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PUBLIC-PRIVATE PARTNERSHIP
AS AN EFFECTIVE MECHANISM
FOR ATTRACTING PRIVATE
INVESTMENT IN ACHIEVING
THE AIMS THE SOCIO-ECONOMIC
DEVELOPMENT OF UKRAINE

Abstract

The article analyzes public-private partnership (PPP) as a form of interaction between
state and business in the context of optimizing the Ukrainian economy. According to
the results of SWOT analysis of the implementation of PPP projects in the infrastruc-
ture of Ukraine (2017-2019), the main criteria that determine the necessary model of
public-private partnership were substaintiated, namely the distribution of investments,
risks, obligations between the state and the private sector, the term and object of the
agreement.

The study analyzed the impact of economic, political, legislative and criminal processes
on public-private partnerships in Ukraine. It was proved that the formation of specific
allocation relations based on the interaction between public and private property is
the most important feature of public-private partnership, which distinguishes it from
other forms of interaction between the state and business. Advantages of PPP are as
follows: the increase of management efficiency of state and municipal property objects,
the reduction of tax burden on the state budget and optimization of budget expendi-
tures on public services provision, the maintenance of budget-funded institutions, etc.
It has been established that the PPP is the best alternative to privatization in order to
attract private investment in strategic infrastructure facilities.

Keywords public-private partnership, infrastructure investment

projects, invariant security, social responsibility

JEL Classification 132,133

INTRODUCTION

Nowadays, the practice of using different forms of partnership be-
tween the state and private business in different sectors of national
economies is becoming more and more widespread. Such partnership
contributes to the activation of the investment orientation of the econ-
omy, ensuring long-term socio-economic growth.

Over the past few years, public-private partnership in Ukraine has be-
come increasingly important, because attracting investment, develop-
ing national, regional and local infrastructure, expanding and pro-
viding better services to citizens are priorities for the state. It is also
evident, that ensuring a high and stable rate of development of both
country and its regions is impossible without the effective partnership
of state and/or local authorities with representatives of private busi-
ness. Strategies and programs that focus solely on the use of budget
funds do not allow authorities to implement large-scale, strategic pro-
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jects that shape the country’s competitiveness. The world-renowned alternative to this type of financing

is public-private partnership.

Implementation of large infrastructure projects in various sectors of the economy requires significant
investment resources, which can be a powerful source of private business. At the same time, business
interest in state support increases, which will reduce the risks of private investment, increase the relia-
bility of investment projects for credit institutions, including the ones at the local level.

Public-private partnership as a component of the economic institute of contemporary social develop-
ment, its various forms have great potential for achieving the general goals of sustainable development
of the country based on the consolidation of state assets with investment, management and other re-

sources of the private sector.

1. THEORETICAL BASIS

Public-private partnership as an economic con-
cept was formed in the late 90s. Since then, the
term “public-private partnership” (hereinafter -
PPP) remains unchanged, which can not be said
about the theoretical and methodological elucida-
tion of the essence of this public institution. It is
constantly changing, improving, due to the deep
nature of the PPP as a practice of interaction be-
tween the state and business to achieve the overall
goals of socio-economic development of countries
(Kredisov & Bilous, 2016).

The essence of the PPP is an institutional and or-
ganizational unity of government and private
business to implement socially important projects
in a wide range of fields of activity, from develop-
ing the strategically important sectors of the coun-
try’s economy to providing the public services,
both for the country as a whole and for individual
territories (K. Pavlyuk & S. Pavlyuk, 2010).

According to Danylyshyn (n.d.), the PPP mecha-
nism, as one of the forms of interaction between
the state and the private sector of the economy,
offers better opportunities to obtain the desired
level of efficiency in the implementation of large-
scale projects important for the whole country.

The term “public-private partnership” in most for-
eign countries is used to determine the existing
forms of cooperation between the state and oth-
er economic entities. A critical analysis of existing
scientific views has shown that the definition of
PPPs among both domestic and foreign scientists
contains significant differences (Uzunov, 2015;
Laptiy, 2017; Filyppowa & Malin, 2017).

