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EXPEDIENCY OFAPPLICATION OF THE REGIONAL AND MUNICIPAL (COMMUNAL)
WEALTH INDICATORSAT THE GENERATION
OF THE REGIONAL AND URBAN DEVELOPMENT STRATEGIES

In accord with the analysis of fulfillment of the
active regional development strategies in regions of
Ukraine the effectiveness of their realization is rather
low. There is no correlation between the determined
strategic purposes of the regional development. The
diversity of targets, which are determined in the
strategies, leads to the resource scattering and makes
the adequate quality monitoring of these strategies
fulfillment impossible. It isimpossible to define whether
the positive changes took place during the given period
inthefinal conclusion. The analogical situation happens
in the process of building the strategy of the local
communities’ development.

Also, the absence of the evaluative composite
indicator of the effective realization of the development
strategies prevents from the interregional comparison of
the social and economic development and the monitoring
of the contribution of each region in the national socia
and economic devel opment.

The presence of the evaluative composite indicator
of the effective realization of the development strategies
of any territorial entity allows to evaluate the changes
in the development quickly and precisely. It allows to
define the expediency of the social and economic
transformations and to make the ways of correction.

Inthe function of thisindicator it isrational to point
out RW (regional weath), MW (municipal wealth) on
both levels: regional and municipa. The whole of the
regional wealth formsthe national wealth (NW), and the
municipal wealthisincluded into the regional wealth body.
For the consolidation of terms, such as. national, regional
and municipal wealth it is reasonable to introduce the
only category — spatial wealth (SW).

The role definition of each author of the regional
and municipal wealth will help to increase the level of
attraction of thelocal community and theregional business
community to the progressive devel opment of the rel evant
territorial subdivisions and the accumulation of the
regional (municipal) wealth.

The spatia (regional and municipal) wedlth is the
evaluative compositeindicator of the effectiverealization
of the development strategies of any territory which

displays al the aspects of the region development or the
municipal subdivision.

The overwhelming majority of investigations
concerning the structure and measuring the economical
category of wealth refer to the national level. At the
same time the attention is paid to the separate strands of
wealth. Thisproblemisbeing researched by thefollowing
national economists. V. P. Antonyuk, S. |. Doroguntsov,
I. M. Bobuh, S. S. Shumska, L. V. Shynkaruk; also, this
problem is paid attention to from the international
organizations, such as The World Bank and Organisation
for Economic Co-operation and Development (OECD).

Summing up the present scientific approaches to
the definition of the concept “wealth” it is possible to
point out such its strands as: human capital (the quality
and quantity of the human resources), natural capital,
physical capital (fixed capital, the cushion of theworking
capital, intangible assets including licences, patents,
software etc.).

Regional (municipal) wealth structure scheme in
fig. 1.

The defined strands of wealth are universal; in case
of calculation they can be reconciled to the countervalue
that providesthe mutual additivity. That iswhy the general
calculation formulaof the spatial (regiona and municipal)
wealth isthe following:

SW (RW, MW) = HC + NC + PC, where

SW (RW, MW) —gpatid (regiona and municipa) wedth;

HC (human capital)

NC (natural capital)

PC (physical capital)

It isinexpedient to point out the financial capital in
the form of financial assets as a different strand of the
national wealth by some researchers becausethe financial
capital isthe monetary form of thedefined kinds of capital
only. Also, it is necessary to note that household loans
for education decrease the cost of the human capital.

In accord with the given scheme of the regional
(municipal) wealth the content of theregional development
strategies and the development strategies of territorial
communitieshasapotential concerning the concretization
of designation of quantitative characters of each element
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Fig. 1. The Structur e of thespatial (regional and municipal) wealth

weight of theregional (municipal) structure and the ways
of increase and optimization of its volume in actual data
and monetary forms during the defined term of the
strategy functioning.

The quality of spatial (regional and municipal)
development is being estimated as changes of the
corresponding wealth volume during the estimation
period. If the period of the strategy functioning —t years,
starting from the year n, then changes of spatial wealth
will be A SW = SW_ - SW , where SW  — regional
wealth volumein the beginning of the strategy functioning,
SW,, —regiona wealth volumein the end of the strategy
functioning.

In this case the strategic management of the regional
(municipal) development concentratesto the maximization
of theadditional wealth A SW (A RW ta A MW). Italows
to give a grounding in formation of the single system for
taking decisions concerning strategic directions of the
development of the certain territory and their estimation.

Human capital in the structure of spatial wealth plays
amain role. In economically developed countries a part
of human capital works out approximately 3/4in national
wealth and has a middle tendency to increase during the
last century, at the same timein Ukraineitis 1/2 only. Id
est it is human capital that contains a potential for the
faster accumulation of spatial wealth on the basis of the
simultaneous economic postindustrialization and
neoindustrialization.

There are two main approaches to estimate human
capital. The first one is based on consideration of
cumulating expenditures connected with its formation,
and the second one — with the evaluation of the total
income which will be obtained by an individuum during
the whole hislife.

