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SOCIAL INVESTMENT IN CORPORATION DEVELOPMENT STRATEGY
IN UKRAINE
Abstract. The article is devoted to identify the need for social investment in the activities

of Ukrainian corporations in formulating a social responsibility strategy. The purpose of the article
is to investigate the development of social investment in the activities of corporations to determine
the main directions of social responsibility in the formation of the strategy of Ukrainian companies.
The methodological survey was conducted using a social investment index based on data from the
official e-CSR website, non-financial reports of Ukrainian best-practice companies and corporate
sustainability reports. The article is investigated definition of social investment as a subjects of the
investment process, types of social investments. It is calculated the social investment index of
Ukranian best-practice companies with responsible investing practices (PJSC «Mironovsky
Bakery», DTEK, NNEGC Energoatom, PJSC Arcelor Mittal Kryviy Rih, NJSC «Ukrenergo», LLC
Lifefell, NJSC Naftogaz of Ukraine, LLC «Nova Poshta», SCM, PJSC Carlsberg Ukraine). The
analysis allowed to determine the effective and destructive directions of doing socially responsible
business which is based on selected indicators. The results allowed us to identify key barriers to
social investing and the main directions of development of corporate social investment in Ukraine:
increase of transparency of corporate activity, information awareness of business on the
development of social investments in the national market, ensuring the ethics of doing business and
adhering to the principles of integrity in the implementation of company development strategies,
improving product quality in accordance with international standards.
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COUJAJIBHE IHBECTYBAHHS Y CTPATETITi PO3BUTKY
KOPIIOPAIIIN YKPATHI

AHortamist. IIpuCBAYEHO BH3HAYECHHIO HEOOXITHOCTI COIIAJIbHOTO I1HBECTYBaHHS B
JiSTEHOCT1 Kopropamid Ykpainu npu (GopMyBaHHI cTpaterii colliaibHOT BignoBinansHOCTi. Meta
CTaTTi — € JOCHIAUTH PO3BHUTOK COI[IAJIbHOTO IHBECTYBaHHS B JISJIBHOCTI KOpIIOpaIlii s
BHU3HAYCHHsI OCHOBHHX HAIPSIMIB COIlialbHOI BiAMOBIAAILHOCTI Y QOpPMYBaHHI cTparerii KoMmnaHin
Ykpainu. Meroaonoriune IOCHIIKEHHS IPOBEACHO 3 BHKOPUCTAHHSAM IHJCKCY COIIaJIBHHX
iHBECTHLIIH Ha OCHOBI JaHuX 3 odimiiiHoro caiita e-CSR, HediHaHCOBHX 3BITIB MPOBITHUX
Kopmopauiii YkpaiHu Ta 3BIiTIB 31 CTaJIOr0 PO3BHUTKY Koproparii. JlocmimkeHo BH3HAUYEHHS
COIlIAJIbHUX IHBECTHINIH SIK CyO’€KTIB IHBECTHIIIHHOTO IPOIIECY, BHJIB COIIATHHUX IHBECTHUIIIH.
PozpaxoByeTbes iHIEKC cOiaTbHUX 1HBECTUIIN YKPalHCHKUX KOMIMAHINA 3 HAWKPAIIOIO MPAKTHKOO
3 BinmnoBizanbHOO iHBecTHLiHHOIO mpakTHKoio (ITIAT «Muponiscbkuit xmibozason», ATEK, HAEK
«Eneproarom», [IAT «Apcenop Mirran Kpusuit Pir», HAK «Yxpenepro», TOB «Jlatiddemm»,
HAK «Hadroras VYkpainn», TOB «Hoa Ilomra», Kopmnopamis «CKM», ITAT» Kapnacbepr
Vkpaina»). [IpoBenenuii aHami3 [03BOJNIMB BU3HAYUTH €(PEKTHBHI Ta JECTPYKTUBHI HANpPSIMU
BEJICHHS COIIaJIbHO BIiAMOBIMAIBHOTO Oi3HECY Ha OCHOBI OOpaHWX TmoOKa3HWKIiB. OTpumaHi
pe3yabTaTH 03BOJIMIIM BU3HAYMTU KIIIOYOBI Oap’e€pw AJsl COLaIbHOTO iHBECTYBaHHS Ta OCHOBHI
HanpsM{ PO3BUTKY COLIAJIbHOTO IHBECTYBAaHHS B YKpaiHi: MiABUIICHHS MPO30POCTi iSUIBHOCTI
Kopropariii, iHpopmMmaliina o0i3HaHICTh Oi3HECY II0J0 PO3BUTKY COIIAJIbHUX IHBECTHUIlI Ha
HaI[lOHAJTBbHOMY PHHKY, 3a0e3leueHHs eTUKH BeleHHS Oi3Hecy Ta [IOTpPUMAaHHS NPUHIIMIIIB
noOpovecHOCTI B pealizallii cTpareridi po3BUTKY KOMIIaHii, NiABHILEHHS SKOCTI NPOIyKLil
BIIMTOBITHO IO MDXHAPOTHUX CTAHAAPTIB.

