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EFFECTIVENESS AT COLLABORATION BETWEEN

UNIVERSITY AND ENTERPRISE

Elvir M. Akhmetshin, Kazan Federal University
Vladimir L. Vasilev Kazan Federal University
Aidar S. Puryaev, Kazan Federal University
Rifat R. Sharipov, Kazan National Research Technical University
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INTRODUCTION

Currently, the innovative development of the enterprise is considered to be an urgent task.
Implementation of innovation in the economic activity of the enterprise is a complex process.
Thus, effective innovation process conditions and factors, as well as mechanisms of its control
need further investigation.

METHODS

The study is based on general research methods such as the analysis and synthesis, the
deduction and induction, the interrelation between historical and logical, laws of dialectics, and
the analysis of cause and effect relationship. Special methods include the institutional approach,
methods of the theory of property rights and the theory of innovation. The study is based on the
works of scholars such as J.A. Schumpeter, N.D. Kondratieff, D.C. North, R.H. Coase, D. Hahn,
S.Y. Glaz’ev, D.S. Lvov, J.L. Abalkin, K.S. Mullakhmetov, S.P. Robbins, M. Coulter, R.L. Daft,
V. Horvath, and others.

RESULTS

Conducted study revels beneficial effect of property rights exchange in the innovation
process. Property rights act as a vital institution of increasing confidence and values in the
innovation process. The identified main stages of the innovation process are considered in a
following sequence: idea — intellectual property asset — intangible assets — shares. The
exchange of proprietary rights allows determining the required ratio of economic resources and
create behavior scenario of the innovation process participants.

DISCUSSION

Special attention is paid to the transitions from stage to stage in the innovation process,
as well as improvement of control procedures at each stage. It is found that the main risks occur
during the transition of the innovation process from one stage to another. These stages should be
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taken into account when exchanging and control of property rights. The authors distinguish
between sales of knowledge and intellectual property management since property rights
transformation in these two cases is different.

FINAL REPORT

The application of the institutional approach and the property rights theory to improve the
effectiveness of the innovation process is a promising and relevant tool of economic activity of
university and enterprise.

Key words: property rights, institutions, innovation, innovation process, intangible assets,
shares, control.

JEL Classification codes: O 32; D 23; M 20.
INTRODUCTION

Currently, to maintain a high level of competitiveness, modern enterprises are forced to
innovate. Every day world market is updated with variety of innovations, thoughh the lifetime
and effectiveness of some of them is very small. They are not recognized by customers, and thus
instantly disappear from the market. The problem is how to promote and retain innovation in the
market. Risks and lack of financial resources hinders the successful innovative development of
the company. To overcome these problems, modern companies are forced to cooperate with
scientific organizations, universities, and state innovation-supporting institutions, as well as
various investment and venture capital funds.

The term “innovation” was introduced into the scientific circulation by the Austrian
economist Joseph Schumpeter, who considered innovation as a change aimed at implementation
and use of new types of consumer goods, new production and transport means, markets and
forms of industrial organization to meet new challenges (Schumpeter, 1947).

Nikolai Kondratieff, in his theory of large business cycles pointed to an existing
relationship between long waves and technical and innovative development of production,
involving into the analysis data on scientific and technical discoveries and showing wave-like
nature of their dynamics (Kondratieff, 2002).

The social orientation of the innovation-based growth theory was developed by Peter
Drucker, leading American management consultant, who invented the concept known as
management by objectives and self-control, and has been described as the founder of modern
management. Drucker was the first who systematized data about the introduction of the new and
overcoming psychological resistance to this process (Drucker, 2002).

The effect of innovation on established rules and traditions was described by Douglass
North. The scientist comes to the conclusion that innovation generates contradictions. On the one
hand, these contradictions force to abandon old institutions, while, on the other hand, they
generate and strengthen new institutions. This is how the evolution of the socio-economic system
occurs (North, 1989).

Research conducted by Ronald Coase is of particular importance for the efficient
organization of the innovation process. The scientist has proved the existence of high transaction
costs in market transactions (Coase, 2013). Control and exchange of property rights in the course
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of innovation advancement from idea to market allows reducing transaction costs and ensuring a
return on investment.

One of the leading areas in the modern theory of innovative development is the concept
of technological structure proposed by S.Yu. Glaz’ev (Glaz’ev, 1997) and D. Lvov (Lvov, 1990).
According to them, periodic process of successive substitution of technological modes developed
under the effect of radical innovations, defines “long-wave” pace of modern economic growth.

The concept of national innovation systems (NIS) formation is deemed to be one of the
modern approaches and is associated with the scientists such as C. Freeman (1995), B. Lundvall
(2010), and R. Nelson (2011). The authors of NIS concept have given an important role to
learning and knowledge accumulation processes, paying special attention to their institutional
aspect. According to them it is important to explore the institutions (exchange of property rights
), which provide the interaction between the university and enterprise in the innovation process.

The effectiveness of the innovation process increases with the implementation of
effective control procedures. Organization of control in the enterprise management system has
been described in the works of D. Hahn (1997), K.S. Mullakhmetov et al. (2014), S.P. Robbins
and M. Coulter (2004), R.L. Daft (2009), V. Horvath et. al. (2005) and others. The application of
approaches developed by the above authors with regard to the organization of the control allows
improving the efficiency of the innovation process.

Studies of L. Abalkin are focused on increasing economic security of the national
economy and its enterprices, inclusive of more active use of innovative capacity (Abalkin, 1997).

Therefore, the innovation process consists of selling knowledge and using intellectual
deliverables through the institution of property rights and competition. This article aims at
formulating effective interaction principles between contemporary companies, universities, and
innovation infrastructure entities in the course of knowledge sales and implementation of
intellectual property assets.

METHODOLOGY

The conducted study uses general research methods such as the analysis and synthesis,
the relationship of the logical and historical processes, the laws of dialectics, as well as the
institutional approach used as a special economic method. According to the theory of
institutions, innovation represents the process of moving innovative idea to industrial production,
mass sales, and obtaining intellectual rent by the owners of innovation. The owners of innovation
refer to the innovation process participants, who invest their economic resources in promoting
innovation to the market and in return receive compensation in the form of intellectual rent. The
investment of economic resources in the earlier stages of the innovation process has the highest
multiplier of intellectual rent. The article proposes a methodological approach to the analysis of
the innovation process as a set of constantly changing property rights moving from idea to
diffusion of innovation in the external environment (Hagerstrand, 1966). The functions and the
composition of the innovation process are constantly changing and stipulated by the objectives of
an effective commercialization of innovations.

The control must be carried out at the beginning and the end of each stage of innovation.
In this context, the aim of the present study is formulating recommendations for effective
institutional factors and conditions, as well as providing control and effective commercialization
of innovation for contemporary companies and the university.
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RESULTS

Currently, the Russian economy recognizes the right to private property and the right to
conduct entrepreneurial activity, and the state keeps out of pure competition (Sadriev et al.,
2016, Gapsalamov, 2015). An important factor in entrepreneurial activity is the motivation of all
the innovation process participants. Motivation means the interest of market participants in
obtaining of income on invested resources in the context of innovative risks. High risk of
investments loss at early stages of the innovation process leads to shortage of investment. The
innovation process consists of the following stages: the idea or knowledge — intellectual
property asset (IPA) — intangible assets (IA) — shares.

This approach changes over the innovation process into the legal, economic, and
accounting plane, where the innovation process participants are: the author — patent holder —
IA owner — shareholder, while related structures include: universities — companies — state
institutions to support innovation. In this case, the innovative process develops through a
reallocation of private property rights. At the university and company level, IPA gains on
valuation and turns into 1A becoming the main capital of the contemporary economy in the form
of shares or other securities. Passing each of the stage should be necesarely monitored. Input and
output control should include a system of indicators generated depending on the stage of the
innovation process.

This logic indicates the private property rights that are received by each innovation
process participant, as well as shows how investment attracting process is carried out to promote
IPA and turn innovative idea into 1A and high profitability company shares (Matveev et. al.,
2016b). This approach allows controlling and managing the motivation of innovation process
participants, as well as reducing risks and attracting investments.

When developing innovations, erroneous focus on the short-term benefits is explained by
the risk aversion and rejection of uncertainty. For most companies, the main objective is to use
the innovation as well as to ensure clear understanding among decision makers of the benefits
from use and implementation of innovation. Collateral value of intangible assets allows
increasing the innovative capacity of the company.

The problem of innovation management, organization, and control is one of the most
critical issues. Many companies attempt to innovate independently through specially established
support structures or innovation centers (Makarov et. al., 2016). Here it is also necessary to
determine the value of created intangible assets in order to ensure the mutually beneficial
exchange of economic benefits, as well as carry out the innovation process control.

Currently, favourable conditions for joint participation of universities and companies in
the innovation process exist in almost all countries (Matveev et al., 2016a). The corporate
innovative activity should be considered as the development and implementation of scientific
and technological achievements, efficient utilization of enterprise capacity towards improving
competitiveness of production and maximize profits. It is well known that products and
technologies have a limited lifetime. Most companies attach great importance to the extension of
the product life cycle. They are guided by the desire to maximize the return on invested capital.
Registration of ownership allows reducing the risks of investments and not to miss the moment
when it is necessary to cease production of obsolete goods. Control of economic and innovation
activities also helps to reduce the risk.

The limited lifetime of products means that companies need to effectively organize the

sale of manufactured goods at all stages of their life cycle, taking into account their
4



Academy of Strategic Management Journal Volume 16, Special Issue 1, 2017

obsolescence, and develop new products in a timely manner (Khusainova and Ustyuzhina, 2015).
The balance between the improvement of existing goods and development of new products is an
important issue, though extremely challenging for any company. It is therefore necessary to
establish sustainable cooperation with the university in order to purchase knowledge or exchange
property rights.

Innovative activity, because of its character, should be organized separately from the
main production process. It should have its own budget and special administration. In any case,
the company should strive to achieve the organizational flexibility of the innovation process. In
this case one may talk of different methods of innovation process organization and control.

First of all, it is necessary to examine the economic nature of knowledge and intellectual
property assets management in the framework of the presented research scheme. There are some
differences in the sales of knowledge and commercialization of intellectual property assets.
When selling knowledge, innovator acts as a management process entity. In this case knowledge
is inseparable from the person. When commercializing IPA, patent or another title of protection
serves a management process entity. In the course of selling knowledge the customer is a specific
person, while when commercializing IPA any market entity can be a customer. The purpose of
selling knowledge is defined in advance, while when commercializing IPA, it depends on the
extent of rights to IPA. The process of achieving goal while selling knowledge is determined by
the innovator on the basis of the optimal way of obtaining the result, and may change. When
commercializing IPA, process of obtaining the result is prescribed formally. When selling
knowledge, their liquidity is low and increases only after the execution of the works.
Commercializing IPA requires determining their value at the very beginning. When selling
knowledge, knowledge holder is directly involved in transaction process. In the IPA
commercialization process, the innovator may not be involved in the bargain or can act just as a
consultant. In the sale of knowledge, the object of market transaction is the ability to perform
future work, while that in the process of IPA commercialization is materialized result of human
physical and intellectual abilities (Latyshev and Akhmetshin, 2015). The actors of economic
relations when selling knowledge are employer and employee, while when commercializing IPA
those can be several equitable owners of intellectual property assets. The formal basis in the sale
transaction of knowledge is an employment agreement, while IPA is commercialized based on
license. Scientific and technical risk in the sale of knowledge is presented in the very course of
using knowledge (and skills), while risk associated with commercialization of IPA appears in the
process of materialization of already acquired knowledge. There is no market risk in the sale of
knowledge because the customer is determined and the demand for knowledge is known. When
commercializing IPA, market risk is very high, because the market responce to innovation is not
known in advance. The sale of knowledge is also associated with minimal managerial risk,
because within the organisation there is a strict subordination according to the position
responsibility write-up. When commercializing IPA, managerial risk is maximum, because
commercialization requires a flexible and continuous cooperation while there is no initial formal
rules of subordination and leadership. In the course of selling knowledge there is no possibility
of obtaining fraction of income by the scientific community. In the course of commercialization
of IPA, scientific organization can obtain a certain fraction of income. The involvement of the
university in the innovation process when selling knowledge is carried out through its
employees, while in the commercialization of IPA, university can act as an independent market
agent.



Academy of Strategic Management Journal Volume 16, Special Issue 1, 2017

In any case (sale of knowledge or intellectual property assets) registration and exchange
of property rights is a key factor in the success of the innovation process and attraction of the
necessary economic resources or new participants in market transactions. The organization of
innovation process control should become an obligatory condition of cooperation between the
university and enterprise.

DISCUSSION

In some companies, researchers and experts easily move from one innovation project to
another, providing the extension or reduction in scope of work. The company faces a choice:
either to continue the traditional production or starting innovation. In this case, the head officer
should always give preference to current affairs. Thus, one of the basic principles of
organizational innovation is the creation of autonomous group or team, which must operate
beyond the current operating structure of production (Falyakhov and Shatunova, 2015).
Similarly, certain investments to fund innovation should be allocated from the overall corporate
budget. In this case the cooperation with the university may lead to the creation of a small joint
innovative company with the fractional ownership of rights to future innovation (Krotkova et al.,
2016).

The following problems exist in the implementation of the proposed innovation stages
(idea — IPA — IA — shares). The main problem consists in entering of the intellectual property
asset on balance sheet of the company. This problem is relevant also to universities (Osadchy
and Akhmetshin, 2015).

Another problem concerns transitions from stage to stage: idea — IPA, IPA — IA, 1A —
shares as well as control these transitions. The transition can be fulfilled only in case if there is a
need for innovation in the market. This requires constant work to maintain the level of
motivation in the innovation process participants (Shatunova and Shabalin, 2014).

In this case, the innovators and other participants of the innovation process will need
assistance in the assessment of IPA and its promotion. The assistance can be obtained from state
institutions supporting innovation. These include industrial parks, which consist of business
incubators and technology transfer centres (Krotkova et al., 2016). Universities and companies
also need to cooperate with investment funds and certified management companies. The main
task of the state in the short term is to improve the system of creating, fixing and protecting
private property rights on innovative ideas and technologies. The need for the intellectual
property market comes on the front burner (Khusainova and Ustyuzhina, 2013).

It is necessary to develop a set of indicators required to monitor the innovation process.
For this task we can use the balanced scorecard (BSC) concept (Vasilev et al., 2013).
Performance benchmarks should reflect exchange dynamics of property rights and develop
recommendations for necessary economic resources and the innovation process participants.

CONCLUSION

The exchange of property rights is the basis for the innovation process development in
communication between the university and enterprise. To identify effective principles and forms
of property rights exchange and control it is nesessary to differentiate between sales of
knowledge and commercialization of IPA.
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First, when selling knowledge, key elements include the innovator and his ability to apply
this knowledge. The IPA is the materialized result of used innovative abilities and depends to a
lesser degree on the innovator’s idea. Accordingly, the financial support in the first case should
be directed to the development of human capacities to create and innovate, while in the second
case it should be focused on the development of supporting processes that ensure the emergence,
evaluation, and promotion of IPA.

Secondly, when selling knowledge, the customer as well as the service fee are predefined
that certainly reduces the market risk, while building economic relations on the basis of an
employment contract also reduces managerial risk. The commercialization of IPA is
accompanied by high risk in terms of the lack of market demand, possible loss of rights, and the
opportunistic behavior of partners (Freeman, 1979). However, such high risks can bring
consequently higher profits.

Thirdly, while in the commercialization of IPA, which is based on innovation, one must
follow the definition of the invention, at the sale of knowledge, the innovator chooses
independently the path of achieving the result that indicates the possibility of reducing scientific
and technological risk. However, tangible IPA can be property to be conveyed that evidences
about its high liquidity compared to the pure knowledge, while the use of licensing relationships
allows obtaining alternative ways of commercialization and also reducing innovation risk.

Fourthly, from the university viewpoint, the commercialization of IPA allows redirecting
the profit into the development of fundamental research and obtaining new knowledge, whereas
the sale of knowledge is a tool allowing generating income by specific university employees. At
that, they use university facilities, while their maintenance and modernization is the task of the
university and the state.

Fifthly, selling knowledge and commercialization of IPA are the result of the continuous
cycle: basic research — applied research — licensing — commercialization. At that, these stages
should be provided by both infrastructure elements and a legal, financial, and consulting support
including research chairs (budget financing) — research departments and scientific innovation
training centers (funding based on commercial agreement) — patent department (university own
funds) — innovation management, technology park, and business incubator (University Alumni
Association, “business angels”, budget and extrabudgetary venture funds).

Innovation is the most important driving force which promotes the sustainable economic
growth of the country (Gapsalamov, 2016). The main ability of innovation is to create an
effective intangible and tangible basis of life in the present as well as in the future.

Studying the possibilities of interaction between universities, companies, and public
institutions to support innovation through the exchange of intellectual property rights is a crucial
task. Reducing risks and attracting investment is possible only through a certain motivation in
the participants of innovation process. The execution of these tasks is possible in the framework
of implementing the following stages: idea — IPA — IA — shares. On the other hand, we
should differentiate between sales of knowledge and commercialization of the IPA at interaction
between the university and company. Noted differences may affect the strategy of innovative
activity of modern company and university.

Another important task consists in control over the innovation process stages. It is
necessary to develop a system of indicators controlling the exchange of property rights for all
participants of the innovation process.
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ABSTRACT

Development of concepts of state, regional and municipal management, in the absence of
coordinated system of interrelated strategic plans of development of branches and regions, leads
to imbalance. In this regard, the problem of creating well-balanced plans of port and industrial
complexes development becomes more complicated and significant.

To define the strategic guidelines for development of port and industrial complexes the
formation of the balanced scorecard is proposed to assess the current and future (target) state
investment potential of port and industrial complexes, to identify, validate and develop methods
and plans for its development. The proposed conceptual model focuses on the need of attraction
comprehensive investors in order to balance territorial development within social, economic and
innovative components. This will contribute to the formation of uniform balanced policy in
territory management.

Keywords: port and industrial complexes, investment potential, balanced scorecard, strategic
map, investment support, strategic planning.

INTRODUCTION

In the context of the Russian economic crisis (2014-2015), international sanctions and
restrictions on political and economic relations with Turkey (partner in the Azov-Black Sea
basin), the state economic policy is focused on the development of its own production and
infrastructure, including port one.

In the current conditions the port and industrial complexes (PIC) can become one of the
most powerful factors in economic development of Russian regions. PIC allows to integrate
production, infrastructure, financial and social components, which implements the investment
potential of the port area (Orlova, 2014).

The solution of many regional problems is impossible without strategic management of
economic systems (Egorshin, 2004). PIC is a subsystem of the region, i.e. it has many links with
other subsystems and its elements, and therefore, it also needs strategic management. Strategic
management is necessary for PIC investment support in multipolar world.
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Along with this, the main problem in socio-economic development of regions is still an
imbalance between the individual subsystems of the economy: innovation processes critically lag
behind production ones, investment growth - behind the growth of population savings (Kleiner,
2011).

This situation is exacerbated by the lack of a coordinated system of interrelated strategic
plans for the development of industries and Russian Federation subjects. This leads to imbalance
in the system when developing the concepts of the state, regional and municipal management
objects, in particular the PIC.

Besides the problem of external balance of meso - and macrolevel strategies, there is a
related task of internal balance of PIC development plans. In this regard, in the present work the
formation of a balanced scorecard (BSC) is proposed to define the strategic guidelines for the
development of PIC. This allows to assess the current and future (target) state of the PIC
investment potential.

LITERATURE REVIEW

World practice shows that an evidence-based approach to the creation of the investment
environment allows to implement transit-communication potential of PIC and, consequently, to
solve complex socio-economic tasks in the seaside region.

The object of this study is Taganrog PIC, located on the shore of the Azov sea, the
subject is the investment potential of PIC. Currently Taganrog PIC is in a stage of decay, the
main cause of which was the crisis of 2008 (Orlova, 2014).

Strategic management systems, aimed to build and implement the investment potential,
are needed for investment development of the Russian PIC in the context of globalization. An
important condition in the process of selection of investment object for investors is practical
availability of a mechanism for effective strategic management.

There are many scorecards to assess strategic and operational aspects of the business. The
study by Popov D. (2003) proposed a set of criteria, which allows to select the most appropriate
tools of strategic management solutions - Quantum Performance Measurement (Quantum
measurement of achievements - QPM) and BSC. QPM is designed to optimize the performance
of an enterprise by analyzing information about the organizational structure, processes and
employees. In addition to these areas BSC evaluates customer (marketing) and financial
perspectives, which are a priority for the analysis of the results of investment support. It should
be noted that initially BSC as a concept is a model of company's strategy (Kochnev, n.d.) (in the
context of this study, port and industrial complexes) and investment management tools, that is
business development.

Confirmation of the relevance of the chosen methodology is that the last 15 years of
strategic planning is the leader in the list of the world's most popular management tools. At the
same time, since 2008, the top ten management tools invariably have been including the
Balanced Scorecard (“BAIN & Company”, 2013).

In this context, in this study the development of strategic management concept of
Taganrog PIC in order to increase its investment potential is based on the application of BSC
methodology.

The concept of Balanced Scorecard (BSC) developed by R. Kaplan and D. Norton (2014)
has the greatest practical value (Arutyunova, 2005), it is adaptive from the point of view of the
objects of study (Arutyunova & Lankin, 2013). Therefore, in the future, this concept is
considered as fundamental.
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The balanced scorecard converts the strategy into a system of interrelated indicators.
There is a number of unresolved methodological issues of practical application of the BSC tool
and its integration into the system of management of organizations.

These include, in particular, filtration of objectives that are not strategic, selection of
important aspects of business (perspectives), identification of causal relationships between
indicators and their quantitative assessment, formulation and justification of indicators
coordination criteria, the decrease of the resistance of grass-roots management (Boukreev, n.d.;
Nedosekin, 2015). In addition, from the position of management information concept BSC
practical application involves the implementation of all three groups of management system
functions. These are functions of information exchange, routine functions of information
processing, functions of information content transformation (decision-making). Therefore, there
is an additional managerial and technical task of automation work with BSC. These issues should
be resolved on the basis of system analysis methodologies, cybernetics, measurement theory,
multiobjective optimization, causal analysis, etc.

RESEARCH METHODOLOGY

Along with this, it should be noted that, despite the popularity of this tool, there is a
problem of having open access to specific techniques of practical construction and usage of BSC.
In particular, one of the problematic issues is the method and criteria for assessing the indicators
coordination (balance).

In the framework of further study, the following interpretation options of the indicators
coordination notion in the BSC are offered:

1) coordination on the basis of mutual arrangement of indicators in the BSC between:

* indicators within each block (vertical coordination, decomposition objectives);
* the performance of different units (horizontal coordination, cause-effect
relationships);
e the BSC indicators and environmental factors, including stakeholders, the
environment constraints (causal relationships);
* indicators of past, present and future time periods (time coordinate).
2) coordination on the basis of the content of indicators in the BSC:
« coordination of the quantitative values of the indicators;
* coordination of the characteristics of reachability, risk, uncertainty achievement
indicators.

One of last works, devoted to the development of coastal areas, is the work of Valev E.B.
(2009), in which he defined them as coastal production facilities in Europe. He identified four
types of complexes: multi-functional, capital, specializing in shipbuilding, iron and steel
industry, oil reception and processing, resort territories. The study of Gogoberidze G.G. and
Mamayeva M.A. (2011) suggests indicator system for assessing the capacity of the marine
coastal and marine port and industrial complexes to determine the characteristics and strategic
capabilities of economic development of such areas.

Of particular interest is the work by Fedulova E.A. and Kononova S.A. (2014) dedicated
to evaluating the effectiveness of investment regions strategies. In contrast to the concept of
Norton D.P. and Kaplan R.S., it offers to use the fifth perspective “Society”, which includes the
following objectives:
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* economic development of the territory,
* social investment effect,
* increase in investment activity.

At the same time the general goal of the strategic management of this interpretation is the
quality of life, sustainable socio-economic development of the region.

The results of these tasks characterize the implementation of the region investment
potential. PIC is one of the subsystems of the regional socio-economic system, for this reason the
objectives of perspective “Society” are the general goal of strategic management. There is
another question on the BSC methodology, proposed by Fedulova. It is one-sided orientation of
the relationship between problems of different perspectives on the strategic map, which strictly
follow in the upward direction from one perspective to another: “training and

development” — “internal processes” — “client” — “finance” — “society”. In our opinion, this
approach simplifies real interdependence and can’t see the feedback between the tasks of
different perspectives, which enhances the multiplier effect of management.

4. Problem Statement and Research Objective.
4.1 Concept of investment potential

The defining aspects of this study are: specific management object of research - PIC, the
subject - investment support and the BSC concept as a tool for strategic management. The goal
of this study is to develop tools for modeling of PIC investment support with BSC. Research
objectives include:

* to determine the structure of PIC investment potential,

* to distribute the components of investment potential on BSC perspectives;

* to form a tree of BSC objectives and tasks for management of PIC investment
potential,

* to justify the indicators, which measures objectives;

* to determine the causal relationship indicators, tasks and perspectives of the BSC.

In this study, components of investment potential are determined on the basis of major
factors of production: labour, land, capital, entrepreneurial talent and information. In coastal
areas the factor “land”, including water area, corresponds to the production and transit
communications potentials. Social capacity reflects the production factor “labour”, financial -
capital, innovative capacity — “entrepreneurial skills”.

Thus, social (labor), financial, innovation and information potentials provide realization
of industrial and transit-communication components of investment potential (Fig.1) (institutional
potential is included in all potentials, tourism potential is not considered in this study).

13



Academy of Strategic Management Journal Volume 16, Special Issue 1, 2017

Figure 1
THE CORRESPONDENCE OF INVESTMENT POTENTIAL COMPONENTS TO PERSPECTIVES OF
BSC
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It should be noted that investment potential indicators in the structure of each of the
components can be divided into two groups. The first group of indicators characterizes the
conditions of the PIC, and the second group is resultant. In this regard, in our view, it is
necessary to consider the same infrastructure (industrial potential - production infrastructure,
etc.) for the first group within each investment potential component. The main purpose of every
kind of infrastructure is to create conditions for effective PIC activities. Resulting indicators,
such as industrial potential, should include the volume of production.

Port and industrial complex is a powerful source of development, basis of investment
potential of the coastal zone. In the context of globalization, competitive advantages disappear
on the basis of production factors, the development degree of all types of infrastructure comes to
the foreground as an important factor of investment attractiveness (Kuznetsova, 2010).
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Figure 2
THE STRUCTURE OF THE BALANCED SCORECARD

FINANCIAL
PERSPECTIVE

Objective | Tasks [ Indicators

INTERNAL BUSINESS
PROCESSES

MARKETING
PERSPECTIVE

Objective of strategic
management
of PIC

Objective | Tasks | Indicators Objective | Tasks | Indicators

LEARNING AND
DEVELOPMENT

Objective | Tasks [ Indicators

The general goal of PIC strategic management is to increase its investment potential. This
goal is decomposed on the objectives and the corresponding to them tasks within each of the
BSC perspectives. Implementation of each task is measured by a set of indicators (Fig.2).

The components of investment potential should be distributed according to the classical
four BSC perspectives as follows (see Fig.1).

The main focuses of attention for each perspective were used during the formation of the
BSC tasks. Figure 3 shows the strategy map of increasing of PIC investment potential. It displays
the relationship between the BSC tasks and perspectives.

4.2 The perspective of financial performance

The perspective of financial performance is resultant in the BSC and it shows the
financial component of investment potential.

The objective of financial perspectives is attracting private investment to PIC, which
includes the following two tasks.

1. Efficient allocation of financial resources that allows to create all kinds of PIC
infrastructure. The result of this problem decision can be determined by the following indicators:
structure of financing, total investment in infrastructure component of the investment potential.

2. Financial self-sufficiency, implying the presence of financial capacity for the
implementation of tasks of PIC infrastructure development. Indicators of solving the problem
will be: percentage of profitable enterprises, increase in the number of enterprises, profits of the
port, amount of the tax base (“Expert RA”, 2015).

The causal relationship of two tasks of financial and marketing perspectives is the
following: effective distribution of financial resources allows to create, maintain all kinds of
infrastructure, which provides necessary conditions for retaining old investors and attracting new
ones. It will lead to the development of PIC enterprises, and, therefore, increase their
profitability, and consequently, increase the tax base that implements the financial sense of self-
sufficiency.
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Figure 3
STRATEGIC MAP OF INCREASING PIC INVESTMENT POTENTIAL
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MARKETING PERSPECTIVE

Marketing perspective corresponds to the formation of attractive image of PIC for the
outer investment. The objective of marketing perspectives - satisfaction, retention and attraction
of PIC investors - is achieved by solving two interrelated tasks.

1. Retention of existing investors is measured by the following indicators: the volume of
investments per capita, the volume of foreign investments per capita.

2. The attraction of new investors includes indicators of the dynamics of investment per
capita, the dynamics of foreign investments per capita, territory ranking.

A territory rating is indicator of its competitive ability, which, from marketing perspective,
is a condition (factor) of promotion of PIC in the investment market. Dynamic indicators reflect
trends of PIC investment development, which allows to predict the perspectives of potential
investments.

