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PREFACE

The world around is a trinity of social, economic, ecological systems, the balance
of which for humans has become the basis for the development and implementation
of the concept of sustainable development. Accordingly, appropriate management
turned out to be in demand, which is characterized by behavioral and technological
innovations in economic development. Current trends of change associated with
the processes of globalization, informatization, intellectualization of the economy
and society have strengthened the role of information, digital and professional
transformation tools, thus providing a management process at the micro and macro
levels. Recently, scientists have not ignored the issue of modifying the economy
and making proposals that conftribute to innovations for the development of
economic concepts.

The presented book is a scientific work, in which the authors posed the
urgent task of innovative development of the economy and made proposals for its
solution. A distinctive feature of this study is the availability of developments that
contribute to the realization of the potential of the economic system, considering
the latest methods, principles and procedures.

The authors have formulated a sufficient number of conclusions and ideas that
are innovative in nature. Their position on innovation in economic development and
the priority of ideas, knowledge, technologies, intelligence in conducting business
and strengthening the business reputation of entrepreneurial structures has been
convincingly proven. A number of authors’ proposals are not limited only to the
innovative aspect of the development of instruments of economic development,
but are holistic in nature and relate to Inflation; Economic Growth; Economics of
nature Management and Environmental Protection; Monetary Policy; Management;
Human resource; Finance; Marketing; Information technology; Accounting and
Taxation; Entrepreneurship; Sustainable Finance, HR, Marketing and other. In
total, the results of scientific research have allowed to form a new concept of
innovative development of the modern economy in all aspects of globalization,
integration and technologicalization.

The material of the book 1s set forth clearly, contains interesting proposals and

is characterized by a non-standard approach to solving the issue of developing the
economic system and its components, for which theoretical and practical aspects



of innovation are involved. The results of the scientific research presented in the
book will be of interest to everyone involved in the development of economic
science, management practice, the relationship between formal and mformal
institutions. The book is equally useful for theorists and practitioners, leading and
young scientists conducting research to achieve a common goal — the development

of science, economic systems and society as a whole.

Tetiana Bochulia
Doctor of Economic Sciences, Professor,

Academician of the Academy of Economic Sciences of Ukraine,
Academician of the London Academy of Science and Business,
Head of Accounting, Audit and Taxation Department,

Kharkiv State University of Food Technology and Trade,
Kharkiv, Ukraine
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5.

Institutional Approach to Determining
of The Cooperation Competitiveness

*Tuliia Ushkarenko

determines the structuring of the market. Demand and

supply, which are the driving force of the market, ensure
that every demand for goods and services finds its supply. In other
words, it means that producers of goods are faced with the need to sell
them, which they cannot carry out on their own. Finally, the search
for one who can do it begins. As a result, the market is in demand.
On the other hand, there are individuals who are good at selling.
They, in turn, offer their services on the market and, accordingly,
form an offer. At the moment when supply and demand meet, there
is an agreement. When such agreements appear enough, a market
situation is formed and then the market price of the product or
service is determined.

The development of market relations 1n agriculture

The principles of this relationship remain unchanged. Although

*Doctor of Economics, Professor, Head of Dcpartment of Economics, and International
Economic Relations Kherson State Univcrsiry.



Institutional Approach to Determining of The Cooperation Competitiveness 47

in different industries, in particular in agriculture and industry,
there are specific features. Most of these features are limited to the
formation of market prices both in the production of products and in
services for its realization. That 1s, there 1s a redistribution of profits
at every stage from production to final consumption. This means
that at each link some part of the profit is left to the manufacturer,
the processor, the intermediary and the seller.

In many cases, the cost of production of the manufacturer’s
products is not properly calculated. Many articles are not included
in the calculations. In addition, very often, in particular on farms,
the cost of goods and materials purchased on the market, which have
a clear market value (mainly for industrial products) are included in
the cost calculation. Many items, such as costs for improving the
fertility of the land, remuneration of the farmer’s family, etc., may
not be included in the cost calculation. Therefore, even when pricing
agricultural products, which should also occur under the formula
“cost + margin” (which is the basis of future profit), the price can be
formed in advance as a loss 1.