The partnership is carried out between the insti-
tutions of the state at all levels of government, the
private sector, which includes investors and busi-
ness organizations, and civil society representa-
tives to address the socially important issues that
are relevant to the competence of the state and to

Source: Compiled based on the analysis of legislative acts regulating public-private partnership issues.
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Figure 1. Public-private partnership criteria
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Source: The World Bank.
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Figure 2. Regions, ranked by number of projects (1991-2019) (USD million)

obtain mutual economic benefits. The state part-
ner focuses on the adoption of necessary regula-
tory acts, the definition of goals and objectives of
PPP projects, quality of services, pricing policies,
monitoring of project implementation, that is, it
performs regulatory and coordinating functions
(Varnavsky, Klymenko, & Korolev, 2010).

The issues of PPP in Ukraine are regulated by
the Laws of Ukraine “About Public-Private
Partnership,” “About Concessions,” three oth-
er laws and separate articles of the Civil and
Commercial Codes of Ukraine, as well as 18
by-laws.

The study of the dynamics of private equity par-
ticipation in investment projects according to the
World Bank is characterized as follows (see Figure 2).

Analyzing the experience of developed countries
of the world, such as France, Germany, Austria,

Italy, Brazil, where public-private partnership is
seen as a prerequisite for the development of an

988 __

1368

efficient market economy, it should be noted that
the most active in these countries is the form of
public-private partnership as a concession. Such
partnerships are effective in the social sphere (ed-
ucation, tourism, health care, etc.), municipal in-
frastructure (water and sanitation, etc.) and trans-
port infrastructure (highways, airports, etc.). At
the same time, the transport infrastructure takes
the leading position, further - social infrastruc-
ture (Pavlova, 2011).

The interaction between business and govern-
ment is an important indicator of the state of so-
ciety as a whole. The relationship between them
affects the nature of power, style, and technology
management.

According to the UN Summit Outcome “The
Transformation of our World: An Agenda for
Sustainable Development to 2030,” which ap-
proved 17 Sustainable Development Goals and
169 Objectives, the Government of Ukraine has
elaborated the National Report “Sustainable

Source: The World Bank.
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Central Asia countries and Europe
B North Africa and M. East
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Figure 3. Regions ranked by investment (1991-2019).
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Development Goals: Ukraine,” which provides a vi-
sion of the landmarks the achievement by Ukraine
of the Objectives of Sustainable Development
(OSD), which defines the basic indicators for the
achievement of the OSD in our country, follow-
ing the adaptation of 17 global OSDs, considering
the specifics of national development. Among the
tasks identified by Ukraine in the long run are ex-
tremely ambitious and complex, in particular to
reduce the energy intensity of GDP by 2 times; to
provide an increase in the rating of Ukraine in the
ease of doing business, rising from 81 to 20 place;
5 times increase the cost of performing scientific
and scientific and technical works, as well as more
than 10 times — the share of realized innovative
products in the volume of industrial; to increase
the net inflow of foreign investments by almost 6
times; increase the number of projects implement-
ed under the conditions of public-private partner-
ship to 45. The achievement of the OSD requires
the partnership of state bodies, the private sec-
tor, civil society, and citizens (Reports from the
National Report “Sustainable Development Goals:
Ukraine,” 2017).

One of the important tendencies in the develop-
ment of the PPP after the approval of the OSD was
the transformation of the traditional PPP mod-
el into a model compatible with the SDD, which
was called “human-oriented PPP.” This new type
of PPP is positioned as a mechanism for achiev-
ing the sustainable economic and social develop-
ment through PPP programs with a focus on its
role in ensuring the social equality and sustaina-
ble development. The priority of people brings the
principles of work and the aims of the PPP model
to a new level (Reports from the National Report
“Sustainable Development Goals: Ukraine,” 2017;
First session of the Working Party on Public-
Private Partnerships, 2017). The characteristic of
this model lies in its orientation towards a wider
spectrum of criteria for those who create “value

for people,” rather than simply based on the value
of money.

Creation, maintenance, and development of ob-
jects of national and regional importance in
Ukraine (such as energy, development and extrac-
tion of minerals, construction of transport infra-
structure, introduction of family medicine system,
various socio-cultural projects) are lagging behind
the world by their standards.