The causal relationship between two tasks of marketing perspective is as follows.
Successful solution of retaining old investors task creates a positive image of PIC. It increases
the likelihood of attracting new investors. In addition, investors, who are currently working with
the PIC, can attract new investors, based on interconnected business. It contributes to the
formation of clusters.

PERSPECTIVE OF INTERNAL PROCESSES

Perspective of internal processes of PIC reflects the production, transit and
communication, social, informational potentials, because the eponymous types of infrastructure
are the basis for the implementation of production and logistics functions.

The objective of the perspective of PIC internal processes is development of transit and
communication, industrial infrastructure and the formation of port and industrial
connectivity. Tasks are focused on following two directions.

1. Effective functioning of port and businesses is measured by indicators of port
workload in tonnage, shipped goods of its own production, the value of fixed assets per capita.

2. Infrastructure development is determined by the number of investment projects
implemented in infrastructure field and the investments in infrastructure per capita.

A causal relationship between perspective of internal processes and marketing
perspective - internal PIC processes determine the development of transit communication and
production component of the investment potential in the first place. It directly increases the
attractiveness of the territory for investors (marketing perspective). Attraction of investments
in turn promotes another cycle of development of the seaside complex. Marketing perspective
keeps old investors, attracts new investors and increases investment support of the internal PIC
processes.

4.5 The perspective of learning and development

The perspective of learning and development is primarily based on innovation, social and
informational potentials. Innovations is essential element of knowledge, technology, and
infrastructure update. They are the most important factor economic growth. Well-developed
information infrastructure is a necessary condition for operative reception and information
processing and, consequently, making effective management decisions. Social capacity also

17



Academy of Strategic Management Journal Volume 16, Special Issue 1, 2017

refers to living conditions of the population, in particular, environmental situation in PIC. This is
due to bidirectional use of marine resources: port and recreation.

The objective of the growth and development perspectives is creating conditions for
intensive innovative development of all investment potential components, resulting in the
following problems.

1. Human capital development of PIC is measured by total income, unemployment rate,
number of citizens not involved in labor activity, applying for 1 vacancy, the structure of
professional degree of the territory.

2. Information support of PIC management is determined by the index of information
transparency, in particular, by the presence of norms of legislation requiring companies to
disclose information on investment projects (their own or borrowed funds, Russian or foreign
investments, total investment, share of attracted investments), as well as structure of open
channels of communications (official sites), newsletters, etc. with information on investment in
the territory. So, on the official website of the Administration of Taganrog the register of
investment projects (total amount, the ones realized in prior periods, or are under
implementation, or are expected to be realized in the future) and grounds are presented, as well
as information about the auctions, catalogue of Taganrog producers divided by sector of activity,
etc.

3. Organizational strengthening of interaction between the subjects of PIC management
(port management, industrial enterprises and the territory administration). In our opinion,
“development institutions”, i.e. the rules of the game, have paramount importance for the
formation and development of port and industrial zones. They focus not on all participants in
economic or political life, but only on some of them, who were selected in a certain way
(Guajava & Shogenov, 2009). One of the most effective tools to strengthen such collaboration is
a public-private partnership (PPP).

RESULTS

Causal relationship between perspectives of growth and development and other perspectives is

that:

* the development of human capital helps to ensure PIC enterprises and PIC management
with qualified personnel, which increases internal processes efficiency and contributes
to effective PIC management;

* PIC information support creates conditions of open access to business information of
PIC management subjects (improvement of internal processes controllability), existing
and potential investors (increasing of investment attractiveness and, consequently,
increasing marketing perspectives);

* increasing marketing perspective and internal processes leads to the achievement of
objectives and tasks of financial perspective (dependencies are described above);

* institutional strengthening of interaction of subjects of management, based on the creation of
“development institutions” provides “targeted” financial, human, informational assistance in
the development of the port and industrial area, increases the efficiency of its production and
communication activities (from the perspective of internal processes), attracts investors
(marketing perspective).
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DISCUSSION

The existence of clear institutional environment is important prerequisite for motivating
the private sector to participate in PPP (Bazhenova & Pivovarov, 2006). For PIC investment
support there are institutional conditions of interaction between the two main leading actors:
state and private capital. The institutional component reflects the risks, including investment,
which along with investment potential is investment climate component of PIC.

This interaction can be assessed by the following indicators: the presence of vertically
integrated companies-investors of PIC, including the industrial structure, the proportion of
turnover, serving the needs of local businesses, the availability of the overall development PIC
strategy. This strategy should be the result of close interaction of such organizational institutions
of Taganrog as the city Administration, the Council on entrepreneurship under the city
Administration, the Fund for support of entrepreneurship and competition development of
Taganrog, Consulting group “expert Advisor”, Taganrog enterprise development Agency. These
institutions form the infrastructure of business support, which provides an integrated approach to
the implementation of its requirements. This applies to financial, property, information,
consulting and other types of support, and also provides coordination of the PIC subjects.

CONCLUSIONS

The study identified a number of methodological and applied problems in the formation
of strategic management system for PIC investment support. BSC tool is widely used in different
areas of regional administration. But in the scientific literature there are no studies, which
explore the problem of PIC investment support and BSC as a tool for evaluation of its investment
potential. The following methods have been proposed to resolve the identified problems:

¢ Study of the investment potential components of the PIC territory and their distribution

on the perspectives;

e Interpretation of the concept of indicators coordination in the BSC;

e Justification of objectives, tasks and indicators of each of BSC perspectives;

¢ Detection and study of cause and effect relationships between BSC objectives, tasks

and specific indicators of PIC strategic management;

e Justification of causality BSC indicators and construction of strategic map for increase

PIC investment potential.
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ABSTRACT

The article considers the urgency to research the state of developing a regional food
market in the context of introducing economic sanctions by countries of the European Union, the
USA, Canada and reactive actions of Russia in the form of food import embargo for some types
of food from these countries. The article considers the economic content of the notion national
and regional food market. It is shown that in Russia the import had been substituted in the
1900s, and in 2014 this got a new impulse. The import substitution is a complex of specific
measures aiming at improving food availability and ensuring food safety of the country. The
introduction of food embargo contributes to a more rational use of the agriculture and resource
potential, and has a positive impact on the development of the food market of the Republic of
Buryatia. The work analyzes import and internal consumption of food, and points to the decrease
in the volumes of meat and meat products, milk, dairy and fish products, vegetables, and fruits.
However, in spite of the fact that over the recent years food production has grown, the threat of
the country food safety rises. As a consequence, strategic top priority areas of food market
development focused on modernization and more efficient use of the agriculture and resource
potential are offered.

Keywords: region, food market, import substitution, business environment, economic
sanctions, food import embargo, food products, agriculture and resource potential.

INTRODUCTION

The modern Russia must entirely use its unique agrarian potential. Herewith, the main
task is not only to ensure the population’s self-dependence in relation to basic food products but
also to recover the lost positions among the leading exporters of food in the world. The share of
Russia is 9% of the global tillage, 52% of the chernozemic soil, and 20% of the global fresh
water reserves. However, herewith, the Russian ratio in the global food production
is inconsiderable. For example, it is only 5% for milk, and 2% for meat [18]. Due to this, in order
to reliably provide the population of the country with the national food products and to
strategically regulate internal and external threats, stability of the food market, the Doctrine of
Food Safety was developed and adopted on February 1, 2010.
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Besides, the fall of agricultural production resulted in the decreasing food production of
processing enterprises operating in the agrarian sector of economy. Consequently, it had an
impact on the consumption of basic food.

REFERENCES REVIEW

Theoretical and methodological aspects of forming and developing the food market were
researched in the works of foreign and Russian researchers: Britten S., Mcintyre V., Borisenko
E.N., Goncharova V.D., Miloserdova V.V., Uchachev I.G. et al.

Regional aspects of forming and developing the food market are described in works of
such Russian researchers as Altukhova A.l.,, Boyeva V.R., Golovatyuk S.M., Dugina E.L.,
Dorzhieva E.V., Mamediva O.N., Neznamova N.V., Zaynamova N.N. et al.

However, in spite of the fair number of research works, the study of problems and the
development of the regional food market in the context of introducing the food import embargo
remains urgent, especially when implementing the program on import substitution.

METHOD

The research object is the process of forming and developing the regional food market. In
the real practice estimating the state of basic segments of the food region acquires a special
attention in the context of food substitution.

The object under observation is the results of researching the state of food provision, in
particular, volumes of production, import and consumption of basic food products.

During the research we used legislative acts, statutory documents that regulate
the activity of state, production and commercial structures functioning in the agro-food area. To
make the analysis, statistical data, materials of research publications, the Internet resources and
research and methodic recommendations, developments of research organizations of the Russian
Federation and the Republic of Buryatia were used.

The goal and tasks of the research were set by using a number of research methods:
system, structural and logical, economic and analytical, monographic ones, etc.

RESULTS AND DISCUSSION

It is necessary to acknowledge that for the years of reforms, the mass import of food
products has made Russia a considerably dependent country on import of many types of food.

According to the experience of foreign countries, food import was comprehensively
substituted in the 1920s and 1980s in China, Iraq and Livia, in the 1900s in Brazil, Vietnam,
Iran, Chile, etc. Herewith the import substitution was successfully built in international
allocation, cooperation of labor taking, into account the impact of a number of geo-political
factors that limit economic cooperation.

Russia started import substitution in the nineties of the previous century. Thus, in 1998
after the national currency devaluation Russia underwent a considerable process of import
substitution. At that time the volume of import decreased approximately by 20% [7]. In 1990 this
indicator moved to 28%. The next urge to intensify the import substitution was in the early 2014
when Ukrainian events were escalated, and a number of countries decided to introduce tough
economic sanctions against Russia in relation to food products import [15].
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To our mind, import substitution is a complex of measures taken within the economic
strategy of the state development and aimed at creating the favorable competitive environment
for national goods producers that substitute import food products by producing them in the
country.

The introduction of economic sanctions by the European Union countries, the USA and
reactive actions of Russia had a certain impact on the Russian and regional food markets
development.

The implementation of the import substitution program includes a number of specific
measures aimed at providing food safety. Above all, this is a number of urgent and independent
measured aimed at decreasing the debt to agricultural producers on reimbursing the interest rates.
The medium-term measures aim at implementing large-scale investment projects related to
constructing new enterprises and objects of infrastructure: wholesale and distributing channels.
It allows to rationally use the agriculture and resource potential for increasing the agricultural
and food production volumes. A number of long-term measures aim at large-scale developing of
agrarian enterprises [11].

According to the Rosstat, food products account for about one third of all commodities
and services. This is 15% of the GDP amount, while the ratio of agricultural products is only 4%
of GDP. Herewith, in 2015 the share of food import in the retail was 27%. Above all, it is
explained by the tendencies in the global economy where anti-Russia sanctions remain the main
ones [14].

Table 1 shows the estimation of the state of food import in the context of economic
sanctions.

In 2015, as compared to 2014, it is possible to observe a considerable decrease in the
volumes of meat and meat products, fish products, vegetables and fruits import. Besides, the
import of dairy products, sunflower oil and salt considerably decreased. At the same time the
import of palm oil increased considerably because national dairy products manufacturers use
substitutes of natural raw materials to reduce the products prime cost and to maintain reasonable
prices for ensuring consumers’ stable and sufficient demand [17].

Table 2 shows the estimation of the state of main food import and internal consumption.

In this context the decrease in the food import volume resulted in losing the food safety.
That is why a strategic priority of developing the food market is the focus on own resources
aimed at enlarging and concentrating in order to more rationally use the resource potential [13].

In the current context, to a great degree, solving the food problem depends on stable
functioning of the food market.

The state the food market development during becoming and improving was stipulated by
the following peculiarities: unstable demand for food, differentiation of the population’s income,
non-elastic demand for food, and limited term of storing and consuming food products [1].

In spite of the fact that there are rather many definitions of the notion “food market” in
the economic literature, to our mind, the food market is an integral dynamically developing
system of rational formation, allocation, use and consumption of food resources that not only
meets the interests of economic entities, but also ensures the food safety, as a whole.
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TABLE 1
ANALYSIS OF FOOD IMPORT IN 2014-2015
January-September In %
y->¢ep Including September 2015 As to As to
2015
September August
in % as to January-
. September | September
Types of food in % as to 20140 % | 2014 in %
thous. | January- | thous. September as 1o as to
tons Segtgﬂber tons 2014 August2015 January- | September
September 2013
2013
Fresh and frozen meat 529 72.3 78.4 87.8 99.5 80.7 76.9
Fresh and frozen poultry 192 60.3 27.6 123.0 84.9 84.9 48.3
Fresh and frozen fish 288 59.6 37.8 78.7 122.0 94.9 70.1
Milk and uncondensed cream | 185 775 20.6 77.5 84.3 122.7 120.3
Milk and condensed cream 145 105.0 15.2 90.7 78.5 81.9 92.7
Butter 65.5 67.9 6.4 78.8 81.8 114.7 85.2
Cheeses and curds 143 56.2 14.8 96.0 70.8 79.0 39.5
Fresh and chilled potatoes 541 80.4 1.2 56.9 30.1 155.1 80.6
Fresh and chilled tomatoes 535 76.6 7.1 27.4 70.4 108.2 67.1
Fresh or chilled onion and
garlic 301 77.5 8.8 82.0 91.0 140.5 98.8
Cabbage 166 70.2 0.9 83.5 108.0 134.3 37.9
Fresh and chilled cucumbers
and cornichons 87.0 64.5 .0 33.6 18.7 117.7 178.0
Fresh or chilled bananas 889 93.2 71.7 78.4 87.6 95.5 89.9
Fresh or dried oranges 325 93.6 19.9 67.2 106.9 95.1 168.3
Fresh or dried tangerines and
citrus hybrids 328 81.9 9.9 54.5 125.0 104.9 154.9
Fresh grapes 151 74.2 38.7 77.9 109.5 94.7 115.4
Fresh apples 618 715 34.3 90.2 15.7 86.4 66.5
Corn 29.7 73.4 0.5 147 160.4 90.7 55.9
Palm oil 614 131.7 84.7 149.7 82.3 82.3 73.8
Sunflower, safflower or
cottonseed oil 25 31.3 0.1 72.8 62.0 59.0 67.6
Coconut, palm-kermel or | oo, | g9y 55 69.5 456 98.7 72.8
babassu oil
Raw sugar 495 89.1 18.3 78.3 171.4 140.2 99.1
Salt  fit  for  human | g, 55.0 420 | 651 115.1 98.4 114.2
consumption

*Compiled according to the Rosstat: http://www.gks.ru/ [6]
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TABLE 2
ANALYSIS OF FOOD INTERNAL CONSUMPTION AND IMPORT IN RUSSIA DUE TO
INTRODUCING EMBARGO

Internal consumption of food Food import
Share of import From . Share of import
. the countries .
Food from the countries from the countries
total (tons) total (tons) | that underwent
that underwent embargo that underwent
in o in 9

embargo (in %) (tons) embargo (in %)
Cattle meat 2,335,700 2.5 654,700 59,000 9.0
Pork 3,764,700 12.0 619,700 450,800 72.7
Poultry 4,250,800 8.0 522,800 338,700 64.8
Fish and sea products 3,557,800 14.9 1,014,300 530,500 52.3
Milk and dairy products | a5 709 754 10.2 9,433,300 | 3,640,000 385
(as calculated for milk)
Including cheese 832,885 30.0 416,573 249,880 60.0
Vegetables 15,850,000 5.8 3,100,000 916,135 29.6

* Compiled according to the Rosstat: http://www.gks.ru/

Peculiarities of the market functioning are stipulated by the fact that food is an important
strategic resource. That is why the creation of stable food fund is the basis for strengthening the
country’s food safety.

The regional food market is an independent subsystem of the Russian food market.

The mechanism of its functioning is stipulated not only by common but also regional
peculiarities of the development. Above all, these are unique food resources, methods to produce
and consume them in accordance with the mentality, level and quality of life of the population
living on a specific territory.

The regional food market is a self-regulating system of economic relations between
subjects within separate territories participating in the production, selling and consumption of
food products taking into account the level of income, interests of counter-agents that ensure the
country food safety in the context of import substitution [9].

The regional food market functions not only as a subsystem of the national market but
also as a self-regulating system that based on the current agriculture and resource potential can
meet the population’s needs in high quality food products at the expense of own production and
at affordable prices taking into account the population’s income.

Besides, to a great degree, stable functioning of the regional food market depends on the
level of the improvement of the inter-regional relationships quality. The volume and structure of
food products import and export are defined, first of all, by the level of population’s actual
demand, supply of local food products.

Let’s consider the state of the food market development through the example of the
Republic of Buryatia. Like a number of other Russian regions, it cannot meet all needs of the
population in high quality food products by its own production. Above all, it is related to the
Baikal factor that causes production appreciation and consequently the increase in prices for
various types of food resources. Atthe same time, the poor developed infrastructure causes
higher losses taking into account that food products have a limited storage and consumption
term. That is why the development of inter-regional relationships is important, and their
strengthening contributes to filling the food market with high quality food products at affordable
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prices. This generates the research of the level of provision of the food market with food
resources in order to strengthen food safety [7].

The analysis of food products import dynamics and structure in the Republic of Buryatia
shows that 70% of food products are imported from other regions. Thus, in 2013 Buryatia could
entirely meet the population’s needs in semi-finished meat by 98.9%, sausages by 89.3%, and
bread and flour products by 98.9%. However, in 2014 in the context of introducing anti-Russian
economic sanctions and Russian import embargo in relation to the EU countries, the situation on
the food market changed. The population is provided with basic food products by 50-60%
on average. This is 60% for meat and meat products, 70% for milk and dairy products, 36% for
eggs, 100% for potatoes, and 80% for vegetables [12].

In 2014 as compared to 2014 more than 65% of meat and semi-finished meat, and tinned
meat - three times more than for the relevant period of the previous year were imported to other
regions. At the same time food products import for the specified period decreased by 6.6%
(calculated according to: on commodities import and export) [8].

Besides, the food market of the Republic of Buryatia has almost lost positions of the
pasta segment due to the bankruptcy of OJSC Ulan-Ude Pasta Factory. Thus, in 2014 on the food
market of the Republic of Buryatia the share of meat and meat products share was 54%,
dehydrated milk — 25-30%, cheeses — 5%, fish and sea products — 5-7%, confectionary— 2%, and
oil — 1% [8].

In the context of the existing conditions the most important task for the agro-industrial
complex is to activate import substitution of the agricultural and food products. In order to solve
it within the action plan, it is planned to create private cattle farms in the Ivolginskiy and
Mukhorshibirskiy Regions, two dry feed lots in the Dzhidinskiy and Khorinskiy Regions of the
Republic, to construct vegetable stores in the Ivolginskiy and Mukhorshibirskiy Regions,
slaughterhouses in the Tunkinsky and Yeravninskiy Regions, and to build a greenhouse complex
in the Seleginskiy Region [2].

Besides, it is planned to implement investment projects on constructing the second line of
the Vostochno-Sibirskiy pig complex, Buryatptitseprom LLC poultry production unit, Buyan
LLC commercial dairy farm, as well as a production and logistic complex in producing and
bottling the deep water of the Baikal. As a consequence, the food and processing industry will
maintain the tendency of moderate growth of production. Herewith, the average annual tempos
of the production growth will be 1.1 — 4.2% [3].

In order to strengthen the competitiveness of food enterprises, the Republic of Buryatia
implements the target comprehensive program related to supporting goods producers [5]. This
way, in 2012-2015 the Republic implemented a number of investment projects: Development of
Capacities on Producing Sausage and Delicatessen Products at the Buryat Meat Processing
Company LLC, Organization of Milk Processing Production in the Dzhidinskiy Region,
Expanding Production Capacities on Meat Processing at EcoFood LLC, and Technical Re-
equipment of Waffles Production at CJSC Konditerporm.

Besides, the following food enterprises reconstructed and modernized their production
capacities: Kudarinskoe LLC, Bichurskiy Butter Plant LLC, Petropavlovskiy Meat Integrated
Plant LLC and OJSC Moloko. These measures resulted in the growth of the agricultural and food
production on average by 2.5-3%, and thereby ensured the increase in production of all
commaodity groups [3].

In addition, the foundation of integrated production structures in the agro-industrial sector
of the region: Dzhidinskaya Meat Company LLC, APO Dzhidinskoe LLC, as well as the
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modernization of CJSC Nikolaevskiy, Eco-Food LLC, etc. will contribute to strengthening
competitiveness of the Buryatia food market. Due to this, the government of the Republic of
Buryatia took the decision to provide the following organizations with state warranties
to implement investment projects:

Garantiya-2 LLC — RUB 21 min.,

CJSC Vostochno-Sibirskiy Pig Complex — RUB 623.7 min., and

CJSC Togtuuti — RUB 10.5 min.

Over the recent years new productions have been open in Buryatia

Selenga meat processing factory,

Pokata LLC, Pishchevik Agricultural Consuming Cooperative (Dzhidinskiy Region),
Peresheek LLC (Kiahtinskiy Region), and

Nadezhda LLC (Yeravninskiy Region).

N~ wWNE

In spite of the consequences of the financial and economic crisis that had a critical impact
on some sectors of the republic economy, the social and economic development of the Republic
of Buryatia for 2008-2015 is characterized by the advancing growth of basic macro-economic
indicators as compared to the average Russian ones [4].

The Republic of Buryatia still remains a Russian dotation region. That is why the change
of macro-economic indicators as a consequence of reducing the financial support from the
federal budget causes the need to search for new top priority areas of the social and economic
development of territories.

As a consequence of the act “On Protecting the Baikal Lake” and YUNESCO decision on
determining the status of the “Global Population Lot”, the food production is appreciated.

Prolongation of the economic sanctions by the European countries till the late 2016 and
the Russian embargo for importing many types of food products open up new opportunities for
the comprehensive import substitution in the country. Thus, according to the experts’ estimation,
losses of foreign companies from the Russian counter-sanctions since August 1, 2014 made up
about EUR 120 bin. In this context large agricultural holdings of Western countries try to find
new ways to promote food export to the Russian market, including re-export through Byelorussia
and Kazakhstan [10]. The import substitution program is successfully implemented in a number
of Russian regions: the Belgorod, Voronezh, Rostov, Kursk, Tambov Regions, the Krasnodar
Territory, the Republic of Tatarstan — production of meat and dairy products, vegetables and
fruits, the Arkhangelsk and Murmansk Regions — fish production. It allowed to substitute almost
70% of food import [16].

The creation of food chains includes development, production planning, processing,
distribution among consumers. However, the creation of efficient food chains requires additional
investment resources and time. Thus, for example, sheep breeding will require from 2 to 4 years,
meat and dairy sub-complex and food enterprises - from 3 to 7 years subject to direct state
support [19].

The food market of the Republic of Buryatia functions on the basis of developing inter-
regional relationships. At the present time food products are supplied from 30 subjects of the
Russian Federation, basically from neighboring regions of the Siberian Federal District.
Suppliers of basic food products are large and medium-sized enterprises. As the share of small-
sized enterprises still remains low, it is stipulated by a low level of their competitiveness.
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To a great degree, the efficiency of the regional food market functioning depends on the
level of interregional food relationships development, because they have a considerable impact
on providing the population with basic high quality food products at affordable prices.

3.1. The food market and its structure were formed and developed under the influence of
a group of negative macro-economic factors that affect above all the food production. In
particular, these are growing tempos of inflation, crisis of non-payments of enterprises,
organizations, population, and disruption of stable interregional relationships. Herewith, it is
necessary to note that in the context of the introduced anti-Russian economic sanctions almost all
mentioned factors have an impact on the state of the food market business environment.

Above all, this is the fall of the population’s actual demand for national food products.
Finally, it caused a number of negative consequences restraining the development of the food
market: tendencies to naturalization of the population’s consumption, especially crop products,
and as a consequence, the decrease in the share of food products acquired in the trading chain,
and accordingly the increase in the share of consuming own products. Under new conditions
these tendencies come with a decrease in the range of the consumed products, substitution of
food products that are more valuable for the diet by less valuable products. Above all, it is
related to the re-allocation of the family budget for buying less caloric food products at more
affordable prices. Herewith, it is necessary to note that this tendency is related to the
redistribution the population’s free time in favor of basic food production within home
and private farming. In its turn, it affects the efficiency of functioning of the Russian food
complex enterprises. Thus, according to the data of the Goskomstat of the Russian Federation,
the ratio of own production in creating the food fund is 93% for potatoes, 74% for vegetables,
60% for meat, 50% for milk, and 43% for eggs.

3.2. At the present time like before private farms of the population produce considerably
less grains, sugarbeet and other agricultural crops than large agricultural enterprises do.
Herewith, it is necessary to note that the introduction of anti-Russian sanctions created specific
pre-requisites to increase the volumes of national production and ratio of food commaodities not
only on the internal but on the global markets, too [20].

In the modern context, when implementing the import substitution program, the demand
for food products remains relatively stable. Along with this, the consumption per capita is still
far from rational and economically developed countries: Japan, Great Britain, etc. For example,
according to the data of the National Fund of Consumers Protection, the average citizen of
Russia consumes by 42% food more as compared to the average statistical citizen
of economically developed countries and on average only 64% from the rational standards
defined by the World Health Organization (WHO).

It is possible to observe that over the recent years there has been great differentiation in
the population’s average food products consumption per capita in families with different levels
of income, composition and place of residence: rural or urban.

Besides, considerable change of the currencies rate and consequently the growth of prices
for basic food products, tariffs for energy products, etc. affected the level and quality of the
region population lives. Since January 1, 2016 the rates for some types of property taxes
(transportation, land) have increased. In particular, the property tax is calculated in 28 Russian
regions according to the cadaster price of the real estate. Finally it caused the increase in the size
of the Buryat poor population from 16.9% in 2014 up to 17.9% in 2015. As the result of the
decreasing work places and salary, the population’s incomes considerably decrease. Thus,
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according to the data of the “Public Opinion” Fund, above 60% of Russians have to save on
buying food products [3].

Additionally, in the Republic of Buryatia in 2015 the situation is complicated by
unfavorable weather conditions (fires and droughts) that resulted in catastrophic growth of losses
in grains and vegetables and reduction of food production volumes.

CONCLUSIONS

Based on analyzing the state of the regional food market development in the context of
import substitution, it is possible to define the factors that restrain its development. Under these
conditions it is necessary to estimate the agriculture and resource potential, to reveal threats and
to define opportunities of its more rational use. Taking it into account, it is possible to give the
following recommendations: to research the mechanism of functioning and tools
of its regulation, top priority areas of development. All these issues can be an object of the future
agro-food researches.
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ABSTRACT

Due to globalization, the variety of human resources in a company is becoming one of
the most important factors which require closer attention to the talent management system.
Talented employees can play a key role in maintaining the quality and integrity of the human
potential of each company. Thus, long-term personnel development programs are becoming
crucial since the personnel's skills and qualifications require continuous improvement. The topic
of the necessity to have a talent management strategy is rather neglected by Russian companies
and has not been studied well enough. I. Stalin said that "no one is indispensable" but this is not
true. The problem is that, in contrast to the American and European practices which imply
corporate appreciation and support for talented employees, most employers in the Russian
market do not stick with their talented employees and ignore the importance of support,
encouragement and development of talents, that is why employees do not stay long in those
companies. The aim of this article is as follows: to develop recommendations for talented
management in the competitive environment, to analyze the main approaches to the category
"talent management"; to outline country-specific peculiarities and main approaches to talent
management in the Russian Federation, Europe and the USA. Talent management technology is
a new trend in human resources management, and, thus, the study of this topic is a topical new
task. Implementation of talent management technology in the Russian practice will let companies
increase efficiency of their motivation programs. The article provides an overview and analysis
of the main terms for talent management, outlines the importance of talented employees in a
firm, defines the main talent management approaches and strategies, analyzes the basic
differences of business models for talent management in the American, European, and Russian
practices. The conclusion provides the main points, results, and outcomes.

Key words: development strategy, talent management, competition, human resources.

INTRODUCTION

Due to the current crisis in the country and around the world, the existence of companies
is under threat, competition is getting tougher, and advertising and customer service budgets are
being reduced. Under such conditions, the fight for employees aiming at raising the corporate
efficiency is becoming topical.
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In the modern world, it is not easy to find, attract, and raise genuine leaders. And it is
even more difficult to make them stay in your firm. The current century is changing our attitude
to talented employees: nowadays, firms are not fighting for them, they are raising them [4].
Earlier, in the HR field, there was a term "bubble theory" which implied a talented employee
making his "way through™ on his own. Now, the "bubble theory" is being replaced by "talent
management”. Talented employees must certainly possess high potentials, be able to adapt to
operational processes, and know the work process perfectly. Here arises the need to define
the term “talent management".

METHODS AND RESULTS

The buildup of intellectual capital is one of the tools which may be used for solving
problems. It includes knowledge, skills, and production experience of certain people, as well as
such intangible assets as patents, databases, software, trademarks, etc. which are efficiently used
for profit maximization and other economical and technical results (Figure 1). This is a total of
all employees' knowledge and/or corporate tools increasing the total knowledge, i.e. everything
that ensures economic competitiveness [1]. But these are talented employees who are the most
valuable since they represent the ultimate competitive advantage.

