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PRIORITY AREAS OF STRENGTHENING ECONOMIC SECURITY OF THE
DEFENSE INDUSTRY OF UKRAINE IN THE CONTEXT OF EUROPEAN
INTEGRATION

The aim of the study is the definition of the priority areas of strengthening economic security of the defense
industry Ukraine in the context of European integration.

The potential military danger and real military threats to Ukraine have very different forms and are becoming
more important. The attempts of our political elite to put in the forefront the universal human values, European
choice, were not successful, and led to the weakening of the Ukrainian position in Europe and the reduction of its
sphere of influence. An important role in this aspect plays its non-blocked status.

One of the major economic problems in Ukraine since the first years of its independence is a growth of threats
to economic and, in particular, defense security of Ukraine. Uncertainty of problems in this area does not allow
support of an appropriate level of economic growth. Complicated is the implementation of effective restructuring of
economic security of the defense industry, negative impact is being made on foreign economic, tax, defense sectors

and the budget process of our country.
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Introduction

The modern defense industry of Ukraine is able
to independently produce weapons and military equip-
ment, which is competitive in world arms markets.

At the beginning of the XXI century, the world is
undergoing radical transformation, accompanied by a
change in the geopolitical configurations. The global
financial and economic crisis was another challenge to
world civilization, has led to prospects uncertainty of
the global and national economies, and has accelerated
the search for ways to modernize social systems. Amid
threat escalation and the growth of instability in the
world, international security is facing new challenges to
in raw material, energy, financial, information,
environmental, and commodity areas. The threats like
the proliferation of weapons of mass destruction,
international terrorism, transnational organized crime,
and illegal migration, and piracy, escalation of interstate
and civil conflicts become more intense, covering new
regions and states. Regional threats to international
security are growing that are negative by their effects
and can have a potential global impact. [5]

There is a dangerous tendency towards revision of
national borders outside the international law. The
coercion and threat of force have returned to the
practice of international relations, including in Europe.

Varied geopolitical influences on Ukraine in terms
of inefficiency of its security guarantees, "frozen"
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conflicts at its borders and critical external dependence
of national economy cause vulnerability of Ukraine
diminish its role in the international arena and push to
the periphery of the world politics into the "gray zone of
security".

But today more urgent is internal challenges to
national security. Preservation of inefficient post-Soviet
social system, especially regarding public authorities,
distortion of democratic procedures that artificially
restrained staff updating processes in national
authorities caused weakness and sometimes even state's
inability to fulfill its functions, primarily in the human
and citizen rights and freedoms protected area, growing
society’s distrust in the state.

At the same time non-block status, which Ukraine
maintain for a long time, imposes a number of
restrictions on the exchange of military and scientific
developments and technologies between the countries in
the modern world, on free entry of investments in
defense companies for production increase of advanced
weapons and military equipment.

The development of technical and scientific
potential of the defense industry and its ability to meet
the national armed forces (AF) needs of high-efficiency
weapon and its export are one of the important issues of
military economy not only for Ukraine but also for other
countries in the modern world.

To the matter of the determination of the current
state of the Ukrainian defense industry and its prospects
were devoted publications in periodicals and online
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publications [1].

They held diverse analysis of existing
achievements and problems of defense industry
production of weapons and military equipment for the
state AF and exports. At the same time, systematic
assessment of the defense industry in Ukraine is not
provided. Also, not identified are possible areas of
industry management improvement in terms of non-
block status of the state, not disclosed are advantages
and possible losses in the defense industry upon the
country's accession to the European Union.

Literature Review

Greatly contributed to the study of the problematic
issue of this research, such scientists as [1, 6]:
V.K. Nestorkin, Y.L. Mostova, 1.J. Matushenko,
1.J. Buntov, E.V. Kovalchuk, 0O.M. Baranowskij,
0.0. Gergel,  O.P. Goncharenko,  A.M. Sukhorukov,
G.l. Udovenko, V.P. Perepelytsya, G.S. Yurchuk,
G.A. Manchulenko, G.L. Kaban, V.K. Begma and others.

Ukraine intends to join the European Union that is
why certain obligations must be assumed and
implemented in accordance with established rules and
procedures [2, 3].

To comply with these rules and procedures today
the military-industrial complex faces the task of creation
of advanced weapons systems of military units as a part
of multinational groups of member states of the
European Union [2, 4]. For the successful execution of
such task, it is useful to consider existing in the
European Union approaches in matters of military
standardization and unification of weapons and military
equipment. Therefore approach the principles of
building up the advanced weapons systems and
formulate areas of cooperation with the member states
of the European Union.

