minor to sig-
nificant and can change over time. CDL is implemented
through defining the configuration of product and supplier
offerings for the customer. At the heart of this configura-
tion are patterns of relationships between customers and
suppliers, based on thoughts, emotions, experiences and
their aspirations, and implemented within customer eco-
systems. According to [4], the customer ecosystem in gen-
eral is a system of subjects and elements related to the cus-
tomer, which is related to a specific product. It is described
as a distinct network with the customer at the center, so
customer ecosystems include service providers, other cus-
tomers, other actors, and physical and virtual structures
associated with the product. At the center of the ecosystem
is the client himself, who is surrounded by many other
market subjects, both those with whom the client already
has direct or indirect connections, and potential ones. Vir-
tual structures in customer ecosystems include various
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elements of e-commerce, including e-commerce platforms
and social networks.
A schematically simplified client ecosystem is shown
in Figure 1, where the following abbreviations are adopted:
- other clients (IR [IK], numbering from 1 to n);

I18

IK...

- service providers (P [IT], numbering from 1 to m);

- other subjects (IS [IC], numbering from 1 to k);

- virtual structures (VS [BC], numbering from 1 to p);
- physical structures (FS [®C], numbering from 1

to q).

ICk

IK 2

Figure 1. A simplified diagram of the client ecosystem

Source: developed by the author

In this article, it is proposed to audit the content and
promotion of products of companies using CDL in social
networks, taking into account the differences in the cus-
tomer dominant logic and the use of client ecosystems. In
this case, when auditing content and promoting products
in social networks, indicators characterizing thoughts,
emotions, customer experience, and possible models of
relationships will acquire special importance, and all tra-
ditional indicators will provide general information about
the state of the market. Therefore, traditional indicators of
content audit and promotion of companies’ products in so-
cial networks will form a general group. The group of spe-
cific indicators is supposed to include indicators that will
provide insight of how, where and when the customer or-
ders the product, what he wants and who he is, which fully
corresponds to the approach proposed [7].

Thus, in order to determine who the client is, it is
advisable to investigate how his social life is structured,
what he believes, how the client’s lifestyle can be identi-
fied, what roles the client performs in everyday life. Iden-
tification of the client’s aspirations is based on answers to

What are the client’s aspirations?
(What):

1. What does the client feel?
2. What is the client iinterested in,

the following questions: What does the client feel? What is
the client interested in, what does he have a passion for?
What are the difficulties and problems in the client’s life?
When determining when to order a product, within the
logic of customer dominance, it is proposed to determine
the customer’s personal time frame and how calm/restless
their lifestyle is. The study of places where the client or-
ders products is based on answers to the following ques-
tions: What is the client’s internal and external life con-
text? What mobility does the customer have? What are the
client’s general life situation? When determining the way
a customer orders a product, it is important to determine
how he lives his life, what his routine is, what satisfies or
annoys him in his daily life, what the customer enjoys and
what interests him.

Conducting an audit of customers in social networks
using the above questions, unlike existing approaches, will
make it possible to really shift the focus from the supplier to
the customers —their interests, lifestyle, joys and sorrows. Con-
ceptually, the approach to the audit of customers in social net-
works, which is based on CDL, is shown by the author in Fig. 2.

Time of the product order. (When):

1. What is the personal time frame of
the customer?

what is he passionate about?

3. What difficulties and problems are
there in the client’s life?

How does the client order his
product? (How):

1. How does the client live his life?

Who is the client? (Who):

1. How is the client’s social life
structured?

2. What does the client believe in?
3. What is the client’slife style like?

4. What are the client’s roles in
everydaylife?

2. How calm/hectichis lifestyle is?

The place of product order
(Where):

1. What is the internal and external

3. What satisfies or annoys the client
in his daily life?
4. What does the client enjoyand
what is he interested in?

life context of the client?
2. What is the client’s mobility like?

3. What are the client’s common life
situations?

Figure 2. Approach to customer audit in social networks

Source: compiled by the author on the basis of [7]

Economics of Development. 2021. Vol. 20, No. 2



Using this approach in e-commerce practices will en-
able product suppliers to find new ways to create value for
customers, meet customer aspirations and expectations,
and enter their ecosystems with greater probability.

In order to determine the ratio of different types of
logic used in the practice of marketing activities of com-
panies, and the indicators of content audit and promotion
in social networks, this article gives their theoretical gen-
eralization. As already mentioned, the division of content
audit indicators and promotion in social networks into two
groups — specific and general - is carried out within the
company individually (on the basis of a survey or based on
the opinions of top managers), and the use by companies
of the logic of client dominance requires the development
of an audit approach, which is radically different from the

H. Demchenko

existing ones. Therefore, one of the features of the involve-
ment of suppliers in customer ecosystems in e-commerce
is the need to improve standard approaches to content au-
dit and promotion in social networks and the use of indi-
cators that make it possible to characterize the thoughts,
emotions, experience of customers, and possible models
of relationships. This approach will enable companies to
clearly define their priorities, goals and main directions of
management actions, develop programs for further busi-
ness development and customer relations in e-commerce,
and to be involved in customer ecosystems.

The author summarized the essence of different
types of logic in the marketing activities of companies and
indicators of content audit and product promotion in social
networks, the results of which are clearly shown in Table 1.

Table 1. Generalization of different types of logic and indicators of content audit
and product promotion in social networks

Type Main directions of | Indicators of content audit and promotion in social networks
of | Basic aspects of logic 5
. management actions
logic Specific indicators General indicators
Continuous
improvement Availability of direct connection
The most important of products: between content and products/services;
GDL value for companies their individual The existence of sales through
is the product characteristics and ways the account, their systematicity
to increase the level and efficiency
of customer satisfaction
Posting regularity; Comprehensibility
. Relevance of the content to the needs of content;
The focus is on the . .
X . Maximizing the value of the audience; Relevance of content;
interaction between . . .
SL th i of a certain offer Promptness and relevance of feedback; Visual quality of content;
e supplier
PP for the client Working with bloggers Using hashtags
and the customer T
and opinion leaders;
The most popular publications
Desieni h Relevance of content to needs;
esigning exchange
Emphasis is placed on gning g‘ Promptness and relevance of feedback;
. systems and co-creating . .
SDL | systems and co-creation . Working with bloggers
i value in them for T
between entities . and opinion leaders;
multiple stakeholders K . .
Quality of visual aesthetics
How is the client’s social life
structured?
What does the client believe? Comprehensibility
How can you identify a client’s of content;
. lifestyle? Relevance of content;
Observation . . .
. What roles does the client play Visual quality of content;
Focusing on how of customers and . .
. . in everyday life? Use of hashtags;
customers integrate their processes and
. What does the customer feel? Promptness and relevance
CDL products and their development of models . . . .
L . . . What is the client interested in, what of feedback;
suppliers into their of relationships between . . .
X . does he have a passion for? Working with bloggers
ecosystems companies
4 P What are the difficulties and problems and opinion leaders;
and customers i . X . . .
in the client’s life? Quality of visual aesthetics;
What is the client’s personal time Relevance of the content to
frame? the needs of the audience;
How calm/restless is the client’s
lifestyle?
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Table 1, Continued

Type

. . Main directions of
of | Basic aspects of logic

Indicators of content audit and promotion in social networks

management actions

logic Specific indicators General indicators
What is the internal and external life Posting regularity:
context of the client? The mgostgl; uk;;
What mobility does the customer have? . p P
. . publications;
What are the client’s general life . ;
. ] Availability of direct
situations? .
CDL connection between content

How does he live his life? What is his

What satisfies or annoys the customer
in everyday life? What does the client
enjoy and what is he interested in?

tine? and products/services;

routine?
The existence of sales

through the account, their

systematicity and efficiency

Source: compiled by the author

Thus, when e-commerce companies use such mar-
keting approaches as goods dominant logic (GDL), main-
tenance dominant logic (SL) and service dominant logic
(SDL), the audit of content and product promotion in so-
cial networks is carried out using a standard methodology
and using traditional indicators, the significance of which
may differ in different companies. Given the transition to
a customer dominant logic (CDL), it is recommended to re-
formulate indicators by shifting the emphasis to the cus-
tomers and their ecosystems. In this case, traditional audit
indicators can be used to obtain general information about
the state of the market.

According to the Fakelikeinfo resource [13] and
from the positions of J.M. Payan, J. Hair [10], M. Saunila,
J.Ukko [15] it is stated that in addition to content audits and
product promotion in social networks, companies conduct
audits of main competitors using the following indicators:
screenshot of the account and link to the account through
the symbol “@”, a brief description of the business area
and brand positioning, unique selling proposition, content,
brand features, its partners, strengths and weaknesses.
Conducting an audit of the main competitors in social net-
works provides grounds for evaluating the company’s com-
petitive positions on the market. As for conducting an audit
of the activities of the main competitors in social networks,
it is advisable to evaluate business clients with the help of
existing methods and indicators within CDL, which will
significantly simplify the company’s entry into their eco-
systems. It is proposed to consider conducting customer
audits in social networks as another feature of the involve-
ment of suppliers in customer ecosystems in e-commerce
based on the logic of customer dominance.

CONCLUSIONS

The conducted research made it possible to form the fol-
lowing features of the involvement of suppliers in customer
ecosystems in e-commerce based on customer dominant
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FaHHa BonoguMupisHa JleMUYeHKO

XapKiBCbKMM HaLiOHaNbHMM EKOHOMIYHWM YHiBepCcUTET iMeHi CeMeHa Ky3Heuda
61166, Nnpocn. Hayku, 9A, M. XapkiB, YKpaiHa

Jlorika poMiHyBaHHSA KiieHTa (CDL): oco6nmBocTi 3any4yeHHs
nocTayvyasibHUKIiB B @KOCUCTEMMU KJIIEHTIB B €/IeKTPOHHiN KoMepLii

AHoTauifl. B yMmoBax aKTMBHOTO PO3BUTKY IIM(MPOBOi EKOHOMiKM Ta TTOSIBY HOBUX MapKETUMHTOBUX ITiJTXO/IiB, BUSHAUEHHS
0COBIMBOCTEN 3aTydeHHs TOCTAaYaIbHMKIB B €KOCMCTEMY CIIOKMBAYiB HA OCHOBI JIOTiKM JOMiHyBaHHS KiieHTiB (CDL) €
BUXiTHMM MYHKTOM BUKOPUCTAHHS ITi€i JIOTiKM B €JIeKTPOHHI KOMepIIii i aKTyaJIbHMM HAIIPSIMOM HayKOBO-TEOPETUUHUX
i MPaKTUYHMUX AOCTiIKEeHb. MeTOI0 HaBeIeHOTO NOCTIIKEHHS € BU3HAUEHHST 0COOIMBOCTE 3aTyUeHHS TTOCTaYaIbHUKIB
B €KOCUCTeMM KIIi€HTIB B eJIeKTPOHHi komepiii Ha ocHOBi CDL. TeopeTMUYHOIO i METOAMUHOIO OCHOBOIO AOCTiIKeHHS
€ CyJyacHi HayKOBi KOHIIEIIlii, TeOpeTHYHi po3pO6KM MPOBIMHUX BITUM3HIHUX i 3apyOIKHMX BUEHUX HIOJO iX CYTHOCTI,
MOSKJIMBOCTET! i 0COOMBOCTE iX BUKOPUCTAHHS B €/IEKTPOHHI KOMepIIii; BUKOPUCTAHO METOJ] TEOPETUUHOTO y3araJbHEeHH,
abCcTpakTHO-JIOTiUHMI aHaji3, rpadiunuii meton. [IpoBemeHe MOCTIIKEHHST AAJ0 3MOTY OTPMMATH TaKi pe3y/abTaTu:
Mo-TIepiie, aBTOPOM OOI'PYHTOBAHO BMKOPUCTAHHS KOMIIAHISIMM TIPU ayOuTi KOHTEHTY Ta MPOCYBaHHi NMPOAYKTIB B
CoIliaJIbHMX MepeXkax MOKa3HMKIB, 1[0 XapaKTepu3yloTb AYMKM, eMOIlii, JOCBiJ Ta MOX/IMBI MoZAesni B3a€MOBiJHOCUH
kiieHTiB. Ha BigMiHy Bif HasIBHOTO MiIXOMY, SIKVUI I'PYHTYETHCSI HA TPAAMUIIiIAHNX TTOKA3HMKAX aHa/Ii3y aKayHTiB, e AacTh
3MOTY KOMITaHiSIM OTPUMATH peajbHy iHbOpMaIlilo mpo Te, K, Ae i KoM KIEHT 3aMOBJISIE TIPOAYKT, YOTO BiH MparHe
Ta KUM BiH €, i CTaTu eJeMeHTOM i0r0 eKOCUCTeMU. 3BaXkalouy Ha Te, 110 Pi3Hi KOMIIaHil BUKOPUCTOBYIOTh Pi3Hi TUIIU
noriku (Jiorika jominyBaHHs ToBapy (GDL), torika o6ciyroByBaHHs (SL), orika jomiHyBaHHs cepBicy (SDL)), B HaBeeHiit
pPO6OTi MPOIOHYETbCS BUMOKPEMJIEHHS JBOX TPYI MOKAa3HMKIB ayAUTy KOHTEHTY Ta MPOCYBaHHS — crenudiuumux i
3arajJbHMX, — 10 JACTh IMiJCTaBM KOMITaHisIM aKI[€HTYBAaTy yBary Ha GibII 3HAUYIIMX /1T HUX MMOKasHMKax. [To-mgpyre,
B CTaTTi 3alIPOIIOHOBAHO 3aJlyUyeHHS MMOCTAaYaJIbHMKIB B €KOCMCTEMM IOKYIIiB Ha OCHOBi IPOBEAEHHS OLIiHIOBaHHS
6i3HeC-KJIi€HTIB 3a IOIMTOMOIOI0 METOIUKIM ayIUTY IisUIbHOCTI OCHOBHMX KOHKYPEHTIB B COLIiaJIbHUMX Mepeskax, 10 AacTh
MOSKJIMBICTh 3HAUHO CITPOCTUTHM BXOKEHHS KOMITaHii 10 KJIi€HTCbKUX €KOCUCTeM. Pe3ybTaTy HaBeEHOTO TOCTiIKeHHS
MOXYTb OYTY KOPUCHMMY KOMITaHisSIM, 1[0 TTParHyTh HAJIATOAMUTM TPUBAJIi Ta e(eKTUBHI B3a€EMMHM 3 KITiEHTaM¥ Ha OCHOBi
BIIPOBA/IKEHHS Y HOBMX MapKeTUMHTOBUX MiAXO/IiB i TEXHOJOTI