Figure 1
CONSTITUENTS OF THE INTELLECTUAL CAPITAL
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The term "talent management™ had been first introduced by David Watkins of Softscape
[5] in his article of 1998, and it was later developed and complemented in the work "Talent
Management Systems” in 2004. Originally, the term "talent management” was used to define
changes in the HR field focusing on "human potential or talent management"” [9].

Talent management is a branch of HR dealing with search for and attraction of efficient
employees, integration of new personnel, motivation and support for employees in order to
achieve the current corporate goals.

In firms following a certain talent management policy, it is both the HR Department and
corporate managers who are responsible for labor resources [2]. The process of attracting and
retaining qualified employees being strategically important has been given the name of "war for
talent” [3]. The English term is "Human Capital Management"” ("HCM").
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With the term "talent™ having various definitions, it is rather difficult to form a consistent
approach to human capital management. There are the following trends in defining talent
management:

Talent as Aptitude

Talent is often perceived as a natural gift and mental aptitude, prominent abilities,
and brilliance [6]. Talent is permanent and unique, it is given at birth, and knowledge and
skills which it brings cannot be obtained without it [24].

Talent is a set of certain knowledge and valuable skills [6]

Which are necessary for any company. Talent is abilities and aptitude which can be
developed by gaining experience and skills [20].
Sometimes, the first and second approaches are combined: talent is a total of human abilities,
gifts, skills, knowledge, intellect, views, character, and assertiveness, aptitude to learning and
growth [18].

Talent as performance

As a rule, talent is noted if a person can achieve some prominent results thanks to his or
her abilities [6].

Within this approach, there is a more suitable definition for talent management according
to which those are people playing a key role in the corporate success and occupying leading
positions thanks to their abilities and performance [14].

According to McKinsey experts, talents are "the best and brightest” employees and it is
the "foremost™ 10-20% of employees who are the most valuable for the company. In any firm,
20% of employees ensure 80% of success. Those 20% of employees pertaining to Category A
must be retained in the company and given more responsibility and independence. Category B
includes 64% of employees, "average performers™ but their total corporate contribution amounts
to 16%. The last category - Category C - includes 16% of employees who ensure only 4% of
the total performance [5].

Talent Is Quite Often Defined As Potential

A talented employee is a person who has the potential for further promotion inside the
company, and potential leaders "“focus on the future” [5]. Talent is a "strategic balance between
performance and potential”. In other words, talented employees are those who demonstrate their
prominent abilities, achievements, and growth potential.

The interrelation between efficient corporate activity and personnel development has
always been of great interest to management theoreticians and practitioners. But the category of
talent has been neither developed nor taken into consideration. Talent was first mentioned in
1990 by the consulting firm McKinsey in its report "War for Talents™ which became a matter of
debate in corporate meetings [1]. Researchers found that the managers of leading companies
realize talented employees' value and take it into account when managing the company's
personnel [11].Figures 2 and 3 help translate the definition of talent into the field of measurable
quantities. The term "talent management™ is related to "competency-based management".
Competency implies knowledge, skills, experience, and personal qualities [6]. The latest
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techniques include formation of a corporate competency structure, which also includes
a competency glossary facilitating formation of job descriptions.

Figure 2
CONSTITUENTS OF A TALENTED EMPLOYEE
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Figure 3
CONSTITUENTS OF A TALENTED EMPLOYEE

Looking at talent management from another perspective, one may define talent management as a
system aiming at raising competencies in critical activities through implementation and
improvement of projects facilitating attraction, development, promotion and retention of talented
employees.

Practice has it as follows:
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1. Organizations with more efficient employees have the right to select interesting projects (American EXxpress,
IBM) and achieve high financial results as compared to their competitors.

2. Under the current conditions, a lot of firms are seeking cost reduction. In this case, a talent management system
could act as a tool improving the performance of any employee, as well as that of the entire firm [12].

A great number of firms are just starting to use the concept of human capital
management. In reality, only 5% of companies can declare having an outlined talent
management policy, which emphasizes once again the topicality of this master research [17].

The main goal of strategic HCM is to attract new talented people [4]. This issue includes
the following problems:

1. Development of a system facilitating search for and retention of the best employees.
2. Development of talented employees.

In order to develop an outlined talent management strategy and raise awareness for
successors and human resources that already work for the company, all companies arrange
meetings aiming at assessing talented employees who, in their turn, can get the company ready
for various changes, such as: merging, expansion, or staff reduction. A "Talents review" defines
talented employees' actual position and corporate successors' future needs.

Figure 4
TALENT MANAGEMENT STRATEGY
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Organizations should have a special talent management system boosting their employees'
motivation for using their own potential. Talent management is a set of individualized
management practices for high potentials or talent pool [3].

Talent management strategy. Researchers consider talent management to be a strategic
trend focused on the future and closely integrated with business goals [9]. In this regard, while
building a talent management system, it is necessary to take into account not only the level of
competencies and performance but also the employee's potential for further development and
professional growth.

A talent management policy is maintained by automated personnel management systems
such as HRIS (Human Resources Information System) or HRSM (Human Resources
Management System).

In talent management, it is necessary to highlight the following interrelated trends
allowing a complex approach for solving HCM tasks (Figure 5).
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However, it is not enough just to find and identify a talented employee. It is also
necessary to provide him/her with an opportunity to fulfill his/her potential for the company's
benefit, of course.

Normally, to identify potentially talented employees (Hi-Po - High Potential),
an assessment is performed (Figure 6).

The competencies model is directly interrelated with the corporate business policy. After
assessment is performed, the Hi-Po pool is created. Each employee's development is ensured by
formation of an individual plan; employees are invested in and promoted up the career ladder,
after which their work is assessed. One should note that expenses necessary for improving a Hi-
Po employee exceed those for usual employees.

Figure 6
AN EXAMPLE OF MANAGEMENT COMPETENCIES USED BY A LEADING COMPANY TO
IDENTIFY HI-PO EMPLOYEES
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Figure 6
AN EXAMPLE OF MANAGEMENT COMPETENCIES USED BY A LEADING COMPANY TO
IDENTIFY HI-PO EMPLOYEES

- Making a decision;

- Assertiveness

- Openness to new things and adaptiveness;
- Clear expression

- Influence

- Motivating subordinates to achieve goals

- Cross-functional cooperation

Each talented employee has his or her own life cycle (Figure 7). Drawbacks emerging on
any stage of the talented employee's life cycle can cause him or her to leave the company.

Considering the experience of Russian organizations, one could note the formation of
a replacement planning system (talent pool) and, very seldom, succession planning. The western
experience shows that 100 most thriving organizations fulfill their talent management systems on
the second or third level.
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A TALENTED EMPLOYEE'S LIFE CYCLE

Figure 7
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According to the research carried out by Fortune, the lists of values in organizations
which are leaders in the market and those of average organizations are very different (Table 2).
There are three levels of talent management (Table 1).

Talent management in average organizations is often on the first level and that in leading
companies - on the second or third level. This approach to talent management (in Russia - talent
pool management) is often characterized by the beginning of assessment (personnel assessment)
and preparation of projects for their development with spending more tangible and intangible
assets on that. But most companies are not ready to replace an employee who was hired a long
time ago (even not a very efficient one) with a new employee (even if his or her potential is
higher). Earlier, an employee's talent would be assessed by the administration, but nowadays this
is often done by independent assessors.
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Table 1

LEVELS OF TALENT MANAGEMENT

Task Risk management Strategic staffing and General succession and
development development
Target object Key leading positions Hi-Po Entire organization
Assessment Professional potential and | Assessment of progressin | All abilities and results
activity activity and leading matter
competencies
Task Risk management Strategic staffing and General succession and
development development
Career Linear, basically Cross-functional, cross- Flexible, cross-functional
functional regional and cross- both geographically and
divisional rotation businesswise
Frequency Annual review Annual review with Continuous, with constant

development planning

linking to other HR
processes

Participants Administrators Managers Participants include
employees, HR specialists,
administration

Employees' attitude Consent Approval Participation

Table 2

COMPARISON TABLE OF VALUES OF DIFFERENT-LEVEL ORGANIZATIONS

Risk reduction

Teamwork

Interest in customers Attention to the management vertical

Unbiasedness towards personnel Support from administration

Entrepreneurial attitude and innovation Budgeting

Nowadays companies are in focus and the importance of talented employees is increasing
every day. A business model defines practical measures to be taken to implement a talent
management technology. Below are talent management techniques in different parts of
the world, namely in the USA, European countries, and the Russian Federation. Description of
the American model and special conditions for performance. The American management model
is based on individualism. It is characterized by the cult of a lone strong personality, an
individual is in the focus of attention. Management is based on the definition of individual goals.
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The Anglo-Saxon school of management is based on three basic elements (Figure 8).

Figure 8
BASIC ELEMENTS OF THE AMERICAN MANAGEMENT MODEL [7]

This business model implies a significant focus on production management.
Capitalist mode of production implies:
- mass production;
- rationalization of production;
- integrity;
- resource efficiency;
- high performance;
- equality;
- hierarchical organization;
- financial resources [23].

Essence of approach

Firms following a certain defined talent management policy increase their profit by 26%
more than their competitors [8]. A worked out talent management system is rather significant for
achieving success in most industries.

The American writer A. Robertson defines talent management as follows. He notes that
this is a set of tools for personnel management facilitating the attraction, efficient use, and
quality of reproduction of employees' skills which allow them to make a contribution to
the company's improvement. [24]

This implies an activity in personnel management aiming at attracting new employees
into the innovative process, development of various motifs, and formation of creative potential in
employees [23].

Administrators of many leading American companies declare that only 10% of the entire
human potential depend on natural abilities. The rest 90% of an employee's talent is based on
hard work and continuous practice. One of the quickest and cheapest methods of personnel
preparation originated in the USA. Administrators using this method achieve better results by
means of "growing" a talent from an average employee (Figure 10).

Figure 9 - "Growing" a talent from an average employee
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Thus, having considered the talent management techniques used in the USA, one can
conclude that:
1. The American talent management business model is characterized by:
Individualism;
Contractual business relations.

Figure 10 -3
ISSUES IN THE FIGHT FOR TALENT IN THE USA

Small and
medium-sized
businesses fight for the
same people large
corporations need
offering better

. niti
New requirements for talent: opportunities

- global orientation; Top management mobility is
- multi-cultural preparation; growing

- entrepreneurial skills.

Currently, one of the most popular topics in Europe is fight for talent. A basic employee
is an object requiring development and learning, which, in their turn, require investment.
However, any fault made when choosing an employee can cost the organization a lot. These are
talented leaders who give their corporations names which become famous all over the world,
these are them who form their philosophy and culture. Certainly, technology must be perfect but
these are individuals who found companies which later become prominent. High potentials are
key assets and resources of any European organization.

The European model is a set of national models whose priorities are teamwork and
multicultural environment. The European model is an intermediate position between two
management cultures (Japanese and American).

The European business model is characterized by creativity and tolerance. It includes
diverse approaches to corporate management dependent upon the country.

Within this ideology, quality is improved by means of total quality management which is
a general organizational method for continuous improvement of quality in all organizational
processes.

The European model follows a democratic management system. Its typical features are
corporate culture and healthy environment. It seeks to improve organizational processes.
The European model features quality management, reputation management, and knowledge
management.

This business model is based on research and design, innovation and creativity.

The focus is on the personnel. The youth is most relied on [9].

Nowadays, while demand for qualified employees is growing, lots of organizations use
the marketing approach, which implies that 20% of customers bring 80% of the profit, and these
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are exactly those 20% of customers a company should pay most of its attention to. The same is
true for personnel management. In an organization, employees are ranged based on their
contribution to the company's achievements and not based on the hierarchical principle.
Companies are seeking to focus on those employees and provide them with special opportunities
for their education and improvement of their qualifications.

As compared to attraction and selection of valuable staff, their retention and development
are the most difficult processes. The main problem of enterprises is the lack of special
subdivisions or employees responsible for the maintenance of a personnel-friendly environment
and dealing with corporate culture issues. This is mostly done by managers of various levels or
the first people of the organization. How one can facilitate development of talented staff is

shown in Figure 11.
Figure 11
WAYS OF DEVELOPING TALENTED STAFF

e Focusing on Long-term prospects

e Cultivating the existing mindset, supporting innovation and
initiative

e Hiring personnel having the right skills, making them the key
force in future transformations

Most companies, trying to implement a talent management program, start with hiring
employees having the right skills, as they think, to occupy leading positions. But this is not
always the right way to start, as tactics must begin with a strategic process implying
a comprehensive view of talent management. An organization's strategy must be obvious even
before the main objectives are outlined.

European researchers declare that a lot of organizations are afraid of non-fulfillment of
their promises given to those ambitious and strong people who any employer is interested in. But
comparing the western and national practices one can conclude that only 10% of organizations in
the Russian market fulfill their talent management programs. This is usually due to trivial
concerns accompanying any significant innovation in an organization or due to the old-school
trade union mindset.

In terms of the European talent management business model, the current situation in the talent
management field is characterized by the following statements:

1. The matter of talented employees is becoming more popular in Europe, since it is believed that these are
talented employees who give their companies names which become famous all over the world.

2. The European business model gives priority to teamwork.

3. When implementing a talent management system, it is important to start with a strategic process.

4. When selecting an employee, it is necessary to take into account all factors since any drawback could cost
the company a lot.

5. One of the attributes of talent is the ability to grow and develop, that is why when assessing an employee it
is important to take into account both the actual level of his or her competencies and future potential.
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6. Any employee is subject to development and learning and requires investment, and these are efficient
employees who must be invested in.

7. A talent management system is most important for large enterprises with over 100 employees.

8. Retaining a talent in the company is the main difficulty in talent management, since such employees
require serious motivation.

The roots of the Russian business model are found in the administrative command
system. Employee encouragement is rather subjective. The Russian business model features
kickback systems, hidden stimulation and shadow economy, intense advertising, predatory
pricing policy (transferring the burden on the consumer), monopolization, intellectually weak
management (despite the rather high intellectual level of the nation).

Table 3 shows that despite the population's rich work experience, high potential and
determination, there is a weak managerial competency, peculiar mindset, technocratic approach
to management.

Table 3
COMPARISON TABLE OF FACTORS CONTRIBUTING TO AND OBSTRUCTING DEVELOPMENT

OF THE RUSSIAN MODEL

Weak management competencies High scientific and intellectual potential of
the population
Peculiar corporate culture and mindset Experience in state regulation of economy
Transition stage in the economy Experience in mastering high technology
Traditional technocratic approach to management Entrepreneurial attitude under liberal economics
Nation's determination

Russian organizations are getting more engaged in talent management systems. However,
such solutions are still being implemented and used only by large companies which have
the opportunity to grow extra HRM abilities, and have a stable human resources management
database, which displays the main processes and without which talent management would not
operate [16].

However, systems integrators assure that the demand for automation of talent
management processes has increased several times. The supply of highly-qualified employees
and managers does not always keep up with the demand which grows together with the market.
A comprehensive approach to Hi-Po personnel management is more interesting for large
holdings, first of all, having means for building a career ladder and a fully-fledged corporate
education system [22].

Nevertheless, there are also some interesting automation solutions for medium-sized and
small businesses. Cloud services (such as Oracle Taleo, SAP Success Factors) are becoming
widely used, enabling organizations to use the entire power of modern solutions for talent
management without implementing heavyweight complex IT solutions.

Nowadays talent management is one of the common points between national and foreign
companies in HR policy. A great number of Russian organizations plan to reconsider their
strategy for intellectual capital management. In this regard, changes will mostly imply using non-
financial means of reward to motivate talented personnel.

Western sellers (e.g. Oracle and SAP) have provided some very detailed solutions for
talent pool management. For Russian companies, for instance, there is a whole series of systems
by SAP which automate personnel performance management, education, staffing, and many
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other things. Here, one should also mention SAP, ERP, and HCM Talent Management. Oracle,
in its turn, offers Oracle HCM [3].

The Russian founders of HRM also support the "hot trend", including talent management
tools in their systems. For example, Monolit: Personnel include modules for assessment of staff
activity, talent pool preparation, individual growth projects.

CONCLUSION

Russian organizations are getting more engaged in talent management systems. However,
such solutions are still being implemented and used only by large companies which have
the opportunity to grow extra HRM abilities, and have a stable human resources management
database which displays the main processes and without which talent management would not
operate.

There is no common view of talent management among practitioners, and each
organization defines "talent" differently: someone thinks it means individual employees with
specific potential; someone considers staff in general; some companies say that "talent™ is
the abilities given to a person at birth; other organizations think that this is experience acquired
in the course of time.

From the point of view of business processes in companies existing under the conditions
of uncertainty, the modern situation in talent management is characterized by the fact that
talented employees are an important asset for solving market tasks, as well as a hard-to-get
resource, and it is also important to provide them with motivation and development [21].

A detailed approach to the search, selection, motivation, education, development,
retention and promotion of an employee up the career ladder is very useful for efficient
functioning of a company.

Nowadays, the talent management strategy focuses on development of employees'
potential. The talent management system can be a tool optimizing the performance of each
employee and the entire company. To build a certain strategy, one needs a frequent "talent
review" [19].

Having considered the talent management technology in the USA, one can say that
the American business model for talent management is characterized by:

Attitude to work in a firm featuring a short-term employment and frequent change of job based
on material goods;
Economic factor (money) being the main motivation.

Some talent management elements and development prospects of that technology have
been defined in the work. Employees are ready to suffer restraints, but the business world is
rather skeptical about that method [15]. However, it is possible to raise the company's efficiency
while following the mentioned recommendations.

Certainly, talented employees are in demand, at all times and in all places. That is why
serious motivation is needed to make them stay. For instance, a great number of employees need
support from top managers, which means one could arrange regular informal meetings with
the organization's managers to discuss the current key issues.

For some employees the following things are also important: education opportunities,
creation of real steps for career growth, provision of a system of privileges corresponding to
the employee's needs, formation of a qualified mentor system, introduction of guidelines for
personnel management and actual compliance with those principles, arrangement of a working
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environment which will contribute to the company's prosperity, and arrangement of a material
and non-material reward system.

Thus, one should note that an effectively made and implemented personnel development
strategy guarantees a goal-oriented and carefully planned process for attraction, use and
development of employees in order to achieve corporate goals. Currently, the term "talent
management™ is being used more often when talking about how to raise corporate efficiency
[13].

The main source of profit for any company is its talented employees. Meaningful ideas,
ambitious goals, innovative production, a popular product and promoted brand - none of these
would work if the company did not have a good team.

Talent management is now a very important business constituent and not just one of
things to be done within personnel management but a strategic trend which defines the main
references and principles for the new approach to personnel management. [14]

In the world of globalization and available technology these are personalities who play
the key role. A hunt for unique employees has already been started by a great number of
companies, and one can say that the war for talent did not start 20 years ago but has been on all
the time since talent is sometimes the thing that provides quite a significant advantage.
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ABSTRACT

The system of municipal management bodies formed at the present time in Russia aims at
providing stable growth of the population’s level of life, increasing social activity of citizens, as
well as fuller implementation of the creative potential of self-governance and self-organization of
all members of the local society. The key element and driving force for successful
implementation of these goals is municipal service staff. The article reveals problems related to
forming staff composition of officials working for the Russian municipal government bodies at
the modern stage. It analyses the dynamism of the size and structural indicators related to the
state of the municipal service staff. It sets issues about forming the staff reserve of the municipal
service, staff provision and organization of the activity of municipal services in Russia. It
analyzes methods related to the population’s estimation of'the quality of local government
bodies’ work. The analysis was made by using the data of foreign countries.

Keywords: staffing; personnel policy, local government, municipal management,
municipal service, evaluation of the efficiency.

INTRODUCTION

At the present time subjects of the Russian Federation continue reforming the system of
local government bodies including the formation of a new system of providing local government
bodies with staff. Staff of the municipal management is an important component of the general
mechanism of public management that intends to meet not only the interests of the local society
but also to achieve strategic goals of the public management on the regional and general national
levels as a whole.

The municipal service is a basis of the staff composition of local government bodies, and
municipal staff makes up a specific social and professional group. It is peculiar of the legal
status, as well as the requirements set to this category of employees to provide their efficient
fulfillment of functional duties under conditions of a specific territorial formation.

The state of staff including the level of professionalism of municipal employees, their
moral qualities directly define the nature of municipal administering practices, ability
of municipal structures to implement local interests and their own decisions. Thus, it is actual for
the modern activity of municipal services to select and complete the staff, taking into account
professional requirements and competences specified in relation to municipal officials.

47



Academy of Strategic Management Journal Volume 16, Special Issue 1, 2017

THEORY

It is in the middle of the previous century when issues related to the competence of the
officials were widely considered in works of M. Weber, L.Gawthrop et al. (Weber, 1947;
Greenwood, 1962; Gawthrop, 1969). In his works E. Greenwood developed so called ideal
characteristics of the municipal officials’ professionalism. In includes five basic elements
(Greenwood, 1962), and is actual for Russia, especially within solving the issue related to
increasing the qualification of the employees who occupy state (municipal) offices, assessing
their activity, and taking decisions about their promotion (career growth), etc.

Foreign countries have accumulated great experience on studying theory and practice of
solving problems related to the municipal service efficiency (Rosenberg 1985; Galup et al. 1997;
Ashton, Kushner, Siegel 2007; Chen 2014; Marcinkevi¢iute and Zukovskis 2014). Itis also of
great interest for Russia.

Modern Russian researchers also pay much attention to employment issues in local
government bodies including on the municipal level (Anosova 2014; Eroyan et al. 2015;
Kolesova 2014; Malik, Melnikov 2015; Ogneva 2014; Uskova, Belous 2006).

METHODOLOGY

The research was made by using methods of statistical analysis, comparative analysis,
references analysis, sociological polls, and questionnaire survey. The dynamics of data about the
number, structure, length of municipal officials’ employment, their age, education and other
parameters was calculated on the basis of the Rosstat information (Rosstat 2015). This
information was obtained in accordance with the methodologies on collecting data,
calculating indicators of the total number of employees and persons who occupy state
(municipal) offices and offices of the state civil (municipal) service, as well as calculating
the dynamics of the number of employees who occupied state (municipal) offices and offices
of the state civil (municipal) services approved by Rosstat. The specified data is collected on
the basis of statistical observance that up to 2014 was carried out once per 2 years, and
starting from 2015 — once in 3 years at the end of the relevant year.

The state of specific parameters in relation to offices of municipal officials was estimated
in accordance with the standards of Federal Law No. 25-FZ “On Municipal Service in the
Russian Federation” dated March 2, 2007 (Federal Law, 2007).

In order to specify qualitative characteristics of statistical data and the conclusions
that were made, the results of the sociological research “Staffing Potential of Local
Government Bodies” of the All-Russian Council of Local Government were used (Staffing of
Local Government, 2016), and the results of implementing the federal program on creating the
staff reserve of the state and municipal service (Federal Program "Reform and Development,
2009), the project “Staff Reserve — Professional Team” (Staff Reserve - Professional Team
2016), and materials of the All-Russian Congress of Municipalities (All-Russian Congress of
Municipalities, 2013) were analyzed.
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RESEARCH

The analysis of the aggregated data of Rosstat for 1999-2013 showed that
for the analyzed period the number of municipal officials in Russia had gradually increased.
Herewith, it is possible to single out several prominent spates related to the quick growth of
the number and a spate related to decreasing the number of municipal officials. The first
spate of the growth is related to 1999-2001, and the second one - to 2005-2007. It is related
to the fact that the country moved to the two-leveled model of local governance provided by
Federal Law “On General Principles of Organizing Local Governance in the Russian
Federation” No. 131-FZ adopted in 2013 (Federal Law N 131-FZ 2003). The most
considerable decrease in the number of municipal officials in Russia is related to 2010-2013
as a result of the task on decreasing the public governable apparatus set in 2009 (The Federal
Program “Reforming and Developing”, 2009). It caused a little decrease in the number
of municipal officials that, nevertheless, considerably exceeds their number before
the reforms: as on the beginning of the Il half of 2016 the number of municipal officials in
all local government bodies was 294.7 thous. Persons, while in 1999 the number
of municipal officials was 177.6 thous. persons. Herewith, the staffing level
is 96.3% (Federal Portal, 2016). Herewith, the largest number of persons involved
in the municipal services in Russia was in 2008 — 367.6 thous. persons (Rosstat, 2015).Figure
1 shows the changes of the number of persons who occupied offices in the russian municipal
services in 1999-2013 (compiled according to rosstat, 2015).

Figure 1
CHANGES OF THE NUMBER OF PERSONS WHO OCCUPIED OFFICES IN THE RUSSIAN
MUNICIPAL SERVICES IN 1999-2013
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It is possible to see from Fig. 1 that for the period of reforms the gap between
the number of persons occupying offices of the municipal service in the municipalities’
representative and executive bodies considerably increased (the difference between two
columns of the diagram in every year under consideration is most of all expressed in 2009,
and shows the number of persons who occupied the offices of the municipal service in
representative bodies of municipalities). The trend line of Fig. 1 shows the formation of the
gap between these two structures.

The tendency related to changing the number of persons occupying offices
of the municipal service in Russia is especially vividly observed in indicators related to the
changes of the number of employees who occupied municipal offices and offices of the
municipal service according to the branches of government. Table 1 shows analytical data
[calculated by the authors according to (Rosstat, 2015, p. 48)].

Table 1
DYNAMICS OF THE NUMBER OF EMPLOYEES WHO OCCUPIED MUNICIPAL OFFICES
AND OFFICES OF MUNICIPAL SERVICE IN THE RUSSIAN FEDERATION IN 2001-2013
Government bodies
2001 2005 2009 2011 2013
In local government bodies and election
committees of municipalities — in total
1 7.24 21.39 -1.81 -1.67
In representative bodies of municipalities
1 144.00 86.89 5.26 2.50
In local administrations (executive
authorities of municipalities)
1 6.01 19.19 -2.14 -2.36

As Table 1 shows, as a whole the maximum growth of the number of employees who
occupied municipal offices and offices of the municipal service in the Russian Federation
(21.39%) was in the period of 2005-2009 (the highest value for the whole period under
analysis), and after 2009 it is possible to observe its stable decrease. Herewith, the most
intensive growth of the number of employees who occupied municipal offices and offices of
the municipal service in the Russian Federation for the whole period under analysis was
observed in the representative bodies of municipalities; thus, since 2001 to 2005 the total
number of municipal employees in the Russian Federation increased almost 1.5 times, and by
86% for the period since 2005 to 2009. And even fulfillment of the task set in 2009 and
related to decreasing the public management apparatus caused only the reduction of the
tempos of growth of the number of employees who occupied state (municipal) offices and
offices of the state civil (municipal) service in representative bodies of Russian
municipalities but not to the absolute decrease in their number. In 2009-2011 the tempo of
growth had been 5.26%, and in 2011 -2013 it decreased by 2.5% on average. However, it
remained positive. Such considerable and quick growth of the number of persons who
occupy offices of the municipal service in Russia in 2005-2009 caused the formation of
specific tendencies and characteristics of municipal staff.
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RESULTS

As a result of the research, the following tendencies and characteristics of the Russian
municipal service staff have been revealed.

Firstly, the modern state of the Russian municipal service staff is characterized
by a higher average age of the municipal official (43 years old) as compared to the average
age of state civil employees in the state management apparatus as a whole (39 years old).

Secondly, a considerable disproportion in the structure of the number of municipal
employees in Russia according to the term of employment in management bodies was formed
and is maintained. The analysis shows the presence and deepening of the situation related to
the polarization of indicators to the term of employment: the majority of municipal officials
have a low or, on the contrary, a considerable experience of working for the government
bodies (See Table 2) (compiled according to Rosstat, 2015).

As Table 2 shows, about ¥ of municipal officials have the employment term of above
15 years. Besides, almost ¥ of all staff of the Russian municipal management have the term
of employment of up to 5 years, and 25% - from 5 to 10 years. As a result, totally above 50%
of municipal employees in Russia have the term of employment of less than 10 years. In a
number of cases the lack of the required experience affects the fulfillment of official duties
by municipal officials. It is enhanced by the lack of the specialized professional education.

Thirdly, fast growth of municipalities caused the deficit of qualified staff
of the municipal service. In Russia there is a difficult situation related to the level and quality
of professional education in the municipal service and its sectoral specificity. According to
the data of Rosstat, in 2013 5,084 municipal officials did not have even the secondary-level
education, and only 85% of municipal officials had higher education (Rosstat, 2015). To
compare, the share of employees who have the higher education related to the state civil
service is 92.4% as a whole. Besides, the majority of staff of regional administrations have
specialized higher education that does not comply with the relevant activity they currently
perform (Staffing of local government 2016). The analysis has shown that for successful
work at the office they occupy a lot of municipal officials need to obtain knowledge in
Economy, Law, Computer Science, Social Management, Psychology, and Records
Management.

Table 2
ALLOCATION OF THE NUMBER OF MUNICIPAL OFFICIALS IN RUSSIA ACCORDING
TO THE TERM OF EMPLOYMENT IN GOVERNMENT BODIES IN 2014
Term of employment % in the total number of municipal employees
<1 year 8.2%
1-5 years 22%
5-10 years 25%
10-15 years 16.2%
>15 years 28.6%

Unlike foreign countries where there are age-old traditions related to complying with
professional qualification requirements to municipal officials (employees of local
government and management bodies), in Russia there are no such stable tendencies.
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Consequently, the system of professional preparation and re-training of the municipal service
staff is carried out in various municipalities at the discretion of the local management. By
contrast, in foreign countries there is considerable internal departmental preparation of
municipal staff. Herewith, professional area of the basic education for accepting for the
municipal service differs depending on the country. Thus, in the USA state officials who
have technical and scientific education prevail, in Great Britain and Germany — those with
legal education, and in France — those with economic education (Ogneva 2014). Moreover,
many Russian municipalities (especially rural and small urban) still form the staff reserved
for the municipal service formally, and qualification requirements to the individuals who
occupy municipal offices are not complied with. Besides, the task related to the rotation of
management staff between the government levels has still been solved weakly.