Kniouoei cnoea: couianbHi iHBECTHUL I, BiAMOBigaJbHE IHBECTYBAaHHS, 1HBECTOP, PO3BHUTOK,
KOPIIOpPALis.
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COIIMAJIBHOE UHBECTUPOBAHUWE B CTPATEI'MY PA3BUTHSI KOPIIOPAILIUM
YKPAUHBI

Annortamus. [TocBsieHo onpeneieHn0 HEOOXOAUMOCTH CONMATBHOTO HHBECTUPOBAHHS B
NeSTeIbHOCTH  KOopropanuii  YKpauHel Tpu  (OPMHUPOBAHWUM  CTpaTerdd  COIMAJBHOMN
OoTBeTCTBEeHHOCTU. llenp craThu — wucCClenoBaTh pa3BUTHE COLMAIBHOTO WHBECTHPOBAHMS B
JESTENIbHOCTH  KOpIIOpauuMid I ONpEAeNieHWs OCHOBHBIX  HANpaBJIEHUH  COLMAIbHOM
OTBETCTBEHHOCTH B (OPMHUPOBAHUM CTpaTerdd KOMOAHWKA YKpauHbl. MeToJ0JI0rHYecKoe
WCCJIEeI0BaHNE IPOBEACHO C HCIOJIB30BAaHMEM HHJEKCA COLMAIbHBIX HHBECTUIMH Ha OCHOBE
JaHHBIX ¢ odunuagbHoro caita e-CSR, HeUHAHCOBBIX OTYETOB BEAYIIUX KOPIOpAUi YKpanHbI
U OTYETOB IO YCTOMYMBOMY pa3BUTHIO Koprnopaiuil. I[lodydeHHbIE pe3yabTaThl IO3BOJIUIH
OTIpE/ICINTD KIIOYEBBIE Oapbepbl Ui COIMAIbHOTO WHBECTUPOBAHUS W OCHOBHBIC HAIPABICHHS
Pa3BUTHS COLMAIBHOIO HHBECTUPOBAHHS KOPHOpAINil B YKpaHuHe.

Kniouegwie cnoga: conyanbHble HHBECTULIMN, OTBETCTBEHHOE MHBECTHPOBAHUE, WHBECTOP,
pa3BUTHE, KOPHIOpALHS.

®opmyi: 0; puc.: 0; Tadu.: 2; ouosm.: 10.

Introduction. With the introduction of the concept of sustainable development in the
conduct of domestic business, there is a need to formulate effective and efficient corporate
development strategies. Social investment is becoming more commonplace for Ukrainian
corporations that have already developed strategic corporate social responsibility policies.
Compared to traditional investment approaches, social investment includes managerial, social,
environmental, and fundamental factors of sustainable development in the investment decision-
making process. In the context of European integration processes in Ukraine, social investment
becomes a necessary element of forming the image of the corporation and guaranteeing their
effective activity in the market. These facts made the research relevant.
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Literature review and the problem statement. New investment approaches for addressing
social and economic challenges have been investigated by Bovgyrya R. [1], Hemerijck A. [2],
Kislov A. [1], Kraplych O. [1], Paysanidi S. [1], Wilson K. [3], benefits of non-financial reporting
as part of the corporation’s socially responsible strategy considered in the works Orlova N. [4],
Reznik N. [5], Saprykina M. [5] and Zinchenko A. [5].

