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IN THE DECENTRALIZATION AND INDUSTRY 4.0 PROCESSES

Problems of economic development of Ukraine
can't be explained purely macro-economic and geo-eco-
nomic position and based on the volumes of available
human and natural resources. One of the factors effec-
tive functioning of the economic system is the social re-
sources that represent a human resources, social rela-
tions and social institutions.

The economic crisis of the early 90s was largely
due to inability to quickly adapt social resources to new
market conditions. During the 1991-1997 GDP de-
creased twice, while production capacities have not suf-
fered significantly moral and physical deterioration and
the quality of human potential remained on good level.
So we can assume that the key point was purely organi-
zational and communication problem that is still rele-
vant.

Moreover, much of the domestic economy is in the
shade. According to calculations of the Ministry of Eco-
nomic Development and Trade of Ukraine in the first
half of 2016 the level of shadow economy amounted to
38% of official GDP [1]. Accordingly, much of the com-
munications is implemented beyond the legal rules and
regulations that are subject to public control.

The quality and quantity of social resources in
Ukraine don't allow capitalization of other resources ac-
cording to modern opportunities. They can't minimize
transaction costs in the interaction between the elements
of human, industrial, financial and natural capital. As a
result, there are difficulties with multiplying of eco-
nomic wealth at national and regional levels.

Of particular importance is this issue in the context
of decentralization when there is redistribution of ad-
ministrative and fiscal powers. Appear the problem of
the creating new social resources and conditions for
their capitalization at the national and regional level,
which determines the relevance of this study.

Social resources and social capital
as a factor of economic wealth

Economic well-being at the national level is gener-
ally measured using Gross Domestic Product (GDP).
But this indicator is experiencing increasing criticism
from leading scientists and economists of our time, be-
cause it doesn't reflect the level of well-being house-
holds and quality of life [2]. This led to renewed interest
in classical economic category "wealth», which was
used in the days of classical economic theory in the
works of Adam Smith. For example, “a low-income
household with above-average wealth is not necessarily
worse-off than a medium-income household with no
wealth” [2, p.14] and “A low-income household with

above-average wealth is better off than a low-income
household without wealth” [2, p.29].

Now the amount of wealth is constantly calculated
by the Credit Suisse Research Institute. According to re-
cent calculations in 2016 Ukraine is among the poorest
countries with a total national wealth $ 44 billion or $
1,254 per 1 adult. This is 20 times less than in neighbor-
ing Poland. Moreover, it is even less than the GDP per
1 adult, which is $ 6796 [3, p.21-22].

Category wealth consisting of human, financial,
physical, intangible and natural capitals have been in-
vestigating to find ways increase it. In this context, arise
the problem to include components wealth of social cap-
ital and social capital as a source of its formation. So the
number of studies of social resources [4] and social cap-
ital [5; 6; 7] are increasing during last decades.

One of the first researchers who began actively use
the term "social capital" was Bourdieu. He understood
this concept as social relationships, which can be a re-
source for benefits. [8] A similar view is shared by other
scientists emphasize that "the structural basis objectified
social capital” [9, p.3] ... "form the networks of social
relations that are used to broadcast information, re-
source savings, mutual learning the rules of conduct,
forming reputation. Based on social networks ... formed
institutional basis for social capital" [10, p.27].

It should be emphasized that the object of study of
institutional economics are social resources. Summary
of theoretical and practical achievements in this area
makes the conclusion that in Ukraine there is institu-
tional inertia, which manifests itself in low quality of
social resources and their weak using.

Ukrainian scientists are mixing definition of social
and human capital. They understand "social capital" as
"value of social and individual opportunities (demo-
graphic, educational, professional, social, infrastructure,
employment, etc.) involved in the economic activities of
the people" [11, p.74]. But individuals are carrier of hu-
man capital, while just society is the bearer of social
capital and social resources. Therefore, a more monose-
mantic definition is contained in the studies of experts
Institute of Industrial Economics of NAS of Ukraine, ac-
cording to which "social capital is social-institutional re-
sources" [12, p.31]. Deepening this thesis allow one to
distinguish between "social resources" and "social capi-
tal" and avoid the intersection with the concept of “hu-
man capital”.

Social resources — a set of relationships between
subjects and objects of social-economic system. These
links are distributed to specific existing between certain
objects and subjects and general which are personified
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in institutions, rules, norms, traditions and more. Ob-
jects and subjects are defined as elements of human,
physical, intangible, natural and financial capital.