Cost method contains a number of disadvantages
among which the usual consumption and multivalued
allocation of charges between investments in the
development of the personality (i.e. his ploughback) are.
Also, cost method as a rule touches the previous
expenditures.

Discounted cash flow method aso is not perfect.
The proper definition of the rate and the assessment of
the future cash flows for the long-term outlook belong
to its crucial problems. But this is the method that is
directed to the future and allows to follow the single
methodology of the calculation with other strands of
spatial wealth. That is why this method is appropriate to
evaluate the human capital.

The wide approbation of the calculation of the
human capital with discounted cash flow method was
applied at the realization of the relevant OECD project.
Within the framework of this project only the market
part of the human capital was taken into account in the
age from 15 to 65 years old which were divided into
2 groups. The first group — people in the age from 15 to
40 years old, who are able not only to work but also to
study. The second group — people in the age from 41 to
64 years old who can work only.

For people in the age from 15 to 40 the human
capital calculation formulais:
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Where

EM ngg — the probability for people in the “age”
with education “edu” to be busy;

AIN;S;J — the current annual income in the “age”

with “edu”;
edu- edu

EN ge — the part of people in “age” with
education “edu”, who obtain the education of the next
level “edu”;

SURage+1 —the probability for peoplein the “age”
with education “edu” to livetill the “age+1”;

edu
LINagews  _ the discounted value of the lifelong
incomesin the “age+1” with “edu”;

r —annua growth rate of the real saary;

o — rate of discounting;

t . s — theterms of education (the amount of
years) of peoplewith “edu” in the educational institutions
with the higher level;

the amount of years of studying at the educational
institutions where “edu” is given.

For people in the age from 41 to 64 the calculation
formulaisthe next:

u u - u 2 u- eduy -
LINge = EMRE," AINZ +(1- g ENRE ™)
edu

age

" (@+r)/1+d)) @)

Thus, the cost of the human capital depends on the
workers education and the economic situation of the relevant
territory whichischaracterized withthelevel of employment
and the cost of manpower. That iswhy this directions must
be the priorities of the strategic development.

It isexpected that the owner hasarational behavior.
He is aiming to maximize the utility of his future real
consumption C(t):

T

" SUR.  LINGS

age+l

¥ (C(t))e dt ® max ?3)
° Cl—b
U(R) :ﬁ’ mpu b1 1; U(C)=InC mpu b =1,

where Y| — time advantage, b — aversion for the
owner’s risk. The owner solves the task (3)

due to the selection of the values

M(t)3 0,S(t)3 0, C(t)2 O,

within the framework of the balance with the
primary conditions which have been set

M(@©)=0, S(0)2 0

and the price forecast p{t), profitability r(t) and the
stock price s(t), that also have been set.

We include the linear terminal condition of the

general kind:

M(T)+a;S(T)2 0.

The owner's task is the standard problem of the
choice of the income optimal division. The task solution
specifies:.

demand for consumer goods C(t) in the goods
market;

demand for stock St) in the stock market;

demand of the owner for money M(t)

at any moment t 1 [O,T] in dependence on the
forecast p(t), profitability r(t) and the stock price s(t)
for the whole period [0, T].

Under the natural resource potential we understand a
set of natura resources and natura conditions that are
situated in certain geographic boundaries that ensure
satisfaction of economic, environmental, socia, cultural,
recreational and aesthetic needsof theindividud and society.

Thereisanumber of approaches of theidentification
and assessment of natural resource capital. Some
researchersidentify up to 10 methods of the assessment.
However, discounted cash flow method and cost method
can be considered as basic ones. Cost method includes
cost estimates needed to restore the existing natural
resources. The discounted cash flow method is actually
considering the transformation of natural resources into
capital through its economic capitalization.

This calculation formula of the present discounting
value of the separate natural resours was offered by the
specialists of the World Bank:

t+6|'-l (1)

V.= apg /)

i=t

m.0, — common production profitability at the moment
of timei (p,—rent, g —manufacture),

r — social discounting rate;

t — the starting point of resource use;

T — the resource use duration.

Spreading formula(4) onthe natural capital itispossible
to define that

(4), where

N
NC (natural capital) = § V,
k=1

N — the number of natural resources names,

V, — discounting cost of the natural resource k,
k=1...N.

Taking into account the dynamism of the modern
economy, restriction of period t + T (the life cycle of the
resource from the beginning of its development), with
valid strategy is appropriate.

The essential problem is to determine the social
discounting rate that reflectsthe alternative possibility of
using resources by society or between two time periods
or between different investment options.

Asamatter of fact, the physical capital ismaterialized

, Where
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labor of past generations, or its cash equivalent. Therefore,
the physical capital includes not only tangible assets (fixed
assets, equipment, machinery and equipment, transport
infrastructure, personal property, etc.), but asotheintangible
assets in the form of licenses, patents, software, etc. as
well as the accounts of enterprises and organizations.