Bovgyrya R., Paysanidi S., Kraplych O., Kislov A. [1] identified the role of corporate social
responsibility in shaping a new approach to assessing the performance of companies in the
Ukrainian business environment. Anton Hemerijck emphasizes the prospect of social investment in
analyzing the state as a whole and corporations in particular [2]. Social investment as a way to
address both economic and social challenges in the developed market is devoted to the research of
Karen E. Wilson [3]. It is advisable to study the implementation of social investment in the
formulation and development of corporate strategy of Ukraine.

The purpose of the article is the investigation of social investment development in the
activities of corporations in order to determine the main directions of social responsibility in the
formation of the of Ukrainian companies strategy.

The results of the research. In today’s realities, the vast majority of social investment
scholars understand the investment in social facilities to improve the standard and quality of life of
people through the creation of new mechanisms and technologies for distributing funds among
different segments of the population, taking into account their requirements [6].

According to this definition, the purpose of social investment is the activity of the subjects
of the investment process, focused on obtaining a specific «beneficial effect» for society. The result
of social investing is reflected in the protection of interests and the main needs of the target
population, the constant care of public institutions and the constant improvement of welfare [1].

Social investment is considered, on the one hand, in the context of corporate social
responsibility, which means the social activity of an enterprise aimed at the external environment in
order to create a favourable image in the eyes of civil society and to provide social benefits to the
enterprise employees; and on the other hand, as investments in human capital, which contribute to
the professional qualifications development and the human productive abilities improvement and,
thus, increase labour productivity.

The list of social investments includes all types of long-term social projects and programs.
Social investment is most often attributed to: sponsorship and corporate charity, engagement with
the local community, government, and corporate partnership programs [4, 7—38].

The subjects of social investment at different levels are the state (public authorities at all
levels), enterprises of all forms of ownership, commercial and non-profit organizations, individuals,
investors. Investors deliver capital to investors, usually through intermediaries, but sometimes
directly. This capital is invested in various forms (such as loans, bonds or quasi-capital) depending
on the needs of the investor, the preferences of the investor and the products offered by the
intermediary. By doing so, the motivation and goals of social investing can vary greatly depending
on the entity and the source of the investment. For the state, the goals of social investment can be:
to increase national income and living standards of the population, to expand human development
opportunities; for business entities: maintaining and expanding market positions, as well as profit;
for foreign investors and individuals — profit; for non-profit organizations: meeting the specific
urgent needs of the community or certain categories of people, improving the standard and quality
of life of the population by meeting material, spiritual and social needs [9].

The practice of corporations’ activities proves that higher financial performance is
characteristic of companies implementing different types of projects within responsible investing,
compared with business structures indifferent to the principles of social responsibility. Currently, it
is not enough to take into account only one financial performance to objectively evaluate the
effectiveness of investing in a particular company. In order to invest, investors need more financial
information about the company’s environmental and social responsibility and corporate governance,
which are key elements of an inherent risk assessment of investing. In the context of dynamic
development, non-financial reporting data, which has become an indispensable information
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resource for reflecting the qualitative characteristics of those factors that determine the value of a
company, its capitalization rate and the level of investment attractiveness, become especially
relevant.

Investors who study and consider appropriate investing in their activities gain more
significant and long-lasting benefits of investing for their companies that adhere to the principles of
corporate responsibility, and therefore are able to satisfy the interests of key stakeholders. Benefits
of implementing corporate social investments include: improving production processes (increasing
productivity and income levels, saving resources through the use of environmentally friendly
equipment); formation of a positive image and reputation of the company; stability of human
resources and improvement of their skills; attraction of financial resources of specialized funds of
«social investments» under socially oriented programs.

Ukrainian business does not stay away from these trends and is actively involved in
implementing responsible investing practices. Compared to European countries, responsible
investing is a relatively new phenomenon for Ukraine, which currently is highly relevant and
necessary given the political and economic situation in the country. The role of socially responsible
investing is quite high, because investments have not to only contribute to the economic
development of business, but also to obtain a positive social effect.