The most important resource, which is lacking in
solving the problem, is the means. Public funding
only partially covers the need for them. One of the
options for resolving this issue is the implemen-
tation of the PPP, which has already become cus-
tomary in Western Europe and other countries of
the world (Kredisov & Bilous, 2016). However, in
Ukraine, the high level of corruption has a nega-
tive impact on these processes.

In 2018, Ukraine took the 120-th (Table 1) place
out of 180 countries, which were explored, in
the Corruption Perception Index of an interna-
tional organization Transparency International
(Yurtayeva, 2018; Borovik, 2019), progress in 10
places per year.

According to the Ministry of Internal Affairs of
Ukraine, from 2014 to 2018, 15.8 thousand bribe
takers were exposed. The overall trend of bribery
outcomes has improved slightly, both in the num-
ber of bribery cases discovered (+7% in 2018 ver-
sus 2014) and in the share of bribery in the total
number of offenses in the field of official activity
(15% in 2014 against 18% in 2018). In 2018 alone,
179 bribes were disclosed, the sum of which ex-
ceeded 100 thousand UAH (585 in the five years
in total). The number of bribes over UAH 250,000
increased in 2018 compared to 2014 (Reports
from the Ministry of Internal Affairs of Ukraine,
2014-2018).

Table 1. Indexes of Ukraine in the World Corruption Perception Rating

Source: https://www.transparency.org/cpi2018

 Numberof : Standard : Bertelsmann Foundation World Justice Project
Year Rank : CPlscore : : H .
: i sources error Transformation Index Rule of Law Index
‘‘‘‘‘‘‘‘‘ 2018 ..120 32 . 22 4 38 —
2017 5130 30 . 2 B M
2016 T .. 2 SR O T
2015 - 27 8 - -
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The national economy has traditionally been
characterized by an unfavorable business climate,
which creates the obstacles to the development of
the private sector. Although economic crime in
2018 has increased by almost 300% compared to
1992 (Kofanova, Tereshchenko, Kutsyi, Morhun, &
Gushchyn, 2019), and the results of international
rankings, including “Doing Business — 2018” and
“Global Competitiveness Index 2018-2019,” show
that the business climate in Ukraine is worse than
in the neighboring countries. At the same time,
the results of these ratings prove that the situation
has improved rapidly in recent years. In particular,
in the Doing Business 2018 ranking published by
the World Bank, Ukraine has risen from 152 place
in 2012 to 71 place in 2019 (Bogatyrev, Topchiy,
Koropatnik, Kotliarenko, & Kofanov, 2019). Such
dynamics indicates that Ukraine has its signifi-
cant potential and is actively pursuing reforms,
but the business climate needs to be improved.

An important subject of the study is the position
of Ukraine to take into account the World Bank’s
recommendation on the Public Expenditure and
Financial Actuation (PEFA) and the related as-
sessment tool of the public finance management
efficiency assessment system for public investment
management to take into account similar features
between management state investments and PPP
given the need to ensure their coordination with-
in the framework of an interconnected system of
budget planning (The World Bank, 2015).

These are two unconditionally related processes.
Both support the creation of infrastructure and
provide services that are characterized by a signif-
icant component of the public good, or consider
market imperfections that impede the provision
of these services by the private sector. Both pro-
vide for public sector financial liabilities, includ-
ing direct and/or contingent liabilities. However,
the management of these processes is often car-
ried out separately, negatively affecting the proper
selection of projects, preventing the effective use
of inadequate public resources, creating unneces-
sary financial risks, and thus undermining finan-
cial stability.

The PPP product in the context of public invest-

ment management aims to create a detailed eval-
uation tool that covers the entire investment cycle,

http://dx.doi.org/10.21511/ppm.17(4).2019.38
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from policy and from pre-evaluation to factual
verification based on a unified approach to the ef-
fectiveness of the management of traditional gov-
ernment investment and PPP.