Areas of co-operation in the EU member states in
the field of development and production of weapon
systems can be defined as follows.

Military and economic security support — is an
important task for Ukraine. The degree of needs
satisfaction in products of both defense and civilian use
under extreme conditions is the criterion of military and
economic security. Improvement of technology for
civilian and defense production, refining of
technological capabilities strengthen state military and
economic security. The latter, of course, is determined
by the latest achievements of scientific and
technological progress [1].

Objectives and methodology

The purpose of this article is the analysis of
priority areas in the strengthening of the economic
security of Ukrainian defense industry in the context of

European integration.

The defined objective of study determines research
goals:

- to define the concept of economic security;

- to formulate the concept of military-industrial
complex of Ukraine;

- to describe the deformations and distortions
that will occur in Ukraine due to the neglect of the issue
of strengthening the level of economic security of the
defense industry in the course of European integration;

- to formulate the ways of the economic security
of the defense industry strengthening.

In this study, were used general scientific methods
and methods of economic research: a method of
companion and system analysis.

The companion analysis method - is a
comprehensive, in-depth analysis of the problematic
issues of a certain category with the help of other
sciences. In this study, the institute of industrial
property is not separated from the relevant economic
research. This method is also evident in the interrelated
study of legal phenomena. In particular, the concept of
economic security of the defense industry should be
studied in terms of the fundamental principles of sub-
branch of the constitutional and business law.

The system method lies in consideration of the
economic security of Ukrainian defense industry as a
system that is clear organizational form in which the
components are united by the common purpose.

System analysis involves in the manifestation of its
details, establishment of relationships between them,
identification of common denominators, characteristic
features, which allow combining items together.

The object of study is social relations that develop
in the field of economic security of the defense industry.

The subject of the study is priority areas in
strengthening of economic security of the defense
industry in the context of European integration.

Results and Discussion

The European integration process should not be
understood only as an institutional EU accession. In
fact, it covers the whole spectrum of Ukrainian presence
in the European subsystem of international relations,
including social and economic integration, financial and
business cooperation, the creation of a common security
space, humane and civilizational interaction.

Integration choice of Ukraine is presented below in
Figure 1.
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Key aspects of the
Political integration choice
of Ukraine

Fig.1. Key aspects of the integration choice
of Ukraine

For Ukraine, these aspects have a particular
importance. The legal aspect - is the preservation of
sovereignty and independence. Economic - the
evolvement of the country and the welfare of the nation.
Political aspect ensures the civilizational future of
Ukrainian society. Security cooperation Ukraine-EU lies
at the intersection of these aspects. Signing of an
Association Agreement creates new opportunities and
risks in areas that have a direct impact on stability and
security. It is therefore important to analyze the
consequences of European integration in various fields.

To solve the problems of compatibility and
interchangeability of its parts and units of EU member
states there were established organizational structures,
management and logistics systems, speech and
communication systems, were regulated the relevant
rules and procedures and was aligned the condition of
information system based on modern technologies.

The following three main aspects of military and
economic security should be brought into view:
equivalent, offensive, defensive.

Equivalent aspect involves the establishment of
equal relations between the countries and that will be a
constraining factor for the attempts of developed
countries to use foreign economic relations as a specific
pressure on the less developed countries.

Offensive aspect involves range of measures aimed
at increasing and improving the quality of country’s
export potential and at the same time strengthening the
dependence on it of other countries.

The defensive aspect involves the replacement of
import with domestic equivalents, especially in the
defense industry and reduction of its dependence on
import.

A prerequisite for military and economic security
is adequate funding of the defense industry [2].

There must be made the transition from the
physical transformation, which provides conversion of
military industries for the production of civilian goods,
to economic changes when the focus is at the redirection
of domestic military products to foreign markets. This
will enable use of the currency from the export of
weapon for the gradual transformation aimed at
producing goods necessary for domestic market.

Therefore, the defense industry can be not only a
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consumer of the national but also its
manufacturer.

The main objective of public policy in the military
and economic sphere should be the creation of the self-
sufficient national military-industrial complex. [3]

The transformation from the military into the
civilian economy should be on a scientific basis,
without weakening the military capabilities of Ukraine.
It should be noted that the transformation has begun in
the absence of its scientific and economic justification.
As a result, it was destroyed by a powerful military-
industrial complex inherited from the former Soviet
Union and the Western countries in the global arms
market became freer, as a strong competitor in the face
of Ukraine disappeared.

The priority area can be the interstate cooperation
in scientific research, development, production and
disposal of weapons.

