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STATE REGULATION AND SELF-REGULATION
IN CONSTRUCTION

Abstract. Issues of self-regulation in the field of construction industry are con-
sidered. The necessity of ensuring and controlling the construction production,
which is closely connected not only with economic but also social factors in terms
of ensuring safe conditions for living or work, minimizing technical and techno-
logical risks, shaping a transparent system of pricing and investment in the con-
struction industry has been updated. Feasibility of introducing a self-regulation
system in Ukraine, which has a number of advantages over the existing hierarchi-
cal structure of state regulation in construction, are determined, as follows: ex-
emption of state authorities from performing unusual for them functions, applica-
tion of a liberal approach to openness in the construction market, ensuring high
quality regulation and supervision, possibility of combining the efforts of govern-
ment and society with the aim of achieving a brand new level of functioning of
the construction industry. In Ukraine, there are significant prerequisites for the
development of a self-regulating system of the construction industry caused by
liberalization of the economy, the European vector of integration and processes of
power decentralization.

The international experience is analyzed, on the basis of what priority di-
rections of cooperation with the leading international organizations providing
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technical supervision and rendering the advisory help are defined. The role of
self-regulation of the technical component of construction in conditions of decen-
tralization of power in Ukraine is defined as symbiosis of a mutually agreed system
of cooperation of government-business-consumers, where the first set “rules of the
game” by establishing an effective legal framework, the second ensure the quality
of finished construction products, and the third — carry out “natural selection” of
quality products, ensuring competitiveness of only socially responsible business.

Keywords: self-regulation, technical supervision, technical audit, state regula-
tion, deregulation, decentralization, engineering, construction industry.

NEP;KABHE PEI'YJIIOBAHHA I CAMOPETYJ/JIIOBAHHS
Y bYAIBHHUIITBI

Amortarist. Po3risiialoTbest IMTaHHST CAMOPETyJIOBaHHs y Oy/IiBeJIbHIi TasTysi.
AkryasizoBaHo HeoOXifHICTh 3a0e3IeYeHHsT Ta KOHTPOJIO SIKOCTi GY/IiBEJIbHOTO
BUPOOHMIITBA, 10 TiCHO TOB’SI3aHO HE JINIIE 3 €KOHOMIYHUMM, a i COI[iaIbHUMM
(baxTOpaMu 1010 CTBOPEHHS OE3MEYHNUX YMOB JIJISI TPOKMBAHHSI YU POOOTH JTIO/IEi,
MiHIMi3allii TEXHIYHUX Ta TeXHOJOTIYHUX PU3UKiB, (hOPMYyBaHHS IIPO30POI cUcCTe-
MU I[iIHOYTBOPEHHS Ta 3aJy4eHHsI IHBECTHUIil y raaysb OyaiBHUIITBA. /[oBemeHO
JOIIJIBbHICTD BIPOBA/IKEHHS B YKpaiHi CUCTeMU caMOperyJII0BaHHs, 1[0 MAa€ HU3-
Ky IepeBar HaJl iCHYI04Y0I0 iEpapXiuHOI0 CTPYKTYPOIO I€P;KaBHOTO PETYJIIOBAHHA Y
OyIiBHUIITBI, cepejl IKMX: 3BiIbHEHHST OPraHiB [epsKaBHOI BJIAAN BiJl HEBJIACTUBUX
utst HUX (DYHKITIH, 3aCTOCYBAHHST JTiGEPATbHUX TTiAXO/IB 10 BIIKPUTOCTI Oy TiBETH-
HOTO PUHKY, 3a0e3TIeYeHHsT BUCOKOI SIKOCTI PETYJIIOBAHHSI i HATJISILY, MOKJIUBICTD
00’€iHaHHs 3yCUITb BJIA/IN Ta CYCIIIBCTBA 3 METOIO 3a0e3MeYeHHsT SIKiCHO HOBOTO
piBHsI (hyHKIIIOHYBaHHSs Oy/IiBeJIbHOI Tary3i. BcraHoBieHo, 1110 B YKpaiHi € cyTTeBi
MepelyMOBH [IJIsT PO3BUTKY CHCTEME CaMOPETyJIIOBaHHsS Oy/iBebHOI Tasrysi, BU-
KJIMKaHi Jiibepaisalieio eKOHOMIKK, €BPOIIECHKUM BEKTOPOM iHTerpaliii ta mpo-
1ecamu JletleHTpastizaiiii Biaaau. [IpoanaizoBano MisKHAPOIHUH OCBI, HA OCHOBI
YOTO BU3HAYEHO MPIOPUTETHI HATIPSIMU CIIBITPAIll 3 TTPOBIIHUMH MiKHAPOIHUMU
OpraHi3aiisiM, 1o 3a0e31eYy0Th TEXHIYHIIT HATJISIT Ta HATAI0Th KOHCYJIGTaTHBHY
joroMory. BusnaueHo poJib caMoperyJioBaHHs TEXHIYHOI CKJIa[0BOi OYAiBHUITBA
B YMOBax JIelleHTpastisalii Biagn B YKpaini sk cuM06i03 B3aEMOY3TOKEHOI CH-
CTeMHU CITiBIIpalli Biagu — Oi3Hecy — CIIOKUBAYiB, Jie MepIii BCTAHOBJIIOIOTD “Tipa-
BuJIa Tpu” MIJITXOM CTBOPEHHST e(heKTUBHOI 3aKOHOIaBYOl 6asu, Apyri — 3abesre-
YYIOTh SIKICTh TOTOBOI OY/IiBEJIBHOT TIPOYKILii, TPeTi — 3AIHCHIOITD “IPUPOIHIIA
Bii6ip” AKiCHOI MPOAYKIIii, 3a6€31eYyI0un KOHKYPEHTO3IaTHICTh JIMIIIE COIliaIbHO
BiloBiaIbHOMY Gi3Hecy.

