)

Bnonenlumuf

FEPHHUUOTO
VHIBEPCHUTETY




BicHun

HAIIOHAJNBHOTO I'PHHYOT0 YHIBEPCHTETY

The Economic "

Messenger

OF THE NATIONAL MINING UNIVERSITY

2010

HaykoBo-TeopeTH1RHHA

Ta indopmaniino-npaKTHY AR KYpEAD

Scientific-Theoretical and
Informational-Practical Magazine

1 (29) ciwens-Deperens
2010

T T 1(29) January-March
; : 2010

Toaosrnii peaakrop — O.C. anymko, gokTop eKoHOMIYHHX HaYK

Pepaxuifina xomeris:
Amoma Q.1 — axamedic HAH Yepalog,
I-p. EROH. HAYK

Bumuencrxnit BT — gm.-kop. HAH Yxpaiun,

J-p. EKOH. HAYK
Bynees LIL - o-p. ckoH. HAYK
Kysuseuwo JLM, - o-p. exon. nayx
TNamerwo B. 1. - 0-p. eR0H. HAVE
Hosikoia OAD. - A-p. €X0H. HAYK
Barpoea LB - n-p. €x0H, BAYE
Baronosa O.I". - f-p. exoH. Hayk
Hasmenko LI - 1-p. exon. Hayk ~
Mapmmia O.A. - -p. EKOH. HaYE
Pemerinona T.B. - 1-p. exoH. HAYE
3appa A.D. - 0-p. eK0M. HAYK
Merpyns JOLE. - 5-p. eK0H. HAYK
Ileels B.A. - I-p. eKOH. HAYX
Lleruosa O.H. - n-p. exon. mayk
Popniy L. - 5-p. €x0H. HAYK
Mounomapenko TLL - 1-p. Texn. nayk
Mporomenxe BI - 2-p. Texu. nayx
Kowypa €.B. - i-p. TEXH. HAYE
Ulapoa O], — ¥ERA. F-M. HAYK
Muwinnenxe KOUI — kaMg, ewoH. HayK

Binnosinanenuil pegakrop

Epmomxina O.B. - kaHm, ¢x0H. HaVK
JlirepaTypui pesaxTops

Hypxas LM. (yvepaluctxa, pocifichka MoBa)
Cpvomkira O.B. (anrnifickka MoBa)
Homn'wTepna pepeTia Ta auiabia:
Fonkano 0.1

Tenedon: (056)744-61-91, (056) 373-07-97
Teredon [ daxe: (056) 744-61-91

E-miail: EcoMess@nmu.org.us, sevidiua fn
Agpeca peaaxuil;

49027, JIRINpONETPORCEE,

np. K. Mapxca, 19

JACHOBHAKR
Hamionansawil ripawamii yaisepearer
National Mining University

[neTHTYT eROHOMIKH NPOMHCIOBOCTI
Hanionanenol akaxemil nayk Yxpaiau
Institute of Industrial Economics
of the National Academy of Sciences of Ukraine

Buoascusn:
Hanionaneani rippn4nii ynisepenrer
National Mining University

Hypran niguicane oo apyYKY 32 peKOMEHIALICK BHEH0T PATH
HasnjoyankHoro rpkond YHIBSperTery
{mporoxon MNe 3 sig 03.03.2010 poxy)

Wy pman sapeecTposanui y Jlepmapromy KoMiTeti mdmpuaulﬁ.um
TOAITHER, TenefaueHis | purioMopretns Y rpalns. .
Crinowrso ceplf KB M 7070 sin 18.03.2003,

Kypaan prmogeno oo [Mepenixy Hayxopix sugans ¥ xpaiiy, o
AKHX MOKYTE MYGNikYRATHEA Pe3ynLTaTH JHcepranifinmx polit va
3A0AYTEN HAYKORMX CTYTIEHIR JOKTORA | KaMIMAaTa HAYK.

0 nocTAKOROK Npeantii BAK Yxpains sin 1000210,
Ne 1-05/1. (Bsonerens Bumol ArecTanifieoi xomicti Yepais Ne 3, 2010).