The support of storage of classified information of
the defense nature is an urgent need. Now some defense
companies became transit links for numerous foreign
experts and consultants who have access to the
important information that negatively affects the
condition of the state’s military security [6, p. 14-16].

Lack of the consistency and hastiness of the
system during disarmament reduced the advantages of
the army and led to significant budgetary implications,
causing social tensions.

Military-industrial complex of Ukraine — is a
combination of research, production and testing
enterprises engaged in the development, production,
installation for military service special vehicles,
ammunition, weapons for the armed forces of Ukraine.

In addition, Ukraine is a member of the Council of
Europe on the prevention laundering of the proceeds
derived from the criminal activity and the State
Financial Monitoring Service of Ukraine received
membership in the "Egmont" [1]. However, only a few
cases of money laundering were brought before the
court, with almost none of them was convicted. This
casts doubt on the fact of the laws application.

The main directions of further cooperation
between Ukraine and the EU approved officially in the
field of economic reforms regarding the strengthening
of the defense industry should be as follows [4, 5].

1. Functional market economy:

- further progress in establishing a functioning
market economy, including price setting, control over
government aid and legal environment that ensures fair
competition between economic operators.

- further progress in gradual approximation to

product,

EU legislation and support of its effective
implementation:
- strategy implementation of the legislation

approximation in priority areas, including improvement
of the quality and consistency of documents;
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- basing on mutual decision, to carry the
collaborative work in the schedule preparation and in
setting priorities for monitoring and  assisting
implementation to completion;

- to eliminate inconsistencies between the
provisions of the Law of Ukraine "On Defense of
Ukraine" from 06.12.1991 Ne 1932-XI1 and the decision
of the National Security Council "On Urgent Measures
of Ukraine Protection and Strengthening its Defense"
from 28.08.2014 p.

2. Improving the investment climate, including
ensuring transparency, predictability and simplification
of regulations on its application:

- to consult domestic and foreign organizations,
develop a program of work for the further
implementation of regulatory reform aimed at reducing
administrative barriers of the enterprises of the military-
industrial complex development;

- to ensure equal application of rules across
Ukraine, on central and regional levels;

- to adopt and implement a system for the
assessment of the impact of regulatory measures,
consultations of stakeholders to ensure transparency
(predictability of regulatory environment).

3. Fiscal and monetary policy, exchange rate
policy:

- to consolidate the progress made in
implementing the policy of macroeconomic stabilization
and growth;

- to strengthen the independence of the National
Bank of Ukraine, including, if necessary, amendments
of the Law of Ukraine "On the National Bank of
Ukraine" in order to bring it into line with the EU
standards;

- to strengthen financial stability, including
through tax reform and taking actions of medium-term
trends in the pension system.

4. Execution of a long-term and consistent
program of structural reforms with the goal of further
strengthening the functioning of economic security of
the defense industry:

- to implement the privatization program,
including large-scale privatization, and to increase
transparency in the privatization process (most
importantly — to perform privatization and manage it so
that this would not affect the disclosure of state secrets);

- to reduce government intervention in price
setting in order to prevent deterioration of trade terms
and the economy;

- to strengthen regulation and supervision of
banking activities;

- to develop domestic securities market and
improve the regulation and supervision of nonbank
financial institutions;

- to adopt a new law with a more clear definition
of the responsibilities of directors, managers and

shareholders' meetings, strengthening  disclosure
requirements, and also enhance the protection of
minority shareholders of companies that could be
privatized in the country’s defense industry.

At present ideal innovation in this area should be
such a fundamental change as the prohibition of
privatization in the defense industry, allowing only
public ownership of them. However, in the current
economic environment, it is very difficult to implement,
even impossible [7] So, private (including) European
investors can be life savers for the defense industry. In
this case, the government needs a clear transparent
mechanism of regulation.

According to international experience, invested in
the defense industry economic resources give huge
dividends. However, in Ukraine the development of the
defense industry is never adequately financed from the
state budget.

Unlike the defense industry of most other countries
that have such a support UkrOboronProm cannot boast
of this — until recently it was generally left without any
government contracts[8]. It is not surprising that until
recently, enterprises were purely commercial, and
almost did not have any obligations to the state and its
armed forces.

In the course of restructuring the economic
security of the defense industry, the competences of
public authorities should be in accordance with the rules
of governance [9, 10]:

- formation of the government order with
appropriate financing;

- definition of the rules and regulations of
economic activity for all entities of the defense industry;

- enforcement of the antitrust policy;

- development and implementation of a strategy
of military-industrial complex;

- administration of the tariff policy, taxation and
licensing of industrial activity;

- information and analytical support;

- state support of exports and export control.

