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MANAGEMENT ANALYSIS OF BUSINESS ENVIRONMENT
IN UKRAINE IN THE CONTEXT OF FOREIGN
ECONOMIC PROCESSES

The state of business environment in a country plays a major role in the effective functioning
of the economy. External economic aspects are of particular importance for Ukraine, given the
integration and the need in investment. The aim of the article is to identifythe assessment methods
of the state ofthe business environment in Ukraine, determineopportunities and constraints
of respective rating andactualindicators, particularly foreign investment. The approaches to
estimating the state of the business environment in Ukraine are analyzed. Indicative features of
a number of rating indicators developed by various international organizations are determined.
Foreign investment indicators are suggested to use as the resultant actual indicators of the state of
the business environment in Ukraine. The paper concludes that one of the priorities of the State's
foreign economic policy should be to create appropriate conditions for foreign investment in the
country s economy. In general, the global investment movement is not a sustainable process, its
dynamic is dependent on many factors. It is important to proceed from the assumption that high-
quality managerial decisions, as a rule, require high-quality analytical work - primarily about the
business environment of the companies (existing and potential). Of particular importance is the
quality level of such analysis for the adoption of effective decisions in the field of foreign economic
activity. Therefore, the issue of improving the study of the state of the business environment in one
or another economy becomes relevant in both the theoretical and practical sense. Rating (index)
indicators of business environment assessment in the country occupy a very important place in
analytical management work. They are, in particular, guidelines for foreign investors in assessing
the investment attractiveness of the environment and making managerial decisions.
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management, foreign investment.
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1. Introduction

The businessenvironment of enterprises is a certain sys-
tem of factors and entities, whose activities influence the con-
ditions, capabilities and results of entrepreneurial activity of
enterprises. A prerequisite for effective managerial decisions
is a qualitative analysis of the business environment, which
ultimately sought to find business chances and identify busi-
ness risks for enterprises.

The State is one of the key institutions that influences
conditions, dynamics and prospects of changes in the envi-
ronment of enterprises. Such an effect is feltboth by residents
and by non-residents. The foreign economic policy of the
State is accompanied by a tangible impact of state institutions
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on the foreign economic activity of enterprises, on foreign economic aspects of the business
environment.

One of the priorities of the State’s foreign economic policy should be to create appropriate
conditions for foreign investment in the country’s economy. In general, the global investment
movement is not a sustainable process, its dynamic is dependent on many factors.

Thus, according to the UNCTAD World Investment Report 2018, foreign di-
rect investment (FDI) flows declined by 23% in 2017 to 1.43 trillion USD [l1].
The decrease in flows means, in particular, the intensification of competition for
attracting foreign investment. In general, each country is constantly looking for chances in the
world system of the movement of capital. Ukraine sorely needs efficient searches in this area.
The state of the business environment in Ukraine, including its foreign economic aspects and the
prospects for its change are key factors that determine the interest of residents and non-residents
in investing in the country’s economy.

2. Analysis of recent research and publications (theoretical basis)

Regular studies of individual components of the business environment in relation to particu-
lar countries are provided by professionals. The latter work within the framework of certain pro-
jects devoted to the systematic study of the relevant aspects of the business environment in one
or another economy. In particular, we can highlight Doing Business [2], World Economic Forum
[3], IMD World Competitiveness Center [4], European Business Association [5] Corruption per-
ceptions index [6]. The recent publications of Ukrainian authors are devoted to the problems of
the business environment. Among them one can mention in particular the research by M. Mill-
er (development of classification approaches to the analysis of the business environment [7]),
L. Kobilyanska, H. Shvets (assessment of the business environment of small and medium enter-
prises [8, 9]), I. Beloy and N. Nasikan (features of the business environment in Ukraine [10]),
Yu. Vysnyak (corruption component of the environment [11]), G. Buryak (protection of private
property rights [12]), S. Terrible (the role of the State in the formation of the environment [13]).

At the same time, it is important to proceed from the assumption that high-quality mana-
gerial decisions, as a rule, require high-quality analytical work — primarily about the business
environment of the companies (existing and potential). Of particular importance is the quality
level of such analysis for the adoption of effective decisions in the field of foreign economic
activity. Managers need a benchmarking system, a set of indicators that they could use in their
analytical work to assess the current and future status of a business environment. Therefore, the
issue of improving the study of the state of the business environment in one or another economy
becomes relevant in both the theoretical and practical sense.