KrouoBi cioBa: caMoperyJioBaHHsT, TEXHIYHUIN HATJISL, TEXHIYHUHT ay/INT, J1e€pP-
JKaBHe PeryJIioBaHHs, AePeryJIsllis, AelleHTpaisallis, IHKIUHIPUHT, OyAiBe/IbHA Ta-
JIy3b.

TOCYJAAPTCBEHHOE PEI'YJINPOBAHUE
N CAMOPEI'YJIMPOBAHUE B CTPOUTEJIbCTBE

AnHoTanua. PaccMaTpuBaloTCsl BOIIPOCHI CAMOPETYJIMPOBAHUS B CTPOUTEIb-
HOI oTpac/iu. AKTyaln3upoBaHa HeOOXOMMOCTb 00eCIIeueHUsT i KOHTPOJISE Kade-
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CTBa CTPOUTEJIBLHOTO ITPOU3BO/ICTBA, KOTOPast TECHO CBSI3aHA HE TOJLKO C 9KOHOMHU-
YECKUMHU, HO ¥ COIMAIbHBIMU (DaKTOPAMU 0 CO3/IaHNI0 OE30MACHBIX YCJIOBUMN JIJIsST
MPOKUBAHUS WM PaOOTHI JIfO/Iel, MUHUMU3AIMKA TEXHUIECKUX W TEXHOJIOTHYe-
CKHUX PUCKOB, (hOPMUPOBAHUS ITPO3PAYHON CHCTEMbI IIEHOOOPA30BaHUSs U TIPUBJIE-
YeHUs] MHBECTHUIINI B OTPAC]Ib CTPOUTENbCTBA. JloKazaHa 11e1ecoo0pasHoCTh BHE-
JIpeHns B YKpanHe CUCTEMbI CAMOPETYJIMPOBAHUS, UMEIONIAsl PSIT TPEUMYIIECTB
nepe;i CyIIeCTBYIONIEH, nepapXudeckoil CTPYKTYPOI TOCY/IapCTBEHHOTO PETyJIH-
POBaHMsI B CTPOUTENBCTBE CPEI KOTOPBIX: 0CBOOOK/IEHIE OPraHOB TOCYIaPCTBEH-
HOH BJIACTH OT HECBOWCTBEHHBIX JIJIst HUX (DYHKIIHIA, TIPUMEHEHNE JTMOepabHbIX
TIO/IXO/IOB K OTKPBITOCTH CTPOMTEIHHOTO PhIHKA, OGECIIeUeHre BBICOKOTO KayecTBa
PeryJiMpoBaHus U HaJ[30Pa, BOSMOKHOCTh OOBEIMHEH IS YCUJIUI BIACTH 1 001Ie-
CTBa C IeJIbI0 00eceYeHns KaueCTBEHHO HOBOTO YPOBHS (DYHKIIMOHMPOBAHWS
CTPOUTENBHON OTPAC/N. YCTAHOBJIEHO, YTO B YKpPauHe eCTh CyIeCTBEHHBIE TIPE/I-
TIOCBIJTKY JIJIsI PA3BUTUSI CICTEMbI CAMOPETYJIMPOBAHUS CTPOUTENBHOM OTpaciu,
BbI3BaHHbIE JIOEpaM3aueil 9KOHOMUKH, €BPOTIEHCKUM BEKTOPOM HMHTErpPaIiuu
U TpolleccamMy JielieHTpain3anun Biractu. [IpoanasnsupoBan MeKIyHapOIHBIN
OTIBIT, HA OCHOBE YE€TO OTIpejieJieHbI TTPUOPUTETHBIE HATIPABJIEHUSI COTPYAHUYE-
CTBa C BEAYIIUMH MEKYHAPOAHBIMU OPTaHU3AIUSIMU, 00ECTIEYNBAIOTIMU TEX-
HUYECKUI HAZ30p M OKa3bIBAIOIIMMU KOHCYJBTAaTUBHYIO ToMoIb. Onpenenena
POJIb CAMOPETYJIUPOBAHUS TEXHMUECKOHN COCTABJISIONIEN CTPOUTENBCTBA B yCJIO-
BUSIX JICIIEHTPAIN3AIINI BJIACTH B YKpanHe Kak CMMOMO3 B3aMOCOTJIACOBAaHHOM
CHCTEMBI COTPYIHUYECTBA BIaCTH — OM3Heca — MoTpebuTelIed, r/ie TepBble ycTa-