Approaches to the assessment of each of the
components of wealth are mixed.

First of all, there are contradictions in the
apportionment of natural resource and physical capital.
For example, mineral resources, which are on the balance
of individual businesses, arethefactorscreatingitsvalue
of its assets. |.e. they were capitalized at the level of
enterprise and should be classified as physical capital.
From the other hand, natural resources are the part
of the natural capital. Similar arguments can be made
about land or forest resources. Also, looking at the forest
resources as a component of the natural resource capital,
their evaluation can be done in two ways. First, the cost
of wood, and secondly as a recreational area that can
receive income due to recreational services.

Significant problemswith evaluation of spatia wealth
exist in accounting the financial resources in case of a
debt creation at multinational companiesinaparticular area,
and so on. For example, in Donetsk region there Mining
and Metallurgical Company “Metinvest” debt exceeds
4 mldr. U.S. dollars. This debt was formed, on the one
hand, on the security of fixed assets (bank loans), and on
the other, in the form of bond issues ie, guaranteed by
business in general. The business generally includes the
ownership and use of mineral resources (coal, iron ore,
etc.). Thus, this debt load should correct the decrease of
the cost of natural resources and physical capital.

Methodologically coordinated and scientifically
substantiated evaluative composite indicator of the
effective realization of the development strategies is a
useful tool for the consolidation of forces to reach the
separate strategic goals which form the spatial wealth
and help the qualitative monitoring of these strategies
fulfillment to take place.

Due to the evaluative composite indicator the
effectiveness of realization of the management strategy
of the regional and local development leads to capital
portfolio management (human, natural and physical) with
the aim of its accumulation and increase.

The coordination of economic and socia processes
which take place in a region with the further definition of
the effectiveness indicators as for the socialy responsible
business environment and also for the united citezenhood is
aperspective direction of the regional wealth accumulation.

Taking into account that the part of the human
capital in Ukraine is well below than the same part
in economically developed countries the structural

changes of the spatial wealth should be realized in the
increase of the human capital part. Also, considering
the ambiguity and contradictoriness of the natural and
physical capital calculation it is expedient to shift the
accents up to the increase and estimation namely of the
human capital.

National wealth is a strand and the most important
part of the social and economic potential of the country
and its regional resources. National wealth — as an
important economic category and important indicator of
the obtained level of the economic development —isbeing
calculated in all the developed civilized countries of the
world and is applied in the international comparisons.
For example, national wealth is defined as resource pool
of the country (economic assets), the necessary
conditions of commodities production, service and
protection of human life in Russian official statistics. It
consists of economic objects which crucia criteriais a
possibility to have an economic profit by their owner,
i.e. acquisition of income from the property.

By international standards, the national wesalth isa
collection of accumulated wealth and intangible assets
(financial and non-financial), created by the labor of all
previous generations (national wealth) belonging to the
country and its residents in the economic territory and
abroad, and also explored and attached to economic
circulation of natural resources. The volume of the
national wealth depicts the results of the own capital
accumulation: financia and non-financial assetsfromlegal
persons and individuals in sectors of industry of the
country and itsregions. The national wealth isthe torque
indicator, which distinguishes it from many other
macroeconomic ones.

Theimportant moment of theregiona wedlth definition
isitselement evaluation. Thefollowing formsof evaluation
are in the nationa statistics: book value (historical) —in
accord with the original price; the cost of change
(replacement value) —in accord with the cost in the end of
the period being analyzed; market value (according to the
market price). Interesting attempts to eval uate the national
wealth in Ukraine are given in [1; 2].On the basis of
evaluation of the strands of national wealth which are
offered in the work by I. M. Bobuh [2, p. 150 — 151] we
have made the calculative values of the regional wealth of
the old-industrial economic regions of Ukraine: Donbass
(Donetska and Luhanska regions), Prydniprovya
(Dnipropetrovska, Zaporizkaand Kirovogradskaregions),
Slobozhanschina (Kharkivska, Sumska, Poltavskaregions)
which are shown in the table 1.

Such an approach can be used to devel op scenarios
of institutional and structural changes, and indicators of
evaluation of the implementation of regional and urban
strategies of socio-economic development.
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Expediency of Application of the Regional and Municipal
(Communal) Weslth Indicators at the Generation of the
Regional and Urban Devdopment Strategies

In accord with the analysis of fulfillment of the
active regional development strategies in regions of
Ukrainethe effectiveness of their realization israther low.
There is no correlation between the determined strategic
purposes of the regional development. The diversity of
targets, which are determined in the strategies, leads to
the resource scattering and makes the adequate quality
monitoring of these strategiesfulfillment impossible. Itis
impossible to define whether the positive changes took
place during the given period in thefinal conclusion. The
analogical situation happens in the process of building
the strategy of thelocal communities development. Also,
the absence of the evaluative composite indicator of the
effectiverealization of the development strategies prevents
from the interregional comparison of the social and
economic development and the monitoring of the
contribution of each region in the national social and
economic development.
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