KniouyoBi cnoea: crioskiBay; ¢ poBa eKOHOMiKa; MapKeTUHT; KJIi€HTChKa eKOCKCTeMa
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Abstract. The objective of this paper was to explore the effect of government expenditure growth on macroeconomic
stability in Zimbabwe. Public expenditure has grown over time but as per a priori expectations, other macroeconomic
variables have not been forth coming. What the country has actually experienced is prolonged macroeconomic instability.
The paper contributes to the body of literature in two ways, by creating a macroeconomic instability index and by being
the first in the Zimbabwean context to explore this conundrum. To achieve the main objective of the paper, the study
used a cointegrated vector error correction model and Granger causality with data spanning 1981 to 2019. We did not find
a statistically significant relationship between government expenditure and macroeconomic stability as argued mostly
by the Keynesians. However, as per apriori expectations the relationship was found rightly negative. To buttress the
Cointegrated-VECM results, granger causality tests were also conducted where no causality was found from government
spending to macroeconomic stability, and vice versa (causality running from instability to government spending). This
paper recommends that, Zimbabwe’s policy makers may need to consider proactive government spending or policies since
that helps the economy through successfully evading possible risks like macroeconomic instability. When policies are
proactive rather than reactive, that helps through seizing untapped opportunities and the economy out rightly avoids
consequences of reactive governance
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INTRODUCTION

Zimbabwe has battled the twin problem of fiscal and cur-
rent account deficit since the late 1990s. The country has
run an unsustainable public debt for more than a decade
and that has threatened its macroeconomic stability. The
government lack budgetary discipline and also huge appe-
tite to spend whilst lacking capacity to enlarge its national
purse. The term “Macroeconomic stability” is defined as an
economic environment of a country that is less vulnerable
to external shocks leading to a very sustainable economic
growth trajectory [1]. The objective of this paper was to un-
derstand the relationship between government expenditure
and macroeconomic stability in Zimbabwe. The motivation

Suggested Citation:

was government expenditure that has been increasing over
the years (see figure 1 below) whilst the response of other
key economic variables like exports and economic growth
not forth coming as expected [2].

Conventional knowledge according to Keynesian
theory argues that government expenditure is a necessary
tool for stimulating a struggling economy. However, as for
Zimbabwe, government expenditure has been increasing
overtime, but the country has not achieved economic pros-
perity. This paper becomes the first in Zimbabwe to the best
of the researchers’ knowledge to investigate this relation-
ship using a macroeconomic instability index created from
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principal component analysis. That gives us confidence to say,
the gaps this paper covers are both on the measure of macro-
economic stability (methodological) and also being the first
paper in the Zimbabwean context to unpack the relationship.

Background of the study. Theoretically, classical econ-
omists, the Keynesians and the Wagner’s law does not all
agree on the involvement of government in the economy.
However, Keynes believed that increasing government
spending can help stimulate the economy during times of
recession. Available studies on the expenditure and eco-
nomic growth relationship give inconclusive findings. We
found both positive and negative association in the liter-
ature. This study seeks to answer how Zimbabwe’s govern-
ment expenditure impacted macroeconomic instability over
the years. The paper will answer that question through in-
vestigating the relationship that exists between government
expenditure and a macroeconomic instability index (proxy
for macroeconomic stability) in Zimbabwe from 1981-2019.

The Zimbabwean economy contracted from 1998
to 2008, this period has numerous popular situations for
Zimbabwe, including the civil war participation in the
Democratic Republic of Congo (DRC), the compensation
of the war veterans from an unbudgeted purse, the violent

disposition of white farmers and the hyper-inflation that
reached more than 300 million percent by the fourth quarter
of 2008. However, following the power sharing agreement
between the biggest three political parties in the country in
2009, the economy recorded an average growth of more than
10% per year for the period 2010-2013, before it started stall-
ing again to figures below 3% in the period 2014-2017 [2].
One of the biggest current spending zones for the
government is its huge wage bill which is estimated to av-
erage between 70-80% of government spending denying
the government space for capital expenditures or public in-
vestments that can create jobs and demand in the economy
like energy, road and dam construction [3]. The relation-
ship of government expenditure and revenue has refused to
consolidate and it has remained unbalanced overtime since
spending keep increasing while revenues keep following
a sluggish trend leading to cumulative government debts.
The persistence in this public or government debt has been
described by many as the elephant in the room [4]. This ever
increasing government debt has been threatening macroeco-
nomic stability in the country hence motivating research-
ers to investigate the link. Below is a graph that shows the re-
lationship between revenue and expenditure in Zimbabwe.
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Figure 1. Expenditure vs revenue in billion

Source: [3]

Figure 1 above displays the trend of government ex-
penditure overtime against its revenues that are not sta-
ble overtime. It would be expected that economic growth
influence growth of government revenue or the other way
round but the Zimbabwean situation has only been a quag-
mire. In the midst of increasing government spending and
macroeconomic instability, the government has tight a
fiscal space to maneuver and to channel spending in needy
areas like infrastructure and social services delivery. Pub-
lic spending is estimated to have increased by 25% com-
pared to 2016 levels whilst gross domestic product (GDP)
only increased by 7% and this spending is hugely recurrent

Economics of Development. 2021. Vol. 20, No. 2

expenditure. If combined, it adds to 90% of government
spending with only 10% remaining to cover the rest. The
ratio of government spending to GDP has averaged be-
tween 26 to 30% from the period 2010 to 2017.

When compared to other SADC countries, the
Zimbabwean situation does not look alien, although public
recurrent spending is too stalling the economy. The econ-
omy has been failing to sustain the size of the country’s
public sector. This paper argues that, the size of the public
sector is too big for the economy and that puts the country far
from deliverables such as quality public service and ability
to conduct a sound fiscal policy (Fig. 2).
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The observed appetite displayed by the Zimbabwean
government to spend what it does not have and its bal-
looned public sector vis a vis economy size has exposed the
economy to external shocks, for example from fuel prices.
World over spending is not a problem but how the spending
is financed marks the difference [1]. Zimbabwe can no lon-
ger borrow from the World Bank [5] and the International
Monetary Fund (IMF) because of its bad credit history and
no lines of credit can be opened unless the country clears
its debt. That situation has forced the Zimbabwean officials
to resort to domestic borrowing through treasury bills and
overdrafts from the Reserve Bank of Zimbabwe (RBZ) [6].
Domestic borrowing led to money supply growth which led
the country to start experiencing inflation which was esti-
mated to be over 200% in the first quarter of 2019 [7].

The problem with Zimbabwe’s government expenditure
is the funding of recurrent expenditure as opposed to key pro-
ductive sectors. According to Egwaikhide [8], most develop-
ing economies rely on government expenditure to kick start
economic growth especially during recessions but that is
only achievable if the spending is channeled towards pro-
ductive sectors of the economy to create demand and jobs.

LITERATURE REVIEW

Theoretical framework. The development model by Musgrave
and Rostow argue that government expenditure must re-
spond according to economic growth and development in a
country [9]. The model treats government expenditure as a
function of the size of economic growth. Hence, government
expenditure is expected to be higher at the early stages of
economic development [10]. Government expenditure ac-
cording to the development model is expected to be higher
in the early stages of development mostly because the state
must make sure that there is necessary infrastructure for
the convenience of industrialization in a country. The the-
ory base on the argument that, the moment an economy
moves to the next stage of development, the state spend-
ing will fall. The next or second stage of production where
government expenditure is expected to fall is assumed to
be characterized by rapid economic growth. In the second
stage, private investment and activities are activities are

expected to rise causing rapid growth and increase in pri-
vate saving. The last stage of the development model by
Musgrave and Rostow argues that, because private invest-
ment and activities have risen, government spending must
increase to compliment the private sector through providing
for example, more security and education [9].

On another perspective, the classical economists be-
lieved that the role of the government must be limited to
only providing a conducive investment climate for the pri-
vate sector to thrive. According to the classical theory, gov-
ernment activities in the economy must be limited to provi-
sion of security (defense) guaranteeing law and order for the
efficient operation of the private sector. The argument of the
classical theory was that any government involvement out-
side providing security will cause distortions in the economy
and make the economy prone to economic crises. The clas-
sical theory is not too distant from the work of H.C Adams
based on the argument that government spending and out-
put should always grow with the same proportion. The work
of H.C Adams inspired the work of A. Wagner early in the
20t century growing literature of the relationship between
government expenditure and macroeconomic stability. Wag-
ner argued that the progress in the society is what makes
government expenditure to be inevitable. If society is doing
well then government has to raise its spending to compli-
ment the society. Wagner’s law posits that; the activities of
the state must increase if the progress achieved by the society is
not to be reversed. The state must expand its budget on de-
fense, power, social services, communication and education
since thy are necessary for smooth running of the economy.

Lastly, John Maynard Keynes managed to turn around
economic assumptions and beliefs about government ex-
penditure [10]. The classists and Wagner’s law believed that
government expenditure must only be raise to compliment
private sector activities not the other way round [11]. The
Keynesian theory believed that government spending must
be increased especially during a recession to bring back the
economy to the steady state. Keynes argued that people
should not wait for the economy to bring itself to normalcy
or wait for the long-run for the economy to adjust but the
government must increase its spending. The Keynesian
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theory only emphasizes increase in government expendi-
ture in during a recession meaning that when the economy
recovers and there is prosperity, the government must cut
back on expenditure. Keynes argued that waiting for the
long-run for the market to adjust itself to the steady state
is dangerous because in the long-run we will all be dead.

Government expenditure and macroeconomic stability.
In examining the literature on the relationship between
government expenditure and macroeconomic stability,
the author starts by looking at the work of A. Fatas and
I. Mihov. The study [12] looked if there exist a relationship
between government size and business cycle volatility in
the OECD countries using data spanning 1960 to 1997. The
findings of their study showed that economies with large
governments have a stabilising impact on output leading
them to conclude that government size and output volatility
are negatively correlated.

A study [13] showed that the trend of government
spending is important in achieving macroeconomic sta-
bility. The scholars used a cross-country study to find that
government spending on health and agriculture is good in
Africa. However, expenditure on education and agriculture
can facilitate economic growth in Asia. As for Latin America
it is spending on health that promotes economic growth.
Another study [14] on Pakistan found that a relationship
between government recurrent expenditure and economic
growth was negative. Other studies that found a negative
relationship between government expenditure and output
include [15; 16]. On the contrary A.S. Okoro [17] found a
positive effect of government capital expenditure on gross
domestic product (GDP) in the long-run. However, the effect
of recurrent spending had a negative effect on output.

N.P. Audu [18] analysed a relationship between eco-
nomic growth and fiscal policy in Nigeria using data span-
ning 1970 to 2010. The study employed a co-integration
error correction mechanism and the results revealed that
there is an existent relationship between exports ad GDP.
The author concluded that fiscal policies do have signif-
icant effects on output in the Nigerian economy. Using
an error correction methodology as well, A. Risquete and
J. Ramajo [19] analysed fiscal policy effects on the Spanish
economy is using annual data from 1978 to 2009. Results
from a Vector-autoregressive Error Correction Mechanism
(VECM) showed that the Spanish economy (GDP) responds
positively to total government receipts. To the contrary, to-
tal government spending is positive in the short-run but
negative starting from the medium term to the long-run.

Using annual data spanning 1994 to 2007, C. Li [20]
analysed the relationship that exists between output vola-
tility and government expenditure in China. Results from an
ordinary least squares (OLS) regression indicated that out-
put fluctuations are not reduced by fiscal transfers and pro-
vincial budgetary revenues under tax assignment system. It
showed that in huge contrasts with the experiences of most
developed countries like China central and provincial au-
thorities do not use public expenditure as a stabilising too to
deal with economic shocks. J. Miron [21] also examined the
relationship that exists between government expenditure
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and the findings point that large recurrent government ex-
penditure is counterproductive. The conclusion of the au-
thor was that smaller governments are better for growth.
On the other hand, a study by A.S. Saville [22] concurs with
J. Miron [21] on the argument that they characterize gov-
ernment as a huge parasite which draws much from the
economy when an economy is doing well but draws little
when the economy is in doldrums. Saville argued that gov-
ernment expenditure during a recession is more likely to
make the situation worse as opposed to stimulating it like
what the Keynesian theory says. K.Z. Khan [23] analysed
the effects of fiscal policy on economic growth for the Pa-
kistan economy. The scholar used time series data from
1980-2009 estimating the johansen co-integration tech-
nique, Error Correction Model (ECM) and Granger causality.
The findings of that study revealed that fiscal policy has a
significant effect of economic growth and sustainability in
Pakistan. However, fiscal policy is more useful in the long-
run whilst the short-run manipulated interest rate brings
sustained economic growth.

M. Ismail and F. Hussain [24] looked on the effect
of government expenditure on inflation, output and em-
ployment in Pakistan with data spanning 1971 to 2009.
The findings of the study points to the fact that neither
development spending nor recurrent spending are led by
changes in economic activity and that reasons why expen-
diture continued to be insignificant for macroeconomic
variables for employment and output. The conclusion of
the study was that loans should not be taken when there is
no recommendation of cost and benefit analysis.

MATERIALS AND METHODS

Data Description. We rely on an annual time series dataset
observed between 1981 and 2019 guided by data availability
from the World Development Indicators and Our World in
Data which are our primary sources of data. This sampling
period yields a total of 39 observations which we believe
is reasonably long enough to establish the potential effect
of government expenditure on macroeconomic stability.
The first methodological step involves the measurement
of macroeconomic instability and the subsequent section
exists for this purpose.