The purpose of the article is to determine the approaches to assessing the state of the business
environment in Ukraine, to identify opportunities and limitations of relevant rating and factual
indicators, in particular foreign investment.

3. Results

In the theory and practice of management one of the basic concepts is the term “environ-
ment”. Then it is divided into “internal environment” and “external environment”. It can be
said that management of the internal environment is carried out by the owners and managers
of the organization. Nevertheless, the external environment serves a certain given system com-
ponent. Considering the notion of “business environment”, it should be noted that it is close to
the concept of “external environment” of the organization. The difference between them, in our
opinion, is that the “external environment” is a broader term than the “business environment”.
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So, firstly, not every organization is a business organization. In such a case, the organization
obviously has an appropriate environment for its activities, but it can not be interpreted as a busi-
ness environment. Secondly, it is important to note the presence of a large number of state and
utility companies that act in an environment that is devoid of sufficient amount of attributes for
the business environment itself. One example of the foregoing is the lack of competition in some
of these enterprises, which does not allow us to determine the environment of their activities as
the business environment itself. At the same time, we can assert that most of the enterprises are
operating within the business environment.

In accordance with the above-mentioned, there is interest in conducting an assessment of
the state of the business environment in a given country through a system of indicators. That is,
to find such a set of indicators of the state and dynamics of the environment, which would give
managers acceptable precision characteristics of the conditions of entrepreneurship in a particu-
lar country or within the framework of some other territorial-administrative or contractual for-
mation. The use of such indicators is an important component of analytical management work.

One of the most well-known in this respect is the World Bank’s Doing Business (DB) rank-
ing of ease of doing business in different countries. The country’s overall indicator is formed as
an average for a number of parameters (indicators) — for example, the possibility of obtaining
loans, the conditions for registration of enterprises, the tax burden, the degree of protection of
investors, licensing procedures for businesses, etc. Figure 1 shows the position of Ukraine re-
garding the main indicators of the rating DB-2019 [2].

Entityregistration— peectpamis mianmpueMcTBa

Buildingpermits — oTpumanHs 103B0Ty Ha OyliBHUIITBO
Connectiontoenergysystems — I JKJIIOYEHHS 10 CHCTEM eHeprozade3nedeHHs
Property registration —peecTparlisi B1aCHOCTI

Obtaining loans — oTpUMaHHs KPEAUTY

The protection of minority investors — 3aXUCT MIHOPUTAPHUX 1HBECTOPIB

Taxation — omogaTKyBaHHS

International trade — mi>kHapoIHa TOPTiBIs

Enforcement of contracts — 3a0e3neueHHs] BAKOHAHHS KOHTPAKTiB

Solution to the insolvency problem — BupileHHs IpoOIeMH HETIATOCTIPOMOXKHOCTI

Peectpauis nignpuemcrsa

BupiweHHs npobnemu
HennaTtocnpom i

OTpuMmaHHA f03B0ONY Ha
6yaiBHMUTBO

3abe3neueHHA BUKOHAHHS
KOHTpPaKTiB

NigknoueHHs fo cuctem
135 || eHeprosabesneueHHs

MixkHapogHa Toprisns Peectpauis BnacHocTi

OnopaaTkyBaHHA OTpUMaHHA KpeauTy

3axucT MiHOpUTapHUX

Fig. 1. Positions of Ukraine on core components of Doing Business rating 2019
Source: compiled by authors on the basis of [2].
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It should be noted that Ukraine has shown positive dynamics in the DB rating over the
last years. Thus, Ukraine has risen to 80th position from the 83d in the DB-2017 rating; the
83d position was reached in the DB-2016 rating. For comparison, we state that in 2011, 2013,
2014 Ukraine was at 152, 137, 112 places, respectively. In the DB-2018 rating and DB-2019
rating, Ukraine has again shown some progress — moving to 76 and 71 positions respectively
(out of 190 countries). For comparison, we state that positions of Belarus and Moldova in the
DB-2019are 37 and 47, respectively. If we take separate components of the rating of Ukraine
(Figure 1), then we note that according to DB-2019, the main positive changes occurred on the
following indicators: protection of minority investors (from 81 to 72), international trade (from
119 to 78), and enforcement of contracts (from 82 to 57).