Fourthly, in terms of the age composition of the municipal service officials there
is the following situation. As stated above, the average age of municipal officials is 35-
45 years old. However, herewith, on the level of the top officials of regions the age group
that is above 45 years old prevails, and the number of young people aged up to 25
and employees aged from 25 to 35 years old is low in municipalities (Federal Portal 2016).

Fifthly, in the Russian municipal service there are obvious gender disproportions. The
analysis showed that at the present time mainly women work in Russian local government
bodies (70% of the total number of employees). However, men occupy higher administrative
offices: men occupy 69% of municipal offices of the representative government bodies and
local administrations; this share is 51% of men in terms of top offices in local
administrations (Federal Portal, 2016).

Sixthly, at the present time there are disadvantages in the legal provision
of the process related to organizing additional professional education of municipal officials
(Agibalov, Agibalova 2011; Bokov 2009; Bozhenov 2009). The current standardized legal
basis must be improved. Municipal officials are still trained to the degree the subject head
understands the importance of training. It is stipulated by the fact that qualification
requirements to offices and principles of correlating qualification requirements according to
the education level for municipal officials can be specified by regions themselves unlike state
officials (On Additional Professional Education, 2007). It gives municipalities room in
issues related to the staff provision. However, in a number of cases it decreases qualification
requirements to employees and criteria of their labor estimation.

The estimation of qualitative parameters allowed to reveal basic problems
in the current state of staff on the municipal level in the modern Russia. The research showed
that at the present time there was a complexity in forming the staff policy in the Russian
municipal service. Among a diversity of problems in this area, it is necessary to especially
single out the lack of the system approach to forming the staffing policy on all levels of the
state government and management, the lack of the system on monitoring the state of the staff
potential, and archaic character of methods related to the work with staff that are still based
on the bureaucratic approach.

The main problem of the modern staff situation in Russia is the enhancement
of contradictions between the current level of professionalism of municipal officials,
its structure, stereotypes of the management activity, and modern requirements to managing the
development of the society. In order to eliminate this complex of contradictions, it is necessary
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to put into the municipal management practice an essentially new system of requirements to the
managers’ professionalism on the basis of the innovational approach that is widely used by other
subjects of society and economy (Danilina, Mingaleva 2013; Mingaleva, Danilina 2014). Table 3
shows the comparison of new and old approaches to professional competences of municipal
officials.

Table 3
BUREAUCRATIC AND INNOVATIONAL APPROACHES TO DEVELOPING THE MODEL OF
MANAGING WITHIN RUSSIAN MUNICIPAL SERVICE
Bureaucratic approach Innovational approach
Special attention is paid to the process of management Basic emphasis is made on problems of the society
Basic emphasis is made on the functional part of the Basic emphasis is made on the content of
management process the management process
The official perceives himself as a principle and The official perceives himself as a part of the society
dominating subject
Officials passively perceive knowledge and Officials actively perceive knowledge and information
information and participate in their creation
Emphasis on the “know what” principle Emphasis on “know how”, “know what”, “know why”
and “know for whom” principles
Knowledge is transferred by experts Knowledge is developed together with experts and
specialists
Management goals are set by the top management and Goals of management may be subject of agreements
must be strictly complied with and are discussed
Faults are punished Faults are allowed and perceived as a means of

development, and serve to learn a lesson

Events are thoroughly planned, and their non- Plan of events allows fluctuations from the demanding
fulfillment is punished schedule due to objective circumstances

Insufficient professional preparation of municipal staff affects the fulfillment of many
functions of municipalities and local management bodies, including the efficiency of
organizing state purchases, whose function is acknowledged by foreign researchers as
strategic in state and self-government establishments (Patrucco, Luzzini, Ronchi, 2016).

DISCUSSION

In the current context the ability of local government bodies to organize and coordinate
functioning of all subsystems of the municipality, as well as to reveal objectively existing needs
of the local society in obtaining the state support is crucial for ensuring high quality of life. It is
possible to solve many problems related to providing the quality and efficiency of the municipal
service on the basis of active purposeful work related to increasing professionalism in the
activity of municipal staff. Positive foreign experience can be useful in this aspect (Laurinmyaki,
Linkola, Pryatta 1996; Local government 1995; Baranova 2000).

For example, at the present time in Germany municipalities employees and citizens
widely interrelate by using the Internet (In Germany found 2012). For this purpose websites
of municipalities regularly organize online polls of citizens on various issues related to the
activity of municipalities and estimation of the municipal environment quality: safety level
issues, educational issues, problems on street noise level, air and basins pollution, problems
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on cleaning streets and utilizing everyday wastes, etc. Such form of work is called “digital
consultation”. Besides, municipalities organize local conferences for citizens of the
territories under interest. Their members include the employees of the municipalities’
administrations who are responsible for this block of issues (safety, medical services, etc.),
burgomaster, and deputies. Municipalities use the data of pools and votes further to correct
plans and programs related to developing the municipality according to the relevant area of
activity.

In addition, to obtain information about the citizens’ opinion about the areas
of municipalities” work, special brochures are compiled. They intelligibly state basic areas
and priorities of spending funds. These brochures are sent in advance to every house
to collect notes and offers. It is typical to make up and distribute the municipality budget
draft. Thus, German citizens can actively participate in taking decisions on many local
issues, first of all, in terms of self-taxation, municipal improvement, defining the procedure
of local holidays and competitions. They can also initiate the development of municipal
strategies and programs.

Another area of wide use of Internet opportunities is related to poling citizens
and voting about the quality of local government bodies’ work, revealing the opinion about
the work of certain officials and employees of local government bodies, as well as municipal
services. Such form allows citizens to rather actively and efficiently influence municipal
officials in relation to all key issues of municipalities’ activity, although citizens cannot take
decisions on completing the municipal staff.

Thus, for the efficient activity of management staff, it is necessary to estimate
its abilities and potential possibilities, to create “transparent”, open and efficient system of
staff estimation both by top bodies, and the society — a complex system that can reliably
confirm professional competence and readiness of state officials to fulfill their functions.
However, the current system of municipal order for preparing staff for the state civil and
municipal service remains incomplete. Particularly, areas of professional preparation and
higher educational establishments are often selected by top managers of local government
bodies on the basis of their ideas, preferences, and interests, or it is done on the random basis
according to the principle of the smallest expenses (the agreement is concluded with the
educational establishment where the fee is lower, herewith, the rating of the educational
establishment is not taken into account). Besides, as it was stated above, the possibility of
regional and local powers to define the criteria of professional level of municipal staff within
general parameters of qualification requirements to offices established by the Federal Law
“On Municipal Service in the Russian Federation”, as well as to determine principles
to correlate qualification requirements according to the level of education for state civil and
municipal officials gives much room in this area. Unfortunately, it often causes negative
consequences because the volume, composition and structure of professional knowledge of
municipal officials must correlate with the list of obligations imposed on them. It is rarely
complied with.
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CONCLUSIONS

As a result of the research, it has been determined that in the context of reforming
the local government in Russia it is possible to observe the deficit of qualified and competent
employees. One of the basic areas related to improving the organization of local government
must become solving the problem on insufficient number and quality of municipal staff,
including on the basis of forming the staff reserve and rotation of management staff between the
levels of public power. The formation of the highly professional and competent staff of the
municipal service with the relevant staff potential, optimization of managing its development is
an essentially important condition of successful implementation of the local government reform
and solving local issues.

The staff of municipal bodies undergoes the impact of changes in the political
and administrative system, and staff practices of the regional political and administrative elite.
The strategy of forming and rational use of the staff potential have a special impact on the state
of the staff provision of the municipal management system and level of management abilities of
municipal government bodies.Besides, qualitative characteristics of municipalities themselves
have a great impact on the staff policy. They can be relatively favorable, medium-levelled,
dotation or depressive. In addition, municipalities differ according to such factors and criteria
as natural resources, demographic, ethno-cultural peculiarities, and other. It also
has an impact on forming the staff provision of the activity of municipal services in Russia.

During the research it has been revealed that at the present moment many municipalities
(especially small urban and rural) form the staff reserve only formally.

Studying the foreign experience related to organizing the activity of local government
bodies and municipal services (in particular in Germany) showed that such experience could
be used in Russia.

However, successful experience must be taken into account and adapted by applying
various paradigms of management in various countries, particularly differences of methods
and approaches of management in the context of the federative system or higher
centralization within the unitary state.

It is reasonable to use the approach to organizing the activity of municipals services
via the category “process” but not on the basis of the indicator related to the municipal
employees’ qualification or a system of motivating municipal employees. Openness of the
municipal government, contentment of citizens with the activity of local government bodies
and the work of their employees are core elements of organizing the system of municipal
services functioning abroad, and it can be used in Russia. As a whole, regular polls of
citizens can be used as a tool to estimate the quality of the municipalities and local
government bodies’ work.

In order to solve tasks in the area of providing municipal services and estimating the
quality of the municipal service’s work, the experience of using computer technologies can
be applied most successfully. Herewith, the system of preparing and re-training staff can be
comprehensive, perspective and obligatory for all local government employees.
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ABSTRACT

The article deals with the topical issue of reconstruction and development of investment
infrastructure of the region's economy through the formation of regional construction financial
groups (CFG), as well as the development of a methodology for effective structural reforms to
restore the investment and construction complex in the post-Soviet space. The authors analyze
the main problems of Kazakhstan construction industry, resulting from irrational market
reforms, and define the concept of "construction financial group”, as well as the main
advantages of corporate business in modern construction. The article also presents advanced
national and foreign experience in effective structural transformations in the construction
industry and provides substantiation for integrated approach when solving set tasks taking into
account the interests of different parties involved in investment and construction activity. The
authors note the importance of adequate decision-making at the regional level that is crucial in
formation of all the conditions for rational resource provision, as well as the successful
production and sale of construction products and future maintenance service taking into account
all industry-specific features. It is argued that a range of fairly large construction financial
groups specializing in various kinds of industrial and civil construction can serve as a structure-
forming basis of regional investment and construction complexes, collectively forming an
integrated national investment and construction association.

Keywords: Investment and construction complex, small and medium-sized enterprises,
corporate business, holding companies, industrial financial groups, construction financial groups,
investment infrastructure, regional resources, business diversification, synergetic effect.

INTRODUCTION

A serious drawback of the modern construction industry and the whole economy in
Kazakhstan is that the hard pressure of administrative management and total planning of all and
everything was changed during the creation and development of market economy into the other
extremity — evident failure and inefficiency of government regulation and state involvement in
the management of investment and construction complex.
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From a technological viewpoint, the construction complex does exist under any form of
economy management or regulation. However, in the context of economy management in
changing general economic conditions of the construction industry as a branch of material
production, the concept of construction complex has virtually disappeared. Primarily, this is due
to the elimination of a subordination vertical line of "Trust — Association — General Directorate —
Ministry”. The dismantling of this system, unbundling and privatization of the structural
elements of construction associations have led to a vacuum in the middle management level.

The question arises whether the concept of “construction complex” is still relevant in a
market economy, and if yes, what should be its essential economic and organizational content?

The predominant privatization form of large construction enterprises in the transition to a
new economic system was the corporatization, i.e. conversion into joint-stock company.
However, many state-owned enterprises when becoming joint-stock companies just changed the
sign-plates, continuing to operate in the mode of cost-based economy that inevitably contributed
to the decline in production. Another typical consequence of massive privatization in
construction sector was the creation of a large number of uncompetitive small enterprises which
even today predominate in the market.

Promotion of entrepreneurship in construction sector should ensure the comprehensiveness
of the construction industry, which, as organic whole, would successfully operate in a market
economy. This goal should not be overlooked when carrying out sectoral restructuring, namely,
improving the production (modernizing fixed and current assets), finance (changing the capital
structure), and management (improving the structure and elimination of duplicating functions) in
construction sector. From this it follows that, firstly, we should deeply comprehend the legal
consequences of privatization, and secondly, we need to take a new look at the legal nature of
new-type construction associations.

Currently, national construction companies lose out to foreign competitors in the tenders
not only on the price factor but also on performance reliability of contracting projects in terms of
work quality and deadlines.

In this regard we should pay particular attention to the solution of two main problems:

1. Overcoming the negative consequences of privatization which have led to the destruction of the
country’s construction complex that resulted in obvious non-availability of local contractors able to
effectively implement major investment projects.

2. Mastering of up-to-date methodology and practice in project management, when implementing major
contracting projects.

For the successful solution of this problem, first of all, attention should be paid to the
development of efficiently operating national corporate construction structures, allowing
increasing the capital concentration level in the industry. The economic potential of large
corporations is significantly higher than that of small enterprises, and thus can provide a higher
economic effect.
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Methodology and Practice of Corporate Business Advantages Evaluation in Contemporary
Construction Sector

The development of corporate sector of the investment and construction complex can
substantially raise the efficiency of the whole construction industry. Comprehensive
management of construction should be considered in terms of the final product, since it is the
final output that integrates the construction organizations and productions, as well as
organizations of other industries, into agglomerate that has complex-forming ties (Asaul and
Batrak 2001a).

The prerequisites for establishing effective regional corporate structures in the investment
and construction complex can be stated in the following main provisions:

1. Fixing the cost of objects, which is more likely when integrating into the corporate structure
suppliers of building materials, products, and structures?

2. Providing high degree of attachment to a specific regional market to enhance competitive advantages
of the construction organization in the region, where it has material and technical resources and other
production and technological infrastructure elements.

3. Creating favorable conditions for home buyers, who are interested not only in the quality of the
purchased apartment but also in after-sales service.

Drawing on best practices in international corporate management considered in many
foreign and some latest domestic scientific works, we can distinguish the following approaches
to evaluating the effectiveness of corporate integration:

1. The approach associated with the financial management theory.

2. The approach associated with ensuring competitive advantages.

3. The approach associated with the transaction costs theory (the possibility of savings through long-
term contracts, regulating joint activity).

4. The approach aimed at fostering mutually beneficial long-term business relations (Asaul and Batrak
2001b).

Serious attention should be paid to research on corporate business benefits in the
construction industry of most developed countries. Thus, we have studied the relevant changes in
the UK construction industry aimed at developing cooperation and coordination of branch
enterprises in the framework of the implementation of a complete construction cycle. In
consequence of conducted survey among the construction industry representatives, it was found
that in general there were significant changes towards increased cooperation that provides
beneficial effect. On the other hand, it was revealed that these changes were unbalanced. In
addition to the survey, interviews were held with a number of experts in the industry that helped
exploring the specific features of the cooperation between construction companies and
evaluating its practical significance for successful economic development (Meng 2013).

It should be noted that the British construction industry is undergoing serious changes. The
combination of reform initiatives emanating from the state, changes in the public procurement
strategy and increased international competition have led to the need for institutional reform in
British construction sector, aimed at developing partnerships and optimizing private financing of
enterprises in the industry. At that, the reforms of the contractual relationship are noted as the
most important development trends, in particular, the proliferation of partnerships as well as shift
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of public procurement towards concession contracts in the form of “private finance initiative",
(Winch 2000).

The advantages of corporate business in modern construction are confirmed also by best
practices of multinational construction corporations of Singapore. As a result of conducted
research and evaluations, Cuervo and Pheng have identified the most important factors
contributing to transnational construction corporations in obtaining their benefits from the
internationalization. This, above all, is high economic efficiency and competitiveness, quality of
work and customer service, maximum cost optimization and reliable contract enforcement,
protection of corporate reputation, as well as enhancement of corporate brand prestige and
credibility (Cuervo and Pheng 2005).

In addition to the above, it should be noted that an analysis of the advantages of ownership,
location and internationalization of Chinese multinational construction corporations (MNCs) is
of particular interest for the development of industry-specific corporate business. This analysis is
based on the theory of rough sets in the framework of Dunning’s Eclectic Paradigm. This allows
overcoming the constraints associated with limited sample size in the study of MNCs that is
aimed at studying regularities and causality of the identified effectiveness factors. Unlike
traditional statistical methods, the methodology for the analysis of rough sets allows setting the
procedure for determining these factors, as well as their level of influence when analyzing the
indicators of construction multinational corporations (Pheng and Hongbin 2006).

It is believed that one of the major motives for corporate mergers is the desire to achieve a
synergistic effect.

The most important goals when implementing synergies, arising from the corporate merger,
include the following:

1. Operational Savings i.e. increase in efficiency by eliminating duplicate functions in each of the merging
companies, the centralization of marketing, logistics, and financial flow management.

2. Economies of scale, i.e. reduction in average costs per unit with increasing output due to distribution of
fixed costs on a larger total of output.

3. Reduction of costs owing to vertical integration through the implementation of the commitments,
improved management and coordination along the entire process chain, avoiding the market value of
resources in integrated productions, improving quality control, etc.

4. Combining complementary resources.

5. Optimization of taxation (tax shields) through the use of transfer pricing, "carry-forward" of losses of one
company to reduce the taxable profit of another company (i.e. reducing future tax payments);

6. Improving the managerial efficiency through redistribution of property from poor management in favor of
more efficient management.

7. Business diversification, allowing stabilization of the company income through the activities in different
market segments with different business environments.

Recently, fundamentally new types of investment and construction companies and
enterprises have emerged in the post-Soviet space. Operating and developing successfully, they
are able to meet the market needs in construction products. Holding companies are a kind of such
groups.

From systemic perspective, a holding company in construction sector can be represented as
a system of interconnected structural entities focused to the main goal — the creation of a finished
construction object with a use value (Rakhman and Terentiev 2002).
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The industrial financial groups (IFGs), widespread globally and domestically due to the
development of concentration and cooperation processes in various sectors of the economy, are a
kind of a holding company. These corporate structures typically include not only industrial
enterprises but also financial institutions. The capabilities of IFGs are quite high, since they are
able to join manufacturing, trade, banking, and other forms of capital. Thus, the industrial
financial group can be interpreted as a combination of supervision and proprietary rights,
technologies and assets, providing potential future revenues with a certain probability. These
Structures should become critical means for the successful implementation of the investment
policy in construction (lvanov 2001).

In the leading industrial nations, the powerful industrial companies are organically
intertwined with financial institutions such as banks, insurance and investment companies.
Compared to small and medium-sized businesses, these integral formations have much greater
opportunities for carrying out research and development works, manufacturing high-tech
products, and conducting large-scale projects due to the concentration of scientific potential as
well as production and financial resources. The practice of Western European countries, USA,
Japan, South Korea, etc. definitely convinces us that the national capital becomes competitive at
the international level only when it is structured in large part into financial and industrial
corporations supported by the state.

The vast experience in the establishment and development of industrial financial groups as
a tool for activation of investment and construction activities in the post-Soviet space has been
gained in the Russian Federation (Shvets and Shvets 2001). The recent history of the IFGs
activities in Russia dates back to the adoption in 1993 of the Presidential Decree N0.2096 "On
Industrial Financial Groups” and the entry into force of the relevant federal law, providing
regulatory and legal framework for the establishment and development of large corporate-type
economic structures.

The analysis of the IFGs activities in the post-Soviet space shows that in the conditions of
economic crisis major corporate entities demonstrate a greater resistance against exogenous
factors, provide a more favorable investment climate compared to separately operating
enterprises, and enable consolidation of current assets at their deficit.

Under conditions of almost full decentralization and disintegration, characteristic for the
regions with transitional economies, IFG is almost the only mechanism, which allows focusing
on possible "points of growth™ of the industry, ensuring the restructuring of the economy and its
manageability at the level of middle management.

It is IFG that is able to act as a reliable support of the state when fostering the economy.
The IFGs can contribute to progressive structural adjustment, and improve the competitiveness
of national production.

In the corporate business, the main objective is the concentration of financial resources,
optimization of the financial flow creation and management methods. At the present time,
industrial and financial businesses in Kazakhstan are experiencing acute need for each other. The
financial market has available money, while lacks quality financial instruments (investment
targets). At the same time, industrialists feel the need for investment resources, though between
them there is no sufficient trust, consistency in actions, and consequently the risks of joint
activities are quite high. Therefore, there is an urgent need for structures ensuring the balance
between interests of all business participants.
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Industrial financial groups are the promising structures ensuring the creation of a single
financial scheme of corporate business in Kazakhstan and an effective mechanism for capital
redistribution.

Development priorities and state support for IFG should be determined by the priorities of
national economic development for the foreseeable future.

Crucial measure for the successful solution to problems in investment and construction area
is the establishment of regional IFGs focusing on the implementation of the mortgage, ensuring
the closure of the investment cycle and integrating into a single complex the entities of the
construction industry, banking and insurance sectors on a common reporting and taxation basis.

In view of the foregoing, it becomes obvious that for the successful implementation of state
investment policy and strategy for rational restructuring of the economy, special attention should
be paid to the organization and development of regional construction financial groups (CFG).

The Results of the Study on Regional Construction Financial Groups as System-Forming
Link of Investment and Construction Complex

Regional CFGs should be considered as a variation of the IFG with respect to the
construction industry. These are economically and organizationally independent structures,
created with the purpose of accumulating financial resources for the execution of major
investment and construction projects and their implementation in the territory of specific regions
of the country.

The formation of regional CFGs will allow solving most effectively in the short term the
fundamental problem of the regional economy development the accumulation of investments for
implementation of large-scale investment projects in the industrial and social spheres.

It is obvious that contemporary regional investment and construction complexes cannot
consist of only CFGs, because the small business sector has firmly carved out a niche in the state
economy, including that in construction sector. However, the combination of large enough
CFGs, specializing in various kinds of industrial and civil construction, can and should become
the structure-forming basis of regional investment and construction complexes, collectively
forming a unified national investment and construction association.

Implementation within the territory of the regions of large industrial and infrastructure
projects, requiring substantial volume of funding (such as the creation or extension of large
transport nodes, the development of mineral deposits, etc.), requires the establishment of regional
CFGs focused mainly on industrial construction. At that, an active role should belong to
economic agents interested in profiting from the exploitation of future production capacities.
Local administrations may act as initiators of projects development and creation of the regional
CFGs necessary for projects implementation, as well as act in capacity of their co-founders,
investing regional ownership resources in the equity capital. The feasibility of formation of such
groups can be identified at the stage of strategic development of long-term economic
development of the regions, especially since this task is associated with the solution of the most
important social task - creation of additional jobs for the working population.

The feasibility of establishing regional CFGs, aimed at solving problems related to the
development of appropriate life support systems of the population, and the requirements of their
organizational forms can be identified in the course of medium-term policy-making with regard
to the social and economic development of regions or municipalities.
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Here, the initiative should belong almost entirely to the regional authorities, concentrating
in their hands the financial resources of a profitable part of local budgets, whose expenditure is
designed for solving social problems. Besides, they are managers of regional resources, which
can be paid into the created CFGs as share capital, providing both profit-making and proper
monitoring over their activities.

Communication between the participants of the regional investment and construction
complex should be based on production relations in the framework of creating the ultimate
construction products, while the regulatory control of local administration can be carried out
through:

1. Aset of national and regional legal acts regulating economic behavior of market entities.

2. Arrange of measures in the framework of regional production and social policy with regard to both the
investment and construction complex in general, and each specific CFG.

3. Proactive elaboration on a competitive basis of major projects in the field of industrial, transport, tourist
and other regional complexes development, as well as the development of the regional life support
systems and social programs.

4. Involvement as co-founders in the establishment of regional CFGs, aimed at solving problems of
industrial and social development of the region by investing into the authorized capital of such groups not
so much monetary assets, but regional resources, which, according to applicable legislation, can be used
by the local authorities.

5. Financing of construction projects of regional production and social development through regional
(municipal) budget.

6. Providing guarantees for targeted loans to regional CFGs implementing investment and construction
projects, aimed at solving the priority tasks of the regional development.

7. Supporting accumulation of CFGs’ financial resources through the issuance of regional special-purpose
loans, securities, etc.

Here we should emphasize that all these measures should be purely economic, though in no
way administrative in nature, and carried out in the framework of effective public-private
partnerships.

Thus, the regional CFGs are able to act as a reliable pillar of the local administrations in the
development of certain elements of the investment and construction complex of the country, its
progressive structural adjustment and enhancement of competitiveness of the national
construction industry in general.

There are various options for the establishment of CFGs (Gorbunov, et. al. 1999), though
following are the basic ones:

1. Private or joint stock Company, engaged in construction business, acts as an initiator of CFG
establishment, creating its own financial structure to accumulate financial resources and attract other
necessary members of the production activities; the involvement of a bank or group of banks as the
financial component of the group may be a modification of this option.

2. Regional CFG is established by a bank through consolidation of building contractors and enterprises
involved in construction materials industry, which are under its financial or credit service. Purchase of a
significant or even control block of shares of companies involved in entrepreneurship in the sphere of
construction and being potential members of the group is also possible;

3. Regional CFG is established on the initiative of the local administration to solve a specific social or
economic problems.
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Certainly, in addition to the above mentioned basic establishment options of the CFG, other
modified schemes based on more extended structure of participants (especially in the financial
infrastructure area) are possible. Though, in any case, CFG members should ensure availability
of full cycle of creation and implementation of the final construction products. Different
approaches to the formation of CFGs should be unflaggingly based on a balance of all group
member interests regardless of their category or level in the hierarchy of the established
corporate structure.

Features of regional investment and construction complexes formation are largely
dependent on the capital concentration level in the regions, as well as natural, economic and
geographic factors (availability of mineral resources, geopolitical situation, level of economic
development of the region, etc.), the engineering and social infrastructures development level,
and many other factors. In this regard, local administrations should be interested in creating
favorable conditions for preferential taxation of CFGs registered in the region in order to attract
new capital.

Regional CFGs, operating closely with municipal authorities and with their active support,
can undertake the solution of the whole range of problems related to organization of construction
and subsequent maintenance service of housing as well as other community infrastructure and
facilities. In this case, the regional CFGs will have to step into the role of developers performing
the following functions:

1. Selecting cost-effective project.

Creating or conversing real estate objects (redevelopment of undeveloped land, reconstruction of
existing buildings, etc.).

Obtaining all necessary statutory documentation and approvals for the project implementation.

Searching for investors and defining conditions to attract investment and borrowed funds.

Developing the cash cycle and return mechanisms.

Qualifying contractors and outsourcing, monitoring works performance.

Selling and subsequent servicing the constructed objects.

>
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Regional CFG should be responsible to investors for the effective management of their
funds, to financial institutions for timely repayment of loans, to the authorized state and regional
agencies for compliance with the terms of the project, to the contractors for the timely financing
of works, and to consumers for product quality. Ultimately, it should be the coordinator of the
entire investment and construction cycle within the framework of the implemented project.

Moreover, the structure of regional CFGs, which includes as a rule powerful financial
institutions and particularly banks, allows not being limited to simple accumulation of financial
resources, but increasing initially raised funds through activities in the financial markets that
implies exercise of the functions of trust management of funds. This opens to the regional CFGs
broad opportunities for projects funding, especially large ones, which require long-term
implementation (for example, the mass construction of housing in urban areas).

Thus, it is obvious that the regional CFGs can become central system-forming institutions
in the course of adaptation of the regional investment and construction complexes to the socially
oriented market economy conditions.

It can be argued that in the current context the phenomenon of investment and construction
complex acquires specific subject-matter and a full-fledged economic interpretation only under
consideration at the regional level. Thus, today it is expedient to define the concept of investment
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and construction complex as association of local regional complexes. At that, each regional
investment and construction complex should be characterized by a certain uniqueness of its
formation, functioning, and development.

The formation and application issues of the system-based approach in the economic space
management are successfully developed and implemented on the basis of multi-year research of
scientists of a number of Russian institutes of economics and economic studies at regional
branches of the Russian Academy of Sciences (RAS).

Member of the Russian Academy of Sciences Alexander Tatarkin, Director of the Institute
of Economics, Ural Branch of RAS, (Tatarkin 2012) notes that rational systemic transformation
of the current economic space is based on the provisions of the theory of polycentricity,
indicating a need for transformation of the centralized economic space into polycentric network
space. Therefore, the essence of the new model of spatial development and management of the
post-Soviet market economy consists in creating a framework of regional and territorial centers
of economic growth. At that, there is a need for self-development and independent governance of
regional and territorial socio-economic systems. It should be emphasized that the importance of
developing new forms of spatial organization of the economy by creating business areas, the
transition to program-and-project based approach in the management of spatial development,
active use of market institutions of spatial development, and especially clusters as the most
common institutions.

All this, according to the authors of present article, also stipulates the necessity for
development of regional CFGs as crucial elements of the investment infrastructure of regional
economies, whose success ultimately determines the successful development of the national
economy in general.