Measuring Macroeconomic Instability. Measuring mac-
roeconomic stability (or lack thereof) is far from easy em-
pirically and the controversy is over two decades old. Much
of the debate revolves around the appropriate proxy of
macroeconomic instability with earlier studies such as [25]
preferring instability measured based on inflation. Others
such [26] have recently proxied macroeconomic stability
using instability in export revenue. UNCTAD [27; 28] has
long challenged the notion of proxying macroeconomic
instability based on one indicator however suggesting in-
stead the joint use of a wide array of macroeconomic indi-
cators. Motivated by this recommendation, R. Haroon and
Z.Jehan [29] recently compute a macroeconomic instabili-
ty index based on terms of trade, inflation rate, unemploy-
ment rate and real exchange rate. Their macroeconomic
index is computed as follows (1):

M = a[ (TOT;¢ —TOTimin) [ Unfie—Infimin)
(Infimax=INfimin)

(TOTimax=TOTimin)
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(RER;t—RERmin) ]
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where MI is macroeconomic instability, TOT is terms of
trade, Inf is the inflation rate, UN is unemployment, RER is
the real exchange rate, min is minimum, and max is max-
imum. While the intend is plausible, the procedure is less
so. They claim to use standard deviations (a, 8, y and 1) as
weights which is hard to comprehend not only because the
procedure of ensuring that ¢, , y and 42 sums up to one is
vague and not explicitly explained but also because the
four indicators are measured in completely different units.
Cognisance of this important limitation, we rely instead on
the principal component analysis which constructs weights
in a much more systematic way. In particular, it studies the
correlations among the variables and then determine the
weights based on the contribution of each variable towards
the variation of the overall component.

From their selected variables, we retain TOT and the
inflation rate and drop the unemployment rate and the real
exchange rate due to data unavailability. Unemployment
in particular is only available from 1991 when our starting
sampling period is 1982. On the other hand, Zimbabwe com-
pletely dollarized in 2009 and therefore the country did not
have an official local currency for the best part of the period
after 2009. We replace these two variables with five equally
important macroeconomic indicators namely output gap

computed using the Hodrick-Prescott filter method, current
account balance (CAB) (as percentage of GDP), public debt
(as a percentage of GDP), IMF loans and outward foreign di-
rect investment (as a percentage of GDP). Selection of these
additional indicators is justified by two considerations. Firstly,
there is hardly any economy in which the authorities would
ideally not prefer having less of these. Secondly, it is hard to
think of any of these indicators as a characteristic of a stable
economy. Governments for example that resort to IMF loans
are in the majority of cases already facing economic turmoil
and chronic macroeconomic instability. Outward foreign
direct investment in the African context mostly signals
capital outflows owing to an unstable and uncertain eco-
nomic environment. OQutput gap, public debt and current
account balance are self-explanatory. Their increase is mostly
accompanied by macroeconomic imbalances.

The principal factor analysis (PFA, hereafter), which
we use here to create a macroeconomic instability index, gets
used in many cases to compress data to come up with a small
set of variables (preferably uncorrelated) from a large set of
variables (most of which are correlated to each other). The
objective is to therefore create a macroeconomic index (M)
which we achieve in two broad steps. In the first step, we
compute the index from the following specification (2):

M, = w,Inflation, + w,TOT, + w;Output_Gap, + w,yPublic Debt, + wsOutward_FDI, + wgIMF _loans, + w,CAB, +v, (2)

where o are the weights. At this stage, several points are
noteworthy. Firstly, we applied the Kaiser test to determine
which factors are meaningful. With this test, we essentially
retain components that enter with an eigenvalue of 1 or
greater. Secondly, we proceeded to apply Varimax rotation
in order to maximize the sum of the variance of the squared
loadings, where “loadings” refer to the correlations be-
tween variables and the component factors. This essen-
tially facilitates high factor loadings for a smaller number
of variables as each variable will load onto one factor as
highly as possible while loading onto the second factor as
little as possible. We then thirdly tested the groupings us-
ing the Cronbach’s a before computing the overall index.
From the computed index, the macroeconomic instability
(MI) index is then calculated as follows (3):

_ (M, — M)
Mr= (Mmax - Mmin) (3)

where MI denotes macroeconomic instability, and the re-
maining variables are as defined before. Measured this way,
an increase in this index represents an increase in insta-
bility. We then proceed with this index as the dependent
variable of interest in the next section.

Estimation Technique and Process. To test the Keynes-
ian proposition of a possible link between government
expenditure and macroeconomic stability, we resort to a
system of equations approach in a bid to offset the poten-
tial endogeneity problem emanating from simultaneity.
It is widely acknowledged that fiscal decisions are in the
majority of cases a reaction to macroeconomic instability
which means changes in government expenditure might
be endogenous. A system of equations approach, the vec-
tor autoregression method in particular, allows us to treat

both variables as endogenous. To avoid or at least reduce
the possibility of an omitted variable bias, we include trade
(exports plus imports as a percentage of GDP) in the sys-
tem. The inclusion of a trade variable is crucial in so far as
it controls for a channel through which external instability
feeds into the domestic economy in the absence of an ex-
change rate variable.

As a precondition in time series, we first evaluated the
underlying data generating process using three non-sta-
tionarity tests namely the Augmented Dickey Fuller (ADF),
Phillips-Perron (PP) and the Break-Point unit root tests. In
all cases, the null hypothesis is of a unit root and it is rejected if
the corresponding probability value exceeds the 10% max-
imum level of significance.

Having evaluated the underlying data generating
process, then next step will involve checking the possibility
of a cointegrating relationship if the trio is non-stationary
and integrated of the same order. To achieve this, we will
consider the Johansen approach which is based on the fol-
lowing specification (4):

AX, =YV LA, + [ X1 + &,

T )
el 0, ~dist(0,H,)
t=1,2,..,T

where X is a 3x1 vector of our macroeconomic instability
index (MI), government expenditure (G) (as a percentage of
GDP) and trade (TR), respectively, A is the first difference
operator, ¢, is a 3x1 vector of residuals characterised by a
distribution that possess a zero mean and time-varying
covariance matrix, H,. The VECM specification comprises
both short-and-long run information in I, and /7, respec-
tively. We then consider two likelihood ratio tests namely
the trace (A,__)and maximum eigen (/) statistics in order

trace max-
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to determine the presence of co-integration between the
two series (5-6):

Atrace (T‘) =-T Z?=r+1 In(1- /‘{l) (5)

Amax(rvr + 1) = _TZ?=r+1]n(1 - /Tr+i)t (6)

where /. are the eigen values obtained from the estimate of
the 77 matrix and T is the maximum number of time series
observations. The 2, tests the null hypothesis that there
are at most r cointegrating vectors, against the alternative
that the number of cointegrating vectors is greater than r.
The 4, considers the null hypothesis that the number of
cointegrating vectors is r, against the alternative of r+1 If
rank (I7)=0, then I7 is 2x2 zero matrix implying no cointe-
gration relationship between macroeconomic instability
and government expenditure. In this case the VECM re-
duces to a VAR model in first differences. If I7has a full rank,
that is rank (/7)=2, then both macroeconomic instability
and government expenditure are I(0) and the appropriate
modelling strategy is to estimate a VAR model in levels. If /7
has a reduced rank, that is rank (/7)=1, then there is a single
cointegrating relationship between macroeconomic insta-
bility and government expenditure which will be given by
any row of matrix /7 and the expression /X, , will be the
error correction term. In this case, I7 can be factored into two
separate matrices « and . These matrices are of dimensions
2x1 where 1 is the rank of 77, such as I7=a8’, where 4’ captures
cointegrating parameters and a embeds error-correction
coefficients measuring the speed of convergence.

If government expenditure and macroeconomic insta-
bility are cointegrated, then there must be at least a unidirec-
tional causality [30]. As a result, we will consider the standard
causality tests within the auspices of a VECM framework, and
it will be based on the following specifications (7-8):
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AMI, = Y ay AMI,_; + X0 by 1 AGe_; + 0y ECTo_y + &4y,

(7
el 0, ~dist(0,H,)

AG, = zf’;jac_,. AIM,_; + zf;ll b AG,_; + OyECT,_y + €., (8)

where MI and G are as defined before and ECT is the error
correction term. A Wald test is conducted to test the joint
significance of b, in (7) and a, in (8). In each case, causal-
ity exists if the null hypothesis is rejected. Note that (7)

and (8) reduce to (9-10):
AG, = X, agi MM, + 37 b AGe_; + g6, ©9)

AMI, = Y77y MMy + 07 by i AGe_; + €,
(10)
el 0, ~dist(0,H,)

if we do not find G and MI cointegrated. Post estimation, we
will consider a battery of diagnostic tests that range from
serial correlation tests to model specification, heterosce-
dasticity, residual normality, and parameter stability tests.
For robustness checks, we also considered estimations
from two additional methods namely the dynamic ordinary
least squares (DOLS) and the fully modified ordinary least
squares (FMOLS).

RESULTS AND DISCUSSION

Since our primary contribution is embedded in computing a
macroeconomic index, we start with results from the prin-
cipal factor analysis. Table 1 contains the unrotated prin-
cipal component factors and it shows that the first three
factors whose Eigenvalues are greater than 1 cumulatively
explain about 75 percent of the total variance. Based on the
Kaiser criterion, we retain these three factors.

Table 1. Unrotated principal-component factors

Factor Eigenvalue Difference Proportion Cumulative
Factorl 2.39005 0.86791 0.3414 0.3414
Factor2 1.52214 0.20153 0.2174 0.5589
Factor3 1.32061 0.63299 0.1887 0.7475
Factor4 0.68762 0.15345 0.0982 0.8458
Factor5 0.53417 0.18381 0.0763 0.9221
Factor6 0.35036 0.15532 0.0501 0.9721
Factor7 0.19505 0.0279 1

Note: LR test: independent vs. saturated: chi2(21) = 75.80 Prob>chi2 = 0.0000

Retained Factors = 3, Number of Parameters=18.

Table 2 proceeds with factor loadings and unique vari-
ances. Factor loadings represents weights and correlations
of a variable and the factor. If the load is higher, that is an
indication that the defining the factor’s dimensionality is rel-
evant. Here as indicated above, the first three factors are re-
tained based on Eigenvalues above 1. From Table 2, inflation,
use of IMF loans, outward FDI and terms of trade load highly
in the first factor while debt, output gap and current account
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balance load highly in the second factor. Uniqueness is the
variance that is “unique” to the variable and not shared with
other variables. In this case, for example, results indicate that
24.34% of the variance in inflation ‘inf’ is not shared with oth-
er variables in the overall factor model. These values ought to
be low, typically below 0.5 as such will imply high relevance
of the variable in the factor model. As Table 2 confirms, the
uniqueness values are all below 0.5 which is comforting.
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Table 2. Factor loadings (pattern matrix) and unique variances

Variable Factor 1 Factor 2 Factor 3 Uniqueness
inf 0.8558 0.0879 0.1286 0.2434
cab 0.4229 0.7563 0.3133 0.151
tot 0.8155 0.1507 0.1053 0.3012
debt 0.5113 0.7453 0.0638 0.1791
gap 0.0726 0.5656 -0.6773 0.2161

fdi_out 0.7118 -0.1253 -0.1196 0.4634
imf 1 0.8697 -0.1693 0.044 0.213

From Table 2, we then applied varimax in order to
produce orthogonal factors and clearly identify variables to
create our macroeconomic index without inter-correlated
components. The computed index is displayed in Figure 3 and
it brings two main insights. Firstly, it does confirm that the
Zimbabwean economy has experienced a considerable de-
gree of macroeconomic instability since 1981. Secondly and
more interestingly, our computed index is able to pick up the
unprecedented macroeconomic instability that Zimbabwe
went through between 2004 and 2008. During this period, the
Southern African economy posted a record-breaking inflation

and created a distorted exchange rate market which saw the
central bank of Zimbabwe ditch the local currency in favour of
a basket of multiple currencies. This brought back confidence
in the economy and an improvement in economic stability
which Figure 1 clearly confirms. In addition, the index is able
to confirm the recent and post 2013 economic instability that
was characterized by foreign currency shortages in banks and
financial institutions. By picking up well known episodes of
macroeconomic instability of this sort, we can safely proceed
with our analysis with a considerable level of confidence in
our computed macroeconomic instability index (Fig. 3).

1.0
The 2003 - 2008 Macroeconomic Crisis ————————»
0.8
3
- 0.6
£
2
3
% 0.4
£
0.2 1
The post 2013 currency crisis >
ot ————
1985 1990 1995 2000 2005 2010 2015
Year

Figure 3. Macroeconomic instability index in Zimbabwe

Next, we present results from the three non-station-
arity tests meant to provide a picture of the underlying data
generating process. As Table 3 shows, the null hypothesis
of a unit root cannot be rejected in levels. It is after first

differencing that we are able to reject the null of a unit
root suggesting that the trio is integrated of order one.
With this result, we can safely proceed to check for possible
cointegration using the Johansen test.

Table 3. Non-stationarity test results

ADF PP BP Order of
Levels Levels Levels integration
MI 2.138 6.260%** 2.158 6.261%** 2.764 6.779%** I(1)
G 1.727 5.990%** 1.973 6.013%** 2.520 7.128%%* I(1)
TR 2.213 8.966*** 2.027 9.213** 2.696 9.782%** I(1)

Note: For ADF and PP tests, *=MacKinnon [31] one-sided p-values. For BP, *=Vogelsang [32] asymptotic one-sided p-values. In all cases,

the tests are based on specifications with intercept and no trend
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Since the Johansen test is sensitive to the optimum lag,
Table 4 presents results from various lag selection criterions.

H. Maduku & B. Mazorodze

As the results confirm, three of the five criterions pick 5 as the
optimum lag.

Table 4. Optimum lag length

Lag LogL LR FPE AIC sc HQ
1 -194.5801 NA 31.91415 11.9753 12.37934* 12.11309*
2 -188.5457 9.938982 38.37163 12.14975 12.95782 12.42532
3 -178.2571 15.13033 36.56359 12.07395 13.28606 12.48731
4 -168.605 12.49099 37.22962 12.03559 13.65173 12.58674
5 -153.2061 17.21049* 28.23710* 11.65918* 13.67937 12.34812

Note: * shows lag order chosen by the criterion, LR: sequential modified LR test statistic (each test at 5% level), FPE: Final prediction error,
AIC: Akaike information criterion, SC: Schwarz information criterion, HQ: Hannan-Quinn information criterion

We proceed with the Johansen test results. As ev-
idently presented in Table 5, the null hypothesis of no
cointegration is strongly rejected both by the trace and
eigen value statistics. The next hypothesis is of at most 1
cointegrating equation and clearly, there is no sufficient
statistical evidence to reject this null hypothesis at 5% level
of significance. This means we have evidence of at most one

cointegrating equation in our system which paves way for
a vector error correction model so that short run dynamics
can be reconciled with long run information via an error
correction mechanism. In other words, we have evidence
that macroeconomic instability, government expenditure
and trade are cointegrated and therefore by implication
possess a long run relationship.