Many agricultural enterprises do not declare their profitable
activity, they try to give the impression that the loss of agricultural
production 1s an objective reality of Ukraine. This is the basis for
receiving additional benefits and financial assistance from the
state, which in the end creates obstacles to the formation of a stable
market price for agricultural products that would ensure profitable
agricultural production. Recently, there is no formation of “floor
prices” below which it is impossible to fall. Added to this is a low
level of economic knowledge in economics and marketing, which
leads to the fact that the agricultural producer does not try to defend
the price M.

Consider further the chain of position of the intermediary or
trader. This group of market agents aims to profit from the provision
of their services. Therefore, when an element appears in the chain
that does not clearly assert its position on the profit share, then that
element receives another element of profit. The redistribution of
profits occurs, starting from the intermediary and above, the producer
in this case mostly only agrees with the situation. Accordingly, he is
not an equal participant in the negotiations at this stage.

Similar processes have taken place all over the world. There are
two ways to solve them. The first is political, the second 1s economic.
Political is reduced to the state regulation of the agrarian sector
through the administrative regulation of prices, subsidies from the



48 Changing Paradigm in Economics & Management System

state budget, the provision of tax benefits and the establishment of
customs tariffs. In this case, agricultural producers shift the function
of asserting their profit rights to the shoulders of the government.
Economic, when agricultural producers are actively involved in
the formation of intermediary, processing structures and the like.
In practice, this means that they buy fully (or partially) a share of
the trader, the processor. In this case, the profits of the trader and
the processor become the profits of their owners, that is, farmers
through the farming cooperative. In this case, all stakeholders are
involved in the profit-sharing negotiations. The question is, where
do farmers get so much money when they do not have enough even
for their own production. In world practice, this issue is solved with
the help of farmer marketing cooperatives.

The laws of the market are such that the greater the share of a
particular market entity, the greater its impact on market pricing.
Therefore, when the cooperative reaches a higher organizational
level, bringing together most farmers and agricultural producers, the
situation changes completely. In this case, the cooperative dictates
1ts prices, and all the last members of the chain are forced to adjust
to these prices. That 1s, the situation on the market is changing
dramatically - the participants of the marketing chain become
dependent on the cooperative. As a result, cooperatives without any
complications buy a stake or completely these enterprises.

One of the main reasons for the lack of profit for agricultural
producers is their poor awareness of marketing, which does not
give them a complete understanding of pricing processes in the
market. The other is the lack of effective pricing centers in Ukraine,
including agrarian exchanges. This does not mean that there are no
such structures in Ukraine. The existing structures of the domestic
market do not fulfill the functions for which they were created.

Consider several features of the pricing process and ways to
increase the profitability of agricultural production. One of the
factors of increasing the profitability of production is the use of
marketing system and involvement of producers directly in pricing
in the agricultural market. The question arises as to how a particular
commodity producer can influence pricing if the price is shaped by
the market itself. The market is a natural mechanism, the pricing
of which occurs under the influence of a whole set of factors. No
market entity is able to fully master the mechanism of their action,
and therefore actively influence the pricing process. On the other
hand, in practice, there are methods of regulating the market that
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influence the pricing process. This regulation can be done through
legislation, through the introduction of customs barriers, through
licensing, quotas, protectionism, etc. Such functions are performed
by the state.

The question arises as to how the agricultural producer can
influence the pricing process. Taking into account the situation when
the market entry of the producers takes place individually, each
farm looks for distribution channels individually, then under such
conditions the possibility of influence of the individual producer on
the pricing process 1s minimal. In these circumstances, they cannot
affect the pricing process. There are no effective pricing centers in
Ukraine that would give a complete picture of objective information
in agricultural markets. In advanced market economies, the pricing
process 1s based on the formula “basis + percentage”, where “basis”
is the price formed in the exchange trades, and “percentage” is the
percentage on which the price of the basis needs to be adjusted, taking
into account the local conditions of the individual the producer,
his economic capabilities, the transportation costs he incurs in
the production process. Accordingly, the farmer communicates
periodically via the Internet with exchanges informing about prices
for agricultural products in different regions of the world. This price
is the basis. Adding a percentage set for their area, farmers know
the price of their produce 1.

