@ Economics, Finance F I nance

and Accounting

DOI: https://doi.org/10.59503/29538009-2025.1.15-121

THE ISSUES OF ASSESSING BUSINESS DIGITIZATION
FINANCIAL RESULTS

Armen Hakobyan
Armenian State University of Economics,
Sc.D. in Economics, Professor
armen_hakobyan@hotmail.com
ORCID ID: https://orcid.org/0000-0001-9884-5404

Hayk Melkumyan*®
Yerevan State Unversity, MSc Financial Mathematics, student
hayk.melgumyan@edu.ysu.am
ORCID ID: https://orcid.org/0009-0003-2011-7716

Abstract: The process of introducing digital innovations in
business functions is currently showing unprecedented activity. As
a result of digital transformations, organizations improve their
competitiveness in the market, present management decisions with
systematic network information and speed, which are based on
advanced digital technologies. However, on the other hand, there
is a problem of measuring the financial return of the application of
digital innovations, since the digitalization of business functions
requires huge financial resources and the efficiency of their
spending is often questioned. The article presents methodological
approaches to assessing the financial return of digital innovations
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in business functions of organizations and proposals for measuring
the economic efficiency of digitalization.

Keywords: digital economy, digital transformation in business,
financial results of digitalization, digitalization opportunities

JEL codes: G14, M15

Research aims: identify opportunities to assess the financial
results of digitizing business functions of organizations

Research novelty: recommendations are made on the
measurability for financial results of business functions digitization
and financial effectiveness assessments of the digital technologies
implementation.

Introduction

Digitalized functions in business open up new competitive
opportunities for organizations. By making the transition to
digitalization and using large-scale information technologies,
organizations dramatically increase the speed of collecting
management information, make a systematic transition to network
management, apply software models and even artificial intelligence
elements, make comprehensive and effective decisions.

At the same time, digital transformations of business functions
make organizations competitive, but at the same time, with their
advantages, they also form financial risks related not only to the
availability of financial resources for the investment of digital
technologies, but also to the required cost-effectiveness of
digitalization. In this regard, currently, the measurement of the
financial results of business digitization and the comparison of the
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costs and revenues of digitalized functions in the electronic
management system of organizations are of great importance.

Literature review

Widespread digitalization plays a decisive role in economic
competitiveness. The core of the latter is the intensive introduction
of information and communication technologies (ICT), new results
developed on their basis and constantly updated solutions. These
fundamental transformations, which have been collectively called
the “fourth industrial revolution” (or “Industry 4.0”), are a logical
continuation of the previous stages of technological development,
but they differ significantly from the latter both in their nature, the
scale of changes, and their results (Plotnikov V.A., Babkin A.V.
2022). As a result of the first industrial revolution, production was
mechanized, and the opportunity to move faster in space was
created. The mass transition from manufactures to factories was
essential in terms of increasing productivity. The achievement of
the second industrial revolution was electricity. As a result of the
active use of the assembly line, productivity increased significantly.
Large companies mass production played a decisive role in
saturating the market with average quality products for the majority
of consumers (Silkina G.Yu., