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Purpose: This study explores the impact of market institutions on Ukraine’s national security
and competitiveness. Specifically, it presents the role of the stock market and banking sector
in shaping economic stability and defense capabilities.

Methodology/approach: Drawing on insights from institutional economics, this research
employs a comparative analysis of market institutions in Ukraine and other Central and East-
ern European (CEE) countries. The study is based on data from the stock market and bank-
ing sector to assess their performance and implications for national security. Additionally, the
Axelrod tournament framework is applied to analyze strategic behavior within these institu-
tions. This analysis incorporates the utilization of various Python packages to delve into the
complexities of the situation. The market of arms manufacturers is selected as an illustration
of missed opportunities. Optimization of portfolios was carried out based on the maximiza-
tion of the Sharpe ratio. At the same time, indicators Sortino, Max Drawdown, Calmar were
used for testing alternative approaches.
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Findings: The analysis reveals significant shortcomings in Ukraine’s market institutions, par-
ticularly in the stock market and banking sector. Weaknesses such as underrepresentation of
defense companies and other sectors in the stock market and high levels of nonperforming
loans in the banking sector pose serious challenges to national security. Comparative analy-
sis of such countries like Poland and Czech Republic highlights the importance of robust in-
stitutional frameworks. Analysis of WIG Ukraine and WIG CEE supports this conclusion.
Institutional weakness does not allow Ukraine to maintain a stable proactive position in in-
teraction with other states.

Originality/value: This study contributes to the scientific discourse on institutional eco-
nomics and national security by providing a comprehensive analysis of market institutions
in Ukraine. By identifying key weaknesses and comparing them with successful institutional
models in other CEE countries, the research underscores the urgency of institutional reforms
to safeguard Ukraine’s interests and enhance its competitiveness on the global stage.

Keywords: market institutions, optimization, Axelrod tournament, banking sector, stock
market, national security

1. INTRODUCTION

The analysis of national security involves evaluating the strategies of major demographic
groups, institutions, primary economic policies, and the overall state structure. The latter is
influenced by all preceding aspects. Conversely, the initial option is extensively researched
and falls under the purview of values research or fundamental heuristic determination. Vari-
ous compelling approaches exist concerning the state and principal social institutions, nota-
bly in Ukraine, emphasizing the importance of examining market institutions. An institution
is a sophisticated system designed to address a particular issue, encompassing both formal
and informal regulations and specific organizational frameworks required for successful im-
plementation. When an entrepreneur conceives a business idea, securing financing becomes
imperative. This financial support may be obtained from either the stock market or the bank-
ing sector, as the state or local budget options, as well as the shadow market, assume more
specialized roles within an oligarchic economy.

Institutions play a vital role in ensuring state security for various reasons. Political institu-
tions, including self-governance, judicial systems, and law enforcement agencies, are crucial
because without them the state becomes vulnerable to internal and external threats. Chal-
lenges such as a rise in criminal activities, poverty, or the presence of aggressive neighboring
regimes can undermine the very foundation of a nation.

On the other hand, market institutions are essential as they enable a country to engage
in the production process through agreements between equal, informed, and motivated par-
ties. This fosters the creation of fair economic values. When external sources of capital, like
the banking sector and stock market, fail, businesses may resort to seeking funding from the
state budget or the shadow market. However, these alternatives often lack adequate oversight
mechanisms and sufficient resources. This can lead to widespread corruption, economic dis-
array, and ultimately result in a loss of sovereignty, including territorial integrity.
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Consequently, underfunding of the military and security services, technological lag in
defense capabilities, and the weakening of state authority can follow suit, highlighting the
critical importance of strong and functional institutions in preserving a nation’s security and
stability.

2. THE OVERVIEW OF THE RESEARCH PROBLEM

Today, one can find a whole range of opinions and judgments about the incompleteness of
the proposals of the Washington Consensus. Practically, it meant the standard reform pack-
age promoted for crisis-wracked developing countries. On the one hand, the importance of
incomplete compliance with its principles and approaches is evident. On the other hand,
there is a clear imbalance when it comes to allowing states the ability to experiment and ex-
plore alternatives. There is, above all, a need to strengthen institutions and to measure effi-
ciency not solely through GDP but also by considering fairness in distribution, as well as so-
cial and environmental sustainability (Williamson, 2002; Stiglitz, 2008).

While it could be argued that EU regulations have been ineffective and have failed to
genuinely liberalize the European defense market (Fiott, 2023), Lavery and Schmid (2021)
posit that the shift from market liberalization to industrial policy reflects structural changes
in the global order, including increasing geopolitical competition. The authors contend that
the expansion of industrial policy in the defense sector is indicative of a broader geoeconomic
shift within the EU. The Union is currently contending with the rise of China, intensifying
industrial competition with the United States, a growing trend of economic interdependen-
cies being ‘weaponized, and increased competition over technologies and critical raw materi-
als (Herranz-Surrallés et al., 2024).