Prospects of regional associations of small construction enterprises as an effective form of
their activity in the market environment

Based on the entrepreneurial essence in construction sector, creating the ultimate
construction products (real estate), its sale and subsequent maintenance service have a distinct
regional nature. As a rule, regulation and development issues of the investment and construction
activity processes are resolved at the level of regions, taking into account their characteristics
and needs, as well as national interests. This is confirmed by global practice (Kharms and Bunis
1996; Vorontsova and Gubanova 2012; Bannova 2012; Kulikova 2011).

It was noted earlier that the economic potential of large corporations is significantly higher
than that of small enterprises and can provide higher economic benefits that is also evidenced by
a number of contemporary studies (lvanenko and Petrov 2012a; Ivanenko and Petrov 2012b;
Popkova and Meshkov 2012).

However, one should not underestimate the role and importance of small business in
construction sector. Practices of many countries (Germany, Finland, Poland, Czech Republic,
etc.) show that small construction companies perform from 40 to 60% of the total scope of
installation and construction works, and a considerable proportion of these works is executed on
the terms of subcontracts with major investment and construction corporations, holding
companies, etc. In other words, small construction enterprises are grouped around the
construction corporations and holdings, performing works that are more appropriate and cost-

effective for small businesses in construction. At that, it is desirable to take into account the
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accumulated successful practices of dynamic process modeling in production diversification
(Barkalov and Bakunets 2003).

The development of small business contributes to the extension of free competition and
serves a kind of indicator in both a particular industry and a state economy in general. Currently,
83.7% of the organizations in the construction industry of Kazakhstan are small enterprises
(numbering up to 50 people); this indicates a high level of industry competition.

However, the lack of own available funds or ability to take up loan, bank and insurance
guarantees, as well as limited capacity of the small construction enterprises lead to the fact that
these enterprises, not being involved in a corporate structure, virtually are unable to win a tender
for the construction of any significant facilities.

The same conclusion can be drawn when analyzing similar problems of small construction
firms abroad. Thus, in consequence of the conducted survey, about 70% of the Egyptian
companies stated that they do not have the necessary access to existing funding sources, while
85% of companies confirmed that the lack of financial resources negatively affects their
competitiveness in the fight for promising projects. It is also noted that the increase in
accessibility of financing sources for small construction enterprises would contribute to a more
successful development of not only the construction industry but the national economy in general
(Hassanein and Adly 2008).

Most building contractors in Hong Kong are also typically small private firms. Bank loans
are the main, if not the only, source of external financing for them. However, construction loans
represent only a small part of loan portfolio of Hong Kong bankers. Therefore, banks often
neglect small construction firms as a low-priority and high-risk category of borrowers, which
negatively affects their competitiveness and opportunities for innovative development. Trying to
overcome such kind of difficulties, construction companies use the interim payment mechanism
that somewhat reduces the need for external borrowing, though does not solve industry problem
in general (Chiang and Cheng 2010).

The analysis of statistical data shows that the production capacities of small and medium-
sized construction structures are used at just 30-57%, while only 8% of them have the necessary
working capital and real possibility for competitive struggle in the real estate market
(Construction in Russia, 2013).

In this regard it is expedient to consider the possibility of merging small companies into
large consortia that is fairly widespread abroad. Regional engineering consortium created in the
construction industry could be entrusted with the following functions:

1. Conducting investment projects marketing.

2. Creating temporary consortia of banking, insurance, project, and contracting organizations able to
participate in tenders for major projects.

3. Preparing tender documentation for participation in the investment and contracting biddings on
selected projects, as well as preparing tender documentation, business plans, valuation of real estate,
consulting services, etc. on outside orders.

4. Awarding contracts with the customer (investor) and consortium members in case of winning in
tenders.

5. Implementing functions of the coordinator (general contractor) in the contract execution.

In consequence of discussion of prospects of regional associations of small construction
enterprises in the market conditions, many contemporary researchers proposed to create
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construction clusters, which are considered as an effective form of interaction between
participants of construction complex, including small business entities. Some researchers studied
the feasibility of the cluster approach in the formation of effective cross-sectoral and territorial
interaction of participants of investment and construction activities in the region (Akhmetova
2014; Smitskikh and Terent'eva 2014; Kotlyarova and Devyatykh 2013; Sqvirya 2013).

In general, it should be noted that the very fact of integrating various structures different in
forms of ownership, scale and nature into a single group or the network evidences that at the
present stage of development of regional investment and construction complexes, an intense
internal restructuring of the construction industry is developing towards the creation of new
organizational forms relevant to the changing market economy conditions.

Thus, the period of the collapse of construction firms is replaced by a period of
consolidation of construction companies, i.e. formation of large construction organizational
structures aimed at concentrating the resources needed for the implementation of major
investment and construction projects, successful participation in tenders, entering new markets,
etc. Besides, the consolidation ensures greater sustainability of entities in the construction
industry, including small and medium-sized enterprises. This produces diversification of
production activities, the combination of various market segments, as well as leads to synergistic
effect inherent in effective systemic formations.

CONCLUSION

In the context of modern market relations, in the Republic of Kazakhstan, just as in the
most regions of the post-Soviet space, there is a definite lack and inefficiency of state regulation
and involvement in the management of national investment and construction complex. And
indeed, in consequence of irrational market transformations, this concept itself has become a
kind of abstraction since the corporatization of the large construction companies has not resulted
in effective corporate structures. At the same time, currently prevailing isolated small and
medium-sized construction enterprises are not able to ensure the implementation of major
projects, which lowers the competitiveness of the domestic construction industry.

Promotion of entrepreneurship in construction sector should ensure the comprehensiveness
of the construction industry, which, as organic whole, would successfully operate in a market
economy. For a rational solution to this problem, special attention should be paid, first of all, to
the development of well-functioning domestic corporate construction structures that would allow
increasing capital concentration level in the industry.

Based on the entrepreneurial essence of construction sector, creating the ultimate
construction products (real estate), its sale and subsequent maintenance service have a distinct
regional nature. Therefore, it is expedient to resolve the issues of regulation and development of
the investment and construction activity processes at the level of regions, taking into account
their characteristics and needs, as well as national interests.

In order to successfully meet the challenges in investment and construction area, the
establishment of regional industrial financial groups (IFGs) should be considered as the crucial
measure to provide complete investment cycle and integration of small, medium-sized and large
construction entities into a single complex, operating along with the banking and insurance
sectors on a common reporting and taxation basis.
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Regional construction financial groups (CFGs) should be considered as a variety of IFG in
relation to the construction industry. These are economically and organizationally independent
structures, created to accumulate financial resources for the execution of large investment and
construction projects and implement them in the territory of specific regions. A set of fairly large
CFGs, specializing in various types of industrial and civil construction, can and should become a
structure-forming basis of the regional investment and construction complexes, collectively
forming a unified national investment and construction association.

The present article contains findings of the research carried out in the framework of the
state budget research on a topic: "The rational organization of production and management in the
modern construction”, and published in the fundamental scientific monograph (Dontsov 2004),
which has received a positive reviews from Chung Ngia Chan — Doctor of Economics, Professor,
Member of the International Informatization Academy, Erlan M. Aryn — Doctor of Economics,
Professor, Rector of S.Toraighyrov Pavlodar State University, and Yerzhan B. Zhatkanbaev —
Doctor of Economics, Professor of Al-Farabi Kazakh National University. The monograph was
edited by Kenes K. Kazhymurat — Doctor of Economics, Professor, Vice-President of the
Institute for Development of Kazakhstan.

The authors hope that their research and recommendations on creation and development of
the regional construction financial groups as a crucial element of the investment infrastructure of
the regional economy will allow optimizing the structure of the investment and construction
complex in Kazakhstan and contribute to a more dynamic and effective development of the
national economy in general.

Future research prospects in this area can be associated with the implementation of the
developed proposals for improving the investment infrastructure of regional economies and
subsequent structural optimization of the Kazakhstan investment and construction complex. This
will allow making necessary clarification and increasing the practical significance of research
outcomes, including in particular the following:

1. Improving the efficiency of state regulation and participation in the management of the national investment
and construction complex.

2. Specifying the terms of interaction between corporate businesses and small and medium-sized business
entities in the structure of CFG.

3. Detailing functions of the construction financial groups, while ensuring the comprehensive development of
modern construction industry.

4. Identifying further development paths of CFGs, forming a single national investment and construction
complex when operating together, considering specifics of construction products, the requirements of major
consumers, as well as national interests.
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ABSTRACT

This article systemizes and generalizes regularities of forming the global experience
and tendencies of reclaiming Arctic territories within changes in the scientific and economic
paradigm and transfer to the new (sixth) technological mode. The main goal of this article is to
state important moments that predetermine the focus and specificity of the emergence of
technologies of the sixth technological mode during industrial and research reclamation of
Arctic territories. The scientific novelty of this research is related to the fact that based
on the advanced global experience and tendencies in the area of reclaiming and developing
Arctic territories, in order to minimize potential power, ecological and economic threats that
may cause catastrophic consequences to the whole modern civilization, measures are
recommended in relation to developing and pursuing the innovational economic policy for Arctic
near shore and other states, namely

1. Improving the level of the technological infrastructure and efficiency of reclaiming the
natural and resource, and industrial and production potential of Arctic on the basis of
the advanced technologies of the sixth technological mode,

2. Forming a reliable logistic, engineering, civil and industrial infrastructure required to
provide stable and ecologically safe development of Arctic and subarctic territories in the
current, medium-, and long-term period.

Key words: Arctic territories, Arctic shelf, subarctic countries, technologies of the sixth
mode, stable use of resources, Arctic strategy, institutionalization, “green economy”.

INTRODUCTION

It is unmistakable that the modern situation in the Arctic Region attracts attention of many
researchers. Arctic in the XX-XXI centuries became much “closer” and more understandable for
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people. Over the recent decades reserves of the hydrocarbon raw materials have been explored
and rationalized. They are globally important for the whole human society. Arctic trans-
continental sea and air routes have been explored long ago, and surfaces of the North Pole and
underworld of the Arctic Ocean have been researched [1, 2]. Nevertheless, today’s researchers
from all over the world go on analyzing and studying in details the issues related to the
geographical position and climate of the Arctic Ocean, history of reclaiming cold ice spaces of
Arctic, and the need to transfer the reclamation of the Arctic space to the technologies of the
sixth mode.

Heterogeneity of interests and levels of development of the Arctic countries, and the fact
that the region is one of the richest in natural resources can boost the intensity in the North. The
economic component is an important factor in the struggle for Arctic possessions. In 2008 the
US Geological Survey published its own conclusions that theoretically Arctic could contain up to
25% of the global oil and gas reserves [3, 4]. Such data was confirmed by the Wood Mackenzie
consulting company. It estimates the reserves of oil in Arctic in the amount of 166 bin. Barrels,
while the total reserves of oil on the US territory do not exceed 15 bin. barrels [5]. In their turn,
European, American and Canadian researchers say about the global warming. According to their
data, during the period of 1969-2004, the volume of ice in the east of the Canadian Arctic
archipelagos has decreased by 15% [6, 7, 8].

At the modern stage of reclaiming Arctic territories it is possible to observe
the tendency to intensifying practical resources use of Arctic not only in the interests that
are common for the planet and the humankind, but also in the interests of separate states, as well
as commercial national and trans-national corporations [9]. Not only states that are directly
located in the sub-polar zone but also such countries as China, Australia, South Korea,
Singapore, and India, which are rather remote geographically, display a specific interest
in researching and producing natural resources of the Arctic and subarctic territories.

METHODOLOGY

Methods of comparative content-analysis (theoretic analysis), as well as comparative
analysis of methodic and empiric publications were used to write this article. The publications
are devoted to studying such extremely important aspects astechnologies of the sixth
technological mode and green economy in reclaiming Arctic, its geo-political position and
importance, and a role of reserves of the Arctic hydrocarbon raw materials in providing the
global energy safety. Thus, for example, the problems related to reclaiming the natural resources
in the Arctic Region are considered by many researchers. However, it is necessary to
acknowledge that this theme has not been sufficiently researched in the context of changing
technological modes and using technologies of the sixth mode. In particular, the leading Russian
researchers offer a new view on this process and implementing global projects by the leading
states of the world in the region [10, 11, 12, 13].

REFERENCES REVIEW
In our earlier works [11, 12] we have already specified that the industrial and research

reclamation of Arctic is related to both undisputable benefits (that are stipulated by a
73



Academy of Strategic Management Journal Volume 16, Special Issue 1, 2017

considerable volume of hydrocarbons reserves and exclusive climatic conditions; it allows to
research regularities of global geo-physical processes) and threats that can become a reason of
emergence of various undesirable events. Due to it, now it is necessary to intensively develop
and implement technologies of the sixth technological mode in the process of reclaiming Arctic
territories. In the general scientific context technological mode must be considered as
an aggregate of additive, informational and communicational technologies, robotics and
automation of basic processes of the creative human activity.

The sixth technological mode will define the areas and regularities of the modern
civilization development since this (2016) year. It will enter the maturity phase in the 2040s.
To a definite degree the contours of the sixth technological mode are manifested in the economy
of the most developed countries, as well as countries that actively use science-driven solutions
to provide the national economic growth (for example, countries of the South-Eastern Asia,
China, etc.). This is the nearest future (in the period from 2020 to 2025) that is expected
to observe a new qualitative leap in the scientific and technical progress. It will be based
on developments, and synthesizing achievements in highly technological areas. There
are grounds for such forecasts. For example, in Japan and the USA technologies of the sixth
mode are involved in the socio-economic turnover and state management by more than 30-40%.
Japan and the USA are going to entirely move to the new mode technology not later than
in the third decade of the XIX century. However, Russia, some countries of the Southern
America and almost all CIS countries rather considerably lag behind in terms of their indicators
on acquiring technologies of the fifth and sixth technological mode. In particular, these regions
have acquired technologies of the third and fourth technological modes by 50%, the fifth mode -
by not more than 35%, and the sixth mode - by not more than 15% [1, 6].

We have already emphasized that the research and engineering thought, it’s becoming and
development go collaterally with the social and economic evolving of the modern civilization by
forming new reserves and points of growth in the future. If we consider the periodization of
technological modes as well as big economic cycles (that were discovered by a Russian
economist N.I. Kondratiev), it is possible to see definite regular coincidences. Table 1 shows the
periodization of the change of technological modes and changes of long economic waves.

Practical areas of implementing technologies of the sixth mode within the production and
industrial, and research reclamation of Arctic can become research and industrial, and research
and production clusters, distribution and renewable energy industry, new ecologically safe types
of transport, full informational and communicational cover of the whole Extreme North and
Arctic Circle by modern means of communication.

As a whole such technological approach to reclaiming the potential of Arctic complies with
a new research and practical economic paradigm that defines the modern stage of developing
national and global economic relations as cognitive economy (synonyms: digital economy, new
industrialization, network economy, techno-economy, etc.). The technological sense of a new
research and practical paradigm comes down to the fact that in order to carry out the economic
exchange (both in the consuming and entrepreneurial/corporate segment), additive robotics and
automation are actively used on the basis of forming a global computer system that provides the
integration of geographically connected informational and computing resources.
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COMPARISON OF PERIODIZATION OF ECONOMIC MODES AND LONG ECONOMIC WAVES
(GLAZIEV, 2011)

Period

Long economic wave |

Technological mode

Industrial revolution

From 1770 to
1840

The first economic cycle. Beginning of
the increasing phase since 1770 to
1790, the peak of the cycle —
approximately in 1820, the end of the
cycle — approximately in 1840

The first technological mode. The driver is
steam engines, the technology started being
widely used approximately in 1790, the phase
of quick growth ended approximately in 1830

From 1845 to
1896

The second economic cycle. Beginning
of the increasing phase in 1847, the
peak of the cycle — approximately in

1880, the end of the cycle —
approximately in 1895

The second technological mode. The driver
is a steamer, the technology started being widely used
approximately in 1850, the phase of quick growth
ended approximately in 1880

From 1900 to
1940

The third economic cycle. Beginning
of the increasing phase from 1880 to
1900, the peak of the cycle —
approximately in 1930, the end of the
cycle — approximately in 1945-1950

The third technological mode. The driver is an electric
motor, the technology started being widely used
approximately in 1900, the phase of quick growth
ended approximately in 1930

From 1950 to
1985

The fourth economic cycle. Beginning
of the increasing phase since 1940, the
peak of the cycle — approximately in
1970, the end of the cycle —
approximately in 1985

The fourth technological mode. The driver
is a combustion engine, the technology started being
widely used approximately in 1950, the phase of quick
growth ended approximately in 1970

Informationa

| revolution

From 1990 to
2018

The fifth economic cycle. Beginning of
the increasing phase approximately in
1983-1989, the peak of the cycle —
approximately in 2005-2010, the end of
the cycle — approximately in 2018

The fifth technological mode. The driver
is microelectronic components, the technology started
being widely used approximately in 1980-1990, the
phase of quick growth ended approximately in 2010

From 2020 to
2060

The sixth economic cycle. Beginning
of the increasing phase approximately
in 2020-2025, the peak of the cycle —
approximately in 2040, the end of the

The sixth technological mode. The driver is nano
technologies, alternative energy industry.
The technology starts being widely used approximately
in 2015-2020, the phase of quick growth will end
approximately in 2040

cycle — approximately in 2050

The system and structure of new economic relations go far beyond informational

and communicational technologies and bear new methods of interrelation of developers,
producers, entrepreneurs and markets. It will have a considerable impact on all areas of economy
and social activity from retailing, transport, financial services to production, education, health
care, mass media, etc.

At the present time projects on creating corporate structures of a new type on the basis of
active use of modern informational and computer technologies (industrial Internet consortiums -
I1IC) have already been implemented. Leading IT companies participated in developing and
implementing these projects (General Electric, IBM, Intel, AT&T, and Cisco). 192 members
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from 26 countries have already integrated into the “Industry 4.0” industrial Internet consortium
[13, 14]. The basic target benchmark of “Industry 4.0” is the creation of a new type of industry
that is formed during the current (sixth) technological mode. Herewith, it is assumed to create a
system of “smart” plants that will be united into a single chain for quick transformation of
operational processes taking into account changes of the cost, as well as the availability of the
resourceful provision, current and future market demand for goods, works, and services.

It is planned that the contribution of “Industry 4.0 into the global gross product will have
increased up to USD 15tin by 2030. It will provide the growth of the global GDP by 11%. The
“Industry 4.0” Internet consortium will integrate about 50bln machines and network devices used
in various sectors of industry in construction and transportation. Defining common platforms and
languages that the machines of various corporations will use for communication is one of the
basic tasks in distributing cyber-physical systems of the Industrial Internet [13, 14].

Along with the informational and communicational technologies that can be used within
the production and industrial, and research reclamation of Arctic, educational technologies of a
new quality are actively developing. In particular, in the USA with the assistance of such
companies as Google and such structures and NASA and DAPRA, a new educational structure
Singularity Institute (educational courses on nano-biotechnologies, robotics, mechatronics,
foresight design, entrepreneurship in cognitive economy) has been established [13, 14].

At the same time it is necessary to note that over the recent years both Arctic countries and
the countries that are geographically remote from Arctic regions have increased their interest in
more intensive reclamation of the natural and resourceful base of Arctic. However, they do not
pay enough attention to ecological problems and rational use of resources. On the contrary, in
Russia these issues are in the focus of attention. In particular, as it is noted in the resolution
according to the results of the meeting of the Arctic Expert Club (in October 2015) “Green
economy: ecological imperatives of providing economic development of the Russian Arctic”,
“... today Russia is actively returning to Arctic, renewing the Northern Sea Route, creating the
most modern double-purpose infrastructure, and comprehensively solving other urgent tasks...,
... the implementation of such large-scale target investment state programs especially on the
regional level more likely becomes the business of future” [15]. However, technologies of the
sixth mode in Arctic have not been enough distributed. That is why it is necessary to carry out a
practical transfer to ecologically safe technologies of acquiring the research, nature and
resourceful, and production and industrial potential of Arctic. It will serve the interests of all
population because territories of the Arctic Region are characterized by an extremely high
ecological sensibility and a long period of renewing the nature and resourceful potential.

It is necessary to understand “green economy” (according to the definition given by the
UNO) as the performance of such useful economic activity that would aim at improving the
national and global welfare, providing social equality and justness under simultaneous decrease
in risks of the environment and nature impoverishment [16]. We also agree that it is necessary to
refer “... types and results of the activity that along with the modernization and improvement of
the production efficiency contribute to the improvement of the life quality and habitat™ to “green
economy” [16].

Promising areas of providing stable ecological and economic development of territories of
the Arctic Region in the context of forming a new social and economic formation include the
following basic tasks [15]:
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1. Tasks on providing efficient and rational use of nature by applying ecologically safe
and high technologies that form a “green economy” platform,

2. Tasks on implementing and applying modern technologies of energy generation (small
generation, distributed generation, and renewable generation),

3. Tasks aiming at optimizing, revealing, and developing useful economic activity that
also assumes the planned liquidation of loss-making contaminative productions and
neutralizing (full elimination) of the earlier accumulated ecological damage,

4. Tasks on diversifying the economic activity in Arctic and subarctic regions taking into
account rationalization and intensification of using the biological diversity of water
areas and coastal territories, and

5. Tasks aiming at searching for resources of financing, using of private and state
partnership and other tools for active promotion of investment projects of green
economy.

It is impossible to solve the above tasks without deep innovational transformation,
economic, financial, social and residential sector because this is now when it is necessary to
overcome crisis phenomena for the faster transfer from the industrial scheme of reclaiming the
North to the model of stable and ecologically responsible development. A number of projects
must become a principle basis of transformations. These projects would accelerate solving a set
of problems related to reclaiming the coastal territories under active mobilization of the research
and technical potential. Along with this, there is an objective need to implement the projects that
would aim at

1. Forming research and methodic and practical basics of calculating the admissible
anthropogenic and techno genic loadings within the research and production and
industrial reclamation of the Arctic potential (regularities and nature use standards),

2. Developing solutions that cover infrastructural aspects (energy conservation, efficient
use of resources, and construction of buildings, facilities, important social and
engineering facilities).

It is necessary to note that the issues of reclaiming Arctic territories by using
technologies of ecological construction are extremely important for further development of both
the global and national economic of subarctic countries, as well as for ensuring ecological safety
and stable development of the whole Extreme North and Arctic Circle. The implementation and
use of eco-technologies in constructing civil and industrial facilities are an integral part of
ecologically responsible socio-economic development that is characteristic of a new era of
the modern civilization evolving.

At the present time the global energy industry is also characterized by structural changes
in the power and energy balance. It also means the reconsideration of the role and importance of
separate energy carriers. Herewith, the cost of goods and services production under conditions of
high latitudes is considerably higher. It makes up definite difficulties for promoting results of
useful economic activity performed in Arctic and subarctic regions [13,17]. In this context the
researches of I. Vozniuk and A. Barannik [18], L. Haines [19] and many other researches whose
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works have already been mentioned in this work are also urgent. In their joint article the
researchers consider Arctic as an important geostrategic region where interests of the leading
countries of the world clash. They come to the conclusion that today both the official external
policy and unofficial actions of states in the Arctic Region are actively developing.

DISCUSSION AND RESULTS

Numerous researchers specify that one of the most promising areas of reclaiming
territories of the Arctic Region in the context of forming “green economy” is the development of
“green” energy industry. The territory of the Extreme North and Arctic Circle is characterized by
inhomogeneity in providing power resources and developing the power sector infrastructure.
Centralized power supply is developed on territories with the relatively high density of
population where there are large industrial enterprises and large settlements. At the same time
territories beyond zones of industrial reclamation are characterized by a number of small
consumers. Power for their needs is produced in the decentralized manner at the facilities of
small power.

A considerable part of power is produced on the basis of the fuel and power resources.
It is necessary to bring fuel to some regions from far off, and create its considerable inter-
seasonal reserves. It, as well as a long heating season stipulate high price of the produced power.
The reclamation of local alternative sources of power is considered as a measure that contributes
to decreasing the acuteness of these problems. Herewith, the most often non-traditional
renewable sources of power (NTRSP) are meant. In many regions of the North the technical
potential of NTRSP is considerable. However, in spite of it, plans related to constructing large
power stations on their basis remain on paper. It is noticeable that projects in the area of NTRSP
are implemented in Northern regions with the furthest territorial remoteness, with a considerable
number of de-centralized consumers of power, with the lowest level of transmission networks
availability, and under-developed transportation network.

In the Russian Arctic, as well as on other Arctic territories that belong to the countries
that have a direct exit to Arctic, important experimental projects on creating tidal power plants,
and using generating wind plants have been implemented. The Far-Eastern regions implement
solutions on using geothermal plants [11]. The power potential of Northern rivers is rather high.
That is why its use in Northern and subarctic regions can be considered as the most promising
area of developing alternative and renewable energy industries as small hydro industry [16, 17,
18]. Here the main advantages of small hydro industries for Northern regions may include [17]:

1. Improvement of supplying power to the local population,

2. Decreasing threats for local eco-systems,

3. A lower level of investments for constructing mini-hydro-power stations as compared to
large ones,

4. Short terms of construction,

Lack of need to construct high-voltage power transmission lines and power transformer

plants,

6. High term of stations exploitation (above 4 years) under the inter-repair periods up to 5
years,

o
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7. A low cost of power, and
8. Architectural and construction facilities of small hydro energy industry can become
places of interest in organizing ecological tourism, etc.
The basic measures of stimulating the implementation of small hydro energy industry in
Arctic and subarctic regions must include the following:

1. Development of internationally unified regulatory and legal acts aiming at stimulating
the development of innovational technologies to increase the power efficiency of the
economic and social and residential sector of Arctic,

2. Preparing engineering and technical and management personnel on the work with the
renewable energy industry under conditions of the Extreme North and Arctic Circle,

3. Financing projects on small hydro energy industry by using many-sided forms of private
and state partnership and attracting investments from large national and trans-national
corporations, and

4. International implementation of a “green” tariff for alternative power to increase the pay
back of projects related to small hydro energy industry in Arctic and subarctic regions
where international projects are implemented.

Developing the “green” energy industry in regions of Arctic, it is necessary to take
into account that along with the advantages, the alternative energy industry has serious
disadvantages (disseminated nature of power of alternative resources, less attractive economic
indicators, irregularity of power delivery, need to reserve powers of traditional energy industry,
etc.). In the regions with a great number of de-centralized consumers who supply power from
small energy industry facilities, advantages of alternative power plants are more vivid. However,
on the industrially reclaimed territories with a relatively high density of population,
where historically the creation of large power stations (mainly thermal and or hydro-power)
is emphasized, disadvantages of alternative energy industry play a considerable role. And here
the traditional power energy industry will prevail for long.

As a whole, it is necessary to note that a high level of uniqueness of projects and
operations in the area of reclaiming territories of the Arctic Region in the context of forming
“green” economy defines special requirements to the quality of such projects management.
In order to implement ‘“green” ecological and economic projects in Arctic, it is necessary
to improve standards of project management, and to develop a concept of ecologically
responsible management when managing projects that may have an effect on the Arctic eco-
system. The ecologically responsible project management must be also standardized for
the repeated use of resources and equipment that completed their technological cycle. It allows
to modernize systems of wastes circuit in industry, agriculture and residential sector of Arctic
and subarctic territories.

The implementation of ecological procedures in standards of project management in
various areas of the global “green” economy will allow to solve the problem related to managing
expectations of the interested projects members, and to discover perspectives of optimizing
stability, reliability, safety, economic efficiency, and innovative nature of projects [15].
Consequently, ecologically safe projects on reclaiming territories of the Arctic Region must be
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provided by modern informational technologies that do not hedge anthropogenic and techno
genic loading on the eco-system of Arctic.

Thus, the reclamation of territories of the Arctic Region must unconditionally be based
on technologies of the sixth technological mode and achievements of the “green” economy.
Promising areas of the “green” economy of the Arctic Region include comprehensive use of
nature, highly ecological technologies of wastes utilization, as well as development
of the “green” energy industry. A high level of unique nature of projects in the area of reclaiming
territories of the Arctic Region under conditions of forming the “green” economy defines special
requirements to the quality of management. They must be provided by the development and use
of national standards of “green” project management as well as implementation of informational
systems of managing power and resource-saving “green” economy.

CONCLUSIONS

As a whole, today the increase in the interest of a number of countries in Northern
territories activates an important task on ensuring the national safety of Arctic countries — to
solve the Arctic issue as a component of creating safety surrounding. The most serious claimers
to reclaim the resourceful and industrial potential of Arctic remain five states of the “Arctic
club” the USA, Canada, Denmark, Norway, and Russia. They actively develop projects on
extending economic zones in the region for strategic purposes.

However, not only the above countries that have their territories there display serious
interest in the Arctic Region. Subpolar states (Island, Sweden, and Finland) have developed their
own Arctic strategies. The European Union pursues its own aims. Asian countries: China, Japan,
India, the South Korea, and Singapore show certain economic, technological, military and
strategic, and other interests. Thus it is possible to forecast with certainty that in the XXI century
Arctic will be in the focus of close attention of not only official subarctic states, but also a
number of states whose territories are rather remote from it. Herewith, it is necessary to note that,
according to experts, under the modern difficult geo-political conditions, the reclamation of
Arctic territories without the active use of technologies of the sixth mode looks difficult and
irrational.