HABJIWBAIOT “TIpaBuJia UTpbl” TIyTeM co3ianus 3(hGheKTUBHON 3aKOHOAATETHHOMI
6asbl, BTOpble — 0OECIeYNBAIOT KAYECTBO TOTOBOW CTPOMTEIBHON TIPOMLYKITHUH,

TPETbU — OCYHIECTBJSIOT “eCTeCTBEHHBI OTOOP” KayeCTBEHHOW MPOAYKIINH,
obecrieunBast KOHKYPEHTOCIIOCOOHOCTD TOJIBKO COIUATbHO OTBETCTBEHHOMY OHU3-
HeCY.

Kmouessbie cioBa: CaMOpETYJIMPOBHUE, TEeXHUYECKUI HaZ30p, TEeXHUYECKUI
AY/IUT, TOCYAapPCTBEHHOE DETYJIMUPOBaHUE, AEPETYJIALINA, ACLEHTPpAaJIN3allnsd, UH-
JKUHHUPUHI, CTPOUTE/IbHAA OTPaC/Ib.

Target setting. The modern de-
velopment of the Ukrainian economy
is closely linked with the revision of
mechanisms of ensuring the functions
of regulation and control in order to
improve the efficiency of management
activities in different areas of business.
Administrative economic system as-
sumed a clear hierarchical structure for
providing technical and financial con-
trol of production activities, which is

possible only under the command ma-
nagement. Transition to market-based
development vectors requires from the
state to search for new forms of provid-
ing regulatory mechanisms that would
meet the requirements of the state for
quality control, cancel out the corrup-
tion or bureaucracy element at diffe-
rent stages of project implementation,
provide professional and impartial au-
dit of technical and financial scope of
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its implementation. One of the most
effective ways to ensure the implemen-
tation of these requirements is the pro-
cess of self-regulation of economic and
professional activities by applying the
expertise of international organizations
and forming their own agencies which
could, through adopting the best inter-
national experience, ensure the func-
tioning of such self-regulatory system
within the framework of the Ukrainian
economy. Ensuring and controlling the
construction production requires spe-
cial attention, it is closely connected
not only with economic but also social
factors in terms of creating safe condi-
tions for living or work, minimizing
technical and technological risks, shap-
ing a transparent system of pricing and
investment in the construction indus-
try.