Vi npasa saxrmesi. [osusf 260 sacTuosrl nepeapyr | mepecanim
JLOIRONCHC NHINE 93 3TOA0H anTopa i penakuii.
TIpH MEpEAPY KYBAHKT TOCHIATACH Ha
“ExoHosiuemi slemme Hatonamsrore ripHeMoro yHBEpeaTETY
CTarTTi MpOXoIATE 0608  K3EDEC PLUCHIYBAHHA.

Pemaxuin 36epiras 38 co600 MPEBD PENArYBAHHE
Penmcuyifizo-spuisrimaui pomnaess HouoRamsHON: [ipHEm0n yHisepermeTy
49027, Mninponerponcak, mp. K. Mapkea, 19
Minnucano 0 apyxy 22.04. 200 0 Copwar 30422, HEE?I’ ¥, apyk ape. 15,
Tipam 300 npw, Jaw, Mo /.

& HI'Y



EKOHOMIKA

[MPUPOJOKOPUCTYBAHHA
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M. Skourtos, L. Salomatina, D. Fortuzzi

ECONOMIC PROSPECTS FOR INVOLVEMENT OF INVESTORS TO RESOLVE
ECONOMIC PROBLEMS OF BIG SEAPORTS AT THE WESTERN BLACK SEA OF
. -. UKRAINE : ¥

Ha ocuoei npopeaeHoro SWOT anamisy Aociimmxeso
BROHOMIYHI  DepcnexTHBH  y4acti iHBECTORIBE ¥
posn’ssaHHi SKOHOMIMHHX npofnen BENMEHX MOPCEKHY
nopTie ¥ saxinkill uacTusi Yopaoro Mops Yigpalmg,

Krovoel cioga: SWOT awanis, iHBeCTOPH, MOPCEKL
NOPTH, HABKOKINHE CEPeIDRHIE, COMianbai npofienMi

The research of investors’ involvement ecomomic
prospects to resolve economic problems of big seaport at
the western Black Sea of Ulkraine has been performed
applying SWOT analysis.

Keywords:  SWOT analysis, investors, seaports,
environment, social problems.

Strong points

The prospects for mobilization of investments into the port complex of Ukraine are stipulated
by their capacities and successes in economic activity.

: Ports characteristics. Al present Ukraine has 20 sea commercial ports. In Ukraine, there were

issued total 680 licenses for shipping companies. The greatest number of licenses was issued for the
subjects of economic activity in the Crimea: 186, 150 of them being in Sevastopol [1]. All the
transport-refrigerated cargo fleet of Ukraine is based in that city, which comprises 4% of the world
refrigerated cargo fleet. There are two specialized seaport, five shipyards, four oil terminals, 22
mooring bases for ships based on the maritime economic complex of Sevastopol.

In Odessa region, over 70 percent of all enterprises of the maritime economic complex of the
couniry are concentrated. The biggest Ukrainian ports at the Black Sea are Odessa (34.6 million
tons of load handling), Yuzhny (21.7 million tons), Ilyichevsk (18.9 million tons). In recent years
the transportation and transit potential of Odessa oblast has substantially grown due to the work of
Euro-Asian transport corridor, development of new capacities in ports and, above all, construction
and commissioning of such important facilities as the oil terminal “Yuzhny' and autobahn “Kyiv-
Odessa’. The Odessa port management forwarded the significant part of its profit to renewal of its
basic assets. Investments in capital development exceeded 8 325 thousand UAH, in updating — 7596
thousand UAH. The port has purchased portal crane of 3 075 thousand UAH, loaders (2 648
thousand UAH), trucks (380 thousand UAH), tools and equipment (1 237 thousand UAH).

Despite the werld economic crisis, in 2008 the marine commercial ports have handled over
132 million tons of various cargoes, which is by 6.8% more than in 2007. Growth of export was
11.3%, that of import — 18.8% and coasting — 5%. However, transit dropped by 0.7% [2]. Table 1
presents the dynamics of load handling by seaports of Ukraine in the recent twenty years.