In Ukraine, the lack of a basis, as well as the lack of knowledge
of the pricing mechanisms in the market, leads to the fact that the
agricultural producer does not know how much his products are really
worth on the market and in most cases agrees with the price offered to
him by the intermediary. This situation stimulates an increase in the
number of intermediary structures, which, using the lack of access of
agricultural companies. to the producer of information on prices on
each chain of passage of goods to the end consumer, to themselves to
itself that part of the profits which the producer himself could receive.
Therefore, it is necessary to teach producers the basics of marketing,
which will increase the profitability of their activities.

The fact that a producer enters the market by himself creates a
situation where he cannot gain a significant share of the market. It
1s well known that the market and a firm or producer with a large
share of the market can directly influence the pricing process. These
processes are most characteristic of the industry. Let’s analyze what
1s happening in the market. Energy is virtually 100% market control
by one company. All other resources consumed by agriculture, such
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as machinery, fuel, fertilizers, etc., come from agriculture companies
that control most of the domestic and global markets. Hence the
increasing disparity in prices for industrial products consumed by
the agricultural sector and agricultural products [, p. 4].

Solution to this problem has been found by agricultural producers
in almost all developed countries. Their experience can be drawn
to solve problems that have arisen in the domestic market. Service
cooperatives can become a panacea in such a situation. It is the
creation of marketing cooperatives that will solve the problem of
increasing the profitability of producers by influencing the pricing
process of the agricultural market. Marketing cooperative allows you
to track processes and trends in the market. Qualified specialist will
determine the base price (the “basis”, which is determined abroad
on exchanges). By determining the correction factor for a particular
locality, it will receive a market price for the products grown by the
producer. One of the goals of such a specialist will be to track the
most effective marketing channels for agricultural products, as well
as to search and purchase the necessary resources and services at
reasonable prices for the producers.

When a large number of producers are combined, the cooperative
can immediately claim a relevant market share by forming a large
batch of products. The greater the cooperative’s share in the product
market, the greater the opportunity to defend the interests of the
producer directly. At the same time, the dictates of prices from supply
and processing companies are moving into the negotiation of prices for
the purchase of products by agricultural processors and prices for the
resources supplied by the companies. This process ensures that the
commodity producer enters the pricing process, namely the formation
of prices for agricultural products. The creation of such marketing
cooperatives forms the prerequisites for equitable functioning in
the market, defending the interests of each participant, and thus
increasing the profitability of agricultural production.

The strategic direction of development of agro-industrial
production for both the developed western countries and for Ukraine
1s the development of agricultural cooperatives, creation of effective
cooperative assoclations on a private basis and with high direct interest
of producers and enterprises, as well as state support of priority
directions of management and use of productive , resource-saving and
high-tech. In order to prove the validity of this statement, let’s look
at a model that explains why agricultural cooperatives are displacing
vertically integrated enterprises.
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The price in such a model is considered as a linear function of the
aggregate supply (p = a-Q, where a is a positive value and a Q is the
aggregate supply). The cost of each farmer (whether he is a member
of a cooperative or not) is given by the formula:

1
cg)=—q °

2

The marginal cost 1s positive and rising. Suppose, for simplicity,
that all farmers are the same. There are two businesses, and
farmers sell their produce through one of them. Let’s call the first
of these enterprises a cooperative, and the second - an enterprise
that maximizes profit. Let nc be the number of farmers who join the
cooperative and let nf = n - nc be the number of farmers who supply
their produce to the enterprise.

Each producer makes his own decisions about the volume of
his own production. The cooperative itself does not make a profit,
and its production costs for simplicity are taken to be zero. QC is
a cooperative offer, a Qf = Q-QC 1is an enterprise profit maximizing
offer. In this case, each self-managed commodity producer will be
forced to solve the following problem:

_ | -
max[a—(Qf+Qf1+q]q—Eq &
q

where is the offer of the cooperative without this producer;
q is his own suggestion.