Table 5. Johansen cointegration test

Unrestricted Cointegration Rank Test (Trace)

Hypothesized No. of CE(s) Eigenvalue Trace Statistic 0.05 Critical Value Prob.**
None * 0.518375 34.51989 29.79707 0.0133

At most 1 0.247739 9.679828 15.49471 0.3062

At most 2 2.90E-05 0.000988 3.841466 0.9751

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)

Hypothesized No. of CE(s) Eigenvalue Max-Eigen Statistic 0.05 Critical Value Prob.**
None * 0.518375 24.84007 21.13162 0.0143

At most 1 0.247739 9.678841 14.2646 0.2339

At most 2 2.90E-05 0.000988 3.841466 0.9751

Note: Trace test reflects 1 cointegrating eqn(s) at the 5% level,
*indicate rejection of the hypothesis at the 5% level,

**MacKinnon-Haug-Michelis [33] (1999) p-values. Max-eigenvalue test denotes 1 cointegrating eqn(s) at the 0.05 level,

* means rejection of the hypothesis at the 5% level,
**MacKinnon-Haug-Michelis [33] (1999) p-values

At this stage, we considered the VECM estimates but
also the dynamic ordinary least squares (DOLS) and fully
modified ordinary least squares (FMOLS) estimates for ro-
bustness purposes. As a standard practice, the VECM was
estimated with 4 lags (5-1) and the estimated cointegrated
vector was multiplied by -1 for a straightforward interpre-
tation. In Table 6, we present these results, and the table is
portioned into three columns. The first is the VECM cointe-
grating vector with its corresponding error correction term.
The second variant contains the DOLS estimates which is
based on 1 lead and 1 lag. The third and final variant con-
tains the FMOLS estimates. As the results clearly show,
the connection between government expenditure and
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macroeconomic stability predicted by Keynesian followers
is not existent as the relationship is rightly negative but
statistically insignificant. This result is true across all the
three regression variants and it implies that the general rise
in government expenditure observed in Zimbabwe between
1981 and 2019 hardly came with any stabilising effect during
the same period in the Southern African economy.
Meanwhile, trade enters with a negative and sta-
tistically significant effect which implies a stabilising ef-
fect of global trade on the Zimbabwean economy. This is
not surprising given a plethora of studies documenting a
stabilising effect of trade on output volatility in developing
countries. Imports in particular tend to bridge and cushion
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the domestic demand-supply gap and shock, respectively,
a channel which is plausible given Zimbabwe’s experience
in the past three years. The economy witnessed recurrent
and persistent negative productivity shocks and macro-
economic instability that saw a massive proliferation of
imports. The error correction term which measures the
speed of adjustment is negative as expected and statistically

significant. The significantly negative sign provides some
reassurance of a cointegrating equation in so far as it sug-
gests that the estimated model reverts back to the equilib-
rium position in the event of a short run discrepancy. The
size of the coefficient in particular indicates that roughly
a third of the short-run disequilibrium is corrected each
year.

Table 6. Macro-stability and government expenditure long run estimates

Cointegrating Eq: CointEq1-VECM DOLS FMOLS
G -0.118702 -0.006 -0.007
(0.25121) (0.009) (0.006)
TR -0.261489%** -0.012%* -0.015%**
(0.06554) (0.005) (0.005)
C -12.44018 0.6502 0.842
(0.504) (0.478)
CointEql -0.312927%**
(0.00772)
Ramsey RESET 0.3718
Breusch-Godfrey 0.3527
Jarque-Bera 0.8183 0.5273
Breusch-Pagan 0.1521
Hansen instability >0.2 >0.2
Engle-Granger 0.0073 0.0271
Note: % ** denote p<0.01, p<0.05 & p< 0.01, respectively

Figures in parentheses are standard errors. The DOLS
was estimated with 1 lead and 1 lag. Results of these leads
and lags are not reported as they nuisance parameters whose
tenet is to eliminate endogeneity according to [34].

The estimated VECM was free from residual non-nor-
mality and dynamic instability as all roots lied inside the
unit circle. The results of these diagnostic tests are provided

20

in Figures 4-6. Regarding the DOLS results which appear on
the lower part of Table 6, the estimated model is clearly well
specified, free from both heteroscedasticity, autocorrelation
and residual non-normality which is reassuring. Interest-
ingly, the Hansen instability and Engle-Granger tests for
cointegration are firmly in support of the Johansen testing
so far as they confirm the presence of a cointegrating equation.
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Figure 4. Diagnostic tests - parameter stability DOLS
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Inverse Roots of AR Characteristic Polynomial
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Figure 5. Dynamic stability - VECM
VEC Residual Normality Tests
Orthogonalization: Cholesky (Lutkepohl)
Null Hypothesis: residuals are multivariate normal
Sample: 1981 2019
Included observations: 34
Component Skewness Chi-sq df Prob.
1 -0.836246 3.962738 1 0.0465
2 -0.286829 0.466201 1 0.4947
3 0.148619 0.125162 1 0.7235
Joint 4.554101 3 0.2075
Component Kurtosis Chi-sq df Prob.
4.519569 3.271211 1 0.0705
2 2.930117 0.006918 1 0.9337
3 2.402838 0.505186 1 0.4772
Joint 3.783315 3 0.2858
Component Jarque-Bera df Prob.
1 7.233948 2 0.0269
2 0.473119 2 0.7893
3 0.630349 2 0.7297
Joint 8.337416 6 0.2144

Figure 6. VECM residual normality

Next, we proceed with results from the Granger causal-
ity tests to infer the direction of causality presented in Table 7.
Of interest here is the two upper specifications in which mac-
roeconomic instability (MI) and government expenditure are
the dependent variables, respectively. Evidently, there is no
sufficient evidence to reject the null hypothesis that govern-
ment expenditure (G) does not granger cause macroeconomic
instability. Instead, it is trade (TR) that seems to have a caus-
al effect on macroeconomic instability. Interestingly in the
specification in which G is the dependent variable, the null
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hypothesis that macroeconomic instability does not granger
cause government spending is strongly rejected at 1 percent
level suggesting that causality runs from macroeconomic
instability to fiscal spending and not the other way round.
This observation supports our prior methodological suspi-
cion that fiscal policy decisions tend to be reactive and not
proactive in Zimbabwe. Further to this observation, evidence
suggests however that such reactionary fiscal interventions
in form of increased government spending have hardly sta-
bilized the Zimbabwean economy during the study period.
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Table 7. Granger causality

Dependent variable: D(MI)
Excluded Chi-sq Df Prob.
D(G) 3.977525 0.4091
D(TR) 66.01597 0.0000
All 9.04005 0.3389

Dependent variable: D(G)

Excluded Chi-sq Df Prob.
DMI) 8.846134 4 0.0651
D(TR) 6.945464 4 0.1388

All 11.74588 0.1629
Dependent variable: D(TR)

Excluded Chi-sq Df Prob.

D(MI) 37.02555 0.0000
D(G) 44.91735 0.0000
All 56.67579 0.0000
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Lastly in Table 8, we demonstrate the insignificance
of government expenditure on variations in Zimbabwe’s
macroeconomic instability using the variance decomposi-
tion function for a 25-year period. Unsurprisingly, govern-
ment expenditure (G) only account for 1.4% of variation in
Zimbabwe’s macroeconomic instability. This is revealing for
an economy that has been well known for heightened fiscal
spending (averaging nearly a quarter of GDP between 1981
and 2019) as an effort to achieve macroeconomic stability.
Zimbabwe particularly turned to fiscal policy as their pri-
mary stabilization instrument post 2009 owing to a com-
bination of the multicurrency regime and the deterioration
of financial conditions which rendered the monetary policy

virtually ineffective. There is hardly any evidence here that
the increasing reliance on fiscal expenditure affected mac-
roeconomic instability. In theory, one would expect a strong
connection between countercyclical fiscal policy responses
to cushion macroeconomic volatility via both the demand
and supply side. Our result challenges this notion advanced
by J. Gali [35] and M. Kumhof and D. Laxton [36] which broadly
falls within the common Keynesian narrative. Neither the
estimated model not the variance decomposition function
substantiates this narrative. Rather, we find evidence that
much of Zimbabwe’s macroeconomic instability is explained
by own shocks and trade dynamics, which account for 82%,
and 17%, respective.

Table 9. Variance decomposition of MI in Zimbabwe

Period S.E. MI G TR

1 0.153471 100 0 0

2 0.190077 98.35938 0.713331 0.927287
3 0.23814 89.59149 3.778508 6.630004
4 0.288593 87.35981 3.670814 8.969371
5 0.348985 86.11609 2.622064 11.26185
6 0.415299 85.16585 2.018168 12.81598
7 0.476717 83.56626 1.665826 14.76791
8 0.518351 82.5528 1.525278 15.92192
9 0.54978 82.37108 1.537503 16.09141
10 0.576606 82.74023 1.56061 15.69916
11 0.600162 82.72418 1.598053 15.67777
12 0.626432 82.64584 1.644661 15.7095
13 0.65629 82.68647 1.606599 15.70694
14 0.686894 82.56153 1.535672 15.9028
15 0.717098 82.3486 1.490057 16.16135
16 0.745001 82.25923 1.454852 16.28592
17 0.768774 82.20599 1.436632 16.35738
18 0.790363 82.19198 1.444849 16.36317
19 0.811289 82.22943 1.45353 16.31704
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Table 9, Continued

Period S.E. MI G TR
20 0.832029 82.23213 1.453188 16.31468
21 0.853607 82.21026 1.448789 16.34095
22 0.875943 82.19156 1.433977 16.37446
23 0.897849 82.14706 1.415728 16.43721
24 0.918894 82.10104 1.404376 16.49458
25 0.938864 82.08563 1.397473 16.5169

The trivial influence of government expenditure on
macroeconomic instability in Zimbabwe could be surprising
but somehow supports results in [37] where the connection
between cyclical fiscal spending and real output dynamics
albeit in the context of South Africa. This is a result which
may be further unsurprising for at least two additional rea-
sons. Firstly, it is well known that the relationship between
countercyclical fiscal spending and macroeconomic stabil-
ity is a complex one, and one that can only be empirically
unveiled. Secondly, while the standard expectation is that
of a stabilising effect, there seems to be relevant concerns
raised in X. Debrun and R. Kapoor [38] that non-linearities
exist in such a way that the adverse effect of high tax rates
required to finance the increase in government spending
could be offsetting.

CONCLUSIONS

Macroeconomic instability has been an issue in Zimbabwe
which reached its height in the 2004-2008 period. The
Southern African economy hit a world record inflation which
forced the central bank to abolish the sovereign currency in
favour of a basket of currencies. During the multicurrency
system which was officially launched in 2009, the economy
recovered and gained stability which was short-lived be-
fore the financial system was hard hit by foreign currency
shortages moving back the economy to instability. To get
the sense of the macroeconomic instability in Zimbabwe,
this paper pursued a sole objective of understanding the
effect of government spending on stability. That was done
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Oep)>XaBHi BUTpaTK Ta 3aragKa MakKpoeKOHOMIYHOoi
cTtabinbHocTi y 3im6abBe

AHoTauig. Metorio 11iei craTTi 6y/10 JOCTIAKEHHS BIUTMBY 3DOCTAHHS iePsKaBHUX BUTPAT HA MAKPOEKOHOMIYHY CTabiIbHICTh
y 3im6a6Be. JlepskaBHi BUTpATV 3 4acOM 3pPOCTali, ajie, 3TiMHO 3 ampiOpHUMM OUiKyBaHHSIMM, iHIN MaKpOEKOHOMIiuHi
3MiHHi He 3’ aBsuTncs. Hacipasi, kpaiHa mepeskmia TpyuBay MaKpOeKOHOMIYHY HeCcTabiIbHiCTh. [IOKYMEHT POOUTb BHECOK
Yy CYKYIIHICTb JliTepaTypu 3a JBOMa HampsiMkamu: (1) IUIIXOM CTBOpPEHHS iHJIEKCYy MaKpOeKOHOMiUHOI HecTabilbHOCTi
Ta (2) € mepumMmM y KOHTeKCTi 3iM6abBe, XTO AOCTIAMB 1110 3arafxy. [IJis JOCSTHEHHS TOJIOBHOI MeTH, Y IOCTiIKeHH]
BMKOPMCTOBYBalacs KOiHTeIrpOBaHa BeKTOpHa Mofenb Kopekuii nmomwmiok (VECM) i mpuuMHHO-HACTiIKOBUI 3B’S130K
I'peitnmxepa 3 ganumu 3a nepiof 3 1981 mo 2019 pik. JocmikeHHSI He BUSIBMIO CTAaTUCTUYHO 3HAUYIIOTO 3B’SI3KYy MK
JIep>KaBHMMM BUTpPATaMy T4 MaKPOEKOHOMIUHOW CTabiJbHICTIO, SIK CTBEPKYyBaIMU MepeBakKHO KeifHciaHIi. OmHAK,
3a anpiopHMMM OUiKyBAHHSIMM, B3a€MO3B’SI3KVM BUSBWIVCS CIIPaBeAaMBO HeraTuBHMMM. 11[06 MigTBepAUTN pe3yabTaTu
Cointegrated-VECM, Takosk 6y/1M IIPOBEEHi TECTM Ha IIPUUYMHHO-HACTiAKOBMI 3B’130K I'peiiHkepa, e He 6Y/I0 BUSIBJIEHO
MIPUYMHHO-HACTIJKOBOT'O 3B’SI3KY MiK lepykaBHMMY BUTPAaTaMM i MAKPOEKOHOMIYHOIO CTabibHICTIO, i HABMaKY (ITPUUNMHHO-
HAC/TiAKOBUI 3B’I30K BiJ HECTABGiIbHOCTI 1O JepKaBHMX BUTPAT). Y [bOMY JOKYMEHTI PEKOMEHIYEThCS, I[06 JUPEKTUBHI
opranu 3iM6a6Be PO3IISTHY/IM MOXKIMBICTh TPOBEIEHHS aKTMBHOI iepyKaBHOI MOTITUKYM UM BUTPAT, OCKIJIbKM 11 I0IIoMarae
€KOHOMIlli YCIIIITHO YHUKATM MOSKIMBUX PU3UKIB, TAKMX SIK MAKPOEKOHOMiuHA HeCTabimbHicTh. Komu mosiTika Mae ckopiiie
BUIIEPeKaIbHNIA, Hi3K peaKTUBHUIA XapaKTep, 1ie IOTTOMOyKe CKOPUCTATUCSI HEBUKOPUCTaHUMM MOSKIMBOCTSIMM, i EKOHOMiKa
CIIpaBe//IMBO YHUKATXMe HACTiIKiB peaKTUBHOTO YITpaBIiHHS