Social capital — social resources used in the pro-
duction of goods and services. It takes direct part in the
creation of added products corresponding added value
and accumulation of economic wealth. Social capital is
limited to a space (including the territory of the state,
region, city, etc.).

Number of social resources is the number of rela-
tionships between individuals and their institutionalized
associations that exist in the form of businesses, govern-
ments, institutions, organizations and more.

The cost of social resources depends on the quali-
tative and quantitative characteristics of the connections
that specify the "rules" of their formation and techno-
logical conditions and possibilities for implementing
communications. In this context it is critical to take into
account in strategic planning the global development
trends that affect the structure, quality, quantity and
value of social resources. Now one of these trends is the
formation of a new technology platform within the logic
of Industry 4.0.

So the purpose of the article is to show the influ-
ence of modern trend on the formation and capitalization
of social resources.

Social capital in the context of the Industry 4.0

Changing the paradigm of production is among the
key issues on the agenda of industrialized countries un-
der the title industry 4.0 or the Fourth industrial revolu-
tion [13]. If industry 4.0 successfully implement process
of formation and use of social resources will change.

Main features of Industry 4.0, which will affect the
formation of social resources and their capitalization:

1. Decentralization of production and also much
more flexible management of its scale to reduce costs.

2. The total things have artificial intelligence. Con-
verting every thing in consumer and source of infor-
mation. Active participation of "smart" things in own
design, build and repair.

3. The rapid reduction of human intervention in the
interactions between things.

4. Development of alternative networks similar In-
ternet, and their integration into the infrastructure aug-
mented reality [14].

According to architecture Industries 4.0 robotic
machines will be able to mass communicate with each
other on the Internet Protocol, creating the so-called "In-
ternet of Things". This will lead to further exclusion of
the human from chain of goods and services as a medi-
ator (link) between the elements of financial, physical,
intangible and natural capital. So we will see changing
the structure of social capital.

Decentralized production will expand economic
conditions for deepening administrative and political
decentralization, which will be a prerequisite for the em-
powerment of the accumulation of social capital at the
regional level.

The development of alternative networks will cre-
ate new opportunities to form social links or other words
will provide multiplication of social resources and op-
portunities for their capitalization at all levels from the
individual to the global.

Accordingly, there is a transformation of the cur-
rent state when the human role in the functioning of ma-
chines rather significant despite the active automation
over the last half century to a model where human in-
volvement in communication with things minimized.
And tools forming social relationships realized through
physical and virtual social networks (fig. 1).

The need for communications of human capital el-
ements with physical capital (artificially created), natu-
ral and financial capital to create new products and ser-
vices will decrease. The role of the coordinator of the
interaction between the capital will increasingly move
to the side of intangible capital.

"Smart" things will become buyers and communi-
cation between the elements of financial and industrial
capital could take place without human intervention.
Everything will be able to promote themselves through
communication with other smartphones and communi-
cators.

Separately, it should be noted that the social capital
also includes relationships between elements of human
capital and other capital items. Elements of human cap-
ital consume information from other sorts of capitals
during this interaction. Elements of human capital are
individuals and any group of individuals, including
within the combined organization.

The less will be links between human capital and
other types of capital, the more will be direct communi-
cation between the elements of human capital. That will
be changing the architecture of social resources and pro-
vide their augmentation. Added value will move into the
sphere of creative collaboration.

Full implementation of the Industry 4.0 is expected
no earlier than in 2025-2030 years in developed coun-
tries, but all technologies already exist, in fact, we have
problem how their effective use. According to research
Boston Consulting Group (BCG), major technological
shift that began in the industry today, will complete in
2025, radically changing the appearance of companies,
products, partnerships [15, p.35]. It is therefore neces-
sary for developing countries have at least capacity to
adapt and use results of Industry 4.0 in the near future.
According to the World Bank now in Ukraine can be
computerized approximately 40% of jobs[16, p.23].

Based on these trends can be determined that the
intended objective to create as many as possible social
networks are (1) elimination of existing barriers and
(2) creating the conditions for establishing new social
links. For this to: (1) ensure maximum freedom of
movement and choice for individuals in order to create
new social relationships and (2) ensure the conditions
for cooperation between individuals, their creative col-
laboration.

