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STATE OF THE INSTITUTIONAL ENVIRONMENT
OF THE PUBLIC-PRIVATE PARTNERSHIP
IN UKRAINE IN THE LIGHT OF PARAMETERS
OF THE EFFICIENCY
OF PUBLIC ADMINISTRATION

Abstract. In the article is explained the state of institutional environment
of public-private partnership in Ukraine in light of government efficiency us-
ing performance indices of Governance Research Indicator Country Snapshot
(GRICS). The main factors that drastically reduce the quality of today's insti-
tutional environment are political instability and high level of corruption.

It today’s situation, the state priority measures should stabilize the political
situation, strengthen the position and role of the public sector, position the state
as a reliable business partner in the world economic system and as a responsible
member of public-private partnership inside the country.

Keywords: socio-economic development, public-private partnership, infra-
structure projects, institutional environment of public-private partnership, own-
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ership structure, public economy, GRICS indices, political and corruption risks
in public-private partnership, anti-raider laws.

CTAH IHCTUTYHIOHAJIBHOT'O CEPEJOBUIIA
ITYBJTYHO-ITPUBATHOTIO IIAPTHEPCTBA B YKPAIHI Y CBITJII
ITAPAMETIB EOEKTUBHOCTI IEPKABHOTI'O YIIPABJITHHS

AHoraiis. Y ctaTTi pO3KPUTO CTaH IHCTUTYI[IOHAIBHOTO CepeIoBuINa ImyOriv-
HO-TIPUBATHOTO MAPTHEPCTBA B YKPaiHi y CBITJII mapaMeTpiB epeKTUBHOCTI Jiep-
JKABHOTO YIIPABJIIHHS 3 BUKOPUCTAHHAM XapaKTepUCTHK iHAekciB Governance
Research Indicator Country Snapshot (GRICS). /lo ocHOBHUX YMHHUKIB, SIKi
Pi3KO 3HMAKYIOTH SIKICTh HUHINITHBOTO IHCTUTYIIOHATBLHOTO cepeIoBUIIA BijiHECe-
Hi TTOJTiTHYHA HecTabiIbHICTh Ta BUCOKHUI PiBeHb KOpyIlil. B cyyacHnx ymoBax
IPIOPUTETHUMHM 3aX0/aMU JIepKaByi MatoTh OyTH cTabiIisallist Mo THYHOT CUTY-
aifii, 3MiIHeHHS TIO3UI[II Ta POJIi IePKABHOTO CEKTOPY €KOHOMIKH, MTO3UITII0BaH-
HS1 JIEP/KABU SIK HAJ(IiTHOTO Oi3Hec-TlapTHepa B CUCTEMI CBITOBUX TOCHOAAPCHKUX
3B’SI3KiB Ta Bi/IIOBIAJILHOTO YYACHUKA 1Ty O YHO-IPUBATHOTO MTAPTHEPCTBA BCe-
perHi KpaiHu.

KiouoBi cioBa: colliaibHO-€KOHOMIYHMIT PO3BUTOK, IMyOJIYHO-TIPUBATHE
apTHEepPCTBO, iH(MPACTPYKTYPHI IPOEKTH, IHCTUTYIIOHATbHE CepeloBUIIE ITy-
GJIYHO-TTPUBATHOTO TTAPTHEPCTBA, CTPYKTYPA BJIACHOCTI, IePsKABHIIA CEKTOP €KO-
HoMiky, ingekcn GRICS, mosiTnyHi Ta KOPYNIHHI PUSUKH IyOJIi4HO-TPUBATHO-
0 NapTHEPCTBA, AHTUPEN/IePChKi 3aKOHU.

COCTOSTHUE UHCTUTYIIUOHAJIbHOI CPE/IbI
IIYBJINYHO-YACTHOTI'O ITIAPTHEPCTBA B YRKPANIHE
B CBETE IAPAMETPOB O9®®EKTUBHOCTU
IFrOCYIJAPCTBEHHOTI'O YITPABJIEHU