Recent research and publica-
tions analysis. A number of authors
have dedicated their works to issues of
self-regulation as a mechanism of in-
novative market regulation in various
sectors of the economy, in particular
A. R. Serykh [1], I. Aronov, V. Ver-
san, A. Terkel [2], N. Sliusarevskyi [3],
V. T. Tolstoukhov, N. T. Honcharuk [4],
O. Nepomnyashchyy [6], I. Lavrynen-
ko, K. Feychak [5].

Thus, the purpose of this article
is to find ways of introducing effective
system of control and construction su-
pervision through the mechanisms of
state deregulation and implementation
of approaches of self-regulation of the
industry.

According to the purpose, a number
of tasks have been outlined as follows:

* to overview background of dere-
gulation in the construction industry in
Ukraine;
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* to analyze international experi-
ence of applying self-regulatory me-
chanisms in the construction indus-
try;

* to identify the benefits of deregu-
lation for the national construction in-
dustry;

* to identify the legislative basis for
ensuring the processes of self-regula-
tion in the construction industry.

Presentation of the basic material.
Transition of the national economy to
an open market has identified priorities
that will contribute to the development
of various industries and economic sys-
temsin particular. One of the main prob-
lems of transition to a market economy
was the change of conditions of ensur-
ing public administration in the area of
monitoring and auditing the technical,
economic, financial, environmental and
other aspects of functioning of the con-
struction industry. The bureaucracy of
regulatory authorities, the congestion
of document management in business
reporting and verification of its capabi-
lity to execute projects and the quality
of the net result, corruption schemes,
lobbying of particular enterprises result
in low efficiency of state regulatory po-
licy in the sphere of ensuring quality
and safety of construction products, as
well as adversely affect the pricing po-
licy of construction companies, forcing
them to consider inappropriate expens-
es in the cost of construction products.
The result of this situation is postpon-
ing the implementation of construction
projects [1, p. 20].

Introducing an efficient self-regulat-
ing system through the involvement of
civil society resources and expertise of
the international institutions is one of
the ways out of the crisis.




Regulation system in the field of
construction seeks to ensure that the
interests of different range of stake-
holders — can be represented in the
form of a diagram — Fig. 1.

Under intensification of globaliza-
tion processes, internationalization of
production and “elimination” of the
boundaries for business the absence
of effective regulatory mechanisms in
the construction industry becomes the
obstacle for the entry of construction
companies into the international mar-
ket. The European vector of reform-
ing the Ukrainian economy determines
the necessity to implement European
norms and quality standards, as well
as regulatory mechanisms of their se-
curing which are generally accepted
by the global economic community. In
a free global market only the effective-
ness of regulatory policy can provide
Ukrainian enterprises with competi-
tive strengths. In turn, the processes
of economic integration contribute to

unification of efforts of enterprises for
the production of high quality competi-
tive products. Integration of the Ukrai-
nian enterprises in the European space
of globalization is impossible without
ensuring transparent and open business
environment, including rational regula-
tory policy in relation to companies and
stakeholders of the construction mar-
ket. In turn, integration contributes to
changing the traditional hierarchical
relations of subordination (inherent in
administrative economy) on the hori-
zontal ties that harmonise and operate
with additional synergies by establish-
ing their clear interaction [2].