In the field of development and implementation of
the defense-industrial policy to strengthen the country's
defense industry it is necessary:

- to abandon the military-technical cooperation
with Russia, that is now the main threat to national
security, sovereignty and territorial integrity of Ukraine;

- to explore and use best practices in the defense
industry;

- to intensify military cooperation with NATO
countries, China, Japan, South Korea, Australia, Gulf
countries and Israel, that will enable the maximum
preservation of the national defense industry and
increase its capacity;

- to gradually relocate the most important defense
companies, primarily destroyed in the fighting in the
Donbas, to central and western regions of Ukraine;
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- the maximum transformation of Ukrainian
defense enterprises from private to public ownership in
the form of public holding companies, financial and
industrial groups, leasing companies and consortiums.
They will implement the certain military-industrial
policy to avoid sabotage of some private owners of
these companies;

- for the successful restructuring of defense
enterprises Cabinet of Ministers should create favorable
conditions for producers to provide guarantees to
foreign and domestic investors who provide state
support of leading businesses and organizations of the
defense and industrial complex;

- to intensify the  development  and
implementation of long-term government programs in
the defense industry and military-technical cooperation
to improve their efficiency, this in turn, will enable
reception of at least $ 2 billion a year;

- to develop a national program of export
stimulation of modern Ukrainian weapons to maximize
the funds use for the development of the domestic
defense-industrial complex that should be self-financed
or at least finance themselves per 50%;

- to improve the marketing policy of defense
enterprises to promote domestic military goods on
world markets in a competitive environment;

- to create a powerful state coordinating
Information and Analysis Center under the National
Security Council of Ukraine or under the concern
"UkrOboronProm".

Conclusions

Thus, as a result of the conducted study, the
following conclusions can be made.

The economic security of the state — is a condition
of the economy and public institutions that stipulate
guaranteed protection of national interests, harmonious
and socially-oriented development of the country as a
whole, sufficient economic and defense potential even
under the worst scenario of internal and external
processes.

The defense-industrial complex — is a collection of
different companies and subordinations that fulfill or
can fulfill a state defense order and participate or carry
out the order within the military-technical cooperation
with other countries.

In the light of negligence of issues of
strengthening economic and military security in the
course of European integration one should expect such
distortions and deformations in Ukraine as: the
discriminatory nature of bilateral relations between
Ukraine and the EU; the distortion of the socio-
economic structure of the country, and then -
implementation of inefficiencies of economic, defense
and monetary policy; false geopolitical orientation;
decrease of national security in general.
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In order to neutralize these threats, it seems
appropriate:

1) To develop a "Concept of economic security of
the defense industry of Ukraine" with regard to
monetary, budgetary, financial and tax policy issues; to
make currency reorientation of hryvnia with reference
to a basket of currencies, including the euro (the
predominant share), US dollar and the Japanese yen or
the Chinese yuan to strengthen economic security;

2) To increase the share of gold in the volume of
international reserves Ukraine, at least 10%.

So, for support of military and economic security
of Ukraine first must be taken the following measures:

- to create a self-sufficient national military-
industrial complex (MIC)

- to develop and adopt a national program for the
production of weapons;

- to establish the national policy in the field of
international trade of arms;

- to develop and adopt a law on arms export;

- to include in the state budget 2015-2016 the
necessary funds for to defense financing;

- to create a closed cycle of arms and military
equipment;

- to change the concept of conversion of MIC
and to conduct it on a scientific basis in accordance with
the national interests of Ukraine;

- to conduct consistent modernization of the
Armed Forces of Ukraine and other military formations
for achieving technical advantages over potential
enemies;

- to create a unified infrastructure of logistics
and technical support of the military organization of
Ukraine.
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NPIOPUTETHI HAIIPSIMKH 3MIIIHEHHSA EKOHOMIYHOI BE3IIEKA OBOPOHHOI
MPOMUCJIOBOCTI YKPATHU B YMOBAX €BPOIHTEIPAIIII

T.B. Mowmor, H.E. ABanecosa

Memoro Odocniodxcenus: € 8UHAYEHHA NPIOPUMEMHUX HANPAMKIE 3MIYHEHHS eKOHOMIUHOI be3neku 060pOHHOT
npomucnosocmi Yxpainu 6 ymosax €epoinmezpayii.