It should be pointed out that the DB General Index (rating) is indeed a certain integral indicator.
But at the same time, from a strictly scientific point of view, it cannot be accepted as a sufficiently
comprehensive indicator to characterize the business environments of individual economies. In
our opinion, it can be considered as a certain integral indicator, which characterizes the “rules of
the business game”, which are set by a certain state. The quality of these “rules” is an extremely
important characteristic of the business environment of the country, but they are only part of the
image of the state of the business environment. For example, in this Index, we do not see re-
source-factor characteristics, assessments of the state of infrastructure, macroeconomic conditions,
stability of the financial and banking system, traditions of business conducting, etc. This is not to
say that these parameters are secondary in terms of assessing the environment of enterprises.

Thus, it can be noted that the DB Index is aimed at assessing the quality of the rules and proce-
dures for regulating business activities in a particular country. In terms of the role of the state in for-
mation of the business environment, we can really agree that this Index is probably one of the best in-
dicators, which also characterizes the state of foreign economic regulation in one or another country.

A larger scale project is the Global Competitiveness Index (World Economic Forum) calcu-
lations. It should be noted that in the 2017-2018 rating, Ukraine ranked 81st out of 137 countries
for this indicator [3]. In our opinion, this Index may qualify for one of the most systematic
assessments of the status of business environments in individual countries. First, a fairly large
number of measurement indicators are used (113, which are grouped into 12 groups). Secondly,
both expert assessments and statistical data are used. The latter circumstance reduces the in-
fluence of the subjective factor. Thirdly, accents are made not only on “rules of the game”, on
state regulation, but also on resource factors, infrastructure, etc. Eventually, the idea of GCI is
to assess the country’s ability to provide acceptable economic growth in the medium term. The
ability to grow is a positive signal (indicator) for a business, because it means that there are pre-
requisites for a certain increase in demand, to expand the capacity of certain markets. Probably
such calculations, such assessments are useful for analytical management work at the company
level, especially those who carry out large-scale international activities.

In the GCI 2017-2018 rating, Ukraine scored 4.1 points (81st place). It should be noted that
countries occupying rating places from 76 to 86 inclusive have the same score. In preliminary
calculations, Ukraine’s place was as follows: 2015-2016 — 79, 2016-2017 — 85 (4.0 points). This
is to say, in general, the positive rating dynamics of Ukraine is insignificant. At the same time,
however, it is important to take into account the fact that the presence in the Index of resources,
infrastructures and a number of other objectively “inertial” indicators-components affects the
ability of countries and public institutions to relatively quickly change the situation. It should be
noted that in the GCI 2017-2018 the best indicator in Ukraine is “Higher Education” (35 rating
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place, 5.1 points), the worst are “Macroeconomic Conditions” (121 rating place, 3.5 points) and
“Financial Markets Development” (120 rating place, 3.1 points). Among the most significant
problems of business conducting in Ukraine are identified, in particular, inflation (16.3 — weight
out of 100) and corruption (13.9).

Another index-rating option for assessing the competitiveness of a country as a whole is the
IMD World Competitiveness Ranking. In 2018, the best components for Ukraine were “Skills”
(46th out of 140 countries), “Market Scope” (47th place), “Infrastructure’ (57th place), “Innova-
tive Capacity” (58th place). The worst were “Macroeconomic stability” (131st place), “Finan-
cial system” (117th place), “Institutions” (110th place). As we can see, the estimated compo-
nents of this rating are to some extent correlated with the components of the GCI12017-2018 [4].

Useful analytical material includes calculations of the Index of Economic Freedom. To de-
termine this Index, 10 indicators are used, each of which is evaluated by a 100-point system.
Under the Index-2017 Ukraine scored 48.1 points. 1.3 points were added to the previous period.
Ukraine falls into a group of countries with a “non-free economy” with such amount of points.
In the last 10 years, the lowest indicator in Ukraine was in 2011 — 45.80 points, and the highest
in 2006 — 54.40 points. According to the Index-2018, Ukraine scored 51.9 points. 3.8 points
were added to the index of the previous year, but it is only 150 position from 180 countries [14].