Involvement of strategic investors into development of sea economy is performed through
two directions:

- construction of new terminals;

- construction of new ports.
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g Odessa Ilyichevsk port has planned to bring its capacities for handling iron-ore concentrate
and pellets, ores of non-ferrous metals on the first stage up to 3.5 million tons a year, and on the
second stage to increase it by 4.5 million tons a year. The complex is supposed to be built in
Yuzhny port. Its fright turnover will be 1.2 million tons a year. In conditions of port capacities’
deficit for operating bulk cargos, final construction of coal and ore terminal by the private company
“Transinvestservice’ looks promising. The terminal capacity with three deep berths can reach 10
million tons a year.

IL. The example of affecting the ecological system of the Black Sea in the Crimea can be the
project of the new port construction in Yevpatoria *Crimean port-industrial complex ‘Donuzlav’.
The necessity to construct the new port is stipulated by the fact that the level of loading with oil and
oil products transshipment turnover in ports of (Odessa and Crimean ports (Kerch, Feodosia,
Sevastopol) does not allow to increase volumes without reconstruction and big investments.
Therefore, the decision on construction of the new oil transshipment complex in the Crimea is under
cunsidcratmn.

The project is at the stage of concurrences and initial designing. The big port- mdustnal
complex ‘Domuzlav’ will powerfully affect all the components of the natural environment. It is
related with the fact that the bulk, loose cargoes (like iron-ore concentrates, pellets, bauxites), raw
oil and its treatment contain serious hazard of polluting the atmosphere, soils and adjusting water
area of Donuzlav lake and the Back Sea. In accordance with the existing construction norms and
rules, it is required to perform the complex ecological expertise of the project, both state and
independent public one with chhgatnry chapter ‘Environmental Impact Assessment’

(}ppnrtunities

The increase of investment involvement in order to resolve the economic and ecological
problem of Ukrainian big ports is facilitated by the documents that determine the conditions of
functioning and development of the port complex of Ukraine. Those documents include “Strategy of
Ukrainian seaports development for the period up to 2015" adopted by the Cabinet of Ukraine on
July 16, 2008. The document provides for the change of port management structure, including terms
and conditions of involvement of private investments into reconstruction and development of ports.
It is proposed to apply various forms of governmental and private partnerships (leasing, concession,
cooperative activity, investment agreement) depending on the specific conditions (the level of the
faml:ty readiness, the scope of required mvestmmts their sha.rc in tha whole cost of the facility,
provision of transport and communications).

At present it is not possible to use the abave—ment:uned forms of collaboration of the
governmental and private partnership as there is no available normative basis for successful and
mutually beneficial cooperation with pnvate capital, the involvement r.}f which into the industry is
the integral part of its development provision.

With the purpose of stimulating the innovation activity, there was developed the pro]e-ct of the
Law of Ukraine ‘On Special Economic-Legal Regime of Facilitation of National and Foreign
Investors and Employment of the Area of Sevastopol City’. The project states the total
governmental measures required to be implemented in order to radically change the situation on
port complex of Ukraine:

-1. Allow privatization of the state-owned ports, primarily nun-pmﬁmble and give access for
the private investors to invest into development of Ukrainian ports.

2. Completely separate functions of the governmental supervision and provision of safe
navigation from the commercial activity of the ports.

3. In perspective sea cities, form the regional bodies for complex management of the facilities
of state and communal ownership (water area, berths, coastal areas, and realty facilities) with the
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purpose of providing conditions for active investment processes into maritime economic complex of
Ukraine.

4. Reserve the coastal area in industrial zones of sea cities for the purpose of ‘Construction of
facilities of maritime economic complex’. At present the land in the ports’ areas is being fast long-
leased for various facilities not related to the maritime economic complex, which can result in
unavailability of spacious sites [4].

Port privatization is the vital problem for Ukraine. Lack of efficient ways to resolve it
negatively affects the involvement of strategic partners to that sector of economy and does not
allow to resolve arising economic problems. Therefore, adoption of appropriate laws providing
scaport management assisted by state-owned and municipal companies with participation of private
capital will positively result in port development and elimination of ecological problems. ;

Weak points

The low economic perspectives of investors’ attraction to resolve the problems of the Black
Seca ecosystem include, first, needs in great volume of investments into reconstruction of existing
ports and construction of the new cones, second, failure to implement program donummts approved
by the state and regional management bodies.