Homenyiiina silicbkoga Hebesneka mMa pednvHi 6iiCbKO8I 3a2po3u 0 YKpainu maroms HAO38UYALHO
pisHoManimHui popmu ma Habysaroms ece binvuioi akmyarorocmi. Cnpoba Hawioi NOXIMUYHOT eimu NOCMAgUMU Ha
nepuiuil NIAH 3a2aibHOII00CHKI YIHHOCMI, €6PONEUCHKULL 8UDID, YCNIXOM He Y8IHUANUCA, d NPU3seny 00 NOCAAONeHHs
nozuyiti Yxpainu y €eponi ma ckopouennro cgep ii enaugy. Baoswciugy ponv 6 Odanomy acnekmi sidiepac i it
1n03a610K08Ull cmamyc.

O0Hi€I0 3 HAUBANCIUBIUUX eKOHOMIYHUX NPobIeM 6 VKpaiHi, NOUUHAOuU 3 Nepuux poKie il He3aNedCHOCmI €
3DOCMAaHHs 3a2pP0o3 eKOHOMIUHIU I, 30Kpema, 0bopoHniu 6esneyi Yrpainu. Hesupiwenicmo npodiem y yiti chepi ne
00360/151€ 3abe3neyumu GIONOGIOHULL Pi6eHb eKOHOMIYHO20 3PDOCMANHA. Y CKIAOHIOEMbCS 30TUCHEHHS eeKmusHoi
pecmpykmypuzayii  eKOHOMIYHOI Oe3neku 0O0POHHOI NPOMUCIOBOCMI, 30IUCHIOE HE2AMUSHULL 6NIUE HA
308HIUHBLOEKOHOMIUHY, NOOAMKO8Y, 000POHHY chepu ma 6100NCcemHuUll npoyec HAWoT Kpainu.

Knrwouoei cnosa: exonomiuna besnexa, 060poHHA NPOMUCTOGICMb, €8POIHmMeZPaYis, NPOMUCTIOBICb.

MPUOPUTETHBIE HAIIPABJIEHUS YKPEILUIEHUS SKOHOMHUYECKOM BE3ONACHOCTH
OBOPOHHO¥ MPOMBIIIJIEHHOCTH YKPAWHBI B YCJIOBUSIX EBPOUHTEI PALIMA

T.B. Mowmot, H.D. ABanecoBa

Lenvro uccnedosanus A615emcs onpeoeieHue NPUOPUMemHbIX HANPAGLeHUll YKPenieHus 3KOHOMUYECKOll
bezonacHocmu 060POHHOU NPOMBIUIEHHOCIU YKPAUHbL 8 YCA0BUAX e6DOUHMESDAYUL.

TlomenyuanvHas GOeHHAs ONACHOCMb U peaibHble GOCHHble Yepo3bl 0N YKpauHvl UMEIom OYeHb
pasHoobpasHvie Gopmul u npuobpemarom éce 6ONLULYIO AKMYATbHOCHb. [lonvimka Hawel noIumu4ecKol aumayl
nOCMasumov HA Nepevlil NIaH 00ujeuenoseyecKue YeHHOCmU, eBPONeuCKull 8blbop, YCNexoM He Y8eHUaauch, d
npugenu K ocrabnenuro nosuyuu Ykpauuvl ¢ Egpone u coxpawenuro cep ee éuusnus. Badcnyio ponv 6 dannom
acnexme uzpaem u ee 6HeOIO0KOBbII CIMAMYC.

O0Holl U3 6adCHEWWUX IKOHOMUUECKUX NPoOIeM 6 YKpaune, HAYUHAA C NEPBbIX Jlem ee He3a8UCUMOCTU,
ABNACTCA POCM Y2PO3 IKOHOMUYECKOU U, 8 HACMHOCIU, 0DOPOHHOTU be30nacHocmu Ykpaunoi.

Hepewennocmv npobnem 6 smoti cepe He nosgonsem o06echeyumsb COOMBEMCMEYIOWUL YPO8eHb
IKOHOMUHECKO20 pocma.  3ampyoHAemcs ocywecmenenue 3Q@PeKmusHoll pecmpyKmypusayuu IKOHOMUYEeCKol
besonachocmu  00OPOHHOU NPOMBIUIEHHOCU, OKA3bI6Aen He2AmUugHoe 6GIUAHUE HA 6HEUWHEIKOHOMUUECKYIO,
Han0208Y10, 000POHHYIO chepbl U OHONCEMHBII NPOYECC Hawulel CMPAHb.

Knwouegvle cnosa: sxonomuueckasi 6e30nACHOCHb, 000POHHAS NPOMbBIUIEHHOCD,
NPOMBIULIEHHOCTb.

espounmezpayus,
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