The European Business Association (EBA) calculates the Investment Attractiveness Index,
which is based on an expert survey of top managers of member companies of the Association.
When determining the index, respondent assessments of the business climate in a particular
country are taken into account. Index indicators for Ukraine are 2.57 points (according to a five-
point scale) at the end of 2015, 2.85 at the end of 2016. At the end of 2017, the index rose to
3.03, it came out of the so-called “negative zone”, and went to the “neutral zone” (above 3.0).
For the first half of 2018, the index was 3.10 [5]. It should be noted that for the last ten years
this indicator for Ukraine was the highest at the end 0of 2010 — 3.4 points. The main problems of
the business environment in Ukraine in 2018 were a high level of corruption (46.1% of respond-
ents), lack of trust in the judicial system (40.6%) and lack of land reform (35.9%).

In our opinion, the Investment Attractiveness Index, on the one hand, is useful for conduct-
ing a business climate analysis, but on the other hand, it cannot be a sufficiently convincing
instrument (indicator) of the state of the business environment in the country. In particular, its
essential disadvantage in this regard is that it is based on subjective assessments. We can predict
that expert judgment also influences such factors as the success of one’s own business in the
analyzed period. Such factors as branch (market) dynamics, dynamics of exchange rates, avail-
ability of certain resources in the future, etc., can influence the investment mood. It is rather
obvious that we can define this Index as an index of business mood.

Often enough, researchers are paying attention to the problem of taxation, as a factor in the
state of the business environment. As the analysis shows, the issue of taxation is really significant
for any investor, it is important for taking appropriate managerial investment decisions on the di-
rections and spheres of investment. But it is not decisive. The key issue with regard to the business
environment of Ukraine, if put out of account the factors of the potential of a particular market,
its strategic prospects, it is the level of protection of investors’ rights, achievement of equality
before the law of all business entities, and ensuring conditions for fair competition. Corruption
prevents fair competition. Corruption has different manifestations and dimensions. In particular, it
manifests itself in the “administrative-power” redistribution of corporate rights, “selectivity” in the
conduct of public procurement procedures, “selectivity” in economic justice, and so on. Ukraine
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still needs to do a lot in fighting corrupt practices in the economic sphere. Thus, according to the
level of perception of corruption, Ukraine ranked 130th out of 167 in the ranking of the Interna-
tional Organization Transparency International [6]. Such situation is, of course, a factor limiting
the investment interest of non-residents in relation to the Ukrainian economy.

In our opinion, all the indicators analyzed above (indices) are estimated indicators of busi-
ness conditions. An assessment of the environment through the evaluation of its conditions is an
important analytical work. But no less important is the assessment of the environment through
the results of its functioning. If we rely on the indicators of the actual-resultant nature, that is,
those that characterize the actual functioning of the environment, the results of activities, includ-
ing the state as a regulator of economic activity, then, in our opinion, we must pay special at-
tention to indicators of foreign direct investment. Perhaps these indicators are the most accurate
reflection of the level of business interest in a particular economy in all its aspects. That is, this
indicator can be considered as a kind of focal, generalizing the perception of business conditions
of entrepreneurship in a particular country.

In 2015, the volume of foreign direct investment (share capital) in the Ukrainian economy
amounted to 3.764 billion USD. In 2016, this indicator grew up to 17.1%, reached 4.4 billion
USD. It should be noted that investments in financial and insurance activities made up a domi-
nant share, and their total volume in 2016 amounted to 2.825 billion USD [15]. At the beginning
of 2017, the total accumulated volume of direct foreign investments in the Ukrainian economy
amounted to 37.325 billion USD. In total, in 2017, 1.9 billion USD of direct investmentwas
invested (Figure 2). For half of 2018, the volume of attraction of foreign direct investment in
the economy of Ukraine amounted to 1.3 billion USD. It is still difficult to assess the business
environment in Ukraine as attractiveaccording to such results.
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Fig. 2. Annual income of foreigndirect investments (share capital)
in the economy of Ukraine for 2012-2017

Source: compiled by authors on the basis of [15].

In our opinion, the indicators of attracting foreign direct investment into the country are
one of the most important indicators in assessing the state of the business environment in the
country. They give us the opportunity to evaluate the business environment not so much under
its terms (legislative and some others), as on the results, on the actual interest and actions on the
placement of business in this environment. For the sake of completeness, in our opinion, it is
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important to note that foreign investment is also a factor of adjustment, making changes in the
business environment of the country.