Geoeconomics emphasizes the non-military aspects of international conflict, where con-
trol over technology and resources and the setting of standards are as pivotal to political pow-
er as territorial control and military capabilities (Wigell et al., 2020). However, geoeconom-
ics is still relevant to military power, as economic security is essential for achieving military
power, which, in turn, protects a country’s technological and industrial base (Baru, 2012).
Thus, there is a symbiotic, rather than binary, relationship between economic and military
power, driven by industrial and technological processes (Bellais, 2023; Csurgai, 2017). This
aligns closely with the practical realities of the European defense market, where the produc-
tion of military capabilities heavily relies on technological, commodity, and resource inputs
from the general economy (see Smith & Fontanel, 2008). Kleczka et al. (2023) demonstrate
how the participation of non-EU firms in the European defense sector underscores Europe’s
dependence on supply and technology imports.

Therefore, a lot of scholarly attention has been on the ‘geoeconomic turn’ in EU trade
policy (Adriaensen & Postnikov, 2022; Meunier & Nicolaidis, 2019). Indeed, the European
defense market has become a key element of the Union’s efforts to bolster its ‘strategic auton-
omy’ or ‘sovereignty’ in defense, technology, and industrial policy.

The defense market does not operate in ‘proper’ terms due to various intervening vari-
ables that raise concerns for governments (Marti Sempere, 2019). For instance, governments
and militaries might be reluctant to share technologies with partners and rival countries, and
dependency on a technology or critical raw material can pose strategic vulnerabilities in times
of war. Neo-functionalism suggests that the European Commission has expanded its role in
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EU defense industrial policy by being innovative with new policy tools like the European
Defence Fund (Hakansson, 2021; Haroche, 2020; Sabatino, 2022). However, even neo-func-
tionalist entities recognize that the Commission’s role as a policy entrepreneur is limited due
to its “internal tension between strategic and economic objectives” (Haroche, 2022, p. 14).
Meanwhile, liberal intergovernmentalism argues that EU member states retain control over
EU defense industrial policy because these initiatives pose significant national security and
economic interests (Calcara, 2019; Calcara & Simén, 2022; Fiott, 2019; Hoefler, 2023).

Although scholarly contributions show that liberalization at the EU level can conceal
a strategy of advancing national interests (Hoefler, 2012; Schilde, 2017), the focus on relative
rather than absolute gains also presumes that states and organizations become more aware of
the vulnerabilities inherent in economic interdependence. Additionally, geoeconomic strat-
egies assume that individual states and international organizations will develop and imple-
ment specific strategies to manage their relative positions in global affairs (Wigell, 2016). For
any account of EU defense industrial cooperation, it is perhaps most critical to recognize that
relative gains are widely perceived as a source of competition rather than cooperation (Cal-
cara, 2018; Simén, 2017; Snidal, 1991).

As North (1987: 419) summarized: “Institutions exist due to the uncertainties involved in
human interaction; they are the constraints devised to structure that interaction. They vary
widely in their consequences for economic performance; some economies develop institu-
tions that produce growth and development, while others develop institutions that produce
stagnation.” He explained how institutional development may lead to “a path-dependent pat-
tern of development.”

As part of transaction costs, Wallis and North (1986) identified the market component,
referring to the portion of these expenses that receives a clear valuation in the market as trans-
actional services. Based on this concept, they calculated the dynamics of the transaction sec-
tor in the US economy. This approach logically allows for monitoring the role of individual
norms and organizations, or institutions as a whole. According to McManus (1975), organi-
zations of any kind consist of behaviour constraints which serve to direct individual behav-
iour towards the mutual interest of the relevant group.

Coase’s (1960: 2) subsequent paper addresses the actions of firms “which have harmful
effects on others.” Traditional economic analysis has led most economists to conclude that
it would be desirable to make some sort of pollutant liable for the damage caused to those
injured, or alternatively, to place a tax on the pollutant that varies with the amount of dam-
age produced. Coase suggested that such courses of action are inappropriate because they do
not necessarily lead to desirable results. According to him, “we are dealing with a problem of
a reciprocal nature.”

Hoffman and Spitzer (1982: 77) discuss the conditions under which the Coase Theorem
holds true, based on their experimental findings on bargaining behavior: “agents will bar-
gain to a joint-profit-maximizing outcome when it exists in two- and three-party bargain-
ing situations under full information and when one party has the right to make the decision
unilaterally under limited information.” Eggertsson T. (1990: 284) states that “it seeks to
determine the conditions likely to foster rule violations, and to understand the various con-
sequences of noncompliance with institutional rules. The greater is the expected net benefit
from noncompliance, the higher is its expected incidence.” As a part of their discussion on
the limitations of neoclassical economic theory and the importance of considering institu-
tional factors in creating efficient markets, Hoffman & Spitzer (1982: 73) stated that “neo-
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classical economic theory overlooks the institutions required to create efficient markets with
low monitoring and transaction costs.”