AnHoTtanus. B cTatbe pacKpbITO COCTOSIHIE MHCTUTYIIMOHATIBHOM CPEIbI TO-
CYIapCTBEHHO-YaCTHOTO MapTHEPCTBAa B YKpawWHe B CBeTe mapaMeTpoB adhex-
TUBHOCTU TOCYIAPCTBEHHOTO YIPABJIEHUSI ¢ UCTOJIb30BAHMEM XapaKTE€PUCTHK
unzgexkcos Governance Research Indicator Country Snapshot (GRICS). K oc-
HOBHBIM (hbaKTOpaM, KOTOPbIe PE3KO CHUKAIOT KAaYeCTBO CErOAHSIIHEH WHCTU-
TYIUOHAIBHON CPEbl OTHECEHBI MOJUTHYECKAs HeCTaOMIbHOCTh U BBICOKUI
YPOBEHb KOPPYIIINU. B COBPEMEHHBIX YCIOBUAX TIPUOPUTETHBIMU MEPAMK TO-
Cy/lapCTBa JAOJIKHBI OBITH CTAOMIM3AINS TIOJTUTHYECKON CUTYAIINU, YKPETICHIe
MO3UIUN ¥ POJIA TOCYAAPCTBEHHOTO CEKTOPA HSKOHOMUKH, MO3UIIMOHUPOBAHIE
rocyJapcTBa Kak HaJeXKHOTO OW3Hec-TlapTHEpa B CHCTEMEe MHPOBBIX XO3SIHCT-
BEHHBIX CBSI3€H U OTBETCTBEHHOTO YYACTHUKA MTyOJINYHO-4aCTHOTO APTHEPCTBA
BHYTPH CTPAHBIL.

KioueBblie cioBa: COIMAIBHO-IKOHOMUYECKOE Pa3BUTHE, TOCYIapCTBEHHO-
YacTHOE TTapTHEPCTBO, MHMPACTPYKTYPHBIE TIPOEKTHI, HHCTUTYIIHOHATIbHAS CPe-
J1a Iy OJIMYHO-9aCTHOTO MAPTHEPCTBA, CTPYKTYPa COOCTBEHHOCTH, FOCYIAPCTBEH-
HBINT ceKTOp akoHOMUKH, nHAeKchl GRICS, momuTnueckue u KOppyniuoHHbIE
PHCKHU rOCYIapCTBEHHO-YaCTHOTO TAPTHEPCTBA, aHTUPEHIEPCKITE 3aKOHBI.
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Target setting. In today’s Ukrai-
nian society, due to the depreciation of
infrastructure, exacerbated the prob-
lem of poor quality of utility, trans-
portation, education, health care and
so on. In particular, the main reasons
for this state are the following: quasi-
market economic processes; inefficient
management of public services; deficit
in public investment for infrastructure
investments; low mechanism of public-
private partnership' (hereinafter —
PPP).

The latter reason (mechanism of
PPP) is the subject of this article.

Still unsolved issues. Despite the
wide range of literature on PPP, this
issue will remain relevant because of
changing of the political and economic
circumstances in implementing PPP.
In particular, there is a need to reflect
the fact that Ukraine is ranked the
135" among 159 countries and territo-
ries on the world in economic freedom
[17]. These economic development in-
dicators correlate with economic free-
dom, economic development of the
state, growing welfare of its people and
indicators with prognostic capabilities
(conditions) in implementing PPP. In
addition, important parameters are the
ones that represent the connection be-
tween PPP and efficiency/inefficiency
of public governance and enable, by

! In foreign literature public-private partner-
ship is expressed by a term PPP, meaning that
the parties of such cooperation, on one hand,
are the public entities — executive bodies, lo-
cal government and NGOs, and on the other
hand — the private entities (business struc-
tures) that are ready to provide their goods,
services, financial and other resources in or-
der to obtain beneficial results. In this article,
we follow the same approach, using the term
public-private partnership (PPP).

understanding this connection, to out-
line the main ways of improving the in-
stitutional environment of PPP.
Analysis of the recent research
and publications. Wide application of
PPP as a mechanism for implementa-
tion of the Program of Investment and
Innovation Activity in Ukraine as well
as National Projects was envisaged by
the Program of Economic Reforms for
2010-2014. “Prosperous Society, Com-
petitive Economy, and Effective State”
[15]. The undoubted achievement was
the fact of adoption the Law of Ukraine
“On  Public-Private  Partnership”
(2010) [12]. On the development of
the provisions of this law was adopted
the Concept of public-private partner-
ship in Ukraine for 2013-2018 [14].
The adoption of these documents has
intensified the study of various aspects
of PPP, scientific definition of PPP and
distinct separation of the various as-
pects of this phenomenon allowing the
development of the state and influence
on the globalized environment. There
is no need for us to repeat steps on the
contents of the study in meaning that
characterizes the partnership of the
state and business, as it has been done
already by other researchers, in parti-
cular by I. Braylovsky [ 1], V. Varnavsky
[2], P. Shylepnytsky [16] and others.
The research results concerning PPP
already allow writing books and prac-
tical guides. [7] We made use of, first
of all, the legal framework and those
sources, where PPP is considered as a
factor of social and economic develop-
ment of the state, and also databases of
the World Bank which give grounds
for defining features of institutional
environment for certain parameters in
various countries, including Ukraine.
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The main purpose of the article is
to clarify the actual state (quality) of
institutional environment of PPP, link-
ing this condition with the indeces of
Governance Research Indicator Coun-
try Snapshot (GRICS), which assess
the effectiveness of governance in 209
countries. These options provide a
general understanding of public gover-
nance as a set of traditions and institu-
tions by which authority is governing
the country [6].