KnioyoBi cnosa: BuUTpaTy Ta MaKpOeKOHOMiuHa CTabi/IbHICTb; JepskaBHiI BUTpaTM Ta TOPTiBJs; LepkaBHMIL OOPT;
eKOHOMiuHe 3pocTaHHsI; 6e3pob6iTTs; 6igHICTh
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Abstract. The article is devoted to the problem of substantiating the theoretical and practical foundations for the
development of innovation activities of Ukrainian small and medium-sized enterprises in the face of modern challenges.
The study aims to develop conceptual provisions, substantiate the principles and conditions for the development of
innovation activity, as well as develop scientific and methodological tools for identifying drivers and triggers for finding
new opportunities. The methods of strategic analysis used in the study are: PEST-analysis to identify factors that influence
the implementation of innovation activities; perspective analysis to search for and identify new opportunities for the
development of innovation activities. The paper clarifies the known principles of the development of innovation activity
by introducing the principle of wholeness into scolarly discourse. This principle lies in the consistency of produced
innovations with rapidly changing market requirements, the demands of society and the trends in the development of
the economic system. The study presents a five-factor model of flexibility of innovative behaviour of small and medium-
sized enterprises which includes the following elements: communication flexibility; management flexibility; technology
flexibility; economic and operational flexibility. The author justifies the essential concept of “funnel of development of
enterprise’s innovation activity”, develops a scientificand methodological approach to conducting a strategic BOB analysis
and carries out its approbation. The results revealed the drivers and triggers for the development of innovative activities
of small and medium-sized enterprises which form the points of their growth. The analysis shows the barriers and brakes
that constrain and prevent the transformation of new external opportunities into the internal potential of the enterprise’s
innovation activity. The conducted research shows that generally conditions exist in the macro environment for new
impulses of change and activation of innovative development. The results obtained present scientific and practical value
for the development of small and medium-sized innovative enterprises. They can be used in further theoretical studies of
innovative processes and for specification of applied measures to enhance innovation activity in the modern context of
Ukrainian economy
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INTRODUCTION

World experience proves that it is small and medium-sized
enterprises that create the foundation of the economic sys-

that are members of the Organization for Economic Coop-
eration and Development (OECD), every fifth innovation

tem. According to studies, small and medium-sized enter-
prises in the USA, Ukraine and China are the creators of
GDP, creating from 44 to 60% of the value added in the na-
tional economy in these countries [1; 2]. In the context of
the development of the knowledge economy, innovations
are the source of social and economic changes. In countries

Suggested Citation:

is created by small or medium-sized businesses [1]. This
forms the foundation of an innovative economy and an
atmosphere of entrepreneurial spirit and creative activity
in the national economy. In Ukrainian economy, the inno-
vation activity of small and medium-sized enterprises is
gaining momentum, but it needs state support as well as
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a favourable institutional and operational environment.
Thus, the task of developing the modern economy turns
into the task of developing the innovation activity of the
backbone of the economic system, which is small and me-
dium-sized enterprises. To ensure the development of in-
novation activity of the leading business in Ukraine, one
should learn the key theoretical and applied foundations of
such development.

The theory of evolutionary dynamics is based on the
famous works of J.A. Schumpeter [3; 4] and the research
of modern economists who solve the problems and para-
doxes of microevolution and macroevolution of economic
systems in an innovative way. The problem of innovation
is the subject of many studies: from the potential of small
and medium-sized enterprises in creating innovations [3],
coordinating dynamic interaction at the macro level be-
tween innovations, demand and income generation in terms
of neoclassical development theory [5; 6] — to the disrup-
tive nature of the impact of innovations on the formation
of new markets [7; 8], creating new consumer opportuni-
ties [9]; as well as benefits and values from the commercial-
isation of innovative technologies [10].

Special attention should be paid to the change in be-
havioural determinants, organizational resilience [11] and de-
velopment trajectories of innovation under the influence of
digital transformation [12-14], which changes the life cycle
of products and the model for maintaining the competitive-
ness of small and medium-sized enterprises [15]. The stimu-
lating effect of the digital transformation of the innovation
system of an enterprise leads to reducing costs, increasing
benefits, increasing efficiency and stimulating open in-
novations [12; 16]. The results of numerous studies have
emphasized the importance of the impact of COVID-19 on
the complexity and unpredictability of innovation man-
agement [17], identifying a special role in versatility and
organisational flexibility in the formation of open innova-
tions [16]. Another important area of applied aspects of the
study of innovation activity development is its features at
the micro level which reflect the innovative component of
changing business models [18; 19].

The direction of this study was chosen due to the
unresolved problems at the theoretical and applied level of
determining the factors contributing to the development
of innovation activity, models of innovative behaviour, ef-
fective tools for enhancing the innovation activity of small
and medium-sized enterprises (SMEs).

The aim of the study is to substantiate the theoretical
and applied foundations for the development of innovation
activities of SMEs, which is achieved through the following
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objectives: substantiation of the principles, conditions and
models for the development of innovatiion activities of
SMEs; development and testing of scientific and method-
ological tools to identify drivers and triggers of innovation.

The article presents new research results, which are
as follows. The conceptual framework for the development
of innovation activity of SMEs has been clarified, combin-
ing specific principles for the development of innovation
activity, the institutional basis, environmental conditions,
features of the innovative behaviour of SMEs. This allows
building a system to promote the development of innova-
tion activity of such enterprises in accordance with drivers
and triggers that lead to changes and define new challenges.
The scientific and practical approach to identifying drivers
and triggers for the development of innovation activities of
SMEs has been improved. Unlike others, it is based on the
use of the developed strategic BOB-analysis which logically
connects the background, opportunities and conditions for
a breakthrough with the state and changes of environmental
factors, which makes it possible to identify incentives and
impulses for innovation among them.

MATERIALS AND METHODS

Alongside general scientific methods, specific methods
were used in the study: PEST-analysis — to determine and
specify environmental factors; scoring and scaling — for
formalisation and scoring of the influence of certain envi-
ronmental factors on the prospects for the development of
innovation activities of SMEs. A method for designing the
future is proposed, based on BOB-analysis, which logically
links the background and preconditions, opportunities and
breakthrough conditions for innovation activities of SMEs.
In order to search for and identify new opportunities for the
development of innovation activity, the method of prospect
analysis was applied.

RESULTS AND DISCUSSION

The conducted research is based on the results of the study
of fundamental and applied works [4; 9; 18] in the field of
development of innovation activity, particularly SMEs re-
gardless of industry specifics. Based on these, the concep-
tual framework for the development of innovation activi-
ties of SMEs has been developed (Fig. 1).

There is an active scientific discussion in scholarly
papers [20; 21] about the conceptual foundations in the
field of innovation activity of enterprises and its develop-
ment. Conditions and features of innovative activities of
SMEs meet the basic principles for the implementation of
such activities (Fig. 1).

41 -II



I.- 42

Theoretical and practical foundations for the development...

Principles
of development of SMEs’
innovation activity

Conditions
of development of SMEs’ innovation activity

Peculiarities
of development of SMEs’
innovation activity

'

: v

. T T e n
- Flexibility | Environment: | F5 Model

- PTP?Ct}VltY I« political and legal factors; | of SMEs’

- Initiative I« economic factors; ! innovational activity
- Cou.ra'ge I« social and demographic factors; |

- Decisiveness Lo scientific and technical factors |

- Wholeness | |

: Development of the
! potential for
|
|

|
|
|
I
. . .. |
innovation activity !

Phenomena and events that form
drivers and triggers for the
development of innovation activity

Improvement of state !
| regulation of innovation !
: activity |
| I

DEVELOPMENT OF SMES’ INNOVATION ACTIVITY

Figure 1. Conceptual framework for the development of innovation activities of small and medium-sized enterprises

The key principles in the scholarly literature are: sci-
entific justification and effectiveness; determination; con-
tinuity; complexity; consistency; balance; globality; multi-
optionality; alternativeness; scale; adaptability; economic
expediency; variability; consumer orientation; the principle
of interaction; optimality; competitiveness etc. Compliance
with these principles is a priori to ensure the efficiency and
effectiveness of innovation. Their widespread use justifies
them as classic and mandatory. However, in the face of
modern challenges, it has become necessary to supplement
specific principles the observance of which will help ensure
the development of innovation activity.

Taking into account the speed and depth of transfor-
mational processes, the classical principles of adaptability,
justification and continuity must be supplemented with a
specific principle of flexibility that comes before others in
Figure 1. In accordance with it, medium and small enter-
prises must instantly respond and implement changes in
products, processes and technologies in the conditions of
dynamic changes. Sometimes managers and/or business
owners may have only a few days to make decisions, which
provide a new “window of opportunity” that will enhance
competitive advantages and strengthen the position of the
enterprise in the market.

In addition, the principle of adaptability somewhat
loses its relevance as a principle of innovation. Adaptation
means adapting to new conditions, staying in trend. The
accumulated practical experience indicates the inertness of
changes in the processes and technologies of innovative ac-
tivity, especially in those enterprises in which high results
have been achieved. However, the ongoing changes are so
drastic that even highly effective “yesterday” approaches
seem outdated nowadays, and their observance in the fu-
ture generally threatens the enterprise with the loss of the
relevance of products and services and consequently their
positions. Simple adaptation may temporarily ensure the
further functioning of the enterprise. Therefore, a transfor-
mation is required, which should take place on the basis of
the principle of activity. In accordance with this principle, it

is important to foresee, and it is better to be ahead of probable
changes, that is, to act in advance. This requires constant
monitoring of events, processes and phenomena occurring
in the global world, and trying to constantly monitor trends,
signals of change and future prospects. While earlier it was
enough to stay in trend, now it is necessary to predict the
trend, but it is better to get ahead of it.

For the modern development of innovation activity, it
is important to constantly act, look for opportunities, ini-
tiate changes in products, processes, technologies. There-
fore, among the specific principles, it is singledout the
principle of initiative, the observance of which, thanks to
the constant identification and use of new prospects, the
stimulation of innovative ideas will ensure the continuity
and cyclicality of innovation activity and hence its develop-
ment. The principle of initiative will allow overcoming resis-
tance to change, pessimism, expectations of stabilisation,
thereby giving an additional impetus to the intensification
of innovation and ensuring a constant desire for innovation.

Along with the principle of initiative, one should fol-
low the principle of courage and determination. Traditional or
trivial products and services, even slightly improved ones, do
not ensure market success. Therefore, in today’s conditions
of rapid development of technologies and their constant im-
provement, bold proposals will be in demand: original prod-
ucts and services with unprecedented competitive advan-
tages. Courage is also required for introduction of completely
innovative ideas when there is a high level of risk associated
with the uncertainty of how consumers will perceive an in-
novative product. In this context, creativity, critical thinking,
the ability of the team to go beyond the usual and traditional,
inspiration are important. In some situations, it is advisable
to be a daring innovator in order to achieve an unconditional
victory over competitors and become leaders. Thanks to the
principle of courage and determination, it becomes possible
to overcome pessimism and indecision in innovative activity,
which will contribute to its development.

In the conditions of modern changes, the success of
innovation largely depends on the compliance of the product

Economics of Development. 2021. Vol. 20, No. 2



or service with the modern needs of consumers, the world
technological level; requirements of safety, resource sav-
ing and environmental friendliness. Therefore, it is consid-
ered the principle of wholeness as a relevant principle for
the development of innovative activity, which is aimed at
ensuring the consistency of innovation with the require-
ments and needs of society, the achievements of science
and technology, synergy with world development.

Thus, in contrast to the existing views presented
in the works by S. Bondarenko [21], M. Teplyuk [13],
L. Fedulova [22], A. Chukhrayeva [23], V. Sharko [20], who
developed the classical principles of innovation activity,
the author highlights the specific principles of its develop-
ment: flexibility, proactivity, initiative, courage, determi-
nation and introduces into scholarly discourse the principle
of wholeness. Its essential content lies in the consistency of
produced innovations with highly dynamic market require-
ments, the needs of society, the trends of scientific and tech-
nological development, the achievements of a global scale
and the potential of the economic system. Compliance with
the specific principles of the development of innovation
will ensure its transition for SMEs to a new qualitative level,
which will make it possible to establish innovation processes
in accordance with modern requirements and challenges, to
make them more efficient and effective.

Unprecedented crisis challenges have changed the
environment for innovation, bringing to the fore such dy-
namic properties of the organization as agility, flexibility,
agility, openness and resilience to unpredictable conditions.
The flexibility of the organization turns into a key property
to change and generate innovations [24]. The behavioural
component of the innovation activity of small and medi-
um-sized enterprises involves the implementation of a
five-factor model of flexibility (5F):

- FC (flexibility of communications) involves establish-
ing interaction in the internal environment (owner — em-
ployee) and the external environment (enterprise — consumer;
enterprise — partners; enterprise - state);

- FM (management flexibility) manifests itself in short
chains of decision-making and speed in their execution;

- FT (technological flexibility) is due to the small scale
of activities and the ability to quickly respond to market
demands, change products and rebuild technology;

- FE (economic flexibility) is explained through the high
turnover of equity capital and implies the possibility of at-
tracting additional financing;

- FO (operational flexibility) is the basis for antifragility
of the enterprise, the ability to withstand the pressure of the
external environment by restructuring business processes.
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Thus, in the conditions of dynamic changes, innova-
tion activity should develop and be carried out according to
new principles. Development is a dynamic characteristic,
and therefore, the development process is influenced by
numerous forces, phenomena and events which together
form a certain environment consisting of many factors. A
special influence on the development of innovative activ-
ity is exerted by factors that are not subject to influence by
economic entities: these are environmental factors that are
grouped in accordance with a certain model of their analysis:

- 4 groups of factors — PEST analysis, which provides for
the analysis of political, legal, economic, social, scientific
and technical factors;

- 5 groups of factors (STEEP analysis), providing for the
analysis of social, scientific, technical, economic, environ-
mental and political and legal factors;

- 6 groups (SWOT analysis), providing for the analysis
of political and legal, economic, demographic, scientific and
technical factors; natural-climatic, cultural order;

- 8 groups of factors (TEMPLES), which involves the
analysis of scientific, technical, economic, market, political,
legal, environmental, socio-demographic factors.