Using achievements of technologi-
cal advances and applying innovative
technologies is impossible without the
exchange of technological expertise
with other countries. The development
of the construction industry is charac-
terized by the intensification of scien-
tific research, use of new construction
materials, development of innovative

Securing payment for the executed works, performing contractual obligations,
transparency in tendering

Contractor
Ensuring A Securing
quality of work payment
executed by Client Supplier of supplies,
the contractor, / performing
the executing contractual
the planned N obligations,
cost estimates, Facility transparency
performing / \ in tendering
contractual
obligations )
Society Consumer

Ensuring safety, compliance with sanitary, fire regulations, labor laws, contractual
obligations, quality of work, environmental safety

Fig. 1. Interests of stakeholders in the regu

latory process of the construction industry
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technical solutions and technological
innovations, which are aimed at secur-
ing a number of factors [3—4]:

* improving the quality of con-

struction products,

« providing flexible pricing policy,

 automation of labor processes,

* reducing labor costs by minimiz-

ing manual labor,

* durability and reliability of con-

struction products,

* rationalizing resources,

* energy efficiency of construction,

* environmental safety during con-

struction works.

It is reasonable to associate powerful
intellectual and scientific and technical
potential of the Ukrainian construction
market with the European standard ef-
fective regulatory systems which, on
the one hand, create the conditions for
intellectual creativity, break boundaries
of research cooperation and provide op-
portunities for scientific research, and
on the other hand, make bureaucracy
and corruption risks impossible.

An important element of construc-
tion operations is namely provision of
a high level of intellectual potential of
the construction industry related to the
complexity of the construction opera-
tions, which covers a set of functions,
each of which has its own specifics and
requires certain competencies. There-
fore, there are objective economic and
social reasons for the privatization pro-
cess of the regulation of the construc-
tion activities [1, p. 21, 22].

Public authorities are not always
able to provide a competent evalua-
tion of the process of construction op-
erations, and it is related to its comple-
xity. The specificity of the construction
industry requires from individuals, who
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can conduct the examination, technical
and financial audit, relevant knowledge
and skills in construction, engineering,
elements of financial literacy, know-
ledge on design, tendering, contract
management etc. That is why the expe-
rience of the European countries indi-
cates the effectiveness of involvement
of specialized organizations with the
appropriate professionals, not only for
the evaluation and audit procedures,
but also to participate in the regulation
of relevant markets at the level of vo-
luntary nonprofit associations of such
organizations or professionals. These
organizations can act as an association
of private companies, international or-
ganizations with offices and branches
in the country, and NGOs that can also
provide specialized consultations and
advice regarding the organization of
regulatory mechanisms in the field of
construction, adopt from the state re-
gulatory functions traditionally be-
longing to it.

Thus, the main reasons that make
actual an issue of changing the state
regulatory policy in the field of con-
struction are as follows — Fig. 2.

This background which affects the
deregulation processes in construction
can provide a significant impulse for
brand new changes in the field of con-
struction which, in particular, was ob-
served in countries that have adopted
international experience and applied
deregulatory policy.

International experience demon-
strates the effectiveness of transferring
functions of regulation and supervision
to private entities, which provides for a
number of advantages:

* exemption of state authorities from
performing unusual for them functions,




Fig. 2. Deregulation background in the construction industry

« application of a liberal approach to
openness in the construction market,

* ensuring high quality regulation
and supervision,

* possibility of combining the efforts
of government and society with the aim
of achieving a brand new level of func-
tioning of the construction industry.

Therefore, for instance, the system
of technical audit of construction pro-
jects in the United States of America is
aimed at ensuring the needs and inte-
rests of consumers-clients-contractors.
The state regulation of the system is
reduced to coordinating the client and
contractor, and representing the inte-
rests of consumers (society). The in-
terests of society are in the heart of the
system and satisfaction of social needs
of consumers is the most important task
as the ultimate goal of the construction
project.

The European Union countries ac-
tively use the mechanisms of self-re-
gulation in the construction industry.

For example, there are professional self-
government organizations of civil en-
gineers, architects, designers, urbanists
in Europe (e. g.,, the Bavarian Cham-
ber of Civil Engineers and the Bavar-
ian Chamber of Architects, the Berlin
Chamber of Architects and Builders,
Polish Chamber of Civil Engineers, the
National Chamber of Polish Architects,
the Chamber of Urban Planners, Poland
etc.). Such organizations have been en-
trusted with the regulation of activities
related to construction, carrying out
professional certification of architects,
design engineers, engineers of construc-
tion supervision and experts, the access
of these categories of experts to the
market and so on. That is, the organi-
zations of professional self-government
are endowed with a certain amount of
power, which as a rule are included in
the scope of the exclusive state powers.