You should also note that take place addition vir-
tual and physical links. From the one hand the primary
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real (physical) links converted to virtual, where it is sup-
ported through social networks. On the other hand, the
initial virtual connections become the real links. Thus,

Q - element of human capital

A - element of natural resource capital

I:I - element of physical capital (fixed assets, stocks etc.)

<:> - element of financial capital

we can see the problem of simultaneous support and de-
velopment the physical and the virtual infrastructure for
communications.

- element intangible capital (intangible assets, licenses,
patents, software, goodwill)

- element of social capital

/

- connection (link) between the elements of
capital other than human

Fig. 1. Conceptual diagram transformation of social resources in context of implementation the Industry 4.0

The impact of decentralization on the formation
of social capital

Decentralized governance in Ukraine is among of
priority reforms. This reform will be having impact on
the formation and capitalization of social resources. Sci-
entists are already studying this [17; 18].

Policy of decentralization agrees with the theoreti-
cal propositions classical liberalism. M. Friedman notes
that “broad principle is that government power must be
dispersed”. It is proved by principle of freedom of
choice: “if I do not like what my local community does,
be it in sewage disposal, or zoning, or schools, I can
move to another local community, and though few may
take this step, the mere possibility acts as a check. If |
do not like what my state does, I can move to another. If
I do not like what Washington imposes, I have few al-
ternatives in this world of jealous nations” [19, p.11].
Thus the logic of decentralization is responsible maxim-
ize opportunities for movement elements of human cap-
ital (individuals) to create new and more effective rela-
tions with the authorities and other types of capital or
other words multiplying of social resources.

In Ukraine, there are significant restrictions on the
free movement of citizens caused by administrative and
physical factors.

For example, road infrastructure, which according
to the Minister of Infrastructure of Ukraine V. Omelian

the "destroyed on 90%" [20] not conducive to the devel-
opment and maintenance of social links. This position
supports by academician E. Libanova, who notes that
"off-road causes to death of villages, small monofunc-
tional towns. And so is everywhere. Man goes to where
there is work, school. If there are no roads hospitals will
be closed. The same for schools. Not normal when chil-
dren need to spend 5-6 hours to get to school. So other
option than building roads I see. If there are roads, they
will not die. They will be fine" [21]. In these circum-
stances, the State Regional Development Fund in 2015
for objects of a road infrastructure has been allocated
only 327.5 million UAH [22, p.7]. That is 11.3% of the
total fund. So in the terms of a potential increase in the
State Regional Development Fund in the State Budget
of Ukraine for 2017 to 3.5 bln. UAH!, it's necessary to
provide for a progressive increase in expenditures for
road transport infrastructure.

However, even with these problems, the use of
modern networking capabilities to provide transport ser-
vices in the form of decentralization transportation (for
instance «Bla Bla Car»?), creates new opportunities for
travel within the country and the formation of social
capital.

Certain administrative restrictions, that do not meet
the requirements of time, are arising from the Law of
Ukraine "On freedom of movement and choice of resi-
dence in Ukraine" [23]. Despite the fact that this Law

! Whereas, that from 3.5 bln. UAH. 2.5 accounted for by a special fund, actual financing may be less than originally

established.
2 https://www.blablacar.com.ua/.
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Ukraine guaranteed "freedom of movement and choice
of residence", both assigned to compulsory registration
procedure, which is analogous to "residence" of Soviet
times, and in fact the modern descendant of serfdom. So
according to this law (Art. 6) "official correspondence
uses only the registered residence place of the person".
Thus we can see connection with the place, not the per-
son. At the same time, the vast majority of residents of
Ukraine already have a mobile device, which allow
identify their location and provide communications. !

In the process of implementation new form of plas-
tic cards (ID) problem entering the relevant information
about registration for contactless electronic medium in
rural areas where there may be no subdivisions of the
State Migration Service, or its representatives with the
necessary software.

One more question is connection to the place of
registration of the implementation of political rights
(participation in elections), and receipt of the state edu-
cational and health services.

Thus, we can conclude that in the context of decen-
tralization advisable to reduce administrative limiting to
move people will have a positive effect on the formation
of social capital.

The role of social capital in the State Strategy
for Regional Development until 2020 and the Strat-
egy for Sustainable Development "Ukraine - 2020"

Current trends changing production and transfor-
mation of the role of social resources not reflected in the
basic strategies of the country: the Strategy for Sustain-
able Development "Ukraine — 2020" (hereinafter —
SSDU 2020 [24], National Strategy for Regional Devel-
opment until 2020 (hereinafter - NSRD 2020) [25]. So-
cial resources and social capital, industry 4.0 (or fourth
industrial revolution) is not even mentioned.