L. The given below data prove the requirement of big amounts of investments required for the
port complex of Ukraine.

1. Per preliminary calculations, the reconstruction of all berths and development of port
capacities of Sevastopol port, there will be required about 4.5 billion dollars of direct investment
that would create 60 thousand jobs. _

2. 48 million US dollars have been spent since the start of realization of ‘Transinvestservice’

Ltd. project ‘Construction of terminals for bulk cargoes in Yuzhny port’,
. 3. The company ‘Smart-Holding’ (Kyiv) is going to invest 1.581 billion euros into the
reconstruction of Ochakov seaport (Nikolayevskaya oblast). In particular, for construction of coal
and ore loading complex there will be allocated 663.102 million euros, 774.639 million euros for
construction of containers loading complex and 143.710 million euros — for construction of grains
handling complex. The modernization of Ochakov seaport is supposed to be finished in 2011. The
company is planning to make the seaport deep-water one {15-17 meters), construct the terminal for
transshipment and storage of i ron ore with the expected capacity of 1 5 milliontons a year, and
coking c oal with the capacity of 5 million tons a year, rearrange the terminal for having annual
capacity of 5 million tons, and the terminal for transshipment of containers with the capacity of 3
million TEU. That project will require of alleviation of 4!] hectares of the area, construction of
about 75 railway and 50 km of motor roads [5].

II. The example of failure to fulfill the program duﬂummts approved by the state and regional -
management bodies is the Ukrainian state program on protection and restoration of Azov and Black
seas. That program is not the governing document for realization of the governmental policy in that
region. The program provides for implementation of safe types of activities and decrease discharge
waters of enterprises. The volumes of pollution from those sources only, as well as annual 20-30
cases of oil spill in waters of both seas have substantially exceeded the restorative power of
maritime ecosystems to restore. For instance, on November 11, 2007, in the area of Kerch sea
channel, four ships sank, six ran aground and two tankers were damaged. As a result, about 1.3
thousand tons of mazut and seven thousand tons of sulphur were spiit into the water.

The like catastrophes bring to irreversible processes, decrease of fish resources. Fish catch in
recent years is only 20% against the results of 70-s. Annually in waters of both seas just Ukraine
does not catch fish products up to the amount of 75 million dollars. The recreation territories of the
Azov and Black seas regions are also under threat. On the whole, Ukraine annually loses 1.7 billion
UAH, about 200 million dollars, because of the Black and Azov Seas ecosystems pollution.
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Threats

Among the threats of decreasing investments, the following political, economic and social
problems of the Black Sea ecosystem should be foeused on:

1. The political ones refer to: negative international rating of Ukraine; political instability;
absence o f p olitical will t o create favorable c onditions for i nvolvement of i nvestors; authorities’
corruption; unavailability of the governmental-private partnership; high political nsks no state
guarantces for foreign investments that could be defended in court.

Almost in all important ratings, Ukraine takes the lowest places. So in economic freedom
rating, the country takes the 133™ place (Ukrainian economy is considered to be only half-free). Just
within a year Ukraine has lost 8 positions and, according to experts, the country is facing the brand
of disgrace as “economically not free country’ [7].

The international rating agency Standard&Poor’s confirmed the Ukraine’s ratings per its
debentures in foreign and national currency on the level «BB-/BB». The rating prognosis is
negative [8].

The main factor of instability in Ukraine is stable and regular in itself. It is connected with
elections and frequent change of the government.

2. E conomic problems o f i nvestors’ i nvolvement for resolving problems of the Black Sea
ecosystem consist of the following:

- economic crises;

- imperfection of taxation system, tax inspection defects (big taxes and collections, subjective
interpretation of the acting laws); '

- high taxation load;

- availability of schemes for embezzling budget funds;

- lack of stability of currency rates;

- high credit percentages in banks;

- no warranties;

- high risks;

- weak normative-legal b-ams

- instability and ambiguity of laws;

- lack of effective mechanism for own funds involvement into investment process.