External institutions, which are
aimed at regulation in construction,
are normally represented by interna-
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tional non-governmental organizations
and non-governmental standardization
bodies, such as ICC, ASCE, NFPA, and
the like. The state reserves the right to
develop “rules of the game” — legisla-
tive and legal acts, with which facilities
must comply, and development of tech-
nical documents and regulations, while
performance of supervision over their
implementation rests with non-govern-
mental agencies and organizations. The
dual interaction of public administra-
tion and non-governmental bodies has
a significant effect.

International experience indicates
a high efficiency of self-regulation in
the construction industry. For the
Ukrainian construction market, we can
identify several advantages of using
such approaches to ensure state regula-
tory policy in construction, namely [6]:

« formation of an effective regulato-
ry system by involving highly qualified
specialists to the processes of evalua-
tion and audit;

« unloading state and local authori-
ties to allow reorientation of public po-
licy from regulation and control to the
sphere of ensuring strategic growth of
the industry;

 application of the principles of
subsidiarity and taking account of the
possibilities of decentralization of po-
wer to provide additional conditions
for the development of the construction
industry;

* improving the quality of construc-
tion works, efficiency of construction
operations;

* integration of the construction in-
dustry of Ukraine in the international
economic space;

* ensuring European standards of
construction;
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* increasing the responsibility of all
participants of the construction mar-
ket, such as construction companies
and stakeholders;

* ensuring the balance of interests of
participants of the construction market:
client-contractor-supplier-consumer.

Ukraine begins to adopt the best
international practice. Today there are
20 organizations in Ukraine that are of-
ficially recognized as self-regulating in
five types of activities. In general, the
formation of self-regulatory organiza-
tions is allowed in 15 types of activities,
and the regulatory framework in this
area comprises of 39 by-laws of diffe-
rent judicial force [5, p. 8]. Therewith,
4 self-regulatory organizations were
created in the construction industry,
which will contribute, in particular, to:

« distributing the application of Eu-
ropean construction standards, which
will allow to take the construction mar-
ket in Ukraine to a qualitatively new
level and ensure the European vector of
development;

* improving the quality of construc-
tion products by means of application
of rules and standards of professional
activities and internationally recog-
nised indemnification mechanisms;

* solving technological problems in
the construction industry: compliance
with sanitary and fire regulations, occu-
pational safety rules, safety regulations;

* complying with business code of
ethics.

An issue of providing a self-regu-
lating system of the construction in-
dustry becomes especially relevant in
the context of carrying out power de-
centralization processes in Ukraine. In
the framework of decentralization, the
authorities are trying to combine the




relations of government, business and
society in self-regulation. Schemati-
cally this model of interaction can be
presented through outlining directions
of power decentralization in Ukraine —
Fig. 3 [7].

One of the priority directions for
the development of decentralization
and the introduction of self-regulating
mechanisms to replace the hierarchi-
cal public administration is to conduct
inventory, analysis and revision of le-
gislation in urban planning in order to
determine prospective directions of fur-
ther development of construction as a
driving force of development of other
sectors of the economy.

Conclusions from this study and
perspectives for further research in
this direction. To sum it up, we can
draw some conclusions. In Ukraine,
there are significant prerequisites for
the development of a self-regulating
system of the construction industry
caused by liberalization of the economy,
the European vector of integration and
processes of power decentralisation.

International experience of the leading
countries testifies to the effectiveness
of a self-regulating system in construc-
tion, determining the self-regulation
not in terms of a deregulation of public
administration, but as symbiosis of a
mutually agreed system of cooperation
of  government-business-consumers,
where the first set “rules of the game”
by establishing an effective legal frame-
work, the second ensure the quality of
finished construction products, and the
third — carry out “natural selection” of
quality products, ensuring competitive-
ness of only socially responsible busi-
ness. Therefore, the system of self-reg-
ulation in the construction industry is
a mechanism of taking the construction
market to a qualitatively new level that
will correspond to the European norms
and standards.
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