In order to avoid micronisation and fragmentation
of groups of factors in this study, a PEST analysis model
was chosen which allows to determine the key factors influ-
encing the innovative development of SMEs in the relevant
groups. For the further development of innovation activity,
it is important for managers and/or owners of SMEs to know
the consequences of processes and phenomena that occur
with high dynamism in all spheres of life. At the same time,
it is necessary to understand which factors slow down or
accelerate innovation processes, which of them are natural
or random, which are long-term or short-term, which provide
opportunities and create certain threats.

The constant development of innovation activities
of SMEs on an innovative basis is an imperative for their
successful and long-term functioning in the market, which
requires the development of scientific and methodological
tools for searching and identifying new opportunities. To
solve this problem, it is advisable to conduct a perspec-
tive-oriented analysis of environmental factors, the logic
of which is shown in Figure 2. The proposed “enterprise
innovation development funnel” is a mechanism for track-
ing the global impact on processes and phenomena in the
external environment that predetermine specific macroeco-
nomic conditions for the implementation of innovation
activities of SMEs and serves as a theoretical basis for the
development of analytical tools for searching for innovation
opportunities.
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Figure 2. Funnel for the development of innovative activities of enterprises in the face of modern challenges

In each group of factors, there are events and phe-
nomena that are diverse in strength (weak, moderate,
strong), direction of influence (positive or negative), time
of action (short-term, medium-term, long-term), which as
a result of the impact can accelerate or slow down inno-
vative processes, put pressure on them and provide a new
vector of development. In this context, it is necessary to
identify incentives — such a state of the factor which is
characterised by circumstances that lead to favourable
conditions or their improvement and encourage the inten-
sification of innovative activity. In addition, force majeure
factors, unpredictable phenomena and processes such as
the COVID-19 pandemic, the military invasion of Ukraine
have recently become a challenge for all business entities
and as a result new circumstances have arisen that busi-
ness structures have not yet encountered. Under the influ-
ence of these factors, significant changes took place that
created new challenges and acted as a catalyst for certain
processes. The most influential and effective factors that
accelerate and give impetus to those considered as trig-
gers of innovation, thanks to which innovation processes
acquire accelerated and progressive development. Because

of the symbiosis of drivers and triggers, new opportunities
and/or obstacles to innovation appear. The development of
innovation activity using new opportunities can provide a
breakthrough, the so-called upgrade, because of which enter-
prises will receive new prospects for further functioning. In
case of ignoring new opportunities and not taking into ac-
count obstacles, the enterprise threatens to find itself at a low
and/or insufficient level of compliance with new challenges.

From the one logic (Fig. 2), it becomes possible to im-
plement the scientific task of developing methodological
tools for identifying modern drivers and triggers that form
the conditions for determining the priorities for the devel-
opment of small and medium-sized enterprises. To imple-
ment BOB-analysis, a system has been developed for eval-
uating events, processes, phenomena that characterize the
state and influence of environmental factors according to
the interaction scheme: Prerequisite (background or pre-
condition) < Opportunity < Breakthrough « future de-
sign. The assessment system is based on a formalized scale,
which will allow, on a 5-point scale, to determine the influ-
ence of the state and the influence of changes in a certain
factor (group of factors) (Table 1).

Table 1. Formalisation of the scoring of the state and changes in environmental factors
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_ Points
Evaluated characteristic
1 2 5 4 5
Influence of factor state Barrier Obstacle Hurdle Stimulus Impulse
Influence of factor change Brake Retarder Restrainer Accelerator Momentum
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According to the proposed logic of BOB analy-
sis (Fig. 3), the average score of the influence of the states
of factors and changes in factors is determined using the
arithmetic mean, which will determine the general condi-
tions for the development of innovative activities of SMEs.

Taking into account the specifics of innovation ac-
tivity which requires proper regulatory support, in the
context of political and legal factors, special importance
is attached to the State regulation of innovation activity.
The modern normative support of innovation activity is
quite actively criticised in the scientific community, in the
works [21; 22; 25] they note disorder, inconsistency and
too many legal acts regulating the innovation sphere; their
non-compliance with modern requirements; the comple-
mentary nature of a significant number of regulations; am-
biguity of interpretation; frequent changes in legislation.
As a result of this situation, the pace of innovation devel-
opment in Ukraine has slowed down in recent years. To
stimulate and create favourable conditions for the develop-
ment of innovation in general, and small and medium-sized
enterprises in particular, it is necessary to systematically
improve the regulatory framework, its unification and har-
monization in accordance with modern challenges and
European legislation [26].

The political climate in Ukraine is characterised by
a difficult situation. Political instability, ongoing tensions,
aggravation of the military conflict significantly increase
entrepreneurial risk and worsen the conditions for the

A. Shapovalova

development of innovative activities of SMEs. Corruption
and bureaucracy, the shadow economy, the fight against
which has not yet yielded the expected results, have a par-
ticularly negative effect on the innovation process. It is
considered the current tax system, which is characterised
by a weak stimulating effect on the development of inno-
vative activities of SMEs, to be another constraining factor.
The slowness of its improvement is noted, as a result of
which the taxation system as a tool for stimulating inno-
vation activity remains ineffective and requires special
attention. The fastest way is to eliminate the dispropor-
tionate and unfair tax burden for innovatively active SMEs,
introduce tax incentives, and generally ease tax pressure
in order to increase the stimulating effect on the develop-
ment of innovation activities.

During 30 years in Ukraine, it has not been possi-
ble to form a powerful institutional basis for stimulating
the innovation activity of SMEs. It is especially the weak
development of intellectual value institutions, a contradic-
tory institutional environment has developed, there is an
imbalance of interests of various innovative active enter-
prises, and the interaction between business and the state
remains insufficient and episodic. As in the case of improv-
ing the tax system, there is a slow pace of development of
innovation institutions, the improvement of the institu-
tional basis for promoting the intensification of innovation
activities of SMEs is partial and periodic, which together
hinders innovation processes.
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Figure 3. Logic of BOB analysis of SMEs’ innovation technology
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Among the identified political and legal factors, the
best situation for promoting the development of innova-
tion activity is observed in the context of international
cooperation in the innovation sphere. In Ukraine, inter-
national relations in scientific, technical and educational
areas are being strengthened and stabilised with leading
scientific organizations from different countries. The pro-
cesses of integration of Ukraine into the international eco-
nomic and innovation space are constantly taking place,
which creates certain opportunities for the development of
innovation activity.

Among the economic factors, there is a negative im-
pact of the macroeconomic situation due to a long phase
of low rates of economic development, instability of the fi-
nancial and economic situation. In this context, there is a
growing role of small and medium-sized businesses in the
economy of Ukraine. Flexibility, high adaptability and speed
of response to ongoing expected and unpredictable phe-
nomena and processes provide opportunities for the speedy
recovery of SMEs, which in this case create impulses for the
recovery of the economy as a whole and form its basis.

On the one hand, the development of the consumer
market in Ukraine is assessed very low by international
organizations and is considered to be holding back the de-
velopment of innovative activity. Characteristic for Ukraine
is a low level of income of the population, which limits ef-
fective demand, an imbalance in the structure of consump-
tion, an orientation towards the price/value ratio, a certain
conservatism in the perception of innovations. On the other
hand, in the face of modern challenges, there is an increase
in consumer demands, their desires and requirements for
products and services. Under the influence of the develop-
ment of digital technologies and changing cultural values,
there is a significant change in consumer behaviour pat-
terns, constant updating of customer experience, stimu-
lating SMEs to constantly improve products, technologies,
services and processes to ensure competitiveness and op-
portunities for further functioning in the market.

Mechanisms of monetary policy do not work in Ukraine
either, resulting in a feature of innovation processes in small
businesses self-financing. The high interest rate on loans
and the low availability of financial resources significantly
limit the opportunities for the development of innovative
activities of SMEs. The situation remains critical, due to
the slow and insufficient improvement in the financial
support of SMEs for the development of their innovative
activities. At the same time, there is an insufficient volume,
limited and unavailability of investment resources for SMEs.
The processes that cause the deterioration of the invest-
ment climate in Ukraine lead to a decrease in the volume of
investments in general, therefore, in this direction, invest-
ments as a source of financing for innovative activities of
SMEs remain inaccessible.

The demographic situation in Ukraine remains dif-
ficult — low birth rate, increased mortality, migration pro-
cesses, aging of the population worsen the quantitative
indicators of the capacity of the domestic consumer mar-
ket, and reduce the possibility of forming human capital.
In addition, migration processes are characterized by the
flow of intellectual capital from Ukraine, which is fraught
with a decrease in innovation potential and in the future in
such a situation creates significant threats that will lead to
a further slowdown in innovation processes.

The level, quality, accessibility of education in Ukraine
contributed to the formation of powerful human and intel-
lectual capital. However, the lack of support for innovators
and scientists led to the poor use of potential, knowledge,
skills, and achievements for the development of innovative
activities of SMEs. To promote the development of innova-
tive activities of SMEs, it is important to direct the efforts
of the state to the formation of an innovative culture and
entrepreneurial skills, and material incentives.

One of the problems in Ukraine is the growth of un-
employment, so more and more people are forced to look
for opportunities to start their own business, that is, to
switch to self-employment. The development of a new type
of self-employment is facilitated by digital technologies that
significantly expand commercial and communication op-
portunities, which together lead to an increase in employ-
ment in the field of SMEs. When entrepreneurs develop in-
novative competencies, these trends create opportunities
for the development of innovative activities. In the context
of demographic factors, the stubbornly low level and qual-
ity of life of the population remains an obstacle to the in-
novation activity of SMEs, the slow pace of improvement of
which hinders its development.

The formation of the knowledge economy contrib-
utes to the increased requirements for innovation. Accel-
erating the pace of production and the emergence of new
knowledge accelerates innovation processes, reduces the
duration of the innovation cycle. Therefore, entrepreneurs
need to respond more actively to the ongoing changes.
However, in Ukraine there is a lag behind the world level
of scientific and technological development in most indus-
tries, there is a repetition of obsolete technologies, which
entails a weak position of Ukraine in international rankings
in terms of the level of development of innovative activity.
At the same time, the birth of Industry 4.0 creates new op-
portunities that need to be seen and exploited.

Most of these opportunities are associated with the
development and spread of digital technologies. In Ukraine,
digitalisation processes are quite active. Digital tools and
technologies create the opportunity to improve business
processes, interaction and communication. Along with this,
there is an increase in the level of intellectualization and
informatisation of labor. It was digital technologies that
contributed to the improvement of institutional support
for the development of small businesses using the “Diia”
platform, which encourages entrepreneurs to intensify in-
novation. In general, the high pace of the digital revolution
provides new opportunities for improving business models,
business processes, communications and interactions, auto-
mating processes, improving products and services, shap-
ing new business practices, thereby providing new impetus
to the search and generation of innovative ideas.

An unresolved problem is the insufficient level of de-
velopment of the innovation infrastructure, the unsystematic
and inconsistent measures and actions for its formation,
and obstacles are created for the development of innova-
tion activities of SMEs. Technology transfer also remains
an object of increased attention, since commercialisation
processes are mediocrely debugged, including due to the
lack of proper interaction between education, science and
business. The slow development of innovation infrastruc-
ture, the lack of necessary facilities for establishing inno-
vation processes, the problems of intellectual power and
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the commercialization of innovations hinder the develop-
ment of innovative activities of SMEs.

Slow innovation processes in Ukraine, due to the
limited positive impact of the implementation of the cho-
sen strategic course and state innovation policy, the im-
perfection of the national innovation system, the underde-
velopment of high-tech production. Slowness in improving
the conditions for the creation and functioning of innova-
tively active enterprises, developing an ecosystem of in-
novations, attracting domestic and foreign investors, and
developing mechanisms for direct and indirect incentives
hinder the development of innovative activities of SMEs.

According to the results of the author’s analysis, a
mediocre level of assistance to the development of inno-
vative activity of SMEs has developed in Ukraine, which is
characterized by the predominance of obstacles, the iden-
tification and elimination of which will improve the situ-
ation, provide opportunities for transforming existing in-
centives and impulses into innovative potential.

Isolation of drivers and triggers will allow SMEs
to act proactively — ahead of the curve; substantiate the
strategy and priorities for the development of innovative
activities; determine and, if necessary, form/strengthen in-
ternal reserves to enhance innovation. On the other hand,
knowledge of barriers and inhibitors will help optimize
the resource potential of SMEs, find ways to solve existing
problems and those that arise in the near future.