We will try to compare the dynamics of individual rating indicators and indicators of foreign-
direct investment in the economy of Ukraine. The Table 1 shows the comparison of the DB rating
for Ukraine and the annual volumes of foreign direct investment in the country. Data analysis
does not show us the correlation between indicators; the rating indicators are increasing, but there
is no stable growth of foreign investment indicators. Why is this happening? Does it because the
growth of the ratings is rather slow and not very significant? Maybe yes. But, it is highly likely that
this is also evidenced by the fact that rating indicators, in particular, DB, at best is only a part of a
possible overall assessment of the state of the business environment in the country. That is, it can
be assumed that the assessment of certain business conditions in the country is not sufficient for a
comprehensive overall assessment of the state of the business environment in the country.

Table 1
DB rating indicators and amount of direct investment (share capital) receipts
from non-residents to Ukraine

Year Place in DB rating Capital receipts
(at the beginning of the year) (billion USD at the end of the year)
2012 152 0,1
2013 137 5,6
2014 112 2,4
2015 96 3,7
2016 83 4.4
2017 80 1,9
2018 76 1,3 (for 6 months)

Source: compiled by authors on the basis of [2, 15].

An important aspect for analyzing foreign investment in Ukraine is the study of information
on countries from which foreign direct capital flows into the country’s economy. The fact is thata
significant part in the structure of foreign direct investment in Ukraine is traditionally madeby
investments of companies registered in offshore areas. Statistics do not provide an opportunity
to accurately determine to what extent offshore investment is truly “foreign investment”. Re-
searchers do not have sufficient opportunity to determine the real origin of a significant part of
foreign investment. This is out of question, complicates the use of the indicator of direct foreign
investment to assess the perception and dynamics of the state of the business environment in
the country.

It is possible to predict that the dynamics of the statistical indicators of foreign direct in-
vestment into the economy of Ukraine is largely determined by the corresponding management
decisions of those entrepreneurs who are used to actively put forth offshore zones in their busi-
ness practice. It is obvious that political, macroeconomic, as well as other factors, correct the
business behavior and processes of offshore capital movements.

Foreign investors make a decision on investing on the basis of subjective assessments of the
appropriateness of such investment. It is useful to have a simultaneous management assessment
of both investment potential (investment benefits) and investment risks. The latter are the risks
associated with entering the new marketing environment into a new system of regulatory coor-
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dinates. Balance of comparisons of advantages and risks determines one or another managerial
decision.

There is no doubt that the most attractive form for the importing countries of capital, includ-
ing for Ukraine, is the receipts of foreigndirect investment. It is traditionally believed that these
investments have a certain positive impact on the economy, contributing to increased production
and GDP, the introduction of new forms and tools for management, the creation of new jobs, the
recovery of competition, etc. But at the same time it is necessary to pay attention to other important
points. It is known that foreign direct investment is aimed at staying in the country for a long time.
These investments are not only a certain movement of capital with all its positive consequences
in the sense of an additional resource, they are simultaneously the introduction of certain business
traditions, business culture, business standards in the management community and management
practices, in the system of relations both private and the public sector of the economy [16].

4. Conclusions

Rating (index) indicators of business environment assessment in the country occupy a very
important place in analytical management work. They are, in particular, guidelines for foreign
investors in assessing the investment attractiveness of the environment and making managerial
decisions. For foreign investors, it is very important that the host country grants guarantees con-
cerning the protection and security of the investor’s investment, ensures the preservation of foreign
ownership, protects the rights and interests of a foreign investor in its territory, etc. Rating indica-
tors are the factor of certain influence on processes of formation and development of the business
environment in the country, on the activities of state institutions as organizations responsible for
the quality of certain components of the public administration system in the country. At the same
time, the attitude to rating indicators should take into account the fact that they: firstly, focus on
certain aspects of the business environment; and secondly, the business environment is assessed
through the characteristics of its conditions, and not by the resulting indicators of its functioning.
Concerning the definition of indicators of the actual and resultant nature, perhaps, one of the key
indicators is the attraction of foreign direct investment in the economy.
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YINPABJITHCHKHUI AHAJII3 CTAHY BI3BHEC-CEPEJIOBHUILIA B YKPATHI
B KOHTEKCTI 30BHIINHBOEKOHOMIYHUX MTPOLIECIB