Summarizing this article, it is necessary to note that the becoming and development of
the engineering thought (both the global and the Russian ones) actively stimulated evolving of
the special and economic relations. Engineering played and goes on playing a leading role not
only in forming the innovational potential, transforming the development of separate national
socio-economic systems and regions (for example, the Arctic Region), butalso the whole
modern civilization, in general:

1. In the historical context this is the engineering thought that created and formed stimuli
for intensive development of socio-economic relations. Due to accumulating the
cognitive factor, as a whole global social and economic relations gradually moved to a
new stage of development by maintaining and increasing the characteristics
and features accumulated before and considered as the potential of evolving.

2. The change of phases of technological and economic development is conjugated.
Every new economic cycle has a key technological driver that starts forming in the
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period between the decreasing and increasing phases of the economic cycle (long
Kondratiev wave). Thus, producing, diffusion and successful acquisition of
innovations become a basis of stable development that must be actively and
intensively developed for the production and industrial and research reclamation of
Arctic and subarctic territories, and Research and engineering thought is developed not
only in the military but also in the civil area. The development of the military aspect of
the research and engineering thought is not an aggression; it contributes
to strengthening the defensive capacity of states. In the second case it allows to create
the required science-driven products and technologies meant for social consumption.
Taking into account that Arctic is not only a center of scientific and commercial
interests but also a center of military and strategic interests, the creation of new highly
technological double-purpose products (goods, works and services) is an absolutely
reasonable solution. Within this article we have not considered such aspects.

3. Basic areas of harmonizing national legislations of subarctic states in compliance with
the standards of the international law,

4. Providing ecological safety within scientific researches and exploration of the
resourceful base of Arctic, and

5. Key solutions on developing the infrastructure and civil society on subarctic
territories.

6. The authors suppose that these and many other aspects related to the production and
industrial, and research reclamation of Arctic will be considered in the next articles.
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ABSTRACT

The present development stage of Russian industrial companies may be referred to as
rather difficult and contradictory. Social transformations specifying the transition from
administrative-command methods to the market relations have been completed. There was a
replacement of the personnel potential which grew up in the socialist traditions for the
generation which has been brought up in the spirit of the market economy. Most of all, it affected
the large russian industrial corporations, which are, first of all, vertically integrated companies
of the oil and gas complex. The social study of the domestic management problems of the oil and
gas complex enterprises is especially urgent since the latest political, social and economic
changes which concerned not only russia, but also the world markets of raw materials, sharply
revealed the crisis of the operating management systems in many enterprises. A large enterprise
in such conditions can exist by means of an invariable internal social environment, not static but
a constantly developing system of social communications and relations between the employees.
The necessity of integration of the socially oriented synergy management at the enterprises of oil
and gas complex has been proved in the article. The relevance of the subject results from an
objective contradiction of the available social, professional, managerial staff potential of oil and
gas entities and the lack of possibility of its implementation in the organizational structures
existing at this stage.

Keywords: modeling, synergetic approach, concept, social environment, socially
oriented management, bifurcation point, complicated open system, external environment factors.

INTRODUCTION

The analysis of the management systems of the enterprises of oil and gas industry
conducted in this article showed that they were not ready to the conditions of the political, social
and economic crisis which began in the second half of 2014. Not only the financial performance
indices connected with the critical prices’ fall for the raw materials had been affected, but also
the personnel potential.
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The socially oriented management is urged to resolve many social problems in the
industry, but it is required to take into account, in case of the management system development
model, the specificity of the oil and gas complex enterprises, without destroying, but on the
contrary, strengthening the social potential of the oil and gas complex. The use of the synergetic
approach makes it possible to achieve the management models creation, while preserving the
social features of the existing organizational structures at the enterprises.

The social research which had been done, showed that there was a high staff turnover at
the enterprises of the industry, generally among the most competent and experienced specialists,
a high coefficient of the personnel turnover, both recruited and dismissed, was traditionally
noticed. The lack of the employees’ motivation to continue their careers in that industry, their
orientation on a temporary employment (the main goal being to save up some money, rather than
develop their own company) — these and other managerial problems considerably increase
instability at the industrial enterprises in the times of crisis. (Gaisina, Bakhtizin,
Mikhaylovskaya, Khairullina, Belonozhko, 2015; Gaisina, Gareev, Valitova, Khairullina,
Ustinova, 2015).

Such operating conditions of the enterprises are also complicated by the fact that the oil
and gas complex is presented by a number of organizations that differ in their structure. The
systems managing so many social objects stand out as highly complex ones. Thus, if the
implementation of the socially oriented management becomes a goal, it is necessary to develop a
special synergetic model of the management system, which will allow every participant of the
production process to meet his or her social needs and interests. (Belonozhko, Silin, 2014;
Belonozhko, Scythian, 2011).

Let’s pay attention to the imminent relevance of such developments from the viewpoint
of the practical management technologies. In the 70-s of the 20th century the theory of
organizational development started spreading as a practical technology of the implementation of
a socially oriented management model. Due to the fact that a number of consulting agencies were
opened, and development departments began to appear in the structure of large industrial
corporations. However, the technical revolution at the end of the 70-s — the 80-s of the 20th
century, followed by an intensive economic development, significantly shifted the focus from the
humanistic concepts of long-term organizations’ development to seeking the optimum rapid
solutions of the productivity improvement. A long systematic work of the consultants with the
organizations’ staff was replaced for the work with the senior and mid-level management, and
instead of working with the corporate culture, the focus was shifted to the quality improvement
of interpersonal communications among the individuals.

Thus, the practical results and the results of implementation of the socially oriented
management concept were arranged in three main directions: the organizational humanity theory,
the open systems’ theory and the training through practice theory. The specified theories provide
an available technology of the socially oriented management implementation, intercrossing with
one another at a varying extent with the principles of the synergy modeling of the management
systems.

But the use of the principles of the provided directions in the social conditions of the
domestic oil and gas industry is impossible without a proper correction. However, it does not
invalidate the practical value of the results already obtained in the foreign management practice.

According to the theory of the organizational humanism offered by D. Porras and R.
Golembiewski when modeling is a socially oriented management system, in the center of
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attention should not be organizational processes, but the individuals and interpersonal relations.
(Porras, 2007; Golembiewski, Munzenrieder, 1988). In this case, the organizational development
achieves certain success irrespective of the surrounding situation (the developed or the
developing countries) and the patterns of ownership (the state, private enterprises, individual
entrepreneurs). However, later R. Golembiewski expressed doubts concerning the independence
of the organizational development on the external environment.

METHODS

In this work the basis of modeling management systems was constituted by the value
statements of the organizational humanism, which define interpersonal relations as a leading
aspect of the management system impact on the interpersonal communication as the
organizational environment components of the enterprise. However, it is necessary to consider
the factor of a greater dependence of the entities on the external environment, that is observed in
the Russian society and can be minimized in western type societies. It is necessary to agree with
the internal isolation of the social environment of the entities, but it is impossible to ignore the
external relations, since historically domestic enterprises represented the most important part of
the social and economic system of Russia and, if we are not speaking about a sufficient state
support, then within the management system it is necessary to consider the human resources, first
of all, as professional social groups. So, the increase in prestige of this or that professional status
of a worker or the determination of the social value of the professional groups at the enterprise
scale can play a key role in the processes of integration and management (Barbakov,
Romanovsky,20014; Barbakov, Bar, 2015; Valitova, Gareyev, Grogulenko, Kostyleva, 2016).
The attention should be paid to the professional identity forming, the social environment of oil
and gas entities should reveal, increasing, rather than reducing the external relations. Apparently,
when modeling management systems the attention is not focused on the separation from the
external social environment, but on the contrary, on the enterprise integration in the social and
economic system of the Russian society.

The open systems’ theory became at the same time both a continuation of the system
approach and the organizational development method. The postulate that the organization as an
independent social organism actively reacts to any external and internal impacts by changing its
structure and functions is its cornerstone (Von Bertalanffy, 1973). At the same time, the
organization as a system is not uniform and consists of separate elements — subsystems
(technological, social, psychological, etc.).These subsystems closely interact between
themselves, therefore any change in one part of the system inevitably leads to the changes of
other parts. In this regard, the intervention of consultants should be complex anyway and should
consider possible changes of the entire system in case of the impact on separate elements.
Besides, the consultants should consider the direction of the environmental factors’ impact which
can promote positive qualitative changes of the system as well as hinder them to a high extent.

The provided synergetic modeling of the entities’ management systems is based on the
fundamental principles of the system approach; the basic statements of the open systems’ theory
are used as well. But it is necessary to consider social properties of the professional domestic
environment of the groups that are present in the industrial sphere, such as the conservatism and
the lack of bright aspiration to innovations. It is not a shortcoming, but a feature, thus, it is not
necessary to pay a lot of attention to the organization development impulses as the supporters of
the theory of the dug-out systems imagine.
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The third concept which can be used in case of the modeling management systems of il
and gas entities based on the synergetic approach to the management possible to note is the
theory of training through practice the basis of which was formed by Lippitt's work, Watson,
Westley, White etc. (Mazur, Shapiro, 2000). This theory offers a complex technique of the
impact on the organization, which is based on the laboratory methods of Lewin’s trainings and
works on the activity psychology. As a result, the model of procedural consulting impact on the
organization was created. The main source of the organization development, by this theory
provisions, is the fixed training of the employees through the practical action (system of
trainings). And the direction to it is set by the consultants for the organizational development
together with the senior managers determining the main (desirable) strategy of the entity.

For the purpose of carrying out necessary transformations of the organization
environment when modeling a management system, it is convenient to organize the
implementation of such type of training, thus creating the managerial competences among the
employees. However, we speak about a social environment of industrial enterprises which, as
shown by statistics only in 10 — 15% of cases, use innovative technologies in the management, as
well as in the production processes (Kozlova, 2012). At the same time, it is noted that the
innovations are implemented not via the direct interactions’ system but they also concern
information technologies. Here, the social features of professional social groups of the entity
play a role, employees prefer not to change the system of direct social contacts, keeping the
relative stability and direct the intervention assumed by the supporters of this theory that may
cause a negative reaction. It is possible to realize the principles of the socially oriented
management within the training through practice theory, using only the internal potential,
gradually introducing the consulting technologies into the organization environment.

Thus, the basic provisions of the offered management systems’ modeling based on the
synergetic approach are determined, firstly, by the results of the conducted complex of the social
research which reflects the condition of various aspects of the management system of entities of
oil and gas industry. The determination of many contradictions which are arising in the
management process having the social nature was the result of the research. Therefore, the
management model must be focused on a social environment of the entity — both the external and
the internal ones for the elimination of the problems determined by the research.

It was proved by the expert poll as well, where the most accepted opinion about the
necessity of applying the system of social relations has been expressed. Together with this the
experts note the difficulties in the management of such large number of social objects and the
need for the transformation of the existing management system of the industry in general.

Secondly, in case of conceptualization of the modeling, the static data have been taken
into account, concerning the state of modern oil and gas industry of the Russian society; the
Russian legislation and regulations on the management of oil and gas complex have been
analysed, as well as the data of the official statistics of the management sphere state in oil and
gas industry; the economic, the accounting, the financial reporting of some entities of the oil and
gas industry. The analysis has shown the need for a change of the managerial paradigm for the
entities that is connected with the unfavorable social and economic conditions in the country.
Together with this, insufficiency of skilled workers in the management sphere has been noted.
This insufficiency impedes the management reorganization and the adaptive approach is needed
enabling to use the available managerial and professional resources.

Thirdly, the modeling reflects the current trends of the management theory
transformations based on the system and synergetic approaches to the analysis of social
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management processes. Such approaches allow considering all the modern practices of
management, on the one hand, and keeping the integrity of the social environment of the entity
and introducing the necessary changes, ensuring a new quality of the system of social relations,
on the other hand.

RESULTS

But in the course of development of an adaptive application model of the identified
provisions and the principles of the synergetic management, an important methodological
problem came to light. Considering that their own methodology of the synergetic management
theory has not been created yet, in a practical part of its application it is possible to use the
closest related "method of the organizational development™ (Pugacheva, Solovyenko, 1999).The
method of the organizational development represents the scientific theory and methodology,
which is based on the combination of behavioural approach and humanistic principles the
ultimate goal of which is a systematic change of operation of an organization due to the directed
external interference, for the solution of tasks on the performance improvement (Spivak, 2000).
The part of the ideas of the organizational development method was taken from the theory of the
human relations of D. McGregor who had suggested considering the organization as a
component of two systems — technological and social ones. His " Theory X" and " Theory Y",
and later "Theory Z" by W. Ouchi which reflected the Japanese management model showed the
influence of the social communications between human relations and the management system on
the labor productivity.

Outsourcing became the other key idea of that method for the creation of a steady
organization. A big role was played by the works of K. Lewin, a social psychologist, one of the
original authors who offered the laboratory training, polls, observation, feedback and the
research through the action in relation to the creation (restructuring) of the industrial body in the
development of HR management (Lewin, 2000).

All the specified aspects can be used when modeling a management system on the basis

of the synergetics’ principles as the synergetic effects of the organizational environment can be
provided as a complex training system of the organization from the outside directed to the
management quality improvement in the conditions of a constantly changing environment
(Bennis, 2000). For the development of the organization resistance to the changes of the external
environment, the intervention shall affect, first of all, not the production structure and
technology, but the culture of the organization as a system of ethical values, beliefs and
standards of the employees’ behavior.
It corresponds to the methodological basis of this research and the developed system of the
synergetic modeling where the entity is a management object of a complex open social system.
The provision on the self-development of the organization is also advanced as a basis when a
need of the intervention about which the organizational development method supporters speak, is
minimal.

The model of the procedural consultation of organization managers on the purpose of
forming the directions of the organization development worked out by E. Shein can be used in
the implementation process of the synergetic management. The offered procedural consultation

includes the diagnostics of a problem, the goal setting and the tasks, the picture of the "present”
and "future” of the organization, the development of a number of methods, individual for each
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organization, and the methods of the goal achievement, the introduction and the tracing of the
results. At the same time E. Shein differentiated between the process of consultation and a
"purchased model of consultation™ when the manager would buy information offered by the
consultant (Shein, 2002).

The control of the external environment factors’ role specified by R. Beckhard needs to
be performed by means of the outsourced consultants in the organization development
(Beckhard, Pritchard, 1967).

In terms of foreshortening of the defined tasks of paragraph 13 the fundamental principles
of the implementation of the organizational development advanced in F. Hughes’ work, who
divided them into 4 major groups are of great interest (Mazur, Shapiro, 2000). Such principles
are offered also for the use in the synergetic approach implementation with a small correction.
For a comparison of the applicability of the postulates of the organizational development to the
synergetic approach implementation within the approbation of the author's concept let us
consider them in more detail.

Group I: principles of the organization employees’ development:

1) The organization staff has a need for a self-improvement and a personal growth. This
requirement can be most effectively satisfied with two methods: the support from the
organization management or the competition ("to challenge™);

2) Abilities of the most part of the employees are used by the organization not to a full
extent, they could have made more profit if they were entrusted with more responsibility and
were given more opportunities to show themselves;

3) Every person possesses the emotional sphere influencing their likes and dislikes
including their contacts with other employees. As a rule, in the formal organization these
tendencies are not considered that reduces the satisfaction extent from the work and the quality
of work;

4) Human feelings are important and open additional opportunities of managing people,
forming a command spirit, setting and solving complex tasks, improving the labor life quality
and the job satisfaction.

Group Il principles of the team development.

5) Initially the labor team itself is neutral. The neutrality is broken inside the informal
groups depending on the nature and type, can bring both the profit to the organizations,
increasing efficiency of work due to mutual cooperation, and harm;

6) The performance of the labor team can be significantly increased at the expense of the
satisfaction of the individual needs of the team members and forming the favorable interpersonal
relations on the basis of mutual cooperation;

7) The effectiveness of the team work can be increased due to the restriction of the formal
leader’ managing function and granting more independence to the team.

Group I11: principles of the organization development in general.

8) The organization represents a complex system in which the change of one of the
elements (subsystems) inevitably attracts the change of the other elements;

9) Most of the organizations create an unfriendly environment for interpersonal
interactions in which the level of mutual cooperation and support of the workers is much lower
than a desired one;
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10) The organizational structure isn ot static, it can be changed on the purpose of meeting
of the individual, collective or production needs.

Group IV: principles of interaction.

11) A frequent application of a stressful strategy "victory or defeat™ significantly reduces
the quality and the effective performance of both the organizations in general, and the certain
employees, it ceases being a significant incentive very quickly;

12) The majority of interpersonal conflicts between the employees is caused by the
shortcomings of the organizational structure, but not by the qualities of direct participants of the
conflict;

13) The resolution of interpersonal conflicts in the organization should not take the path
of "punishment™ or "concealment"”, but it should be an open discussion of the reasons and
problems which caused them. It gives rise both to the personal growth of the employees, and to
the efficiency growth of the organization.

Thus, so far it is possible to present the modeling of the management systems based on
the synergetic principles, using the organizational development method provisions and the
practice of the consultative impact. Such modeling includes the determination of the purposes,
tasks, impact stages on the management objects and also the results’ tracing (feedback). The
basis of the organizational development model through the procedural and consulting impact
(which is often called by the term “intervention"-invasion in literature) rests on three main
postulates.

1. The choice of technology and methods of the consultants’ intervention into the
organizational development fully depends on the search and diagnostics of the organizational
problems determining the direction and the depth of the necessary correction.

2. Heads of the organizations who are involved both in diagnostics of the organizational
problems, and in planning of correcting impacts should be widely attracted. Openness, clearness,
availability of the consultants’ actions of the organizational development should be attracted.

3. The consultation should include not only and not just the changes in the organization,
but the training in these technologies among the staff members being able to maintain the
development directions achieved and promote it actively in the future.

It is important that the method of the organization development should be aimed at the
research of the problems of the organization by the consultants through a set of special practical
methods and techniques (observation, poll, an experiment, a laboratory training), and should
include participation in the diagnostics and the problem resolution, both on the part of the
administration of the entity, and on the part of its employees.

Within the implementation of the socially oriented management it is especially important,
as such technologies allow managing the social environment, obtaining the implementation of
the main values of the concept.

As it is seen from the research, the method of the organizational development is really the
closest to the synergetic approach of the creation of organizations, and has the expressed socially
oriented focus. Therefore, in the solution of the problems of management systems’
transformation by the entities (on the example of oil and gas industry) the same methods of
active problems’ identification and the innovations’ implementation can be utilized.

Nevertheless, we will focus our attention on the distinctions. The comparative analysis of
the synergetic approach and the method of the organization development is given in table 1.
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A COMPARATIVE ANALYSIS OF THE SYNERGETIC APPROACH AND THE ORGANIZATION
DEVELOPMENT METHOD

index

Method of organizational development

Synergy approach

2

3

4

notion of the
organization

Complicated open system

Complicated open
spontaneous system

dissipative

structure  of  the
organization

It consists of the social, technological
individual and psychological subsystems
which mutually influence each other

It consists of the social and technological
subsystems which mutually influence
each other

attitude to the
external factors

It affects the system, but has no decisive
influence (the theory of organizational
humanity as constituting theories the
organizational development denies such
an impact, believing that interpersonal
interactions are the cornerstone of
changes)

It is a source of self-development and
self-organization of the system, forming
the external conditions of the crisis
leading to the points of the bifurcation
development

function of the
management system

In contact with a facilitator (a consultant
for the development) it is supposed to
provide conditions for the formation of
such interpersonal relations among the
workers of the team that would provide
high-quality organization development

It impacts on the organization which can
enter as a resonance with the self-
development direction strengthening it
over and over again, and at the same time
in a dissonance, becoming a source of
instability of the system and a possible
Crisis

interpersonal
interaction role

The quality of interpersonal, group
relations is a basis of organizational
development and a source of the
increasing efficiency of the organization

Interpersonal interaction is a part of more
complex structures (group, team), the
effective interactions can give a
synergetic effect (A multiple excess of
the algebraic amount of the efforts), the
inefficient interactions, on the contrary,
are the reason of instability of the system

development source

The impact of a consultant facilitator
who can be both external and internal in
relation to the organization. Out of the
purposeful  impact there is no
development

It is inside the organization, it represents
the amount of the individuals’
interactions of formal and informal
structures in the organization, and also
the organization and factors of the
external environment

The main link uniting these approaches is the social orientation of the management: the
source of changes of the organization (including a directed change that is the development) is the
employees who interact among themselves, with the administration of the entity and with the
external environment. Nevertheless, there are also essential differences (table 1).

An essential advantage of the method of the organization development is well thought over
and approved of by the methodology of the structurally functional changes of the organization.
The method of the organization development had widely been adopted originally in the USA and
then it spread around the world. Now it is applied not only in commercial enterprises, but also in
state organizations, public and international structures, etc. At the same time the method of the
organization development won the popularity in many industries, including chemical, oil and
gas, automotive, defense industries. Theoretical developments of the theory of the organization
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development are actively applied in the health care, education, social sphere, at the level of state
bodies and local self-government, etc.

In the course of modeling the majority of acceptances and methods of the organizational
development were adapted for the use of the synergetic approach. The basic provisions of the
management system modeling based on the synergy approach, are the following:

1. Organization is a complex open system.
2. Organization is capable of developing.

In modeling the implementation process the main attention is paid to the source of
changes and development, the external factor or the external environment factors are not used
here, here we speak about the forming of such a social environment which stimulates the
development of the organization and the subsystems constituting it. Critical changes of the
external and internal factors to the bifurcation points of the development are the main sources of
the social environment development of the entity.

Having analysed the current state of the management system of the entities of oil and gas
industry and the main problems concerning social conditions of their functioning we come to a
conclusion that the solution of many contradictions is possible in case of a special modeling of
management systems. The modeling of management systems within the considered synergetic
approach and the socially oriented management requires the development of a special concept
allowing to solve the specified problems of management of the industry, having realized the
model of the synergetic management of the oil and gas entities.

Within such offer the adapted concept of the synergetic socially oriented management
which represents the management of oil and gas industry entities as the system of interconnected
ideas of this or that event (in the study it is about the purposes, tasks, principles, methods of
management of oil and gas entities (Latin conception is a frame of reference, the main idea) has
been developed (Social research: methods, technique and statistics: The dictionary reference,
1991), in the foreshortening of the principles of synergetics and socially directed values.

The concept presented is based on the principles and provisions of the socially oriented
management, the developed assessment criteria of the synergetic effects, properties of the
management system and organizational environment, methods and the synergetic management
techniques of the social relations system.

The concept provided is necessary and urgent for modern entities of the industrial type, as
represents, despite the difference in the professional specialization, a complete production cycle:
from the geological exploration to the sale of oil products to the consumers.

Within the provided socially oriented concept based on the synergetic approach, the
object is the social management practice implemented through the separate components at the
entities of oil and gas industry. The object was determined proceeding from the tasks and
purpose of this research implemented by means of studying the organization environment of the
entities of oil and gas complex in the conditions of transformation. The subject, action of the
concept, is also determined in the framework of this study which consisted of social aspects of
the implementation of the socially oriented management, and characterized by the following

impact aspects:
1. The political, social and economic, administrative, legal, market relations which are formed among the
public authorities, local administrations, market environment (competitors, suppliers, contractors,
customers) and the systems of the social management at the entities of oil and gas industry;
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2. The social and economic, administrative and legal, social and psychological relations developing among
various levels of management systems of the studied group of companies;

3. The social and economic, administrative and legal, employment, disciplinary, social and psychological
relations developing among the management systems of the entities and the non-management employees.

DISCUSSION

The purpose of the study assumes the development of the sociological concept of the
socially oriented management on the basis of the synergetic approach. The offered concept is
designed to guarantee the practical results of the synergetic approach application, solving the
contradictions existing at the moment in the socially managerial sphere, and proceeding from it,
the main objective of the implementation of the author's concept is:

1. The increase of the management systems’ resistance of the entities of oil and gas industry to the crisis
phenomena of the domestic social and economic sphere.

2. The stabilization of the professional structure of the entities.

3. The increase of the comfort level of labor conditions.

The comfort growth of the employees motivation of the productive work and the career
promotion in the entity.

The purpose of the concept determines the levels of the solvable tasks which are
determined proceeding from the current state and the problems of the management sphere of oil
and gas industry:

1. On the level of the industry it is the strengthening of the social value of the entities
within the regional social policy, forming the special social programs of support and
development of the industrial professional teams;

2. On the fuel and energy complex market level it is the creation of social conditions of
the labor competitiveness support of the entities as that of the employer in the constantly
changing market conditions.

3. On the level of the vertically integrated oil companies (VIOC) it is the support of
professional social groups by means of the determination of oil and gas industry workers’ steady
social status, the labor quality improvement, labor quality socialization and the professional
competencies, monitoring of the labor mobility;

4. On the level of the entities it is ensuring personal interest of the employees in the
positive results of the work, the level of tension decrease from severe production conditions,
ensuring the implementation of the creative potential of the employees.

5. On the level of divisions it is ensuring a comfortable psychological climate, the
development of the command spirit, synergism of the joint work in the achievement of both the
current purposes and division tasks, and aiming at the global purposes of the production.

6. On the personal level of the employees it is providing opportunities for the self-

development, implementation of the creative potential, professional initiative, fixed

career and professional development.
The schematically offered management concept of the entities of oil and gas

industry can be presented as follows (Fig. 1)

* VIOC-vertically-integrated oil company
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Figure 1
AUTHOR'S SOCIALLY ORIENTED MANAGEMENT CONCEPT OF OIL AND GAS INDUSTRY
ENTITIES
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The tasks of the urgent difficulties of the implementation of oil and gas industry
management of the entities which arose in those conditions, contradictions of the entities’
functioning as the key social objects of the industrial sphere have been defined. The solution of
these tasks is fully possible only within the socially oriented synergetic approach towards the
creation of management systems.

The offered concept reflects multilevel management systems of oil and gas
industry entities including not only a sample organizational structure of the domestic vertically
integrated oil companies, but also the state regulation and market environment. At the same time
the task of management systems on the market and state level is, first of all, the stability
development of the organization in the external environment, and on the production level is the
forming of self-developing and self-trained production mechanism.

CONCLUSION

Summing up the results, it is important to note that at this stage it is necessary to study
the sales terms of the socially oriented management concept in oil and gas complex entities that
is specified by the transformation of the modern Russian society. Within the sociological science
the problem of the application possibility of the synergetic approach to the management as a
methodological basis of modeling of a socially oriented management system becomes
aggravated (Gaisina, Mikhaylovskaya, Khairullina, Ustinova, Shakirova, 2015; Gareyev,
Kostyleva, 2016; Ustinova, Rudov, Kostyleva, Grogulenko, Kulishova, 2016). From the point of
view of the synergy presentation of the organizational environment, the role of the management
system changes. A lot of modern theories including a method of the organization development,
present the manager as the assistant and colleague of the consultant keeping the organization
development within the provided concept the role of the manager comes down to the directing
impact of unstable fluctuations of the organization, ability of forecasting crises, and the directed
point impact at the moments of bifurcations. Now, in the sociology of management there are no
unambiguous relations and complex reasons for the synergetic methods’ use. The paradigm shift
of the management determines the change of forms and managerial impact methods, on the one
hand, strengthens the social orientation in the management, and on the other hand, the
compliance to the existing organizational environment of industrial enterprises is required. The
synergy approach which allows to realize the natural social potential of organizational teams
meets such requirements, without breaking the integrity of the entity.
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ABSTRACT

The reasons for the unevenness of the formation process of the economic entities
innovative activity in the time and space of economic activity of individual countries and regions
within the country are considered in the article. The results of studies proving the existence of
dependence of the gross regional product magnitude on the number of innovation-active
enterprises in the region are described. The contributions of regions with different number of
innovation-active enterprises to Russia's gross domestic product and the growth rates of gross
domestic product with an increase in the number of innovation-active enterprises in the region
were studied. The article describes the results of the research on the influence of various factors
specific to the innovation activity of enterprises on the change of the gross domestic product for
4 clusters of regions differing in the level of innovative development due to different historically
developed levels, geographic and economic factors. The heterogeneity of innovation processes in
each cluster was analyzed, which has predetermined the ambiguity of the influence of various
factors on the change in the gross domestic product, which made it possible to form the ratings
of innovative factors defining the gross domestic product level for each cluster. Priority factors
of regional development were identified and described depending on the degree of their
innovative development.

Keywords: innovative activity, regional features, innovation-active enterprises.
INTRODUCTION

In the modern economy, the innovative activity plays a leading role, which is the logical
end to the stage of the industrial economy and the transition to its postindustrial phase. This
process is uneven in the time and space of economic activities of individual countries and even
the regions of the country, and the process of shaping the trajectory to the innovative future is
determined by personnel, scientific and technical, production, technological, financial,
organizational, and other features of individual territories (Gabor Bekes Clusters, 2008). One of
such components is the innovative activity of the territory, which determines the possibilities of
implementing its innovative potential and characterizing, in its turn, the degree of the innovation
activity effectiveness.