It is likely that its maximum value q will reach at
a—(Q7 +05+29)-q =0

Then the offer of each farmer who is a member of the cooperative
will be equal to:

a—Qf

g_(nc+1}+c

and the cooperative offer as a whole —
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. 5=

Q - (n,+D)+c

The task facing a profit-maximizing enterprise (it is it who
decides the production volume) is as follows:

f
maxla-(©° +0'1 0’ —n, %c(Q—— 2
o’ N

Its solution:

Further, the equilibrium output of the cooperative

*

Q° =a (n,;+0o)K,

and accordingly the equilibrium output of the enterprise
maximizing profit

0 =a (1+0)K,
where

1

K= -
nen.+n.c+2n,+c+2n +c

Consequently, the output and, accordingly, the market share per
farmer per cooperative will be higher provided that nf> 1. The profit
of each producer will be equal,

7"=(a—[a (1+c)K+a (n,+0)K] ><r:3f(nrf—I~|:;')K—%c‘(a[ﬂf+c']K)2

and the profit of each farmer who supplies his produce to a profit-
maximizing enterprise, respectively:
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7!/ =(a—[a s(+c)K+a (n;+c)K] X(H[I—FC]K)—%C’(ﬂ[l—l—C]K)z

Condition 1s fullfilled when

(2+cf n, +e)* > (1+ 0)3(c+2nf)

or

2n§+ }}c+2nf

Therefore, 1t 1s likely that for all nf> 1 the profitability of the
cooperative will be higher than the profitability of the maximizing
profit enterprise. However, in the model under consideration, each
farmer’s costs are a function of sales volume. This 1s indeed the case
when 1t comes to dairy cattle, for example. The situation 1s changing
when 1t comes to agriculture. Here, most of the costs are for the
period preceding the harvest, so the cost should be considered not as a
function of production but as an independent variable. Therefore, the
task facing agricultural producers 1s also changing dramatically: it 1s
necessary to calculate not the optimum volume of production, but what
quantity of produced should be sent for sale, calculating that the price,
as 1n the previous case, 1s related to the sales of linear dependencies.

Add to the terms of the model one more thing: total production
costs (as well as unit costs) are the same for all farmers. Then the
task facing each cooperator will look like this:

max(a—-[07 +05 +q) ¢-C,

where C is the total unreimbursed costs of the 1-th cooperator.

The maximization conditions in this case are as follows:
@' ~@° ~24=D
a—-0Q Q—l q=

then

g B0 o AL~GT)

4] n, +1
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For an enterprise that maximizes profit, the optimal sales volume
18!

and the equilibrium sales volumes of the cooperative and the
enterprise will be respectively:

o= e or__4

n,+2 n,+2

Then the profit of each member of the cooperative will be equal
to:

-

s a_a{nchl) 4 e a _a‘(nc+£)_
fi. 42 i, +2 n.—2 (#. 42y

and the profit of each supplier that maximizes the profit of the
enterprise 1s:

2

S “_“(”c+l) : a - a B a‘(nctl) _C
n.+2 (n,+2)n, (n.—2)n, (n,+2)°n,

Then condition 1s fullfilled when

a’(n,+2)—a’(n,+1) N a’(n, +2)n, —a’(n, +1)
(n, +2)* (n, -!-2)2??f

or

1—nf

‘n -1

In other words, in order for the condition to be fullfilled , it
is necessary that for any nf> 0 (given that nf and nc are natural
numbers), nc must be less than zero. Under such conditions, the
cooperative loses in competition to the enterprise that maximizes its
profit. In the best case, by coordinating the actions of the members
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of the cooperative, its production function becomes identical to the
production function of the enterprise. However, such coordination
has to do with transaction costs - the costs of negotiating and
entering into agreements, collective decision making, opposition to
opportunistic behavior, etc. These models do not touch on such an
important aspect as profit sharing.

One of the most important tasks of the former Soviet economy
was to achieve maximum economies of scale in virtually all sectors
of economic activity. The result of this in a market economy was, in
particular, the situation of the actual monopoly in the agricultural
processing market. Providing expected future profits, experience
shows, practically negates the incentives for outsiders to make long-
term investments in an industry that actually freezes this.

In monopsony, the buyer, if he wants to obtain maximum profit, is
obliged to purchase such quantity of goods that the marginal revenue
received from its purchase is equal to its marginal cost [2, p. 518-
519]. Therefore, the monopsonist purchases less goods than those
purchased under conditions of perfect competition. Thus, monopsony,
under other things being equal, reduces the common good.