The analysis of the opinions of scientists and re-
searchers on the essence and content of public-pri-
vate partnership and its comparison with the es-
sence and content of public-private partnership
gives grounds to conclude that public-private
partnership is a system of relations between the
state and business that should be considered as a
kind of European public-private partnership. The
meaningful use of these concepts depends on
the model and culture of public administration,
the level of socio-economic development of the
country, the business climate, and the provision
of invariant security (Mashchenko, 2018) of any
country.

Public-private partnerships are one of the tools
to attract additional investment resources in the
public sector of the economy and promote the de-
velopment of state-business partnerships. In the
complex conditions of the Ukrainian economy,
PPP and People-First PPPs are an actual form of
cooperation between public and private partners,
an urgent requirement not only for profit but also
for social responsibility to society. The implemen-
tation of the PPP mechanism will contribute to the
implementation of the state policy of Ukraine, ori-
ented to international standards and clearly aimed
at increasing social standards of living, economic
growth, and the achievement of sustainable devel-
opment of the country.

2. RESULTS

The study of the state of the economy of Ukraine
in 2018 and 2019 (I quarter) indicates that the re-
al gross domestic product (GDP) in 2019 (I quar-
ter) compared with 2018 (IV quarter) increased
by 0.3%, and compared with 2018 (I quarter) — by
2.5%. Nominal GDP amounted to 807.8 billion
UAH, and GDP per person - 19,179 UAH (Reports
from the State Statistics Service of Ukraine).

According to the latest World Bank Economic

Survey for Ukraine, in 2018, the economy grew
by 3.3%. Nevertheless, investors’ confidence is re-
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Source: State Statistics Service of Ukraine. Real GDP, taking into account the seasonal factor (I quarter 2019
to IV quarter 2018) increased by 0.3%. Nominal GDP in | quarter 2019 — UAH 807.8 billion
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Figure 4. Changes in real GDP according to the State Statistics Service of Ukraine

strained by uneven progress in implementing the
reforms, election-related uncertainty, and high
borrowing costs. Moreover, in 2019, the economy
is projected to grow at 2.5%. If key reforms are to
go forward, economic growth is expected to reach
3.4% in 2020 and 3.8% in 2021. Otherwise, in the
case of delayed reforms, economic growth may slow
down to below 2%, as investor confidence worsens
and macroeconomic vulnerability increases (data
of Ukrainian authorities, World Bank projections).

According to a special report from the World
Bank entitled “Implementing Ukraine’s Economic
Growth Potential” as of May 23, 2019, achieving a
high level of economic growth will require a com-
bination of increased productivity and investment.
Investment support and productivity growth will
require policy reform in three areas:

« reducing the role of the state in the economy, re-
moving the obstacles to the use of factors of pro-
duction and strengthening the human capital to
create the impetus for productivity growth;

«  promoting FDI and integrating into global value
chains, improving the logistics and communica-
tions to maximize the potential of foreign trade.
One of the most important factors in attracting
FDI is the protection of property rights;

« maintaining a stable macroeconomic policy,
providing everyone with equal opportunities,
and strengthening the rule of law to make
economic institutions more sustainable.
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Table 2. Acquisition of capital investments in%
in the ratio from January-March 2019 to January-
March 2018

Source: State Statistics Service of Ukraine.

Capital investments (A117.8%)
From January-March 2019 to January-March 2018, %
1131.0-166.9

Kherson

Luhansk, Kharkiv, Sumy, Odesa, Mykolaiv, Vinnytsi
Lviv, Chernivtsi

Ivano-Frankivsk, Zakarpattia, Rivne, Zhytomyr,
Khmelnytskyi, Chernihiv, Cherkasy, Kirovohrad,
Donetsk, Zaporizhzhia

:104.2-128.7

© 70.1-97.1

Cyprus (25.6%) is among 121 countries that in-
vest in the Ukrainian economy. The Netherlands,
Germany, France, Austria, Luxembourg, and
the United Kingdom, which are members of the
European Union, also make a significant contri-
bution to the country’s economy (Reports from
the State Statistics Committee of Ukraine 2016-
2018; Bogatyrev et al., 2019).

At the beginning of 2017, the industry is the largest
sector of the economy of Ukraine in terms of at-
tracting the investments. Significant investments
are also observed in financial and insurance ac-
tivities (26.4%), as well as in wholesale and retail
trade (13.3%) (Reports from the State Statistics
Committee of Ukraine 2016-2018; Bogatyrev et
al., 2019).

The main features of Ukraine’s development in

2016-2018 were the gradual overcoming of man-
ifestations of negative processes of economic

http://dx.doi.org/10.21511/ppm.17(4).2019.38
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development and laying the basis for sustaina-
ble economic growth. Over the past three years,
Ukraine’s total GDP growth amounted to 8.4%,
which means that for 13 quarters of a row, the
economy has been growing steadily in the con-
text of a significant change in the political land-
scape, political turbulence, and this despite the
fact that Ukraine annually sends more than 5%
of GDP or 6 billion US dollars on security and
defense in connection with the continuation of
the actual war in the East. Thanks to the initiat-
ed systemic reforms in the economic block, the
shadow economy has been reduced to 30% of
GDP, which is 10 percentage points lower than
in 2015. Inflation stalled at 8.8% in April 2019
with a steady increase in wages. The growth rate
of average wages in the economy exceeds the rate
of increase of the minimum wage, which indi-
cates the existing opportunities in the economy
to raise wages and is conditioned by the effort to
maintain the labor potential in Ukraine.

In July 2019, in Toronto (Canada) at the inter-
national event “Innovation, Opportunities and
Democracy in Ukraine,” it was noted that, un-
like the common perception, private sharehold-
ers, asset management companies, and real sec-
tor investors consider Ukraine as an attractive
and predictable market, as it develops and hides
large, qualitative, and measurable assets (Reports
from the Ministry of Economic Development
and Trade). The same position was expressed in
January 2019 at the Ukraine House Davos and
the Norwegian-Ukrainian Business Forum in

http://dx.doi.org/10.21511/ppm.17(4).2019.38

Oslo on the availability of high-quality assets
that are underestimated in the world market and
this increase the attractiveness of Ukraine as an
investment environment (Ukrainelnvest, 2019).

According to the data of central and local execu-
tive bodies in Ukraine, as of January 1, 2019, 189
contracts were concluded based on the PPP.

Areas of public-private partnership use are shown
in Table 3.

In world practice, public-private partnerships are
aimed at attracting private investments (both for
their country and foreign ones) on long-term con-
ditions for financing and management of public
infrastructure. For Ukraine, there are three ways
of implementing the investment projects — tradi-
tional state investment, public-private partnership
and concessions (Zapatrina, 2016). Practice shows
that according to the criterion of the level of PPP
in Ukraine, both large national infrastructure pro-
jects and local level projects are being implemented.

Analyzing the strengths and weaknesses for the
successful implementation of PPP projects in
Ukraine (SWOT-analysis), as a strength it should
be noted the advantageous geographical location
and significant transit potential.

The implementation of public-private partner-
ship projects allows for system investments in the
transport, port, and Internet infrastructure of
Ukraine.
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Table 3. The state of PPP implementation in Ukraine

Source: Ministry for Development of Economy, Trade and Agriculture of Ukraine (http://www.me.gov.ua).

: x> :
i g : -
= % % o : %
Project.arc-.:asof o 5 E 50 g . > L .é E
application ] g A Y ] @ - - T 2. 9 < £
¥ 2 s ¢ 2 5 3 = 2 $ = T £ 2 E
s 2 2 5§ 2 8 £ z z & 5 £ 2 E 2
0N NI N 2 £ ¥ 3 22 0iaix¥ixi¥C
Prospecting, mineral 1 _ _ _ _ _ _ _ _ _ _ _ — - - —
exploration
Infrastructure - - - - 1 - - - - - 5 - 1 - —
Waste heap 1 - - - - - - - - - - - - — - _
Real estate management - - - - - - - - 2 - - - - - _ _
Natural r jon ‘ ‘ ‘ i i
atura gasp oduction/ 5> 1 3 _ _ a _ _ 1 _ _ _ _ _ _ 1
transportation :
Water collection : :
e oo i = i = 11 ¢ 3 - 4 - 1 1 14 : - 1 - - - _
purification and distribution : : : :
Tourism - - - - - - 1 - - - — — - - — —
Electricity production - - - - - 1 - - - 1 - - 1 1 - -
Other T T R T S R A - - - - - - - - 2 -