Considering stock market, political instability has a significant impact on it, as well as
the competitiveness of national economy (see: Mai et al., 2023; Margalit & Shayo, 2020). All
the more, all the surrounding countries acutely feel this influence in case of war in the region
(Hudson & Urquhart, 2005; Frey & Waldenstrom, 2004; Shaker et al., 2022). Even in the
CEE region, the stock market is a fairly effective tool for investigating the impact of war in
the region on the functioning of the economies of neighboring countries.

If earlier the predominance of systems based on the capital market was considered a high-
er level compared to the bank-centric system based on internal investors and control, today
a certain hybrid model is gaining more and more popularity. If in the case of the stock mar-
ket we are dealing with larger volumes, then in the case of classic banking systems there is
greater proximity between the borrower and the bank, and therefore less risk. The latter es-
pecially applies to small or communal banks (Hackethal et al., 2005; Hackethal et al., 20006).

From the Polish experience of the 1920s, several points are particularly relevant to the
modern Ukrainian history. Firstly, in January 1924, the Polish government obtained full
authority to enact fiscal reform. This included halting the financing of public expenditures
by the Polish Loan Bank, implementing a property tax, and raising transport tariffs for the
Polish state railways to achieve financial self-sufficiency. Secondly, the stability of the Polish
zloty was upheld by modest yet expanding gold reserves. These reserves were acquired partly
through the liquidation of assets from the Austro-Hungarian Bank, compensations received
from Russia as stipulated by the Treaty of Riga, and through a loan from Italy, alongside vol-
untary contributions from Polish society.

Simultaneously, the subscription for shares of the Polish National Bank commenced. Es-
tablished as a joint-stock company as per its charter (Bieni, 2018), its capital reached 100 mil-
lion Polish zlotys. Initially, subscription encountered challenges, with landlords and affluent
peasants, who were subject to an advance tax at the time, showing reluctance to participate.
Conversely, officials and soldiers demonstrated greater willingness to subscribe. Industrial
enterprise owners secured 38.2 percent of Polish National Bank shares, while private banks
acquired 13.7 percent. Civil servants and military officers accounted for 12.7 percent, state
officials for 8 percent, and the remainder was distributed among cities, rural communities,
cooperatives, municipal savings banks, and similar entities. Notably, the government man-
aged to decrease its equity capital share to merely 1 percent.

In contrast, the Ukrainian National Bank (NBU) operates as state property, as delineated
by legislation stating that its authorized capital is set at 10 million hryvnias, with provisions
allowing for potential increases subject to decisions made by the National Bank Council
(Verkhovna Rada, 1999). This configuration prompts inquiry into which central bank, the
contemporary Ukrainian NBU or the Polish National Bank from a century ago, was more
immune to governmental influence.

Logically, an emphasis on broad public participation in capital engenders greater prereq-
uisites for sustainability. In this context, the Polish National Bank’s structure, characterized
by its establishment as a joint-stock company with diverse ownership spanning industrial
enterprises, private banks, civil servants, and other societal sectors, suggests a more robust
framework for independence from direct government influence. Conversely, the NBU’s sta-
tus as state property may potentially subject it to greater governmental control and influence
over its operational and decision-making processes. Therefore, considering the historical and
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structural contexts, the Polish National Bank of a century ago may be perceived as having
possessed a comparatively higher degree of autonomy.

3. DATA AND METHODS

Axelrod’s tournament has revealed the potential for myriad strategies to interact across vari-
ous games, including Harmony, Chicken, and Investment. In scenarios involving significant
risk, employing a game of chicken becomes a logical choice. This interaction of institutions
can be analogously represented as the interaction of strategies within the framework of Axel-
rod’s competition (Axelrod, 1980).

Among the fundamental economic institutions, the stock market and the banking sec-
tor have been selected for analysis, focusing on leading companies within each sector. The
vulnerability of markets occasionally necessitates the inclusion of all available companies in
the analysis. To illustrate missed opportunities, the market of arms manufacturers has been
chosen.

Portfolio optimization is conducted based on the maximization of the Sharpe ratio. Addi-
tionally, alternative approaches are tested using indicators such as Sortino, Max Drawdown,
and Calmar. For portfolio analysis, Python packages including EfficientFrontier, pypfopt,
numpy, pandas_datareader, matplotlib.pyplot, and yahoo_fin are employed as instruments.

4. RESEARCH RESULTS
4.1. STOCK MARKET

As a consequence of the war and prolonged oligarchic stagnation, the functionality of the
Ukrainian stock market has significantly diminished. It is pertinent to scrutinize not only
the new volumes of government borrowing based on treasury bonds as a tangible indica-
tor but also, at the very least, minimal external evaluations. The Warsaw Stock Exchange
WIG Ukraine index can be regarded as an assessment of national companies under prevail-
ing conditions (Fig. 1). A cursory examination reveals the protracted ineffectiveness of utiliz-
ing stock exchange tools by Ukrainian companies. The recent departure of Kernel from the
Polish stock market aptly illustrates this situation. By divesting its land bank and acquiring
ships, the company determined that it presently does not require the stock market as a fi-
nancial tool.

Simultaneously, upon analyzing the optimal portfolio for participants of the WIG CEE,
the inclusion of Ukrainian companies therein emerges as a remarkable strategy. It is note-
worthy that Polish companies are excluded, with only Central and Eastern European (CEE)
companies represented on the Warsaw Stock Exchange (weights assigned to each company are
indicated in brackets):

(AGTWA, 0.0), (ASTWA’, 0.0), (CEZ.WA’, 0.17028), (CLE.WA’, 0.01509), (CTS.WA,
0.0), (EHG.WA’, 0.0), (EST.WA’, 0.0), (IMC.WA’, 0.0), (KSGWA’, 0.02207), (MLK.WA’,
0.07511), (MOL.WA’, 0.0), (NTUWA’, 0.0), (PEN.WA’, 0.19114), (‘SPHWA’, 0.07496),
(‘TMR.WA, 0.0), (KRK.WA, 0.45135), (OVO.WA, 0.0); expected annual return: 34.3%;
annual volatility: 32.4%; Sharpe Ratio: 1.00.
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Figure 1
WIG Utkraine: expected stagnation
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If the agricultural sector (MLK Foods Public Company, KSG Agro, and others), along
with one energy company (Coal Energy), can withstand CEE regional competition even
amidst war conditions, then it is reasonable to anticipate the presence of Ukrainian IT and
military companies in the stock market. However, their absence is conspicuous.

Let us focus on the current state of the defense sector in the EU market, an industry un-
doubtedly significantly impacted by the Russian-Ukrainian war. From Fig. 2, we observe
a notable increase in market risk following Russia’s large-scale aggression against Ukraine.
However, this spike in risk, particularly evident for companies like Lubawa S.A., was swiftly
normalized. Concurrently, the investment attractiveness of such shares, indicated by cumu-
lative return growth, escalated by 3—5 times. Notably, the performance of Rheinmetall AG,
as depicted in Fig. 3, is especially remarkable.

It is noteworthy that in September 2023, Polish Creotech and Rheinmetall were nearly
at par. This achievement underscores the strength of representation from the CEE region.

Figure 2
Risk in defense sector
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Czech and Polish companies demonstrate a notable comfort level among established Ger-
man and French counterparts. The absence of promising Ukrainian businesses, particularly
in this sector, seems to be a significant oversight. However, there is potential for this situation
to be rectified through technologically sound initiatives.

Achieving this requires a profound understanding of instruments on the part of both the
government and businesses. Below, we present the evident success of Czech Colt CZ Group,
Lubawa S.A., and Creotech Instruments S.A. through their substantial weight coefficients in
the investment optimal portfolio, indicative of a surge in interest:

StockStart Date = 2023-2-24’

Stock End Date = 2024-2-20°

[(CZG.PR, 0.08467), (LBWWA, 0.02892), (‘CRIWA, 0.11301), (‘RHM.DE)
0.12333), (‘BSP.DE’, 0.1276), (HO.PA,, 0.0), (AM.PA’, 0.0), (‘SAF.PA’, 0.05574), (AIR.PA,
0.0), (LOM.DE’, 0.0), (GDX.DE’, 0.02646), (MTX.DE’, 0.0), ('Y73.F’, 0.21856), (OHB.
DE’, 0.10141), (‘SAAB-B.ST’, 0.0594), (EY7.F’, 0.06091)]

Expected annual return: 173.3%; annual volatility: 23.0%; Sharpe Ratio: 7.45

Figure 3

Investment growth in defense sector
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The mechanism of the optimal portfolio reveals a clear positive trend for selected public
companies in the Central and Eastern European (CEE) region over the past year. It is worth
noting that in Ukraine, there are currently over 400 privately-owned companies in the de-
fense sector. With successful management, these companies could potentially leverage the
mechanisms of the CEE stock markets.

Greater attention to risk necessitates a larger list of possible ratios for such types of anal-
ysis (see Table 1). Even in this scenario, the effective presence of CEE companies is evident
across the majority of indicators, highlighting their viability as investment choices.
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Table 1

. . . . *
Investment choice in cases of increased risk

Sortino Sharpe Maxdd Calmar
CZG.PR 1.53 1.02 -0.06 2.72
LBW.WA 3.82 1.88 -0.28 3.32
CRI.WA -1.33 -0.98 -0.3 -1.3
RHM.DE 7.64 3.86 -0.12 9.15
BSPDE 3.24 2.0 -0.09 5.56
NO.PA 0.27 0.18 -0.08 0.91
AM.PA 0.4 0.29 -0.1 1.01
SAERA 5.23 3.1 -0.06 9.92
AIR.PA 1.97 1.27 -0.11 2.56
LOM.DE -0.62 -0.41 -0.1 -0.52
GDX.DE 3.29 1.83 -0.05 9.88
MTX.DE 0.38 0.37 -0.25 0.61
Y73.F 5.28 2.76 -0.25 11.62
OHB.DE 0.28 0.17 -0.05 1.07
SAAB-B.ST 3.56 2.34 -0.15 4.64
EY7.F 1.74 1.05 -0.13 4.12

Source: own elaboration based on data from yahoo.finance.

4.2. BANKING SECTOR

In analysis of the banking mechanism in its entirety, the focus primarily lies on the compre-
hensive diversified model encompassing communal (savings), cooperative, and private banks.
Unfortunately, a pure German or Austrian model no longer exists. Under the influence of
various events, this diversification has progressively diminished. The consolidation of busi-
nesses absorbed smaller structures, consequently rendering banks less flexible in catering to

" The top 4 companies have been highlighted for analysis. A standard of 252 trading days per year
and a risk-free rate of 3.86% have been selected as the foundation for calculations. In computing the
Sortino ratio, only adverse variance (deterioration) is taken into consideration. The Max drawdown
serves to quantify the most significant decline from peak to trough. For the Calmar ratio, the max draw-
down is utilized in the denominator instead of the standard deviation, as is the case with the Sharpe
ratio. The analysis will encompass the period from 2023-2-24" to 2024-2-24’.
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societal needs. Therefore, for the analysis of this mechanism, it is imperative to select alterna-
tive factors and indicators that are significantly contingent upon the dynamics of other sec-
tors within the economy.

The Central and Eastern European (CEE) banking sector did not encounter notable
challenges either during the pandemic or in the aftermath of Russia’s war in Europe. Cer-
tain market participants, exemplified by OTP (Hungary), currently operate under a “special
status”, facilitating operations in both Russia and Ukraine. Hungary’s strategic maneuvers
within the EU political landscape contribute to sustaining this arrangement. While this sit-
uation introduces a slight increase in risk, it also fosters a resurgence in investment growth

(Fig. 4, Fig. 5).

Figure 4
CEE banking sector risk in turbulence of 2020-2024
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Figure 5
CEE banking growth recovery in 2020-2024
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The situation in Ukraine contrasts significantly, where the transformation of the bank-
ing sector has been notably ineffective. A focus on the interests of co-founders has resulted in
minimal lending to small and medium-sized enterprises (SMEs). Furthermore, it is crucial to
highlight the significant Central Bank policy rate, which has been looming large even before
the onset of the pandemic. Under these circumstances, Ukraine persists as a pseudo-leader
globally in terms of non-performing loans (NPLs) as illustrated in Fig. 6. A cursory compari-
son underscores the severity of this issue, positioning it among the foremost national security
challenges. Given the current conditions, the prospect of Ukrainian commercial banks ac-
cessing European stock markets appears practically unattainable. Additionally, the weakened
status of the national bank poses another challenge, prompting a consideration of the Polish
experience from the 1920s.

The institutional excellence, particularly the timely support from northern neighbors,
plays a pivotal role in enabling the commercial banks of the Baltic States to maintain their
status as an investment priority on the domestic stock markets today (see Fig. 5).

4.3. STATE STRATEGY WEAKNESS BASED ON INSTITUTIONAL PROBLEMS

In the subsequent segment of our research, we delve into the interaction of Ukrainian insti-
tutions (see Table 2). It is reasonable to hypothesize that political and market institutions,
through their extensive operational history, develop distinct strategies of behavior. This phe-
nomenon is readily observed in the functioning of the American stock market, the banking
system of Switzerland, trade union-based societies, or Asian paternalistic structures.

Table 2
The institutions strategies interaction

Strategies: Ranking of winners:
judiciary — Short Memory, election system — Resurrection, ‘Grumpy’, ‘LookerUp’,
self-governance — Gambler, business functioning — Backstabber, law ‘Gambler’, ‘ShortMem’,
enforcement — Grumpy, war allies — Punisher, oligarchy — Retaliate, ‘Resurrection’, ‘Punisher’,
post-military and volunteer individuals — Grudger and LookerUp ‘BackStabber: (D, D)’,
tournament (players, game=chicken, turns = 365, noise = 0.1) ‘Retaliate: 0.1°,

‘Grudger’

Source of strategies list and examples of code: https://axelrod.readthedocs.io

It is plausible to anticipate that the dysfunctionality of the stock and banking markets
may prompt businesses to adopt a strategy akin to “even my patience has limits,” reminiscent
of Axelrod’s Backstabber strategy. However, in other scenarios, there are also valid rationales
guiding the selection of a particular strategy.
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Figure 6
Bank nonperforming loans to total gross loans (%) — the case of Ukraine, Poland, Czechia, Ger-
many, Estonia
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In our assessment, without institutional transformations, as indicated by the Axelrod
tournament model (see Table 1), adopting the Grumpy strategy as the victor leads to no dis-
cernible positive changes. It is important to note that the Grumpy strategy entails a growing
inclination to disregard potential principles and agreements with each step, moving progres-
sively closer to defection.

5. CONCLUSIONS AND DISCUSSION

The integrity and efficiency of political and market institutions are fundamental to national
security. Political institutions, such as the judiciary, law enforcement, and local self-govern-
ance, ensure stability and legal order, mitigating both internal and external threats. Market
institutions, by facilitating economic activity through fair and transparent agreements, are
crucial for a resilient economy.

The question of whether we can compare companies listed on different CEE stock mar-
kets remains open. In developed countries, such comparisons are feasible due to limited mu-
tual market penetration. However, in the CEE region, there exists a developed market like
Poland alongside the developing markets of other countries. This differentiation is largely
formal at present, though some level of mutual penetration among CEE companies is ob-
served, albeit to a lesser extent.

Our analysis, which considers the combination of rules, regulations, and organizational
capabilities, confirms the unsatisfactory state of the mechanisms that ensure the operation of
Ukraine’s stock market and banking sector. This situation results not only in initial finan-
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cial losses but also in significant unrealized opportunities. As these institutions are critical
for business operations, Axelrod’s tournament model indicates that institutional changes are
imperative. Even with the potential emergence of new post-war institutions, the prevailing
inefficient system continues to hinder progress.

We used the CEE banking services market, the Warsaw Stock Exchange, and the CEE
defense sector as case studies. According to our findings, Ukraine’s current institutional
framework exhibits significant vulnerabilities. Reliance on shadow markets and state budg-
ets for business financing, due to weaknesses in the banking and stock markets, exacerbates
corruption and economic instability. Inadequate funding for security services and technolog-
ical delays compromise national security. Prolonged oligarchic control and the impacts of war
have severely undermined the functionality of Ukraine’s stock market.

The analysis of the Warsaw Stock Exchange’s WIG Ukraine index reveals that Ukrain-
ian companies struggle to utilize stock market tools effectively. Additionally, the absence of
Ukrainian IT and military companies in regional markets indicates missed opportunities for
economic and strategic growth.

Without substantial institutional changes, including the re-establishment of certain in-
stitutions, Ukraine’s ability to realize its own interests appears unattainable. The feasibility
of such implementation hinges on the presence of a long-term effective Ukrainian strategy
in relations with other states. However, given the current weaknesses in domestic market
institutions, achieving this goal seems unlikely. Insufficient attention to issues plaguing the
stock market and banking sector remains one of the most significant challenges to national
security.

Therefore, main recommendations based on study results include:

— Enhance the autonomy and effectiveness of political institutions to provide a stable
legal framework. Promote transparency and accountability in market institutions to
foster fair economic practices and reduce reliance on shadow markets.

—  Draw lessons from Poland’s historical reforms to diversify ownership and reduce gov-
ernment control in key financial institutions. Encourage broad public participation
in capital markets to enhance stability and resilience.

— Address barriers preventing Ukrainian companies, particularly in the IT and defense
sectors, from participating in regional stock markets. Foster an environment condu-
cive to investment and innovation.

— Implement policies for reducing NPLs and promoting lending to SMEs. Enhance
regulatory frameworks to support the growth and stability of the banking sector,
drawing on successful models from neighboring CEE countries.

— Encourage institutions adopting cooperative strategies that prioritize long-term sta-
bility and mutual benefit. Address systemic issues that lead to non-cooperative behav-
iors, using insights from game theory to guide policy decisions.

REFERENCES

Adriaensen, J., & Postnikov, E. (Eds.). (2022). A Geo-economic Turn in Trade Policy? EU
TradeAgreements in the Asia-Pacific. Palgrave Macmillan.

Axelrod, R. (1980). Effective Choice in the Prisoner’s Dilemma. Journal of Conflict Resolu-
tion, 24, 3-25. https://www.jstor.org/stable/ 173932



48 IHOR HURNYAK, OLEKSANDRA STRUK

Baru, S. (2012). Geo-economics and Strategy. Survival, 54(4), 47-58. https://doi.org/10.10
80/00396338.2012.690978

Bellais, R. (2023). Market Structures, Competition and Innovation: Grounds for an Alterna-
tive Defence Industrial Policy. Defence and Peace Economics, 35(4), 448—463. https://doi.
org/10.1080/10242694.2023.2182869

Bien K. (2018, July 20). Building the strength of the Polish zloty. Obserwator Finansowy.
hteps://www.obserwatorfinansowy.pl/in-english/macroeconomics/building-the-strength-
of-the-polish-zloty

Calcara, A. (2018). Cooperation and Conflict in the European Defence-Industrial Field: The
Roleof Relative Gains. Defence Studies, 18(4), 474-497. hetps://doi.org/10.1080/14702
436.2018.1487766

Calcara, A. (2019). Making Sense of European Armaments Policies: A Liberal Intergovern-
mentalist Research Agenda. Comparative Strategy, 38(6), 567-581. https://doi.org/10.10
80/01495933.2019.1674084

Calcara, A., & Simén, L. (2022). Market Size and the Political Economy of European De-
fense. Security Studies, 30(5), 860-892. https://doi.org/10.1080/09636412.2021.2023625

Coase, R. H. (1960). The Problem of Social Cost. In C. Gopalakrishnan (Ed.), Classic Pa-
pers in Natural Resource Economics (pp. 87-137). Palgrave Macmillan. https://doi.
org/10.1057/9780230523210_6

Cobb, S. (1976). Defense spending and defense voting in the house: An empirical study of
an aspect of the military-industrial complex thesis. American Journal of Sociology 82(1):
163-82. https://doi.org/10.1086/226274

Csurgai, G. (2017). The Increasing Importance of Geoeconomics in Power Rivalries in
theTwenty-First Century. Geopolitics, 23(1), 38—46. https://doi.org/10.1080/14650045
.2017.1359547

Eggertsson, T. (1990). Economic Behavior and Institutions. Principles of Neoinstitutional Eco-
nomics. Cambridge University Press.

Fiott, D. (2019). The Poison Pill: EU Defence on US Terms?, European Union Institute for
Security Studies (EUISS). https://[www.jstor.org/stable/resrep21114

Fiott, D. (2023). In Every Crisis an Opportunity? European Union Integration in Defence
and the War on Ukraine. journal of European Integration, 45(3), 447-462. https://doi.or
g/10.1080/07036337.2023.2183395

Frey, B., & Waldenstrom, D. (2004). Markets work in war: World War II reflected in the Zu-
rich and Stockholm bond markets. Financial History Review, 11(1), 51-67. https://doi.
org/10.1017/50968565004000046

Hackethal, A., Schmidt, R., & Tyrell, M. (2006). The transformation of the German fi-
nancial system. Revue d'économie politique, 116, 431-456. https://doi.org/10.3917/
redp.164.0431

Hackethal, A., Schmidt, R. H., & Tyrell, M. (2005). Banks and German Corporate Govern-
ance: on the way to a capital market-based system? Corporate Governance: An Internation-
al Review, 13, 397—407. https://doi.org/10.1111/j.1467-8683.2005.00434.x

Hikansson, C. (2021). The European Commission’s New Role in EU Security and Defence
Cooperation: The Case of the European Defence Fund. European Security, 30(4), 589—
608. https://doi.org/10.1080/09662839.2021.1906229


https://doi.org/10.3917/redp.164.0431
https://doi.org/10.3917/redp.164.0431
https://doi.org/10.1111/j.1467-8683.2005.00434.x

THE PRESENT STATUS OF MARKET INSTITUTIONS... 49

Haroche, . (2020). Supranationalism Strikes Back: A Neofunctionalist Account of the Euro-
peanDefence Fund. Journal of European Public Policy, 27(6), 853—872. https://doi.org/1
0.1080/13501763.2019.1609570

Haroche, P (2022). A ‘Geopolitical Commission’: Supranationalism Meets Global Pow-
er Competition. Journal of Common Market Studies, 61(4), 970-987. https://doi.org/
10.1111/jcms. 13440

Hartung, W. D. (2011). Prophets of war: Lockheed Martin and the making of the military-in-
dustrial complex. Nation Books.

Herranz-Surrallés, A., Damro, C., & Eckert, S. (2024) The Geoeconomic Turn of the Sin-
gle Eu-ropean Market? Conceptual Challenges and Empirical Trends. Journal of Common
Marker Studies, 62(1). https://doi.org/10.1111/jcms. 13591

Hoeffler, C. (2012). European Armament Co-operation and the Renewal of Industrial Policy
Motives. Journal of European Public Policy, 19(3), 435—451. https://doi.org/10.1080/13
501763.2011.640803

Hoeffler, C. (2023). Beyond the Regulatory State? The European Defence Fund and Nation-
al Military Capacities. journal of European Public Policy, 30(7), 1281-1304. https://doi.
org/10.1080/13501763.2023.2174581

Hoffman, E., & Spitzer, M. L. (1982). The Coase Theorem: Some Experimental Tests. Jour-
nal of Law and Economics, 25(1), 73-98. http://dx.doi.org/10.1086/467008

Hudson, R., & Urquhart, A. (2015). War and stock markets: The effect of World War Two
on the British stock market. International Review of Financial Analysis, 40, 166-177.
https://doi.org/10.1016/}.irfa.2015.05.015

Kleczka, M., Vandercruysee, L., Buts, C., & Du Bois, C. (2023). The Spectrum of Strategic
Au-tonomy in EU Defence Supply Chains. Defence and Peace Economics, 35(4), 1-21.
https://doi.org/10.1080/10242694.2023.2180588

Lavery, S., & Schmid, D. (2021). European Integration and the New Global Disorder. Jour-
nal of Common Market Studies, 59(5), 1322—1338. https://doi.org/10.1111/jcms.13184

Law of Ukraine On the National Bank of Ukraine. (Vedomosti Verkhovnoi Rady Ukrainy
(VVR), 1999, No. 29, Art. 238 with amendments). https://zakon.rada.gov.ua/laws/
show/en/679-142lang=uk#Text

Ledbetter, J. (2011). Unwarranted influence: Dwight D. Eisenhower and the military-industrial
complex. Yale University Press.

Mai Z., Nawaz Saleem H. M., & Kamran M. (2023). The relationship between political in-
stability and stock market performance: An analysis of the MSCI index in the case of Pa-
kistan. PLoS One, 18(10). https://doi.org/10.1371/journal.pone.0292284

Margalit Y., & Shayo M. (2020). How Markets Shape Values and Political Preferences:
A Field Experiment. American Journal of Political Science, 65(2), 473—492. https://doi.
org/10.1111/ajps. 12517

Marti Sempere, C. (2019). A Review of Market Failures in the Defence Industry. Defence and
Peace Economics, 31(6), 642—-658. https://doi.org/10.1080/10242694.2019.1581981

Mcmanus, J. C. (1975). The Costs of Alternative Economic Organizations. Canadian Jour-
nal of Economics, 8, 334-350. https://doi.org/10.2307/134237

Meunier, S., & Nicolaidis, K. (2019). The Geopoliticization of European Trade and In-
vestment Policy. Journal of Common Market Studies, 57(S1), 103-113. https://doi.
org/10.1111/jems.12932


https://doi.org/10.1111/jcms.13440
https://doi.org/10.1111/jcms.13440
https://doi.org/10.1111/jcms.13591
http://dx.doi.org/10.1086/467008
https://doi.org/10.1016/j.irfa.2015.05.015
https://doi.org/10.1111/ajps.12517
https://doi.org/10.1111/ajps.12517

50 IHOR HURNYAK, OLEKSANDRA STRUK

North, D. C. (1987). Institutions, Transaction Costs and Economic Growth. Economic In-
quiry, 25(3), 419—-428. https://doi.org/10.1111/j.1465-7295.1987.tb00750.x

Sabatino, E. (2022). The European Defence Fund: A Step Towards a Single Market for De-
tence? Journal of European Integration, 44(1), 133—148. https://doi.org/10.1080/070363
37.2021.2011264

Schilde, K. (2017). The Political Economy of European Security. Cambridge University Press.

Shaker, A., Monzur H. M., & Rajib, K. M. (2022). Russia-Ukraine crisis: The effects on the
European stock market. European Financial Management, Available at SSRN: https://
ssrn.com/abstract=4155911

Simén, L. (2017). Neorealism, Security Cooperation, and Europe’s Relative Gains Dilem-
ma. Security Studies, 26(2), 185-212. https://doi.org/10.1080/09636412.2017.1280297

Smith, D. T. (2015). From the military-industrial complex to the national security state. Aus-
tralian Journal of Political Science, 50(3), 576-590. https://doi.org/10.1080/10361146.
2015.1067761

Smith, R., & Fontanel, J. (2008). International Security, Defence Economics and the Pow-
ers of Nations. In J. Fontanel & M. Chatterji (Eds.), Wan, Peace and Security (pp. 37-51).
Emerald Group Publishing.

Snidal, D. (1991). Relative Gains and the Pattern of International Cooperation. American
Political Science Review, 85(3), 701-726. https://www.jstor.org/stable/ 1963847

Stiglitz, J. E. (2008). 4 Is there a Post-Washington Consensus Consensus? In N. Serra
& J. E. Stiglitz (Eds.), The Washington Consensus Reconsidered: Towards a New Global
Governance, Initiative for Policy Dialogue (pp. 41-56). Oxford Academic, Oxford. https://
doi.org/10.1093/acprof:0s0/9780199534081.003.0004

Wallis, J. J., & North, D. (1986). Measuring the Transaction Sector in the American Econo-
my, 1870-1970. In S. L. Engerman & R. E. Gallman (Eds.), Long-Term Factors in Ameri-
can Economic Growth (pp. 95—162). University of Chicago Press. https://www.nber.org/
system/files/chapters/c9679/c9679.pdf (access: 21.06.2024).

Wigell, M. (2016). Conceptualizing Regional Powers. Geoeconomic Strategies: Neo-imperi-
alism, Neo-mercantilism, Hegemony, and Liberal Institutionalism. Asia Europe Journal,
14, 135-151. https://doi.org/10.1007/s10308-015-0442-x

Wigell, M., Scholvin, S., & Aaltola, M. (Eds.). (2020). Geo-economics and Power Politics in
the 21st Century: The Revival of Economic Statecraft. Routledge.

Williamson, J. (2002, November 6). Did the Washington Consensus Fail? Outline of speech at
the Center for Strategic & International Studies Washington, Peterson Institute for Interna-
tional Economics. https://www.piie.com/commentary/speeches-papers/did-washington-
consensus-fail


https://ssrn.com/abstract=4155911
https://ssrn.com/abstract=4155911
https://doi.org/10.1080/10361146.2015.1067761
https://doi.org/10.1080/10361146.2015.1067761
https://www.nber.org/system/files/chapters/c9679/c9679.pdf
https://www.nber.org/system/files/chapters/c9679/c9679.pdf
https://www.piie.com/commentary/speeches-papers/did-washington-consensus-fail
https://www.piie.com/commentary/speeches-papers/did-washington-consensus-fail