The statement of basic materials.
Today, the basic condition for the suc-
cessful economic and social develop-
ment in economic processes is regarded
by the development and installation
of the mechanism of PPP. The imple-
mentation of such public management
tasks will be updated to keep pace, gi-
ven the economic crisis in conflict situ-
ation in separate regions of Donetsk
and Lugansk Oblasts (hereinafter —
SRDLO). By combining the assets of
the state with investment and manage-
ment capacity of private companies an
opportunity to provide a solution of
socially important problems of society.

The law on PPP aims to increase the
competitiveness of public (state and
municipal) sector of the national econ-
omy, attracting investment into the
economy to build extensive infrastruc-
ture [11]. The law provides a legal basis
for cooperation between the state, local
governments and businesses in the im-
plementation of important projects of
socio-economic development, ensures
an adequate level of social activity, im-
proving the quality of life of citizens.
However, since the adoption of the leg-
islation, situation regarding the use of
PPP mechanism has not been changed
for the better. Over the past six years,
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the problems of public governance in
such areas as property rights of inves-
tors, settlement of economic disputes,
licensing and authorizations, land use
planning, attracting domestic and for-
eign investments in infrastructure de-
velopment of the national economy
and public services on the basis of PPP
only exacerbated.

These problems relate not only to
the index of economic freedom, but
also to the overall situation of low effi-
ciency of public governance, measured
by the international practice para-
meters index GRICS.

The resulting measure of the quality
of institutional environment is the ef-
ficiency of public governance. Its vari-
able component is the indicator of go-
vernment effectiveness index GRICS.

The countries with high indicators
of effectiveness considered to be the
countries with high quality institu-
tional environment. The index options
of GRICS include the following indica-
tors:

Index 1 “Voice and Accountability”
reflects the perception of the politi-
cal environment, in which citizens of
the country are able to participate in
selecting their government, as well as
freedom of expression, freedom of asso-
ciation and free media.

Index 2 “Political Stability and Ab-
sence of Violence / Terrorism” forms the
idea (perception) of the likelihood of
political instability and violence, in-
cluding terrorism.

Index 3 “Government Effectiveness”
reflects the perception of quality of the
public administrative services, level of
independence of public service from
political pressure, quality of policy for-
mulation and implementation, and the




credibility of the government to such
policy actions.

Index 4 “Regulatory Quality” is the
index value to evaluate the measures
that contradict market conditions of
economic activity, such as control of
prices, inadequate control of banks,
excessive regulation of international
trade and business development.

Index 5 “Rule of Law” reflects the
level of protection of property rights,
the possibility of using the court as an
instrument of civilized influence on de-
cision making. It is a characteristic of
public level of confidence in the laws of
society and commitment to the imple-
mentation of these laws includes the
public perception of crime, the effec-
tiveness and predictability of the legal
system, commitment to the contract
system.

Index 6 “Control of Corruption”,
which determines the possibility of us-
ing informal mechanisms to influence
the quality of administrative and pub-
lic services, including through bribes,
gifts and so on. The variable compo-
nent may be the value of the Corrup-
tion Perceptions Index (CPI), or the
values of the control of corruption in-
dex GRICS.

Turning to the database of the World
Bank, which describes the situation in
Ukraine at the reference dates 2005,
2010 and 2015, we obtained results
that reflect the dynamic changes in the
PPP. Unfortunately, they demonstrate
a serious stagnation in the case of form-
ing institutional environment of PPP
(see Table). The table shows, that the
last 10 years were a period of lost op-
portunities for Ukraine in achieving

The GRICS Indices on Ukraine for the period from 2005 to 2015

Indicator Country

Voice and Accountability Ukraine
Il

Political Stability and Ukraine

Absence of

Violence/Terrorism

Government Effectiveness Ukraine

Regulatory Quality Ukraine
I

Rule of Law Ukraine

Control of Corruption Ukraine

Percentile Rank
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Source: compiled by the author based on World Bank's Worldwide Governance
Indicators [4]. Date of the request — 19/02/2017.
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higher performance of public govern-
ment in improving the quality of the
institutional environment of PPP.

There is no need to give a detailed
description of each of these indices, as
illustrations clearly outline the cur-
rent problems existing in Ukraine. For
us, it is important to separate the main
factors that currently define the gene-
ral state of institutional environment
of PPP and its quality. As we can see,
most of its indices in Ukraine have not
changed significantly over the period
from 2005 to 2015. In the first index
“Voice and Accountability”, for exam-
ple, is observed even a slight increase
from 41,5 to 47,78 points. Although, it
is still too far from 100 %.