Till the preparation of conclusions on PPP
projects, Ministry of Finance, Ministry of
Economic Development and Trade, Ministry
of Infrastructure, Ministry of Energy and Coal
Industry of Ukraine. To date, conclusions have
been prepared based on the results of the analysis
of the effectiveness of the implementation of the
PPP:

o project “Energy Bridge” Ukraine-European
Union™

o project “Reconstruction of the existing and
creation of a new cargo terminal at Boryspil
airport”;

o project “Fuel and refueling complex at
Boryspil International Airport™

o concession project at the Specialized Seaport
of Olbia;

o concession project in the Kherson seaport
(Reports from the Ministry of Economic
Development and Trade).

During 2017-2019, there is a positive trend for the
regional application of the PPP mechanism.

Most projects are implemented in such areas of
economic activity as collection, treatment and
distribution of water and production, transpor-
tation and heat supply, respectively, 47% (31 pro-
jects) and 12.1% (8 projects) of the total number
of projects. The most common form of PPP is a
concession (62% of the total number of contracts).
At the regional level, competitions are conducted
to select a private partner for the implementation
of PPP.

Analysis of the practice of applying public-private
partnerships (PPPs) models suggests that each PPP
agreement should be developed taking into ac-

Source: The Ministry of Economic Development and Trade of Ukraine (http://www.me.gov.ua).
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Figure 7. Acquisition of direct investment in Ukraine (USD billon)
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count the specific characteristics of the assets and
capabilities of all partners involved in the project
(Renda & Schrefler, 2005). In order to guarantee
a correlation between price and quality, strengths
and weaknesses, the shortcomings of each PPP
scheme should be carefully analyzed. Depending
on the economic sector, some PPP models are bet-
ter suited than others in achieving targeted re-
sults and in providing accurate risk management.
Choosing the wrong model or misjudging the risk
management capabilities of each side can have
very costly consequences.

Ukraine has signed a Memorandum with the
International Finance Corporation (IFC) of the
World Bank Group in order to improve the proce-
dures and ensure the social responsibility of PPP

Problems and Perspectives in Management, Volume 17, Issue 4, 2019

participants in order to attract international ex-
perts and international experience to work on PPP
projects. This document will provide expert sup-
port to consultants from the International Finance
Corporation to start the work of the Agency for
Public-Private Partnership Support in Ukraine
(PPP Agency). The main functions of the Ukrainian
Agency will be identification of PPP projects, prepa-
ration of feasibility studies for state partners, as-
sistance in preparing competitive documentation,
conducting trainings and conferences, etc. All this
will contribute to the implementation of quality and
investment-attractive projects in the transport, mu-
nicipal, energy, social, and other fields that will be
beneficial for investors, the economy and society of
Ukraine (Reports from the Ministry of Economic
Development and Trade).

CONCLUSION

According to the results of SWOT analysis of PPP

projects in the infrastructure of Ukraine, this form

of interaction is the best alternative to privatization in attracting private investment in the strategic in-
frastructure. Implementation of PPP projects requires a high level of state expertise and a responsible
approach to project evaluation and control. The main criteria for determining the required PPP model
are the distribution of investments, risks, obligations between the state and the private sector, the term

and object of the transaction.

In the course of the study, it was determined that the formation of specifics of assignment of relations
based on the interaction of forms of public and private property, as well as the involvement of business
in all stages of the project and the long-term nature of cooperation, is the most important feature of PPP,
which distinguishes it from other forms of interaction between the state and business. In addition, in
the course of analysis of the peculiarities of development and the current state of public-private part-
nership in Ukraine, it was established that for the practical implementation of the main forms of PPP in
order to attract private investment resources for the modernization of the Ukrainian economy, it is nec-

essary to improve the legal framework and expand

the law enforcement practice to initiate and manage

the projects considering the contemporary crisis trends.
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