Ukrainian entrepreneurs practice allocating funds to social programs and projects for a net
profit. At the same time, the foreign private sector of the economy demonstrates the experience of
creating independent corporate funds with registered capital, which form jointly interested
companies. This makes it possible to accumulate more investment and direct it to support a project
that needs a lot of investment. Influential modern corporate foundations in the international arena
are: Xerox Foundation, Apple Foundation, Hewlett-Packard, and Nestle Foundation. In Ukraine, the
practice of corporate funds functioning is also being intensified. Well-known Ukrainian corporate
funds are: the Victor Pinchuk Foundation, the Petro Poroshenko Foundation, the Anti-AIDS
Foundation and many more [5—10].

In today’s economic environment, projects involving the use of new financing mechanisms,
in particular microfinance and impact investment, are gaining in popularity. Impact-investment
envisages, firstly, profit generation, and secondly, it expects positive social changes, in particular, to
support sustainable development of agriculture, availability of health services, affordable housing,
development of environmentally-friendly technologies. Impact investment is now booming. Assets
in the sector are expected to grow to $ 500 billion by 2019, up from $50 billion in 2009. Some
projections say that assets will eventually reach $3 trillion.

The average level of information disclosure on socially responsible investing on the
websites of Ukrainian companies remains rather low — 21.7% [5]. Only 16 of the 100 largest
Ukrainian companies have prepared and posted non-financial reports on corporate sites. A positive
development in the practice of reporting on non-financial indicators by Ukrainian companies can
consider the fact that already 2 state-owned companies, which were in the TOP 100 largest
companies, have published non-financial reports.

Improving the reputation, image of the company is the main task of the company in the
implementation of corporate responsible investing, which allows to attract investors and increase
the volume of investment. Table 1 presents the top 10 Ukrainian best-performing companies with
responsible investing practices.

Table 1
Top 10 Ukranian best-practice companies with responsible investing practices
Rating Company name Transparency Index (on a point scale)
1 PJSC «Mironovsky Bakery» 81
2 DTEK 79
3 NNEGC Energoatom 73
4 PJSC ArcelorMittal Kryviy Rih 71
5 NJSC «Ukrenergo» 60
6 LLC Lifefell 60
7 NJSC Naftogaz of Ukraine 57
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8 LLC «Nova Poshta» 50

9 SCM 46

10 PJSC Carlsberg Ukraine 46
Source: [10].

The highest transparency and accountability index is owned by PJSC «Mironovsky
Bakery». The company continues to approach global best practices in the field of sustainable
development and focuses on improving its policies and actions related to its employees, the
environment, partnerships with communities and suppliers related to the safety and health of
employees, rules regarding animal welfare. these principles are key priorities of the company.
DTEK is the second largest industrial company in Ukraine to produce a social report based on the
international GRI standard.

Among the TOP-10 are 3 state-owned companies: PJSC «NJSC Naftogaz of Ukraine», SE
«NPC Ukrenergo» and SE «NPC Energoatom». These organizations are most attractive to investors
because of their effective corporate social responsibility policies. Only 5 companies in the TOP 100
companies in the country have integrated Sustainability Reporting into their non-financial
statements. «Carlsberg Ukraine» PJSC has built its CSR objectives on the basis of the Sustainable
Development Goals.

Methodology for calculating social investment index. To measure the social investing
development within companies, the quality social investment index is applied, which also shows
how deeply responsible investing is integrated into the business strategy and its operational
activities.

The qualitative social investment index for the i-th company IK (i) means the level of
complexity of a company social activity and is calculated as follows:

lK(i){%-ix“] ®

where Xj; — Boolean variable acquiring value 1 if j-th value is present in i-th company and 0 if this
value is absent;

m — the number of features by which the social performance of companies is assessed.

The choice of the attributes on which the valuation will be conducted should be justified and
each trait should be weighted in the conduct of business by each company. Considering the
peculiarities of the development of Ukraine among the following key features we will define:
integrity and ethics (1), the fight against corruption (2), quality and value of services (3), support
and engagement with local communities (4), employee well-being and development (5),
environmental sustainability (6), innovation (7), compliance with the law (8), protection and
confidentiality of customer data (9), economic efficiency (10) (m = 10).