Severe decline in the quality of the
institutional environment observed in
the indices 2 and 6 (“Political Stabi-
lity and Control of Corruption”), which
should be considered today as the main
factors affecting its status. In terms
of political stability Ukraine demon-
strates a serious decline in the period
from 2005 to 2015 from 37,2 to 6,19
points; in terms of control of corruption
from 29,76 to 14,90 points. Preferably,
this situation is related to the antiter-
rorist operation in SRDLO. Suffice it
to say that the portfolio of concession
projects of fuel and energy complex
consists of 82 objects, 71 of which are
in conflict zone [5, p. 99]. This situa-
tion is the basis in order to determine
the main factors that reduce the quality
of today’s institutional environment of
PPP: political (Index 2) and corruption
(Index 6) risks. Research on them will
help more accurately predict the threat
to the national economy as a whole and
create a more favorable institutional
environment for PPP.
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Policy of activation PPP based on
attracting foreign and domestic pri-
vate investment today must be closely
connected with the normalization of
the political situation in relations with
SRDLO, strengthening Ukraine’s posi-
tion in the international arena as a so-
vereign state. Ukraine needs to posi-
tion itself to foreign politicians and
businessmen as a promising and reli-
able business partner in the world eco-
nomic system. Ukraine must demon-
strate that the political factor does not
hold any potential threat to develop-
ment of the national economy.

In our view, the analysis of the main
factors reducing the quality of the insti-
tutional environment of PPP should be
closely linked with the increased role
of the public sector in social and eco-
nomic development. Reducing the size
of the public sector during 2000—-2016
had a negative impact on the preserva-
tion of economic stability. This policy
also continues against the backdrop of
the events surrounding SRDLO with
high political risks that significantly
affect the economic activity and PPP.
In particular, for the privatization
in 2016-2017 are planned 296 state
enterprises, among which, are large
energy companies [8].

At the same time, international
practice shows, that when experienc-
ing political instability, it is more ap-
propriate to strengthen the role of
government in the economy as a regu-
lator and an active participant in PPP,
free from corruption.

Lacking of opacity in function-
ing of administrative system, corrup-
tion in public authorities, dependence
of the judicial system on the political
and administrative system critically af-




fect key characteristics of the national
investment climate [3, p. 5]. Today,
therefore, there is actualization of the
problem of finding the optimal owner-
ship structure and scientific evidence
of regulatory impact of the state on the
functioning and development of the
public sector of economy by means of
modern risk management.

Improving the situation in the pub-
lic sector of economy will boost private
sector participation in infrastructure
projects. To reduce the risk as a prere-
quisite for the widespread introduction
mechanism of PPP, the government, as
a business partner, must form strong in-
stitutions. Their weakness highlighted
in the information from the Ministry of
Justice, that in 2015 in Ukraine were
about 3 thousand “raider” takeovers
that took place in different cities of
Ukraine. Narrowing risk zone requires
practical action to combat crime in
public sector and improvement of na-
tional legislation in the sphere of finan-
cial monitoring in different directions.

Some laws have been adopted by
the Verkhovna Rada of Ukraine [9—
10]. Others, aimed at combating ter-
rorism and related phenomena, are
still in draft status [13]. In the Plan of
Priority Actions of the Government in
2016, approved by the Cabinet of Mi-
nisters of Ukraine from 27 May 2016
Ne 418-p., recorded the need to create
more favorable conditions for business
development. This, in turn, provides a
series of reforms that will make it pos-
sible to ensure sustainable economic
growth.

Conclusions. The analysis of the in-
stitutional environment of PPP, using
the indices of GRICS in dynamics for
the period from 2005 to 2015, indicates

the following: firstly, the past 10 years
in Ukraine were a period of lost oppor-
tunities to achieve higher performance
of public governance in terms of im-
proving the quality of the institutional
environment of PPP; and secondly, as
of the biennium 2015-2016, there has
been a sharp decrease in its quality due
to the impact of political risk indices 2
and 6 (“Political stability and Control
of Corruption”).

To activate PPP at all levels of pub-
lic power, the state must implement
measures to fully affect the develop-
ment of not only a purely economic,
but also political processes. In view of
the above, the priority activities to im-
prove the quality of the institutional
environment of PPP should be con-
sidered the following measures: stabi-
lization the political situation around
SRDLO; strengthening  Ukraine’s
position in the international arena as
a sovereign state; strengthening the
position and role of the public sector
of economy, positioning the state as a
reliable business partner in the world
economic relations and as a responsible
member of PPP in the country.
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