CONCLUSION

Based on the results of the study, the conceptual frame-
work for the development of innovative activities of SMEs
based on an interdisciplinary approach was determined,
which made it possible to clarify the principles for the de-
velopment of innovation activities, substantiate the model
of innovative behaviour and determine the conditions
for the development of innovative activities of small and
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AniHa OnekcaHpgpiBHa LLlanoBanoBa

XapKiBCbKMW HaLiOHANbHMI EKOHOMIYHUI YHIBepcUTET iMeHi CeMeHa Ky3Heuda
61166, Nnpocn. Hayku, 9-A, M. XapkiB, YKpaiHa

TeopeTuKo-NpuKIagHi 3acagu po3BUTKY iHHOBaLIMHOI AiANbHOCTI
MaJiux Ta cepefHix nianpueMcTB

AHortauif. CTaTTs IpucBsiueHa mpobieMi 0O6rpyHTYBaHHS TEOPETUKO-TIPUKIATHMUX 3acafi PO3BUTKY iHHOBALiTHOI Jis/TbHOCTI
YKpaiHChKUX MalMX Ta CepelHiX MiANPUEMCTB B yMOBAaX CyyaCHMX BMUKIMKIB. MeTa JOCTiIKeHHS MOJATa€E y PO3BUTKY
KOHIIENTYaJbHUX TOJI0KeHb, OOIPYHTYBaHHS NPUHIMIIIB, YMOB PO3BUTKY iHHOBAIiifHOI AisSTbHOCTi, pPO3pOGIEHHS
HAYKOBO-METOAMYHOIO0 iHCTPYMEHTAapPit0 BUSIBJIEHHS IpaiiBePiB i TpurepiB AJIs MOIIYKY HOBMX MOK/IMBOCTEN. BUKOpUCTaHO
MeTonu cTpareriuHoro aHasisy: PEST-aHami3 mjist BUsiBJIieHHS YMHHUKIB, 110 BIUIMBAIOTh Ha 3MiliCHEHHSI iHHOBAIliitHOL
JiSIIbHOCTI; TepCIIeKTMBHO-OPi€HTOBaHMI aHali3 [jIs TIOUIYKY i BUSIBJIEHHS] HOBMX MOXJ/IMBOCTEN PO3BUTKY iHHOBALiiHOT
IisTbHOCTI. Y pOGOTi yTOUHEHO BiJOMi MPUHIMITY PO3BUTKY iHHOBAIi/iHOT [iS7TBHOCTI IIISIXOM BBeZIeHHS B HAYKOBMI1 06ir
MIPUHIMAITY OPraHiuHOCTi. 3MiCT JaHOTO IPUHIMITY TIOJISITAE B y3rOAKEHOCT MPOAYKOBaHMX iIHHOBAILii 3 IBMUIKO 3MiHHUMMK
BMMOTaMM PUHKY, 3aIMTaMM CYCITIIbCTBA, TPEHIAMMU PO3BUTKY €KOHOMIUHOI cucreMu. BusHaueHO ITSITU(AKTOPHY
MOJIeJib THYYKOCTi iHHOBAIIi/iHO1 TTOBEAiHKM MajauX Ta CepemHixX MigIpMeEMCTB, 1[0 BKIIOUAE TaKi eIeMEeHTM: THYUKiCTh
KOMYHiKallilf; THYYKiCTh YIIPaBJIiHHS; THYYKICTh TEXHOJIOTiii; eKOHOMIUHY Ta omepaliiiny rHy4KicTb. OGIPYHTOBAHO
CYTHiCHe TIOHSITTSI «BOPOHKA PO3BMUTKY iHHOBALiiHOI HisSTbHOCTI MiATIPMEMCTB»; PO3pO6IEHO HAYKOBO-METOIMYHMIA
migxis mpoBeneHHs crparerivuHoro BOB-aHamisy Ta 3ailicHeHo jioro ampobartiito. 3a il pe3ynbraTamMu BUSBIEHO JpaiiBepu
Ta TpUrepy PO3BUTKY iHHOBAILIMIHOI OisSUTPHOCTI MajMX Ta CepenHiX MiAIPUEMCTB, SKi YyTBOPIOIOTh TOYKM il pOCTY.
BcraHoBieHO 6ap’epy Ta raJibMyBayi, SIKi CTPMMYIOTbD i ITepenIKoIKaloTh IePETBOPEHHS HOBYUX 30BHIIIHIX MOKIMBOCTEI Y
BHYTpIIlIHi} TTOTeHIlia/l iHHOBAIiliHO1 AisyIbHOCTI mignpueMcTa. [IpoBeneHi JOCTiIKeHHS JO3BOIVIN BCTAaHOBUTMH, 1[0 B
L[I/IOMY CKJIa/IMCSl YMOBY B MaKpOcCepeIoOBUIL /IJIsI HOBUX iMITYJIbCiB 3MiH i akTMBi3allii iHHOBaLiifHOTO po3BUTKY. OfepskaHi
pesynbTaTy CTAaHOBJISITh HAYKOBO-NIPAKTUYHY LIHHICTh JJ/I51 PO3BUTKY MajuX Ta cepeHiX iHHOBaliiHMX MigIPUEMCTB Ta
MOXKYTb OYTM BUKOPUCTAHI Y MOJANbIINX TEOPETUUHMX MOCTiIKEeHHSIX iHHOBAIi/fHMX MPOILieciB Ta IJIsT KOHKpeTu3alrii
MPUKIAAHUX 3aX0/iB aKTMBi3allii iHHOBALiITHOT isSUTPHOCTI B YMOBaX Cy4yaCHMX peaJtiii eKOHOMiKM YKpaiHu

KniouyoBi cnoea: iHHOBallii; pO3BUTOK; Majiunii Ta cepeHiit 6i3Hec; MOBeIiHKa; ApaiiBepu; TPUTePU; THYUKICTh
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Abstract. The article identifies the ways to increase the informational value of non-financial reporting data, in particular,
in terms of its fiscal aspects. The author substantiated the unresolved issues of data display regarding the impact of
uncertainty on the activities of business entities based on the results of the analysis of scientific publications and
generally recognized international documents. It has been proven that high-quality non-financial reporting can serve
as one of the tools for enterprises to attract additional financing aimed at eliminating the consequences of the impact
of the COVID-19 pandemic. The article highlights the results of the analysis of non-financial reporting of state-owned
enterprises to identify data on the impact of the COVID-19 pandemic on their activities and for compliance with the list
of indicators of reporting on sustainable development, defined in the document “Guidelines on key indicators of reporting
of enterprises on the contribution to the achievement of the Sustainable Development Goals Development”, developed by
UNCTAD ISAR. The paper substantiates that one of the information sources for decision-making at the state level in terms
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INTRODUCTION

According to estimates by the International Monetary
Fund (IMF) [1], the global recovery continued in 2021. Still,
due to the pandemic, its pace has slowed due to the impact
of a complex epidemiological situation against the back-
ground of a high level of uncertainty.

It is known that the July forecast of the expected
growth of the world economy in 2021 of six percent was
reduced by 0.1% in October. However, by 2022, its value re-
mained at the previous level - about five percent (4.9%).
Regarding the group of developing countries with low in-
come, high risks of further complications of the situation
at the level of national economies are predicted. As before,
with a high degree of probability, surges in prices for raw
materials are possible. The deterioration of the forecast is
also associated with near-term more pessimistic assess-
ments for the group of countries with advanced economies.
In most countries, the dynamics of the recovery of labor
markets significantly lags behind the pace of reproduction
in connection with the preservation of chronic disproportions
in the chains of growth of added value [1].

Due to the limited access to vaccines and the low level
of institutional support for reform policies, IMF experts are

Suggested Citation:

increasingly concerned about the divergence of economic
prospects in different states. In their opinion, they are
more dangerous than the post-crisis spreads at the end of
the first and the beginning of the second decade of the cur-
rent century. The aggregate volume of output of goods and
services in countries with developed economies is expected
to return to the level of the trend observed before the pan-
demic in 2022 and exceed it by 0.9% in 2024. In turn, it is
pretty likely that in 2024 the aggregate production volume
in the group of countries with a forming market and devel-
oping countries, excluding China, will remain at the level
of 5.5% below the forecast indicators before the pandemic.
As aresult, the pace of improvement in the living standards
of citizens in these states will lag even further behind the
leader countries.

Thus, the current state of the world economy in the
context of countering the COVID-19 pandemic indicates
the need to adapt fiscal risk management tools as factors
that may cause fiscal results to deviate from expectations or
forecasts (clause 186 of Chapter 4 of the document “Fiscal
Transparency Handbook” issued by the International
Monetary Fund) [2].
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LITERATURE REVIEW

Methodological principles and organizational-methodical
approaches to preparing non-financial reporting and in-
creasing its quality and informativeness are gaining more
and more interest from the scientific and professional com-
munity. Ukrainian and foreign scholars’ research is devoted
to improving the quality of non-financial reporting data
and their multi-functionality. Thus, domestic scientists
are actively studying the issue of creating a methodolog-
ical toolkit for information disclosure regarding the pan-
demic’s impact on enterprises’ activities [3]; evaluations of
non-financial reporting practices of companies [4; 5].

The analysis of the latest publications of foreign re-
searchers, presented in authoritative international publi-
cations, showed that their main focus is the need to find
tools for assessing the quality of the company’s non-finan-
cial reporting [6] and developing relevant indicators [7].

The international professional community also does
not remain aloof from solving the issues of increasing in-
formativeness and ensuring the quality of non-financial
reporting of enterprises. Thus, under current conditions,
separate forms with varying degrees of regulation are used:
management reports, reports on payments to the state, re-
ports on sustainable development, and others.

An important initiative in ensuring transparency of
disclosure of data by enterprises of the extractive industries
in non-financial and financial reporting is the Extractive
Industries Transparency Initiative (EITI) [8]. The purpose
of the mentioned international professional formation is
to ensure the application of the global standard (EITI Stan-
dard) to increase the openness and transparency of the
management of the use of natural resources as “an important
driving force of sustainable economic growth” (principle 1
of the EITI) [9].

The role of reporting on the integrity of the use of
national natural resources by enterprises engaged in the ex-
tractive industry has also been noted by other international
organizations. In particular, in 2019, world governments and
business representatives launched the “Publish what you
pay” movement, the fundamental thesis of the Agenda for
2020-2025 is that revenues from mining minerals should
aim at improving people’s lives and well-being [9].

Another area of activity of international organiza-
tions in the field of non-financial reporting of enterprises
is the creation of a methodological basis and organiza-
tional and methodological support for the disclosure of in-
formation about the contribution to the achievement of the
Sustainable Development Goals, defined by the UN Agenda
in the field of sustainable development until 2030 [10]. A
vivid illustration of activity in this direction is the docu-
ment “Guidance on core indicators for entity reporting on
contribution towards implementation of the sustainable
development goals” [11], prepared by the experts of Interna-
tional Standards of Accounting and Reporting of Interna-
tional Accounting and Reporting Standards of the United
Nations Conference on Trade and Development (herein-
after — the Guidelines). The purpose of this document is
to provide a list of enterprise reporting indicators (by eco-
nomic, environmental, social, and institutional spheres) and
practical information on their calculation and measure-
ment (clause 9 of the document) [11].

Noting the existing significant achievements in the
direction of creating and strengthening the transparency of

anew information basis for decision-making at the micro- and
macro-level, we note that the issues of displaying data re-
garding the impact of uncertainty (in modern conditions —
the COVID-19 pandemic) on the activities of economic en-
tities and the level of their accountability.

The above determines the purpose of the study - to
identify directions for strengthening the informational
value of the data of non-financial reporting of enterprises
regarding their activities in conditions of uncertainty, in
particular, in terms of fiscal aspects of transparency and ac-
countability when disclosing data on mandatory payments
to the state budget.

MATERIALS AND METHODS

The main research methods used in the paper were: biblio-
metric analysis (for the analysis of international documents
and scientific publications); synthesis (for the formation of
proposals for strengthening the informativeness of non-fi-
nancial reporting of enterprises); observation (to assess the
practice of non-financial reporting of enterprises).

RESULTS

An essential role in the construction of the fiscal risk man-
agement system at the country level is played by such as-
pects as the structure of the country’s economy, the pe-
culiarities of the organization of the public sector of the
economy, and the existence and nature of the relationships
between the public and private sectors [1]. In the latter’s
development, we note that the COVID-19 pandemic has
made significant adjustments to the activities of economic
entities of all sizes and sectors. World experience shows
that by realizing the critical role of the private sector in
the formation of the revenue component of the country’s
budget, the state can direct additional funding to support
the activities of enterprises (for example, the UK initiative
for small and medium-sized enterprises “COVID-19 Busi-
ness Interruption Loan Scheme (CBILS)”) [12]. In Ukraine,
a similar practice of business support under the conditions
of anti-epidemic measures has been implemented in the
fiscal sphere. In particular, it has been achieved through
the adoption of the Law of Ukraine “On Amendments to
the Tax Code of Ukraine and Other Laws of Ukraine on
Social Support of Taxpayers for the Period of Restric-
tive Anti-Epidemic Measures Introduced to Prevent the
Spread of Acute Respiratory Disease COVID-19 Caused
by SARS-CoV-2 Coronavirus in Ukraine” dated 04.12.2020
No. 1072-IX [13].

On the other hand, enterprise reporting is an in-
formation source for fiscal risk management. This is not-
ed in the IMF document “Fiscal Transparency Handbook”
(item 188), in particular: “the government’s ability to re-
spond to fiscal risks depends in part on the quality of in-
formation about the extent and probability of potential
shocks to public finances” [1].

In this context, the role of non-financial reporting
of enterprises is significant. First, enterprise reporting data
provide an opportunity to assess the transparency and ef-
ficiency of the use of national natural resources through
analyzing and grouping data contained in reports on pay-
ments to the state. Under the requirements of the Law of
Ukraine dated 16.07.1999 No. 996-XIV “On Accounting and
Financial Reporting in Ukraine” the obligation to prepare
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the above-mentioned form of non-financial reporting is
assigned to business entities operating in the extractive
industries and enterprises that carry out wood harvest-
ing and at the same time are of public interest [14]. Thus,
reporting on payments to the state serves as an informa-
tion source for assessing: fiscal risks associated with the
activities of a particular group of enterprises and the use
of resources; the state of implementation of the Extractive
Industries Transparency Initiative (EITI) in Ukraine. The
accession of Ukraine to the EITI in 2013 provides for the
annual publication of reports that contain information on
the number of enterprises employed in the extractive industry,
the amount of taxes paid by them, and state payments.

Secondly, the information contained in other forms
of non-financial reporting of enterprises (in particular,
management reports) can serve as a source of monitoring
the impact of the pandemic crisis on the activities of busi-
ness entities, especially the economic side. Here we should
emphasize the decisive role of qualitative (reliable, relevant)
information, which provides an opportunity to form an
idea of the main results of the functioning of economic en-
tities in various spheres in the periods before, during, and
after the crisis: economic, social, ecological, institutional.
At the same time, we note that the above-reported data can
also serve as a source of monitoring the achievement of the
Sustainable Development Goals during the formation of
the Voluntary National Review of the Central Development
Goals in Ukraine for the implementation of the 2030 Agenda
for sustainable development [10].

Following the requirements of Directive 2013/34/EC
on annual financial statements, consolidated financial
statements and related reports of certain types of com-
panies, amending Directive 2006/43/EC of the European
Parliament and the Council and repealing Council Directive
78/660/ EEC and 83/349/EEC, the provision of which has
been implemented into the regulatory legal field of Ukraine,
non-financial reporting of enterprises, among other infor-
mation, must contain data on the state of risk management
and their impact on activity. Risks can be of different na-
tures: fiscal risks, operational risks of enterprises, etc. For
this, the information must have both short-term and long-
term value. For the quantitative and qualitative assessment
of relevant indicators and the preparation of non-financial
reporting in Ukraine, three by-laws were adopted by gov-
ernment decisions and orders of the Ministry of Finance
in 2018-2020 [15-17].