Under conditions of economical regress, the economic situation existing in Ukraine does not
[acilitate inflow of private investments,

In order to attract the foreign capital to economy, Ukraine is collaborating with international
financial orgamizations. In November 2008, the IMF took the decision to allocate $16.4 billions to
Ukraine as stand-by credits. There have already been allocated three tranche to the total amount of
$12 billion. The fourth one was suspended because of presidential runs and political instability. -

According to NBU, the gross external debt burden has grown up to $104.376 billion by the
end of November 2009. According to the World Bank, the foreign debt of Ukraine was about 84%,
of its gross domestic product (GDP) in September. Per results of 2009, the Ukraine’s debts may be
over 90% of its GDP.

In 2009, according to IMF, the Ukraine’s economy has lost 14 percent of GDP and in 2010 it
is going to grow by 2.7 percent only. In 2010 situation will not improve but it might be even worse.
According to of the World Bank assessments, the state debts and collateralized loans in the current
year will reach 41.7% of GDP. However, the Bank experts also forecast that Ukrainian companies
will normally pay theit debts and the total liability will be increased up to 82% of GDP.

3. The analysis of social problems of investors’ involvement in order to resolve the ecosystem
problems of the Black Sca has been performed based on questionnaire performed in September
2009 within the frame of the international project named SESAM. The project aim is the assessment
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of the coastal and maritime ecosystems of south-European seas. The project is financed by the
European Union. The population of the cities of Sevastopol, Yevpatoria, Yalta, Odessa, Nikolayev
and Kherson were questioned.

Table 2 gives the answers to the question “What do you consider the most important social
problem of your country?® The choice of 4 versions of the answer was proposed with rating from 1
to 4 according to their importance: 1 — the most important, 2 — average importance, 3 - important
enough, 4 — least important.

L Table 2
Distribution of answers to the question o
*What do you consider the most important social problem of your country?’
1 2 3 4
Unemployment 95 6l 49 42
" Criminality 36 61 42 57
{ Natural degradation of the western part of the Black Sea 25 34 31 37
| Public health system 50 57 73 49
| Power corruption 81 65 40 43
| Air pollution 15 26 43 48
E"EETE&ET 4 3 8 21
| Mass migration of Ukrainians 1 1 11 18

It follows from the Table that the greatest number of questioned people indicated
unemployment as the most important for the country problem (95) and power corruption (81).

In December 2009, in Ukraine, according to the State Committee of Statistics of Ukraine, the
unemployment level was 1.9% - 531.6 thousand people. The highest IEW:] of unemployment in
2009 was registered in January and February: 3.2%.

The level of unemployment in Ukraine (calculated per methodology of the Intemanonal Labor
Organization) in the 1% quarter of 2009 grew up to 9.5% compared with 7.1% in the previous year.
That figure means that about 0.5 million of Ukrainians have been deprived of jobs within 12 months
before March 2009 [9, 10].

Per results of the fifth “World Review of Economic Crimes’ performed by the international
auditing company PricewaterhouseCoopers, Ukraine is the sixth top in the world criminality rating.
45% of all national enterprises participating in guestionnaire informed that within at least 12 months
they encountered economic abuses. As to that index, Ukraine follows Russia (71%), South African
Republic (62%), Kenya (57%), Canada (56%), and Mexico (51%).

The specificity of Ukrainian economic criminality is bribing and illegal seizure of pmpar’ty
i.e. seizures by raiders and robberies, The main factor for Ukrainian economic criminality growth is
corruption and threat of firing during crisis times. Those companies’ losses because of economic
fraud has been evaluated by over half of businessmen working in Ukraine as equaling to over 100
thousand dollars.

Per data of the State Committee of Financing Monitoring of Ukraine, in 2009 the law-
enforcement bodies transferred 933 cases on financial operations that may be related to laundering
of incomes obtained by criminal ways. They are grounded on 150 reports about doubtful financial
operations, the greatest number of those locating mostly in eastern and southem regions of the
country. According to the result of the previously submitted by the Committee materials, 400
criminal cases have been initiated. 116 of them were forwarded to courts and 85 had convictions

[11]. .
The performed SWOT-analysis allows for making some propositions on activation of the
western Black Sea port economy of Ukraine:
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