Innovative activity is widely regarded as the main factor of the economic growth of the
territory (Porter M. E., 2003, Bilbao-Osorio B., & Rodriguez-Pose A., 2004). However, the
results of empirical studies evaluating the effectiveness of individual measures to stimulate the

96



Academy of Strategic Management Journal Volume 16, Special Issue 1, 2017

innovation activity proposed in theoretical works are often contradictory. The "arbitrary™ choice
of factors included in the empirical model of the study may be one of the reasons to that effect
(Mariyev O. S., & Reshetova Ya. M. & Savin I. V., 2006). The papers consider various factors
that stimulate the innovative activity of the regions, including a wide range from the level of
competition in the market to the economies of scale or diffusion of technologies (Adam B. Jaffe,
& Josh Lerner, & Scott Stem., 2005). Most authors pay attention to such variables as internal
costs for research and development, investment in fixed assets, the volume of innovative goods,
works and services, and the costs of technological innovation (Lundvall, B. & Ernst, D., 1997,
Dodgson M., 2000).

However, some authors insist on the existence of an inverse relationship, in which the
level of development of the regional economy, the level of income of residents, social
differentiation, and the development cost component in research and development costs
determine its innovative activity (Grasmik K.I., 2010).

The debate on what leads to regional economic growth and a significant increase in the
gross regional product is not over yet: specialization or differentiation of sectors, or an
innovative component in the context of interrelated economic platforms (Hasan I., & Wachtel P.
(Hasan 1., & Wachtel P. & Zhou M., 2009, Percev S.B., 2013).

The contribution of small business to the development of territories was also broadly
investigated (Arora A. and Gambardella A., 2011). The backwardness of small business in
innovative development from medium and large business is noted: generally, 10.1% of
enterprises implement technological innovations on the economy as a whole, and small
enterprises - only 5.1% (The data, http://www.gks.ru/). The gap in terms of the share of
innovative goods in the total production was as follows: 6.3% in the economy as a whole, and
only 1.48% - on small enterprises (The data, http://www.gks.ru/).

In this regard, it can be stated that the integral index of innovation activity in the regions
corresponds to a certain extent to the value of the gross regional product, but the relationship
between these indicators has not been sufficiently studied.

Different clustering options were performed and types of regions with different
innovative potential were allocated in the literature (Solvell O., & Lindgvist G., & Ketels Ch.,
2003, Volkova N. N., & Romanyuk E.l., 2012, Shilova N. N., & Kiselitsa E.P., & S. A. Lyuft
S.A., 2016).). However, the dependence between the factors determining the degree of
innovative development in each particular case is poorly studied.

All this complicates the adequate assessment of the parameters of economic impact on
regional entities and stimulation of innovative factors for their development and increase in gross
regional product and predetermines the further feasibility of research in this area.

METHODS

The works of foreign and national researchers in the field of economics, including
modern achievements in the field of information and institutional economics, have served as a
methodological basis of the study. Methodologically, this research is based on the methods of
logical, system and structural analysis, decision theory, general systems theory, expert
assessments, system analysis, sociological researches, economic and mathematical modeling
expert assessments, and others.

Foreign and domestic monographic proceedings, regulatory acts of the Government of the
Russian Federation, reference materials of the Federal Service of State Statistics of Russia,
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materials of conferences and seminars, data from periodicals, Internet sources, and the empirical
data obtained by the authors as a result of independent research have served as the information-
empirical basis of the study.

Thus, the analysis of innovation activities is performed based on the results of statistical
studies of various levels: nationwide, regional and corporate. Due to this, the authors note the
following difficulties caused by the need to compare all the data under study: the irregular nature
of the research conducted and their selective nature, the large array of data under study, the
selection of various features that do not coincide year by year.

However, the adopted research methodology allowed the authors to obtain reliable results

and ensure the adequacy of the representation of the subject of research, which was confirmed by
the results of the practical implementation of made theoretical conclusions.
The practical significance of this study is that the results obtained by the authors can be used to
study the determining trends in the economy of the territories, to predict their further
development, and to reveal the features of the influence of key factors on the gross regional
product. Also, taking into account sound theoretical positions, it seems expedient to determine
the role of specific innovation factors in the development of individual territories.

RESULTS

It is beyond argument that the results of scientific and technical progress in the
implementation of the innovative potential of the territory plays a decisive role. Scientific
achievements and their active use in practical activities allowed the economically developed
countries to ensure a leading innovation position. The studies carried out by the authors in 2005
on 71 out of 89 constituent territories of the Russian Federation made it possible to establish that
the size of the gross regional product in Russia was largely determined by the number of
innovation-active enterprises in the region (Figure 1, Figure 2) (The data, http://www.gks.ru/).

The growth in the number of innovation-active enterprises ensured the growth of the
gross regional product more than 2 times. About 39.5% of the gross regional product in Russia is
provided by regions with over 46 innovation-active enterprises, and regions with the smallest
number of innovation-active enterprises (less than 7) - total 16.16% (Fig. 3). Despite a large
number of "backward" regions, their contribution to the total gross regional product is much
lower than that of innovation-active ones, and the growth rate of the gross regional product is 1.5
times lower (Figure 3, Figure 4).
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Figure 1
DEPENDANCE OF THE GROSS REGIONAL PRODUCT ON THE NUMBER OF INNOVATION-
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Figure 2
DEPENDENCE OF THE GROSS REGIONAL PRODUCT ON THE NUMBER OF INNOVATION-
ACTIVE ENTERPRISES IN THE REGION IN 2005
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Figure 3
INFLUENCE OF THE NUMBER OF INNOVATION-ACTIVE ENTERPRISES ON THE STRUCTURE OF
THE GROSS REGIONAL PRODUCT
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Figure 4
DYNAMICS OF GROWTH RATES OF CHANGES IN GROSS REGIONAL PRODUCT BY
REGIONS, DEPENDING ON THE NUMBER OF INNOVATION-ACTIVE ENTERPRISES
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The studies carried out by the authors in 2015 on 80 out of 85 constituent territories of the
Russian Federation confirmed the findings, in particular, the revealed dependence of the
magnitude of the gross regional product on the number of innovation-active enterprises in the
region (The data, http://www.gks.ru).

About 41.3 % of the gross regional product in Russia is provided by regions with over 46
innovation-active enterprises, and regions with the smallest number of innovation-active
enterprises (less than 7) - total 14.4%. The growth in the number of innovation-active enterprises
ensured the growth of the gross regional product in 2005 - more than 2 times. Despite the
remaining large number of "backward" regions, their contribution to the total gross regional
product is much lower than that of innovation-active ones, and the growth rate of the gross
regional product is 1.5 times lower.

The close dependence (correlation ratio 0,947) of the gross domestic product in the region
was revealed depending on the number of innovation-active enterprises therein (Figure 5).

Figure 5
GROSS DOMESTIC PRODUCT PER REGION
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The level of gross domestic product in regions with a greater number of innovation-active
enterprises is significantly higher (the R2 was 0.978). In regions with the number of innovation-
active enterprises less than 100, the gross domestic product averages 110,557.3 million rubles,
and in regions with the number of innovation-active enterprises of more than 10,000 - 1,654,444
million rubles. Thus, the growth of the gross domestic product positively and steadily correlates
with the expansion of the territorial space of innovation-active enterprises. Moreover, the
likelihood of an increase in the gross domestic product under the influence of an increase in the
share of innovation-active enterprises is significantly higher than under the influence of the share
of the costs of research and development.The growth rates of gross domestic product with an
increase in the number of innovation-active enterprises in the region are of particular interest. In
regions where their number is from 100 to 1,000, gross domestic product is 1.7 times more than
in regions with the number of innovation-active enterprises below 100. The transition to the next
group (the number of innovation-active enterprises from 1,000 to 5,000) assumes an increase in
gross domestic product 2.05 times, further (5,000-10,000) - 3.1 times. The subsequent transition
of the region into a group with a number of innovative active enterprises of more than 10,000 is
accompanied by a decrease in growth rates; the gross domestic product increases only 1.37
times. However, the slowdown in growth does not mean that it is not advisable to stimulate the
creation of new innovation-active enterprises in such regions, despite the fact that the share of
innovation-active enterprises therein is several times higher than that in regions with a low
number of innovation-active enterprises. For example, in regions with the number of innovation-
active enterprises of up to 100, the share of innovation-active enterprises is only 2.1%, and in
regions with more than 10,000 - 18.9%. The increase in the number of innovation-active
enterprises 9 times implies an increase in gross domestic product 14.9 times.

A high number of innovation-active enterprises in some regions is achieved, first of all,
due to the active development of small innovative enterprises (Figure 6).

FIGURE 6
GROSS DOMESTIC PRODUCT PER 1 INNOVATION-ACTIVE ENTERPRISE
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In regions with a small number of innovation-active enterprises (up to 100), one
innovation-active enterprise contributes about 2,196 million rubles to the gross domestic product
of the region's enterprise, and in regions with a large number (over 10,000) - only about 62
million rub. Such a gap of 35.4 times is very meaningful: on the one hand, it characterizes the
objective processes occurring in the regions, and, on the other hand, it shows that the measures
aimed at activating small businesses are timely and relevant.

The increase in the number of innovation-active enterprises by the regions with a low
number (up to 1,000) per 1% makes it possible to increase the gross domestic product by 0.15%.
A similar indicator for regions with the number of enterprises from 1,000 to 5,000 was 0.39%,
from 5,000 to 10,000 - 1.23%. In regions with a large number of innovation-active enterprises
(more than 10,000), the growth of gross domestic product decreased to 0.36%. Thus, the greatest
effect allows obtaining a transfer of the region from the group of low-cost innovation-active
enterprises to the group with their number from 5,000 to 10,000.

The bare fact that the innovation activity of the economies of a particular region reflects
the nature of the dynamics of quantitative changes in the innovation components in the gross
domestic product is undeniable. The authors made an attempt to study the influence of various
factors characterizing the innovative activity of enterprises on the change in the gross domestic
product, which included:

. internal costs of research, million rubles;

. costs for basic research, million rubles;

. patents for inventions, number;

. costs for technological innovation, million rubles;

. patents for utility models, number;

. a number of personnel involved in research, persons;

. a number of organizations performing research and development, units;
. a number of researchers, persons;

. costs for current developments, million rubles;

. costs for applied research, million rubles;

. used advanced production technology, number;

. developed advanced production technologies, number; and
. a number of innovation-active enterprises, total, units.

The given list of indicators is a quite extensive one and covers not only various aspects of
innovation activity, but also those adjacent to it. For objective monitoring, it is necessary to
conduct research on a wider range of indicators and on a regular basis, but unfortunately, such an
extent of such research is extremely rare. Therefore, it was necessary to use mostly the data of
the Federal State Statistics Service.According to the authors, innovation activity is primarily
determined by the results of the activity of the factors determining it. However, some of the most
important indicators, such as the Russian-specific investments in science and innovation,
somewhat distort the magnitude of the innovative effect achieved (correlation ratio for Russia
was 0.27 and for the United States - 0.83 (The data, http://www.gks.ru/)). This is partly due to
the uneven nature of the innovation process in Russia by regions. Therefore, this research was
carried out for 4 groups of regions - clusters, differing in the level of innovative development due
to different historically developed levels, geographic and economic factors (Volkova N. N., &
Romanyuk E.I., 2012). At the first stage, the authors formed a matrix for all selected indicators
and all regions by three time periods: 2005, 2010 and 2015. The filling of the data matrix is close
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to 100%, but some missing values had to be introduced artificially. For some indicators, for
which there is no data in individual regions, for example, the number of patents and inventions or
the number of advanced technologies used, the missing indicators have been replaced by the
minimum values for this indicator.

To study the impact of innovation activity in specific regions on the volume and
dynamics of gross domestic product, the correlation ratios between gross domestic product and
integral indices on the data matrix in 2005, 2010 and 2015 were calculated. The heterogeneity of
innovative processes in each cluster predetermines the ambiguity of the influence of various
factors on the change in the gross domestic product.

Thus, the first cluster includes 17 regions of the predominantly European part of the
Russian Federation: Moscow, Vladimir, Kaluga, Ryazan and other regions. They have
sufficiently developed significant innovative potential, as well as opportunities for activating its
use. Therefore, the volume of fundamental research, the costs of technological innovation and
the number of patents for inventions and utility models are of paramount importance for this
cluster (Figure 7).

Figure 7
THE RATING OF FACTOR DETERMINING THE LEVEL OF GROSS DOMESTIC PRODUCT FOR
THE 15T CLUSTER REGION
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The regions of this group have the highest priority in terms of the feasibility of both
public and private investments in the development of their innovative potential. They are the
locomotive of the country's innovative development and essentially determine the state of the
investment climate in the country as a whole.

The second cluster includes the regions which innovation potential state is at the level
corresponding to the average one for Russia. It includes old industrial centers located mostly in
the Volga region and Siberia (Perm, Samara, Ulyanovsk and other regions), but those that have
partially lost their potential during the nineties.

The emphasis in this group shifts from basic to applied research, including patents, the cost of
utility models and developed advanced manufacturing technologies (Figure 8).

Figure 8
THE RATING OF FACTOR DETERMINING THE LEVEL OF GROSS DOMESTIC PRODUCT FOR
THE 2ND CLUSTER

Correlation ratio

0.998

0.996

0.994

0.992

0.991

0.990

1 2 3 4
Applied Patents for Costs for Developed
research, utility technological ~ advanced production
(min. rub) models, innovations, technologies,
number min. rub. min. rub.

The role of scientific research is also predominating in this group, but its applied and
technological aspects are decisive, which is due to the fact that the potential of this innovative
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economic growth was mainly formed in the branches of the machine-building complex that
produced industrial products for domestic consumption and exports. Thus, the implementation of
the innovative potential of the 2nd cluster regions will require considerable financial costs and
can be implemented in a longer period.

The third cluster unifies the regions with predominantly mining specialization: Tyumen,
Sakhalin regions, the Komi Republic and others. It has a high financial potential for innovative
development, on the one hand (Shilova N. N. & Salcheva S., 2015), but also a clear imbalance
due to the mono-raw industry specialization (Figure 9), on the other hand.

Figure 9
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In this group, the role of applied research factors and the number of patents for utility
models received is shifted to the 5th and 6th places. Extensive factors reflecting the number of
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people employed in research activities are the most important ones: the number of innovation-
active enterprises, internal costs of research and development, the number of organizations and
people involved in research and development.

The fourth cluster includes regions characterized by the development of innovative
potential below the national average. These are mainly the backward regions (the Altai Territory,
the Republic of Ingushetia, Kalmykia, etc., Figure 10).

Figure 10
THE RATING OF FACTORS DETERMINING THE LEVEL OF GROSS DOMESTIC PRODUCT FOR
THE 4TH CLUSTER REGIONS

Correlation ratio

0.976
0.976
0.974
0.974
0.972
0.970 0972
0.968 0.7
0.966 0.968
0.964
0.966
0.964
1 2 3
Use of advanced Patents for Innovation-
production utility active
technologies, models, enterprises,
number number number

In this group, due to technological backwardness, the factors of using advanced
production technologies and the use of patents for utility models obtain a special role, as well as
a simple increase in the number of innovation-active enterprises, because for some regions, their
number is extremely low, and, for example, the number of organizations performing scientific
research is even less than 5.
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DISCUSSION

Thus, the performed studies allowed to prove empirically the existence of an objectively

existing relationship between the GDP volumes and the level of innovative development of a
region, as well as to identify the priority factors of regional development in different situations,
depending on the degree of their innovative development.
Unfortunately, quite often extensive quantitative indicators do not fully reflect the effect of
investing in innovative development. For example, a comparison of the serious intensity of the
world innovation processes and its low range in certain regions of Russia allows us to conclude
that the use of various resources for the creation of innovative technologies and goods in the
Russian Federation is low. As official European statistics shows, the unit of costs for
technological innovation in the EU countries accounts for 8.8 units of a technologically new
product, and in Russia — for only 1.2 units ("STATISTICS of SCIENCE AND EDUCATION",
2015). Russia is significantly inferior to all European countries, except for Cyprus and Malta, on
the number of units of innovation product costs, per unit of innovation costs. In particular,
the value of this indicator in Russia is almost 3 times lower than the values of Iceland, and 4.5
times lower than those of Denmark (Kleyner G. B., 2011).

Thus, innovation as an integral feature of entrepreneurship in the Russian reality has not
yet been fully developed (Guan J. & Liu S., 2005). This is due to the existing serious
shortcomings in the existing economic mechanisms, and first of all, in those aimed at stimulating
and ensuring the conditions for the development of innovation activity, due to the same approach
to all regions without taking into account the degree of their real innovative development. In the
future, the research conducted and the rating of factors will allow developing individual schemes
of innovation development for each of the four clusters of regions, depending on the degree of
their innovative development. This will allow obtaining the most out of the invested funds, and
in particular, the highest level of gross domestic product, which is especially important in the
modern conditions, since it is the innovative model of development in the modern economy that
is called the priority and even the only possibility for consolidating positions in the conditions of
depletion of natural resources and increasing the international competition. (Galan Jose I., &
Sanchez Maria J. 2006).

CONCLUSION

The results obtained allowed the authors to form the trends for further research. Firstly, it
is necessary to develop specific schemes for innovation development of each region, depending
on the cluster in which it is included, taking into account the identified rating of innovation
development factors that determine the level of gross domestic product in each particular cluster
(Kiselitsa E.P., & Shilova N.N., 2016).

Secondly, recommendations should be developed for each region, regulating the
observance of certain ratios of the values of determining factors (increase in the number of
innovation-active enterprises, the amount of internal costs for research, use of advanced
production technologies, etc), since an unjustified increase in investments in one of the factors
can negatively affect the entire result of the activity of a particular region. A methodical
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procedure for justifying the forms and procedures of state participation in investment projects of
innovation-type processing industries should be developed (Shilova N. N., Salcheva S. S., 2014).
Thirdly, the study of innovation as a social process is closely related to the development
of society, the standard of living, and the current institutional system that regulates the trends of
development of the economic sectors. The research in the field of innovation activity is more
focused on changing the intensity of innovation activity and developing innovative capacity, but
should not be limited to them. A special trend - innovation metrics - arose and is actively
developing in the Western science. Moreover, the development of research in the field of
innovation is very closely related to the improvement of the “innovation™” term. In this regard, it
IS necessary to take into account both the expansion of the "innovation” term itself and the
expansion of the number of the involved factors that determine the development of a region.
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ABSTRACT

The purpose of the study is to assess the competitiveness and to define the indifference
price of the innovative medical device in order to substantiate its commercialization strategy in
the context of import substitution in Russia. Individual methods and elements of the
commercialization strategy were tested. They can help determine a reasonable price for the
device for a consumer, calculated using the "indifference price” method and taking into account
the competitiveness factor by the example of a mobile device for express diagnosis of myocardial
infarction biomarkers developed in SPbSETU "LETI". The study revealed the areas of
adjustment of technical and consumer characteristics of the device, due to which the competitive
position of the device on the market will change. The conclusion was made that the assessment of
competitiveness should be carried out at all stages of the development and launch of the device
on the market with the purpose of implementation of a successful commercialization strategy.

Keywords: price, competitiveness, import substitution, commercialization, devices for
medical use.
INTRODUCTION

At the moment, the Russian Federation is implementing the strategy of innovative
development of the economy and import substitution in healthcare. In this context, Russian
researchers develop products and technology, including those for medical use, both on the basis
of foreign analogues and unique ones, with the degree of completion of developments varying
within a wide range — from an idea to a prototype.

Healthcare is the most important area of life support; the results of its functioning shape
the quality of life. In 2014, total consumption of medical products in the Russian Federation
amounted to 199.6 bin rub., of which 78% fell on the consumption in the public sector. At the
same time, only 16.6% (33.2 bin rub.) fell on the medical products of domestic production, while
the remaining 83.4% fell on the imported products (STC MEDITEX, 2015). As such, the
predominance of imports in consumption and supply of the medical products on the Russian
market leads to a dependence of prices for vital devices on the international economic and
political situation. In our opinion, this area should remain stable and to a minimal degree depend
on changes in the economic and political situation in the world. Achievement of such a state
requires targeted shaping of national security in healthcare and ensuring its import independence.
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According to the Order of the Ministry of Industry and Trade of the Russian Federation
dated January 31, 2013 No. 118 on the approval of the development strategy for the medical
industry of the Russian Federation for the period through to 2020, 10% annual growth in the
volumes of the medical products market are expected since 2015. As part of the scenario of
organic growth, the volume of the market for medical devices will reach 340 bin rub. by 2020.
At the same time, the share of domestic medical products in consumption should increase to
40%, the share of exported domestic products should increase to 16.3%, the share of companies
implementing technological innovations should increase to 50%, and labor productivity in the
medical industry should double the level of 2012.

As such, the efficient solution of the task of import substitution in healthcare requires to
ensure the promotion of promising developments from research laboratories into practice and
their implementation with minimal cost, as well as to form the resource base for continued
research and development of the “research — production — consumption” chain in order to further
improve the equipment of healthcare.

However, the "research for research" model is currently being implemented in the
Russian economy, when they remain non-demanded on the market after the execution of grants.
According to data from NBK Group, the share of commercialized patents has been declining in
Russia from 2004 to 2012. In 2012, the figure reached the value of 0.14%, which is 2/3 less than
in 1992 (NBK Group, 2013). According to data from HSE, 2,965 internal agreements on trading
licenses and alienation of patents were registered in 2014, of which 14.8% fell on the agreements
in the area of medical equipment (Gorodnikova, N.V, Gokhberg, L.M., Ditkovskiy, K.A. et al.,
2016). According to the federal target program "Development of the pharmaceutical and medical
industry of the Russian Federation for the period of 2020 and beyond", the figure "volume of
production of modern domestic medical products at the expense of commercialization of the
developed technology" reached the target value of $0.8 bin rub. in 2014, was fulfilled by 44.8%
and amounted to 1.3 bin rub in 2015. We must note that this figure should rise 41.3 times by
2020 as compared to 2015 and reach 53.7 bln rub. As such, the real growth rate is much lower in
2015 than the target. On the other hand, the academics note that Russian universities should both
develop scientific-innovative activity of universities (Rodionov, D. G., Rudskaia, I. A., &
Kushneva, O. A., 2014) and address issues of promotion and incorporation into the international
academic system (Rodionov, D. G., Fersman, N. G., & Kushneva, O. A., 2016) (Rodionov, D.
G., Rudskaia, I. A., & Alexandrovna, K. O., 2014). Consequently, in the absence of changes in
the current model of research, the gap between target and actual figures will increase, and
research of the domestic scientists will remain non-demanded on the market.

Based on the above, the achievement of the goals presented in the strategy of
development of the medical industry through to 2020 requires organizational and industrial
mechanism of consolidation of business, state and academic community in the development of
the medical industry. This goal can be realized through the development of the complex of
methodical support of the implementation and commercialization of domestic innovative devices
and technology of medical use, meeting the interests of representatives of the business,
government agencies and researchers. This will contribute to the achievement of the strategic
goals at the expense of improving the efficiency of selection of promising innovative
developments, optimization of the process of their implementation, distribution focused on the
complex socio-economic result, and commercialization of innovations.

Issues of evolution of models and processes of development of innovative medical
devices are widely discussed in the scientific literature by Wood B. (1996), Rudelius W. (1997),
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Alexander K., & Clarkson P. J. (2002), Imelli P. & Kobe C. (2008), Mehta S. S. (2008), Shah S.
G. S. & Robinson 1. (2008), Panescu D. (2008), Rochford L. & Medina L. A., Kremer G. E. O. &
Wysk, R. A. (2013), Santos I. C. (2013), and Philips Plastic Corporation (2013). It was found
based on the analysis of papers of these authors that the assessment of the potential of
commercialization of innovative devices for medical use must be accompanied by the processes
of testing the hypotheses about the demand for design, configuration and consumer-oriented
characteristics by the main consumers and users of the device. In particular:

1. At the preparatory stage, when the idea is generated, the overall concept of the device is
determined and a project plan created, it is required to: conduct a study of regulatory
requirements to the characteristics of the device, compare its hypothetical characteristics
with the characteristics of the analogues that exist today, predict their development in the
future, define a niche the device will take in the future using the price-quality parameters,
which consumer-oriented characteristics will be most in demand on the market;

2. In the process of the device development, it is required to control the correspondence of
actual device characteristics to those defined at the preparatory stage, test pilot samples of
the device and convert the users and consumers feedback into measures to improve the
quality of the device and to bring its characteristics in correspondence to the ones
required by the market;

3. At the stage of the creation of the device and its launch on the market, it is required not
just to conduct its clinical trials in order to determine its compliance with all necessary
regulatory requirements and the final formalization of its characteristics and the effect on
a patient, but also to define production specifications, plan and methods of production,
supporting processes of marketing, packaging, logistics, etc.

As such, each stage of the device development sets various goals for the team of
researchers, the achievement of which is required for a successful launch of the device on the
market. As a consequence, the organizational and methodical complex must contain a set of tools
adapted to the specific goals and objectives for each stage. In this case, the process of the device
creation will be synchronized with both the evolution of market requirements to the
characteristics of the device and to the changes in the regulatory and institutional nature, which
will increase the chances of its successful commercialization.

The reviewed methodical bases of commercialization of innovative medical devices will
be tested on the example of a mobile device for express diagnosis of myocardial infarction
biomarkers. The prototype of this device was designed by the research team of the Center of
Microtechnology and Diagnosis of the Saint-Petersburg State Electrotechnical University
"LETI" named after V.I. Ulyanov-Lenin (hereinafter SPbSETU) within the grant "Development
of physical and chemical foundations and creation of the sample of the analytical micro-
nanobiosystem for preclinical express identification of myocardial infarction biomarkers" from
the Ministry of Education under the federal target program "Scientific and academic human
resources of innovative Russia” (Agreement No. 14.V 37.21. 0793 dated September 03, 2012)
(Pat. 2280247 of the Russian Federation, MPK7 G01N21/64, GO1N21/03) (Luchinin V.V,
Zimina T.M., 2013).

As part of this study, the consumer characteristics of the domestic express analyzer of the
critical states developed in SPbSETU "LETI" were assessed, the optimal price was defined
taking into account the level of its competitiveness, and the optimal device characteristics from
the perspective of the consumer were defined.
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METHODS

The key goal of the study was to quantitatively assess the competitiveness of the
domestic express analyzer of critical conditions, as well as to determine the optimal price for the
device, taking into account the calculated level of competitiveness. The “indifference price"
method was used to do so, which allows to define the level of price for the product, at which a
unit of useful effect of one product and the product of competitors will have the same price. In
other words, the price is defined, at which the buyer will have no difference which product to
purchase: the product in question or the competing one (Lifits, I.M., 2014).

Assessment of competitiveness and determination of the indifference price is made in
several stages:

1) Market analysis, identification of key competitors.

2) Identification of the most important technical and consumer characteristics of the
device.

3) Determination of the level of importance of characteristics for the end user as a weight
index (index of importance), k; € {0 ... 100}, expressed as a percentage. The weight index can be
calculated as the arithmetical average assigned to the selected technical characteristics using the
method of expert assessment. }. k; = 100.

4) Determination of the product characteristics, optimal for the consumer, in accordance
with the wishes and preferences of consumers, i.e. identification of the characteristics of the
"ideal™ product.

5) Assessment of the degree of correspondence of each parameter of the assessed product
to characteristics of the "ideal” product as a percentage: I;,j € {1,.. m}.

6) Calculation of the average parametric index (API) for each device n:

AP, =21, )

where:

n is a device, for which the calculations are made, APIn,n € {1, ...,N}.

7) Calculation of the average weighted parametric index expressed as a percentage, which
reflects the degree of correspondence of each parameter of the assessed product to characteristics
of the "ideal" product, taking into account the degree of importance of each characteristic to the
consumer:

8) Determination of the reduced parametric index (RPI,) of the tested (base) in
comparison with the n-th competing device, which provides the comparative assessment of its
competitiveness and the comparative value of the product to the consumer. The calculation is
made using the following formula:

RPIn = AWPIn

= mx 100, (3)

where
AWPIO is an average weighted parametric index of the base device.
9) Calculation of the markup or discount to the price of the base device (T,) based on the

difference in quality with the n-th competing device:
100—RPIn
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10) Calculation of the indifference price for the base device (Qn) in comparison with the
n-th competing device using the following formula:

_100+4Tn
100

Qn *Cn, (5)
where:
C, is a price for the competing device.

Thus, the "indifference price” method allows to find out whether a product will be
competitive on the market, as well as the price for the product, at which the consumer will be
ready to buy it, taking into account the quality level of the product compared to its competitors.
The price for the product must correspond to the value of the product for the consumer, which
means that the price for the product must be set in accordance with the calculated reduced index,
which reflects the relative competitiveness of the product. The admissible markup (discount) to
the device due to the difference in the quality of the assessed product and its competitors is
calculated on the basis of the above index. At such pricing, the position of the assessed product
will be the same as those of competitors, and the customers will be indifferent to the purchase of
both products.

Use of this method allows to identify the strengths and weaknesses of the product, which
can be taken into account when developing a strategy for its promotion and further R&D aimed
at development of the innovative products.