The enterprise must disclose essential and transpar-
ent information about the main risks, regardless of what
factors caused them (internal or external). At the same
time, explain the methods and methods used to assess such
risks and determine their level. It is also necessary to indi-
cate any significant changes in the definition of risks and
methods of their management in the reporting year.

A similar approach is laid down in the document men-
tioned above, “Guidance on core indicators for entity report-
ing on contribution towards implementation of the sustain-
able development goals” issued by the Intergovernmental
Working Group of Experts on International Accounting and
Reporting Standards of the United Nations Conference on
Trade and Development (UNCTAD ISAR) (from now on — the
Guidelines) [11]. Each sphere (economic, environmental,
social, and institutional) contains groups of indicators pro-
posed for disclosure, the total number of which is 33. The
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document provides definitions, references to international
sources (international financial reporting standards, statistical
sources, specific guidelines, Global Reporting Initiative), and
calculation methodology.

UNCTAD ISAR, having conducted a series of consul-
tations with the participation of a wide range of interested
parties, concluded that certain economic, environmental,
and social aspects are of particular importance [18].

Therefore, the critical international documents that
provide recommendations for preparing a non-financial
report highlight mainly a comprehensive list of key indi-
cators to ensure enterprises’ initiative in choosing those
that will be disclosed in the report or examples of what key
indicators can be disclosed by enterprises. The addition of
several indicators summarized in the Guidelines is a current
direction of UNCTAD ISAR’s work, which speakers noted
during the 38t UNCTAD ISAR Session [19].

Similar work on supplementing non-financial report-
ing with indicators characterizing the impact of uncertainty
on the activities of companies is carried out by Ukrainian
scientists [20]. The authors have defined the basic concept
of selecting indicators supplementing the Guide and the
approach for disclosing key indicators. The indicators reflect
the significant economic, environmental and social impact
of the reporting enterprise and essential information that
reveals the impact of the pandemic caused by the coronavirus
disease.

In order to establish the fact that there is no data
in the non-financial reporting of enterprises regarding the
impact of the coronavirus disease on the activities of enter-
prises, a study of the reporting of the TOP-100 state-owned
companies in Ukraine [21] was conducted, the key results of
which were presented at the UNCTAD ISAR reporting sem-
inar “The impact of COVID-19 on the financial and non-fi-
nancial reporting of the company” in November 2021 [20].

The results of the conducted analysis constitute
the institutional basis for forming proposals to strengthen
the content of non-financial reports of enterprises in terms
of reflecting the impact of the uncertainty caused by COVID-19
on their activities.

The choice of respondents for the study was stipu-
lated by the fact that, in addition to a significant share in
the economy (8.3%) [22, p. 16], state-owned enterprises are
most represented in industries that cause significant risks
of fiscal nature, which lead to loss of revenues to the coun-
try’s budget. At the same time, in 2019, the total amount of
taxes, fees, and other payments paid to the state budget
amounted to UAH 107.4 billion, which is 13% of the total
amount of payments paid to the budget of Ukraine for the
corresponding year [22, p. 16-17]. In addition, one of the
groups of fiscal risks is fiscal risks associated with the activi-
ties of economic entities of the state sector of the country’s
economy [22].

In order to analyze the disclosure of the impact of
the pandemic on the activities of enterprises, the non-fi-
nancial reports of state-owned enterprises of Ukraine
were examined. It included the compliance of the content
of such reports with the minimum requirements for sus-
tainable development reporting, which can be taken into
account when determining indicator 12.6.1 “The number
of companies that publish reports on rational use of re-
sources” Sustainable development goals 12 “Responsible
consumption and production”.
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The compliance assessment of the data disclosed in
the non-financial reports of the investigated enterprises was
carried out following the Guidelines mentioned above. In the
economic sphere, eight indicators were evaluated, the main
of which are reflected in the annual financial and statist-
ical reports of enterprises, in particular, income (revenue),
added value, the total amount of taxes paid, payments to the
state, and others. The Guidelines provide for the assessment
of 11 environmental indicators. The most acceptable for the
surveyed enterprises were those that characterize: efficien-
cy of energy and water use, volume and structure of waste,
emissions of greenhouse gases, etc. In the social sphere of
Management, seven indicators are defined. It assesses gen-
der and social equality, spending on human capital develop-
ment, and maintaining staff health and safe working con-
ditions. Concerning the institutional component, out of the
seven indicators of the Guide, the most significant amount
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of disclosure was noted regarding the level of combating cor-
ruption and bribery and the quality of corporate governance.
The results of the assessment of compliance of the

data disclosed in the non-financial reports of the investi-
gated enterprises with the minimum requirements for re-
porting on sustainable development, which can be taken
into account when determining indicator 12.6.1, showed
the following:

- 46% of non-financial reports meet the minimum re-
quirements for disclosure of economic issues;

- 39% of non-financial reports meet the minimum re-
quirements for disclosure of environmental issues;

- 40% of non-financial reports meet the minimum re-
quirements for disclosure of social issues;

- 21% of non-financial reports meet the minimum
requirements for disclosure of issues of an institutional
nature (Fig. 1).

40%

21%

Social issues Institutional issues

Compliance of non-financial reports, %

Figure 1. Results of the assessment of compliance of non-financial reports of the TOP-100 state-owned enterprises of Ukraine
with the minimum requirements for disclosure of information about the contribution to the achievement
of the Sustainable Development Goals

Source: [5]

The obtained results of the study of the practice of
non-financial reporting serve as another argument in fa-
vour of the development and introduction into the report-
ing practice of enterprises of a list of additional indicators

for inclusion in the management report in terms of disclosing
information about the impact of COVID-19 on the activities
of business entities and their contribution to countering
the spread diseases (Table 1) [4; 5].

Table 1. Recommendations for disclosing information about the impact of COVID-19 on the activities of enterprises in the
management report

Directions of information
formation in the
management report

Suggestions for inclusion of additional indicators

Liquidity
and liabilities

1. The indicator “Expenditure on investment projects, the implementation
of which is suspended due to COVID-19”.
2. The indicator “Volume of credit resources attracted by the enterprise during the COVID-19 pandemic”.
3. The indicator “Forecast change in cash flows during the COVID-19 pandemic. Directions of
information formation in the management report”.

Research
and innovation

1. The indicator “Amount of expenses aimed at measures to overcome the COVID-19 pandemic at the
2. The indicator “Amount of expenses incurred in support of research and development in combating

3. The indicator “Amount of costs incurred to ensure digitization of business processes at the
enterprise in combating the spread of COVID-19”.

level of local communities”.

the spread of COVID-19”.
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Table 1, Continued

Directions of information
formation in the
management report

Suggestions for inclusion of additional indicators

Social aspects and
personnel policy

1. The indicator “Frequency of cases of employees falling ill with COVID-19”.
2. The indicator “Amount of expenses for the payment of sick leave incurred during the COVID-19 pandemic”.
3. The indicator “Amount of costs incurred to create safe working conditions in the context of

4. The indicator “Amount of expenses related to the payment of fines for improper working conditions

5. The indicator “Amount of expenses incurred for additional employee health insurance (life insurance)”.
6. The indicator “Duration of employee training on countermeasures against COVID-19”.
7. The indicator “Duration of a remote form of work of employees in the conditions of COVID-19, hours/week”.
8. The indicator “Level of introducing a remote form of work, %”.
9. The indicator “Staff reduction ratio, %”.

combating COVID-19”.

in combating COVID-19”.

Source: [3; 5]

The expected results from the introduction of the
proposed list of key indicators that characterize the impact
of the coronavirus disease pandemic on the activities of
enterprises:

- increasing the comparability and transparency of en-
terprise reporting (for different periods, between enterprises
within the same industry);

- implementation through the inclusion in reporting of
sustainability indicators for monitoring the achievement
of the Sustainable Development Goals at the national and
global levels;

- disclosure of information regarding the impact of
COVID-19 on the activities of enterprises.

It is also worth noting that the introduction of pro-
posals for improving the regulatory support for the prepa-
ration of non-financial reporting, in particular, the man-
agement report, according to the presented approach, does
not cause complications in the enterprise’s activity and
management. The sources of the proposed financial and
non-financial indicators can be accounting data, financial,
statistical [23], tax reporting, and other documents. We note
that the justification for the choice of areas for additional
disclosure of information in non-financial reporting was
also based on the “cost-benefit” ratio principle and did not
involve the imposition of additional burdens or obligations
on the preparers of the statements.

DISCUSSION

The research was based on existing global approaches to
the preparation of non-financial reporting of economic en-
tities and ensuring its quality: the IMF document “Fiscal
Transparency Handbook”, the UK initiative for small and
medium-sized enterprises “COVID-19 Business Interruption
Loan Scheme (CBILS)”, the Extractive Industries Transpar-
ency Initiative (EITI), the initiative “Publish what you pay”,
the documents of the Intergovernmental Working Group
of Experts on International Accounting and Reporting
Standards of the UN Conference on Trade and Develop-
ment in the field of improving non-financial reporting of
enterprises and others.

The fundamental goal of the global movement “Pub-
lish what you pay” is to ensure transparency and account-
ability of enterprises engaged in extractive activities. The
thesis confirms this stated in the Agenda for 2020-2025 of
the mentioned Initiative, that the main efforts should be
directed to “identification and work on new and necessary

Economics of Development. 2021. Vol. 20, No. 2

types of transparency, for example, for the governments
of countries in order to inform communities about social,
environmental and the fiscal impact of new projects in the
field of mineral extraction” [9, p. 12]. In order to develop
this opinion, the research proposed and proved a hypothe-
sis regarding the relationship between the effectiveness of
fiscal risk management at the state level and the quality and
transparency of non-financial reporting of business entities
(reports on payments to the state, management reports).

CONCLUSIONS

As evidenced by the results of the discussion of the inter-
national expert community in the field of accounting at
the 38™ Session of UNCTAD ISAR, the primary tool for im-
proving the state of information disclosure in non-finan-
cial reporting can be the improvement of regulatory and
organizational support. Therefore, it is essential to include
in the agenda of state measures against COVID-19 the is-
sue of improving the non-financial reporting of enterprises
in terms of disclosing the impact of the pandemic on the
results of their activities.

The presented results of the study of the use of data
from non-financial reports of enterprises constitute the
methodological basis for monitoring the post-crisis recov-
ery of the activities of economic agents at the micro level
as one of the management measures aimed at minimizing
risks of a fiscal nature and increasing the transparency of
activities and accountability of business entities.

Novelty: in the course of the study, it was substanti-
ated that one of the information sources for decision-mak-
ing at the state level in terms of minimizing fiscal risks can
be data from non-financial reports of enterprises (manage-
ment reports, reports on payments to the state).

One of the critical areas of further research regard-
ing the quality of information support in state and corpo-
rate management is the determination of parameters of
economic activity using specific indicators with standard-
ized databases. As a result of the current economic crisis,
the trend of decline and recessions in the business activity
of subjects of the real sector of the economy differ from the
intangible spheres of creating added value. Therefore, the
fiscal aspects of non-financial reporting must be identified
with general assessments of the degree of business sustain-
ability and the potential for its recovery, taking into account
the differentiation of the features of business processes in
the uncertain circumstances caused by the pandemic.
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®dickanbHi acnekTn He¢diHAHCOBOI 3BITHOCTI NiANPUEMCTB

AHoTtauif. V crarti imeHTMdiKOBAaHO HampsIMM TOCWIEHHST iHGOpMAaLiifHOI IIHHOCTI AaHuX HediHaHCOBOiI 3BiTHOCTI,
30KpeMa B YaCTHHi ii GickaabHUX acreKkTiB: ABTOPOM OOGIPYHTOBAHO Ha OCHOBi pe3y/IbTaTiB aHATi3y HAYKOBUX ITyOITiKallii
Ta 3araJbHOBM3HAHUX M KHApOOHUX JOKYMEHTIB, IO 3aJIUINAIOTHCS HEBUPIMIEHMMM MUTAHHS BiZoOpaskeHHST TaHMUX
OO0 BIUIMBY HEBM3HAUEHOCTI HA JisTbHICTh CY0’€KTiB TOCIIONapOBaHHS. JJOBEIEHO, IO OMHMUM i3 iHCTPYMEHTIB 3aTyIeHHS
MiAMTPUEMCTBAMM JOJATKOBOTO (DiHAHCYBaHHS, CIPSIMOBAHOIO Ha JIiKBimanilo HacaigkiB BrumBy nmaHgemii COVID-19,
MO3Ke CIyTyBaTH sikicHa HediHaHCOBA 3BiTHICTh. Y CTATTi BUCBIT/IEHO pe3y/abTaTH MPOBENEHOro aHasi3y HediHaHCOBOI
3BITHOCTI Jlep>KaBHUX MiJIPUEMCTB Ha ITpeMeT BUSBIeHHS JaHUX I0A0 BIUMBY nangemii COVID-19 Ha iX gisyibHICTD Ta
Ha IIpeiMeT BiATOBiAHOCTI MepesliKy MOoKa3HMKIB 3BiTHOCTI 31 CTa/IOT0 PO3BUTKY, BU3HAUEHUX Y JOKYMeHTi «KepiBHULITBO
3 KJIIOYOBUX IMOKA3HMKIB 3BiTHOCTI MiAIIPUEMCTB LIO/I0 BHECKY Y OOCSITHEHHS 1lisieit cTamoro po3BUTKY», pO3p0O6I€HOMY
UNCTAD ISAR. B po60Ti 06rpyHTOBaHO, I110 OGHMUM i3 iHpOopMaLiitHIX Askepes MPUITHSITTS pillleHb Ha AepsKaBHOMY DiBHi B
yacTMHi MiHiMi3alii dickaqbHUX PU3MKIB MOKYTh CJIYTYBaTH JaHi HediHaHCOBMX 3BITiB MiAMIPUEMCTB (3BIT IIPO YIIpaBIiHHS,
3BiT IIPO IJIaTEXi Ha KOPUCTH AepskaB). OCHOBHI MeTOAM JOC/TiIKeHHS, BUKOPUCTaHi B po6OTi: 6ibioMeTpuuHMit aHAaTi3;
CUHTE3; CIIOCTePesKeHHSI

Kniouoei cnoea: HediHaHCOBa 3BiTHiCTh KOMIaHI; dickanbHi pusuku; COVID-19; cTanmii po3BUTOK; IMPO30PiCTh
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