The qualitative social investment index for the j-th value IK (j) is a measure of the presence
of that qualitative value in the statistical sample of the respondent companies and is calculated as
follows:

k(D=2 3x, @

where n — the number of companies participating in the survey, n = 5.
The overall qualitative index of social investments IK shows the level of complexity of
social activity of the surveyed set of companies and is calculated as follows:

1 n m
IK:(%-;;X”J 3)

The calculation of the social investment index was conducted for the 10 most socially
responsible companies of Ukraine in 2018, which are presented in Table 2.
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Table 2
Matrix of social activity features in Ukrainian corporations

Corporation Feature IKG) |IK()
1234|567 |8]9]|10
PJSC «Mironovsky Bakery» oj1(1fj1f(0j1j1 1|10 0,7 0,7
DTEK oOjof1]1j1|0|1(1]0]1 0,6 0,6
NNEGC Energoatom 0Ojoj1j0j1]j1)1)1]1]0 0,6 0,6
PJSC ArcelorMittal Kryviy Rih o|j1(1|1211(12|0(1(01{0 0,6 0,6
NJSC «Ukrenergo» 0Oj0j1]0jJ1]1]1]1]0]1 0,6 0,6
LLC Lifefell ojof1f1f12|1(1|1|0f|0O 0,6 0,6
NJSC Naftogaz of Ukraine 0Oj0f1]1j1|1|0(f1]0]1 0,6 0,6
LLC «Nova Poshta» o(of1|1]|1|0(f1]1]0]0 0,5 0,5
SCM ojof1f1(1)j1j0|1|0{|oO 0,5 0,5
PJSC Carlsberg Ukraine o|jof1j210(12)|2(1(01{0 0,5 0,5

For this purpose, a matrix of presence of signs of social activity in corporations of Ukraine
was formed, in which the company receives «0» if such a sign is absent and «1» in the case of its
presence (see Table 2).

The overall qualitative index of social investment IK is 0.52, which indicates a middle level
of complexity of social activity of the surveyed set of companies.

Despite the fact that these companies are leaders in the field of responsible investment, the
value of index of social investment is low, indicating that there are obstacles in the sustainable
development of corporations and the need to improve the social responsible investing strategy.

For PJSC Mironovsky Bakery, social investment strategy must include the principles of
integrity, ethical conduct and high economic performance. The DTEK strategy should focus on the
implementation of the anti-corruption program, respecting the principles of integrity in its activities,
ensuring the environmental integrity of the region. NNEGC Energoatom’s management should
focus on aspects such as prevention of corruption, ethical behavior, active social behavior of the
company to ensure the well-being of the local community. PJSC ArcelorMittal Kryviy Rih’s
development strategy should be based on the introduction of a code of ethics in the company and
compliance with ethical and integrity principles when conducting business, innovating and
guaranteeing confidentiality of information and protecting it from abusers. NJSC «Ukrenergo»,
LLC «Lifefell» social responsibility strategies should include the active engagement of the
corporation with the local government on integrity and the protection of sensitive data, which will
ensure a high economic impact. The main directions of the NJSC «Naftogaz» of Ukraine, SCM
corporate social responsibility strategies are the focus on innovative development and information
security. The priority areas of LLC «Nova Poshta» development strategy is the environmental
aspect and information security. PJSC «Carlsberg Ukraine» should improve its personnel policy,
which should ensure the well-being of employees and the protection of their personal data.

Conclusions. The main reason for the low demand for social investment in Ukraine is, first
of all, the lack of investors’ knowledge of this topic. The great barrier to social investment in
foreign directives currently is the ambiguity and imperfection of legislative support. Regulatory
innovations, which complicate the implementation of social programs, increase the doubts of
entrepreneurs in the ability of the state to initiate positive changes. Investors in Ukraine do not have
the opportunity to evaluate the activities of Ukrainian companies in the framework of socially
responsible investing, which is primarily related to the transparency of the ethical component of
business, as well as the low awareness and activity of business participants in matters of corporate
social responsibility.

Based on the calculation of social investment index and comparative analysis of social
investment development one can conclude the directions of social investment development in
Ukraine: increasing transparency of corporations, informing business awareness of social
investment development in the national market, ensuring ethics of doing business and adhering to
the principles of integrity in the implementation of company development strategies, improving
product quality in accordance with international standards.
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The main directions of social responsibility of Ukrainian companies are to formulate a

development strategy taking into account the principles of integrity, ethical behavior of the
company, anti-corruption program, active methods of personal data protection in the conditions of
digital economy development, which will ensure high economic result of corporations activity.
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