Strategic implementation indicators SSRU 2020
only include a reference that "the proportion according
to World Bank amount to 25 subscribers per 100 peo-
ple." Determining the vector to increase high-speed In-
ternet users are certainly useful, but not sufficient. Ac-
tually they are making emphasis on consumption, not
production. Aim of decentralization in SSDU 2020 "de-
parture from the centralized model of governance in the
country, ensuring the capacity of local government, the
principle of subsidiarity, universality and financial sus-
tainability of local government". NSRD 2020 contains
thesis about decentralization of authority by their trans-
fer to the local level with simultaneous transfer of ap-
propriate financial resources

Social resources move to other countries because
of the absence of sufficient opportunities be capitalized
in Ukraine. So it's necessary create regulatory standards
perspective on for the actual and administrative freedom
of movement of people and empower them for commu-
nication in the new technological realities.

At the same time the strategy papers don't have
common indicator of economic development for the
consolidation of all targets in the economic sphere. The
role of the index can perform category wealth and be an
important complement to the GDP / GRP, which is now
widely used.

Conclusions

1. Given the trends of transition to Industry 4.0, it
can be argued that the role of capitalized social re-
sources will increasingly grow in the create of wealth at
the level of the state and the regional level.

2. For the development and enhancement of social
relations under decentralization need to maximize free-
dom of movement of people through the development of
transport infrastructure and easing administrative barri-
ers to movement.

3. Ability capitalization of social capital depends
on communication technologies. At the national level
should be a priority of the requirements of the formation
of networks and standards. At the regional - ensuring the
implementation of specific projects which including en-
suring adherence to established networks at national
level. Decentralization should be combined with a con-
centration of social resources at regional level.

4. Improve communication will be possible
through the implementation of modern technologies.
The less a person (individual) involved in the communi-
cation between "things", the better the socio-economic
system.

5. Existing strategic documents do not define the
needs and the effective use of social resources and the
need for targeted capitalization. Also, these strategies do
not take into account the gradual change of logic output.
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Bumnescokuii O.C. Posab coniaJbHux pecypcis
B (popMyBaHHi 0araTcTBa B npouecax AeleHTpaiza-
uii Ta Inpycrpii 4.0

VY poboTi mpoaHaNi30BaHO POJb COLIAIBHUX pe-
cypciB y GpopMyBaHHI OaratcTBa JAep>KaBH Ta PETiOHIB,
a TaKOX JTOBEJICHO HEOOXIJHICTh 3HATTA (I3UYHHX Ta
aJIMiHICTPAaTUBHUX Oap’epiB IS KarmiTai3allii coriais-
HUX PEeCypciB 3 ypaxyBaHHSM IPOLECIB TEIIEHTpaTi3aIil
Ta ingycTpii 4.0.

Kmouosi cnosa: 6ararctBo, ingyctpis 4.0, geTBe-
pTa MPOMUCIIOBA PEBOJIIOIIS, JCIeHTpai3anis, YKpa-
THa.

Bumnescknii A.C. Posb conuajabHBIX pecypcoB
B (hopMupoBaHuu HOraTcTBa B Mpoleccax AeleHTpa-
Jm3auuu 1 Uapycrpuu 4.0

B pabore mpoaHamu3upoBaHa POIb COIMATBHBIX
pecypcoB B (OPMHpPOBAaHHU OOTATCTBA TOCYIapCTBa H
PETHOHOB, a TaK)Xe J0Ka3aHa HEOOXOAUMOCTh yCTpaHe-
HUS (PU3MYIECKUX U aIMHUHUCTPATHBHBIX OapbepoB LIS
KaITUTAIU3alUH COITUATBHBIX PECYPCOB C YIETOM TIPO-
LIECCOB JIelIeHTpaIu3aluy U uHaycTpuu 4.0.

Kniouegvie crosa: 6orarcto, uamyctpus 4.0, uet-
BepTasi IPOMBIIUICHHAS PEBOJIONMSA, ICLECHTPaIH3a-
uus, YKpauvHa.

Vishnevsky O. The role of social resources in
formation of wealth in the decentralization and in-
dustry 4.0 processes

The paper analyzes the role of social resources in
the formation wealth of the state and regions. The need
to remove the physical and administrative barriers to the
capitalization of social resources taking into account the
decentralization process and the industry 4.0.
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