HOpiii IETPYHSI,
Yuisepcumem mumnoi cnpasu ma ¢pinancis, Yxpaina

Bipa IIETPYHS,
Vuisepcumem mumnoi cnpasu ma ¢inancis, Yxpaina

Cman 6isnec-cepedosuwja 6 Kpaini eidicpac cymmesy ponb 6 egekmueHoCmi (QYHKYIOHYBaHHA
exonomiku. [ Vipainu 308HIWHbOEKOHOMIYHI acnekmu cepedosuuya Maioms 0coOnuee 3HaA4eHHs,
8paxosyioull inmezposawicms ma nompedy 6 ingecmuyiax. Memoto cmammi € 8usHayeHHs nioxooig
000 NposedeHHs OYiHKU CMAHY YKPAiHCbKo20 Oi3Hec-cepedosuuyd, BUAGIEHH MONCIUBOCHel ma
obmedncenb 6I0N0GIOHUX pelimune08ux ma PaKmuyHux NOKAHUKIE, 30Kpema iHO3eMHO20 THEeCTYBAHHA.
IIpoarnanizogaro nioxoou 0o oyiH8anHs cmawy 6izHec-cepedosuiya 8 Yrpaini. Busnaueno inoukamopHi
MOXCTUBOCMT POy  PellmuHe08UX NOKA3HUKIB, AKI  PO3POOIAMbCS  PISHUMU  MIHCHAPOOHUMU
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Opeaizayiamu. 3anponoHoBaHO BUKOPUCTOBYEAMU 6 AKOCHIL Pe3VIbMYIOUUX (AKMUYHUX NOKAZHUKIG
cmany 6i3Hec-cepedosuwa 8 YKpaini noKasHUKY iHO3eMHO20 [HBECMYBAHHS. 3A3HAYEHO, WO OOHUM
i3 npiopumemie 308HiUHbOEKOHOMIUHOI RONIMUKU Oeporcagu MAE NOAAAMU Y CIMBOPEHHI 8I0NOBIOHUX
VMO8 NpU HAOX0O0JNCEHHT THO3eMHUX THBeCMUYIll 8 eKOHOMIKY Kpainu. B yinomy, ceimosuii pyx ineecmuyiii
ye He cmanuil npoyec, OUHAMIKA U020 € 3aNexCHOI0 8i0 bazamvox haxmopie. AKiCHI ynpagiiHCcoKi
pilenns, aK npaeuio, nompeodyioms AKICHOI ananimuunoi pobomu — uacamneped w000 0OizHec-
cepedosuua OISIbHOCHE KOMNAHiU (ICHyl0u020 ma nomenyitinoeo). Ocobiusoeo 3HAUEHHS DigeHb
AKOCMI MAK020 AHANI3Y HAOYEAE Ok NPULIHAMMS ePeKMUBHUX DiuieHb 8 cepi 306HIUHbOCKOHOMIUHOT
oistnbHocmi. Tomy numanns 600CKOHANEHHS. OOCTIONCeHHS CMAHY Oi3Hec-cepedosuiya 6 mill uu iHwil
eKOHOMIKU HA0Y8A€ AKMYANbHOCMI AK 8 MeopemuyHOMY, Max i NpakmuuHomy ceHci. Petimurneosi
(iHOeKcHI) nOKA3HUKU OYiHKU Di3Hec-cepedosuuld 8 Kpaini 3aiiMarms C80€, 0OCUMb BAXNCIUBe Micle
8 aHANIMUYHI YAPABTIHCHKIU pobomi. Bonu €, 30kpema, opicHmupamu 01 iHO3eMHUX TH8eCopie npu
OYIHYi IHGeCMUYIUHOI NPUBAOIUBOCTI BION0BIOH020 Cepedosuld Ma NPUUHAMMI YNPAGTIHCLKUX PilleHb.

KarouoBi cioBa: mianprueMcTBo, Gi3HEC-CEpEeOBUIIE, TTOKA3HUKH CTaHy Oi3HEC-CEpeIOBHIIA,
YIpaBIIiHHSA, IHO3EMHE iHBECTYBaHHSI.
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