However, another aspect of the problem of monopsony in the
agricultural processing market is of interest. On the one hand,
the expected future earnings of all economic entities, including
the monopolist in question, are depreciated. On the other hand,
the volume of the i-th crop can be represented as a function of the
investments made in the past years, and the latter as a function of
the profits received by the farmer in the respective years. While this
approach is unlikely to take into account the many accidental factors
in agriculture, the mere presence or absence of which is in many
cases determined by the amount of investment made in previous
years. Yes, the size of the crop of the i-th year can be represented as
a static series:

;
HE = ﬁ’ i-1 + kzyi—.’! + k3y1'—3 +..+ Zk”yr'—n
n=l
where k <1, and the zero year is considered to be one whose
investments do not have a significant impact on the size of the crop
of the i-th year.

Then, in order to ensure at least a simple reproduction, the profits
received by the farmer in the year and must be invested in the crop
(m - 1) of the following years:
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yf = k i+l + k2y1'+2 5 g kjyr'ﬁ +..t Zk”yr'ﬂr

n=1
»

where (1 + m) is the first year in which the crop is not a function of
the profit of the year and. Let us present the situation in a graphical
way (Fig. 1.3).

Fig. 1.3. Profits and investments in agrvicultural production

Pa
P ——'j‘ G
P2l — 4 I
Ps[——T | I\h'
Z! [ I
I | I L I -
0 i i+

i i+ i+e i+2f t
Source: adapted [Albek S., Schultz C., 1998. Vol. 59. R. 397-401].

Here, the BZ curve reflects the amount of investment that must
be made from year to year (1 + 2j) in the crop year (1 + 2j + 1) to
ensure easy reproduction. The AW curve reflects the distribution
of profits for the next year’s (1 st) investment year. In other words,
the profits of the year (1 - 1) to ensure simple reproduction must be
numerically equal to the area of the triangle AWZ, and the amount of
investment in the yield 1+ 2j + 1) -ro of the year must be equal to the
area of the triangle BWZ. Therefore, to achieve equilibrium in simple
reproduction, investments made from the (1 - 1) year profits in the
crop (1 +j) -ro year must be equal to the investments made from the
profit (1 +]) -ro years in the crop (i + 2j +1) year. Note that with simple
reproduction, the area of the triangle AWZ and BWZ are equal.

In the case where the mvestment curve for the profit (and —1) year
1 the next year’s crop shifts upwards (the FS curve 1n the figure), the
condition for extended reproductionis provided. Otherwise, when the curve
shifts down (AV curve), we are dealing with a disinvestment situation.

Consequently, the agricultural processing market operates in
monopsony. The sole buyer in this market has enough economic
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power to distribute the profits at his discretion, but it should be
noted that the profits of the monopsonist received in the i-th year
are a function of the profits of agricultural producers obtained in the
past (and - 1) years:

Y = Z f(y)

Thus, given that the monopsonist expects to continue to profit
from his activities in the future, the distribution should provide him
with appropriate revenue streams in the coming years. However, in
the conditions of a market economy, a depreciation of expected future

profits arises, so it becomes possible and the situation presented in
Fig. 1.4.

Fig. 1.4. Investment in agricultural production is needed and the expected income
of the monopsonist

0 Y ’
'
Source: adapted [Albek S., Schultz C., 1998. Vol. 59, R. 397-401]

Curve II ‘reflects the farmers’ investment in future crop yields
needed to ensure easy reproduction. YY ‘curve is the monopsonist’s
expected earnings curve. In the latter case, there would be no
incentive to provide for a cost-sharing of the i1-th year that would
allow at least a simple reproduction of agricultural products in the
following years. The degradation of agricultural production in this
case becomes inevitable.

Thus, research has shown that agricultural cooperation has a
key advantage: when an agricultural cooperative operates, the
degradation of the industry becomes wvirtually impossible. This
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happens for two reasons. First, manufacturers distribute all net
income among themselves, which makes sufficient investment
possible in the future.

Secondly, a significant proportion of agricultural production
in Ukraine is attributable to enterprises owned directly by those
who work directly on the land, so their profits, as is the case in a
conventional production cooperative, are partly related to the
owner’s income and partly to labor costs. Owners’ earnings, which
depend on labor costs, have a significant impact on their incentives.
As a result, cooperative production continues to exist in conditions
of high uncertainty, where entrepreneurial enterprises cannot exist.
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