RESULTS

The device competitiveness was assessed and the indifference price was defined for a
medical device — express analyzer of critical conditions of myocardial infarction biomarkers,
designed by the research team of the Center of Microtechnology and Diagnosis of the SPbSETU.
The principles of the device operation are detailed in Zimina T. M., & Luchinin V. V. (2011),
(Agreement No. 14.B 37.21. 0793 dated September 03, 2012) (Pat. 2280247 of the Russian
Federation, MPK7 GO1N21/64, GO1N2 /03) (Luchinin V.V., Zimina T.M., 2013).
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DEGREE OF IMPORTANCE OF THE PARAMETERS OF THE EXPRESS ANALYZER OF CRITICAL
CONDITIONS DIAGNOSING AMI FOR THE CONSUMER (AS A PERCENTAGE)

Measurement of blood gases
Measurement of cardiac markers
Measurement of electrolytes
Measurement of body chemistries
Availability of a built-in printer
Interpretation of results (displaying)
Speed of analysis

Cartridge shelf life

Portability (dimensions)

Portability (weight)

Number of cardiac markers measured

Memory capacity

10 12 14

At the first stage, the market for the express analyzers in Russia was analyzed with the
purpose to define the key competitors based on regulatory requirements. As a result, it was
determined that the express analyzers of critical conditions belong to the means of preclinical
diagnosis, the target segment of which are ambulances equipped in accordance with the Order of
the Ministry of Healthcare of the Russian Federation dated 01.12.2005 No. 752 "About
equipment of medical ambulances.” In accordance with the latter, an express analyzer of
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Table 1
COMPARATIVE ANALYSIS OF THE EXPRESS ANALYZERS OF CRITICAL CONDITIONS
I-STAT 1 model 300 | Cobas h 232 LETI develobment
Characteristics (Abbott, Point-of-Care, | (Roche, Point-of- (Point-of-Care Rusgia)
USA) Care, USA) ’
| Parameters measured:
Blood gases - -
Electrolytes - -
Body chemistries -
Cardiac markers:
Troponin | + + +
Creatine kinase-MB +
BNP + -
Myoglobin - + +
o monns at algo ol T o
1 0
1 gzretlrfid es/ “fgi stick%f El?vr:operat/lxjnreil?sf ’ tz(i)t ° Cai +¥2°C 10 +8°C. Up | 12 months at a
g P ' to 1 week at a | temperature of 2 to 8°C
months temperature of 18 to
30°C temperature  of
+15°C to +25°C
Time required for
11 analysis of cardiac | 10 minutes 15 minutes 10 minutes
markers
. LCD display, option to LC.D display, Monitor, on-board
Display of option to connect o
\Y) . . connect to a computer, computer, no built-in
information AR to a computer, - .
built-in printer e printer designed so far
built-in printer
V Dimensions
Dimensions, cm 7.69x23.48 x7.24 275x10.2x55 | 15x10x20
Weight, kg 0.65 0.65 0.8
Vi Custc_)mer support in | well developed across | well  developed absent at the moment
Russia the country across the country
yes (Registration | yes (Registration
Registration in the | Certificate FS  No. | Certificate FS
Vil Russian Federation 2006/807 dated | 2007/00474 dated absent at the moment
30.05.2006) 23.10.2007)
$8,800 + $230 per
VI Price $9,600 - $450 per pack pack (10 | not on sale at the moment
(25 cartridges) S
dipsticks)

critical conditions is a must device for resuscitation trolleys and specialized ambulances. The
analysis of this order resulted in identification of two competitors to the domestic device: I-STAT
1-300 (Abbott, USA), which is used to equip ambulances, and Cobas h 232 (Roche, USA). The
results of the second stage — comparative analysis of express analyzers of critical conditions —

are

shown in Table 1.

At the fifth stage, the correspondence of devices to consumer demands was assessed, and

the average weighted parametric index was calculated at the sixth stage (Table 2).
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At the seventh stage, based on the weights assigned to each characteristic of the device,
the average weighted parametric index was calculated using formula 4, which reflects the degree
of correspondence of the compared devices to consumer preferences (Table 3).

Table 2
CALCULATION OF THE AVERAGE PARAMETRIC INDEX OF EXPRESS ANALYZERS OF
CRITICAL CONDITIONS
Development
Parameters of | of SPbSETU S(I)-(;S;I':g'b(l):[t Cobas h 232
No. Specifications the "ideal" "LETI" 1 : " | (Roche, Point-
X : Point-of-
device (Point-of- of-Care, USA)
. Care, USA)
Care, Russia)
1 ECG yes 0.00 0.00 0.00
2 Measurement of blood gases yes 0.00 100.00 0.00
Measurement  of  cardiac
3 markers yes 100.00 100.00 100.00
0.00
4 Measurement of electrolytes yes 0.00 100.00
: Measurement  of  body s 0.00
chemistries y 0.00 100.00
6 Availability of a built-in 100.00
printer yes 0.00 100.00
; Interpretation  of  results s 100.00
(displaying each parameter) y 100.00 100.00
. . 100.00
8 Speed of analysis 10 min. 100.00 66
) ) 50.00
9 Cartridge shelf life 12 months 100.00 50.00
10 Portability (weight) 0,65 77.00 50.00 50.00
11 | Portability (dimensions) 169 % 2848 75.00 100.00 70.00
Number of cardiac markers
12 measured (myoglobin  was 3 100.00 90.00 100.00
added)
13 Memory capacity 5000 80.00 100.00 90.00
Total 56.31 81.23 58.46

Thus, the consumer demands are best satisfied by I-STAT 1-300, which by 80%
corresponds to the "ideal" representations of the consumer. The domestic express analyzer is
currently inferior to its competitors and corresponds to the “ideal" representations of the
consumer only by 45%.
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Table 3
CALCULATION OF THE AVERAGE WEIGHTED PARAMETRIC INDEX OF EXPRESS
ANALYZERS OF CRITICAL CONDITIONS
Development | [|-STAT 1-
Weidhted of SPhSETU 300 Cobas h 232
No. Specifications indgx o "LETI" 1 (Abbott, (Roche, Point-
70 (Point-of- Point-of- of-Care, USA)
Care, Russia) | Care, USA)
1 ECG 12.06 0.00 0.00 0.00
2 Measurement of blood gases 12.06 0.00 12.06 0.00
3 Measurement of cardiac markers 11.06 11.06 11.06 11.06
4 Measurement of electrolytes 10.55 0.00 10.55 0.00
5 | Measurement of  body | 4 gp 0.00 10.55 0.00
chemistries
6 Availability of a built-in printer 7.04 0.00 7.04 7.04
7 In'_terpre'gatlon of results 6.53 6.53 6.53 6.53
(displaying each parameter)
8 Speed of analysis 6.03 6.03 3.98 6.03
9 Cartridge shelf life 5.53 5.53 2.76 2.76
10 Portability (weight) 5.03 3.87 251 2.51
11 Portability (dimensions) 5.03 3.77 5.03 3.52
Number of cardiac markers
12 measured  (myoglobin  was 4.52 4.52 4.07 4.52
added)
13 Memory capacity 4.02 3.22 4.02 3.62
Total 100.00 4452 80.16 47.59

At the eighth stage, the reduced parametric indexes of the domestic express analyzer were
calculated in comparison with two competitors; discounts to competitors’ prices were calculated
at the ninth stage; the indifference prices were determined according to the level of its
competitiveness at the last stage (Table 4).

Comparison of the domestic device with the competitors allowed to determine that the
quality of characteristics of the device I-STAT 1-300 are higher than that of the domestic express
analyzer by 44.46%, while the indifference price for the device developed at SPbSETU "LETI"
may amount to 433,220 rub. with respect to the I-STAT 1-300.

The study resulted in a conclusion that the project of the domestic express analyzer does not fully
correspond to consumer preferences at the moment due to the lack of three groups of measured
parameters which the specialists require in their daily work (see Table 1), as well as a built-in
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printer to print out the results to attach to the case-record (Kozlova E.A., Kudryavtseva T.Yu.
2016). As such, the decision was made to improve the device, taking into account the market
demands on the following parameters: availability of a built-in printer, possibility of measuring
ECG and general clinical minimum.

Table 4
CALCULATION OF THE INDIFFERENCE PRICE FOR THE EXPRESS
ANALYZER OF THE FIRST GENERATION

_ I-STAT 1-300 (Abbott, | Cobas h 232 (Roche,
Indicator Point-of-Care, USA) | Point-of-Care, USA)

Market prices of competitors, thous. rub. 780 610

Discount to the price of the analyzed

device based on difference in quality,% -44.46 -6.44

Indlffer_ence prices in relation to 433 571
competing products, thous. rub.

Repeated calculations were made when comparing the improved device — let it be the
device of the second generation — with the competitors. It was determined that the quality of I-
STAT 1-300 is higher than that of the domestic express analyzer by 7.47%, while the quality of
Cobas h 232 is inferior to the analyzed device by 55.86%. Accordingly, the price for the
domestic express analyzer with respect to the I-STAT 1-300 may amount to 721,720 rub. (Table
5). Upon the improvement of the device in accordance with the market demands, its position will
improve with respect to competing products, and the price will rise accordingly.

Table 5
CALCULATION OF THE INDIFFERENCE PRICE FOR THE EXPRESS
ANALYZER OF THE SECOND GENERATION

I-STAT 1-300 Cobas h 232
(Abbott, Point-of- | (Roche, Point-of-
Indicator Care, USA) Care, USA)
Market prices of competitors, 780 610

thous. rub.

Discount to the price of the
analyzed device based on -1.47 55.86
difference in quality,%

Indifference prices in relation to

competing products, thous. rub. 722 951
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DISCUSSION

The analysis of the market for express analyzers of critical conditions diagnosing AMI
and comparisons of consumer characteristics of the analogues of the device developed by
researchers at the SPOSETU "LETI" that exist on the market allowed to reveal that it was inferior
to competitors by a number of factors at the moment. The key areas of improvements are the
expansion of the measured parameters with the ability to analyze the general clinical minimum,
integration of a built-in printer and an electrocardiograph, which will be an innovative
component of the device that will allow to carry out a comprehensive diagnosis of AMI. As such,
the optimal price for the development of the domestic express analyzer of the first and the second
— modified — generation of the device was calculated to make the device much-in-demand for
consumers, taking into account the calculated competitiveness ratio. The difference in the price
for two generations of the device is determined by a different set of consumer characteristics: in
particular, the indifference price for the domestic express analyzer of the first generation is from
433 thous. rub. to 571 thous. rub., for the device of the second generation — from 722 thous. rub.
to 951 thous. rub.

The conducted study allowed to test the hypotheses of the researchers concerning the
correspondence of the designed characteristics of the device to the key demand parameters. The
reduced indifference prices are guidelines for determining the future price of the device.
Theoretically, it should be not higher than the values obtained for each configuration. Otherwise,
the device will be uncompetitive by the price parameter to foreign counterparts.

It should be noted that the optimal market price for the express analyzer under
development must be calculated at all stages of the device development, because technical and
consumer characteristics of the device, as well as its manufacturing technology, can be adjusted
at any stage of development, resulting in the change of its competitive position on the market
and, accordingly, the price of the device requires an adjustment in accordance with the new data.

CONCLUSION

As such, this study presents the results of testing the individual elements of the
organizational and methodical complex under development, which are associated with the
assessment of the competitiveness of medical diagnostic devices. The obtained results and
recommendations allowed the researchers to obtain information about the key areas of
improvement of the device and the demand parameters required to enter the creation stage.
Besides, the work on the informational and methodological support of the process of
commercialization of the device for express diagnosis of disease biomarkers allowed us to obtain
a practical result of the use of the organizational and methodical complex and to implement the
processes of development and tool testing at the same time. The qualitative component of the
process of developing the tools for commercialization of innovative devices was improved
thanks to the principle of continuous learning and obtaining relevant information from the key
stakeholders.

Further research involves developing the conceptual provisions and methods based on
them, which will allow to assess the potential of introduction and commercialization of
innovative diagnostic medical devices, and to effectively manage the introduction and
commercialization in the case of a positive forecast. This complex will largely base on foreign
research and development in order to support the process of integration as part of the topic of the

domestic academic and practical fields under study into the international one, as well as
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implementation of the import process and adaptation of the best developments to Russian
conditions.
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CRITERIA BASIS FOR CHOOSING THE PREFERRED
STRATEGY OF THE ENTERPRISE DEVELOPMENT

Olga Viktorovna Lenkova, Industrial University of Tyumen
ABSTRACT

The goal of this article is to develop methodological tools that would allow to choose the
most acceptable option of the strategic development of the company from several alternatives
guided by formalized criteria. For this purpose, the following tasks have been set and solved
successively in the paper: a review of existing general theoretical tools for choosing from the
strategic alternatives has been provided, the need for formalization of the selection procedure
has been proved, the possibility of correlation between the company's targets and criteria for
choosing the strategy has been shown, the set of criteria for choosing the corporate strategies
has been proposed, the calculations based on the data of a specific petrochemical holding have
been presented. The possibility of using multicriteria optimization methods for solving the
indicated problem is shown in this paper. For this purpose, a target model has been formed, the
choice of the model form and the criteria for inclusion in it have been justified, and it has been
tested.

Key words: multicriteria, choice, strategy, option
INTRODUCTION

There is a fairly wide range of tools that allow to justify the preferred vector of the
strategic development of the company at various levels of the management hierarchy at the
moment. In most cases, a detailed strategic analysis of the internal and external environment
precedes the solution of such provisional issues, the selection of the preferred option of the basic
corporate strategy of the enterprise (SWOT analysis, SPASE matrix, Thompson-Strickland
matrix, etc.) is being usually based on its results. A portfolio strategy is also being developed at
the corporate level; there are many methods of portfolio analysis for its development in the
theory of strategic management (BCG, McKinsey, ADL, etc.). These portfolio tools can be easily
transformed taking into account the specifics of the activity of the economic entity under
analysis, its place in the general management hierarchy, etc. A synopsis of the existing
methodological possibilities of justifying an option of the competitive strategy (M. Porter matrix,
building a competitive profile, SPASE matrix, etc.) can be implemented in a similar manner.
However, these tools are of general theoretical (methodological) nature and are intended
primarily for the implementation of the analytical function of strategic management, while the
decisions on the choice of the vector of the further development of the company are normally
taken by expertise at strategic sessions. At the same time, despite their ease of use and high
decision-making speed, expert evaluations have a significant drawback which is a high degree of
subjectivity. Formalization of separate stages of strategic choice can be recommended to reduce
it, which will be discussed in this paper.
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METHODS

As already mentioned, the methodological approaches specified in the introduction allow
forming a set of options (alternatives) of the strategy of the company development, where the
choice of preferred one is a rather difficult task. From the position of the authors’ logic,
the solution to this problem should initially be based on the general concept of strategic
management, with one of the fundamental postulates of which being proposed to consider the
understanding of the definition of the "strategy" as "... a means of achieving the targets of the
firm...". In this regard, it is feasible to determine the preferableness of a particular option from
the standpoint of its greatest contribution to achieving the targets set at the initial stages of the
strategy development. At the same time, it should be noted that the company can have a large
number of strategic targets. Confrontation between some of them can be often observed. Besides,
different targets may have different significance for the company at a particular stage (in
particular market conditions) of its development. It is proposed to consider the structuring of
targets in terms of the levels of decision-making in the organization — substantial, corporate,
competitive and functional in order to solve this task.

In this case, as follows from one of the SMART principles, each goal must be specific,
i.e. be largely described in quantitative figures. Qualitative targets are the exceptions. However,
as the practice of target setting shows, most qualitative targets can be quantified, i.e. they can be
described by a set of quantitative parameters through competent decomposition.

Regarding the strategic targets, the following multipurpose hierarchy of targets for
commercial organizations can be proposed. It is recommended to set a master target to maximize
the company's market value at the general corporate level. Alternatively, there can be an
indicator reflecting the difference between the book value and the market (efficient) value of the
business. This choice is determined by the fact that the cost indicators of the enterprise, unlike
the traditional profitability indicators (profit, cash flow, etc.), allow to provide for a necessary
time horizon of planning to be formulated in the development of the strategy and are more
complex. Moreover, as practice shows, the use of such indicators in the target setting can help
owners to solve the agency conflict by using them as key indicators for the formation of a
motivation system for hired managers.

If the company under study is multiprofile or multimarket, it is also necessary to ensure
the balance of the product-market portfolio at the corporate level, along with ensuring the growth
(maintaining) of the value of the organization. There is a lot of information about the need to
ensure the balance of the corporate portfolio in various sources, but it is difficult to find a
formalized approach that would allow to evaluate it using specific parameters. If, according to
the authors’ logic, understanding of the balance is approached from the standpoint of filling the
portfolio with strategic business units (SBU) located at different stages of their life cycle, then it
is proposed to measure the degree of balance of the corporate portfolio (BCP) as follows:

N.I.I. - R;D *q*d, (1)

where RER is profitability of SBU in the corporate portfolio;
g is market growth rate;
d is share of SBU in the corporate portfolio
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This indicator is calculated based on the concept of the life cycle of the
product/company, which is fundamental in the construction of almost any portfolio matrix — in
particular, in this case, the balance was calculated based on the basic portfolio tool — the matrix
of the Boston Consulting Group (BCG). The indicator can be complicated if more sophisticated
portfolio tools are considered as a methodological basis for its definition. However, the subject
matter of the proposed approach to the formalization of this qualitative "balance™ criterion will
not change in this case.

The key competitive target of the company can be formulated in a general way as the
need to increase the level of competitiveness or the status of the organization in comparison with
competitors. This complex indicator can also be calculated using various methods. In particular,
in case of relying on building a competitive profile of the company, the technology for
determining the specified indicator will include several computational and analytical steps. For
example, it is initially recommended to carry out a comparative evaluation of the company with
the strongest (closest) competitors by a certain set of indicators, which may include the
following:

Sales volumes for target products (market share).
Prices for main products.
Level of the service provided to the buyer.
Number of assortment groups.
Company image.
Other
The resulting estimates that have different units of measurement should be subjected to
the normalization procedure, and then the value of the resulting competitiveness indicator should
be found, either by simple summation of the obtained data, or by weighing these estimates.

Regarding the functional targets, it must be noted that the specifics of their formulation
are largely determined by the role of the functional level in the strategic planning system, and in
particular by the fact that it is a transitional link in the sequence "strategy development — strategy
implementation”. Taking into account that the strategy is normally developed "downwards", it is
indisputable that the weight of the targets of this level in the general management model by
targets will be relatively small. At the same time, in the context of a large number of functional
areas within a single company, and hence a significant number of corresponding targets, only the
most important ones should be included in the general model of choosing the options of the
organization development in order to avoid its excessive overload.

The significance of functional targets can be determined at the stage of strategic
analysis of the internal environment, in particular at the stage of constructing a diagnostic model
and determining the weight of the parameters of a functional unit. For example, for organizations
whose production process is described by high labor intensity, the productivity (efficiency) of
labor can serve as the key indicator for formulating the functional target. It is always important
for nearly all the organizations to set financial targets, which at the functional level are usually
formulated in terms of sufficiency of proprietary financial resources. The indicators of the prime
cost of the target products can also be included in the model, which describe the efficiency of the
functional departments and units from the standpoint of the resource approach. However, this
indicator should be included in such models very carefully, since the issue of its level in the
general administrative hierarchy is controversial. Reducing costs can be a general corporate
target, reducing costs relative to competitors can be a competitive target, cost optimization in
terms of functional areas can be a functional target, respectively.
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Following the study, it makes sense to suggest that the issue of choosing a strategy
based on the comparison of alternatives on the principle of the best contribution to the
implementation of the above multilevel targets can be solved through the use of multicriteria
optimization tools. In this case, it is feasible to form the list of criteria from the indicators used in
target setting. In the implementation of this approach in order to choose the most preferable
option of the strategy, it is expedient to set the objective function F, which can present the
following correspondence:

F(V,.B,,,C, N, PC) — max, )

where Vb is the value of the business;

Bpp is the balance of the product portfolio;

C is the comprehensive indicator of the competitiveness of the organization;
Nf is the need for additional funding;

PC is the prime cost of the target products.

According to the theory of managerial decision-making, two types of models can be
used to build an objective function: additive and multiplicative. From the author’s point of view,
the choice of the form of dependence of the target indicator on the complex of the parameters,
which describe it, does not have fundamental importance for this study. Besides, it seems that the
choice of the model should not have any impact on the final result. An example of building an
additive model using the target criteria justified above is given below:

F =W, |w, *V, + Wy *By, [+ W, [we *CJl+W;|-wy, *N; —wye *PC|— max , (3)

where w are specific weights of the relevant criteria,
Wi, Wo, W3 is weight (importance) of the relevant level of strategic decisions.

The advantage of using the additive model is that it allows not only to operate with
quantitative and qualitative indicators, but also to take into account their direction. The indicators
(criteria), which must grow (tend to maximum) to ensure the achievement of the target, are put
into the model with a “plus” sign, while the ones that tend to minimum are put in the model with
a “minus” sign. For example, in our case, model 3 with a negative sign will include criteria such
as "need for additional funding” and "prime cost of the target products”, while the remaining
criteria will be put in the calculation with a “plus” sign.

It is noteworthy that in this situation, the model allows to take into consideration not
only the nature of the influence of the parameter on the objective function (positive or negative),
but also the weight (significance) of each indicator for achievement of the target. At the same
time, the specific weight of each criterion in the model can be found in different ways — for
example, by their ranking depending on the level of their corresponding goals in the corporate
managerial hierarchy (Figure 1)
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Figure 1
EXAMPLE OF DETERMINING THE SIGNIFICANCE (WEIGHT) OF THE CRITERIA

Levels of strategic decision- Criterion Rank | Weight
making
Market value of the 2 2/3 =
business 0.67
Balance of the corporate 1 1/3=
Corporate portfolio 0.33
level Sum of the ranks 3
/ W.=0.5
\-------- - Company competitiveness 1 1/1=1
Competitive level
W,=0,3 Sum of the ranks 1
Need for  additional 2 2/3 =
funding 0.67
Functional level Prime cost of the target 1 1/3=
W.=0.2 products 0.33
i Sum of the ranks 3
RESULTS

The proposed approach was tested by the example of the data of a petrochemical
holding company that is part of a large Russian vertical oil and gas corporation. The key
direction of the company's further development — growth — was identified after conducting a
detailed strategic analysis of the internal and external environment of this holding. A more
detailed study of the options of development allowed to focus on three key alternatives:

1. Increasing the depth of natural gas liquids (NGL) processing through introduction of a new gas
separation technology (strategy of intensive growth);

2. Increasing volumes of NGL processing through the increase in production capacity (strategy of
extensive growth);

3. Direct integration as creation of an alliance with Polymer LLC (strategy of vertical integration).

It is obvious that it is quite difficult to choose one of the presented options. Each of the
options assumes significant funding, a long implementation time and a high risk of loss in case
of the wrong choice. The criteria listed above were calculated in order to make a choice (Table
1). It must be noted that the use of the forecast data in calculations is the most valuable part of
this method; their receipt is also of a probabilistic nature and requires significant preliminary
analytical work.

As these tables show, following the results of application of the above model, the most
preferred option of the development of a petrochemical enterprise is the one that assumes
increasing the volumes of processing of NGL through increase in the production capacity. At the
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same time, it must be noted that this alternative was found the best without taking into
consideration the significance of the criteria included in the model. The choice could radically
change with a serious difference in the criteria weights.

Table 1
RESULTS OF MULTICRITERIA OPTIMIZATION
Criterion F
Value of the | Balance of | Competitiveness Need for Prime cost
business 1 the product | of the enterprise 1 additional of the
Basic strategy option Vg portfolio 1 C funding | target
Bpp Ng products |
PC
1 2 3 4 5 6 7
Increasing the depth of Score - 1 -1 0.14 -1; -1 0.41
NGL processing through Normalized
introduction of a new gas | value = 1/1=1
separation technology
(strategy of intensive
growth)
Increasing the volumes of Score — 0.4 0 1 -0.2 -0.1 0.47
NGL processing through Normalized
the increase in production value =
capacity (strategy of 0.4/1=0.4
extensive growth)
Direct integration as Score - 0,1 -0.25 0 +1 0 0.16
creation of an alliance Normalized
with Polymer LLC value = 0.1/1
(strategy of vertical =0.1
integration)

It must also be noted that this approach does not exclude the possibility of forming a
combined strategy, because the compared options do not contradict but rather complement each
other, to some extent. In this case, the model can be useful for determining the sequence and
timing of the start of implementation of each option within a comprehensive strategy.

DISCUSSION

There are several schools of strategic management at the present stage of development
of the theory of strategic management, where various approaches to the formation and selection
of preferred alternatives of the implementation of strategic decisions are specified. Classical
theoretical and methodological tools of strategic analysis and management are taken as a basis in
the development of scientific thought in this paper (Ackoff, 1981; Albert, 1983; Ansoff, 1979;
Drucker, 1974; Thompson, 1998). Assumed that the choice of the preferred strategic alternative
is a managerial decision implemented at the top level of management in companies, various
methods of developing and making decisions are considered (Plenkina, 2009; Kuzin, 2001; Zak,
2013; Nogin, 2008; Keeney, 1981). Application of multi-criteria optimization methods was
substantiated as a basic approach (Marler, 2004; Mustakerov, 2012; Reznichenko, 1991; Steuer,
1992; Lyaskovsky, 2007; Biryukov, 2001; Zak, 2014; Lotov; 2008; Yarygin, 2013; Berezovsky,
1986). A comprehensive approach to the solution of the above problem was proposed, based on
the consolidation of approaches from strategic management and the theory of managerial
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decision-making. This approach will contribute to increasing the degree of objectivity in the
choice of strategic alternatives. In this case, use of expert evaluations cannot be ruled out, which
are very popular in conducting strategic sessions in organizations. However, the efficiency of
decision-making is expected to increase with the preliminary preparation and use of this
approach.

CONCLUSION

It must be noted in the conclusion that the goal of the study outlined in the introduction
has been achieved. The paper offers the author's approach to selecting the most preferred option
of strategic development of the company taking into consideration various targets. A methodical
approach is identified in this study, based on the conceptual vision of the process of strategic
planning and providing for the formation of a set of evaluation criteria of choosing a strategy
based on the results of the target setting. It must be noted that the suggested set of criteria is
multipurpose in nature, since the consideration of the level of making the relevant strategic
decisions is proposed as the basis for its formation. However, it can be easily transformed, just
like the procedure for calculating individual criteria in its composition. For example, in the
continuation of the study, it seems reasonable to consider not only the product segment of the
corporate portfolio, but also the market one, in order to evaluate its balance. It is also feasible not
to take a simplified BCG model as a basis, but rather the improved ones, providing for
the complex criteria built on the basis of the analysis of the stage of the product life cycle, the
market, the industry, and the prospects for their further development, etc. It is also proposed to
adapt the approach presented in the article to strategic decision-making at the level of
development of the competitive (business) strategy. In particular, an adjustment of the set of
evaluation criteria will be required.
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ABSTRACT

Labor potential becomes one of the key factors of economic growth in the current
conditions in Russia. Russian rural territories experience a systemic crisis, which results in
deteriorating demographic situation, rising poverty and unemployment, migration outflow of
youth, deteriorating social infrastructure, etc. Having predicted the development of the core
indicators of agricultural development, the authors came to a conclusion that there is
a significant potential for further development of labor potential. The authors justified the
priority areas of development of the labor potential of the population in this article (maintaining
and strengthening the health of the rural population, ensuring an adequate standard of living for
the rural population, stimulating entrepreneurial activity and self-employment, raising the
educational and professional level of the rural population, motivating interterritorial mobility),
the implementation of which will allow to give a new impetus to the development of the agrarian
field and to increase employment in the economy of agriculture.

KEY WORDS: development of the labor potential, population of agricultural territories, rural
employment, agrarian unemployment, migration.

INTRODUCTION

The prevailing part of the territory of Russia is rural areas, which are home to almost a
third of the country's citizens. These areas, with their solid natural, demographic, economic,
historical and cultural potential, are able to make a greater contribution to addressing the
problems of economic growth and social development of the country. However, steady
stagnation of rural areas has been seen over recent years. The authors have set the task in this
article to define the factors determining the development of the agrarian labor potential, provide
a forecast of the core indicators of rural employment and justify the key areas of development of
the labor potential.

According to the authors, building the labor potential of the population of rural areas is
determined by the following factors in the current conditions: economic (capital-labor ratio of
agricultural enterprises, investment potential of rural areas, financial resource capacity and
availability for the development of small and medium businesses, the number and efficiency of
development of households and self-employment in agricultural areas, etc.); social (provision of
amenity infrastructure, state of the labor market, payroll rate, economic activity of the rural
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population, working conditions, etc.); demographic (migration, life expectancy, death rates,
structure of vocational education and training, etc.); natural and climatic (climatic pattern,
geographical feature, degree of the territory development, quality of land resources, availability
of natural resources, fertility of soils, etc.); cultural (prestige of agrarian specialties, mobility,
housing conditions, availability of cultural facilities, organization of youth leisure, etc.), and
others. Of course, it is difficult to analyze the influence of all factors in this article, therefore only
few of them will be explored.

According to the authors, the following key factors have a positive impact on the
development of the labor potential of the population of rural areas: possibility to increase the
labor potential at the expense of the labor resources of rural areas and redistribution from excess
working regions; great opportunities for development of the environmentally friendly
agricultural production; high natural and resource potential; availability of considerable unused
labor resources; relatively low cost of labor; high investment appeal of rural areas, etc.
According to the authors, the following factors can be named as hampering the development of
the labor potential of rural areas: unfavorable demographic situation; high rate of unemployment
among rural population; outflow of rural population to cities; low payroll rate and income of the
rural population; state of health of the rural population; insufficient level of rural infrastructure
development; low level of housing improvement; stagnation of production and jobs in the basic
bran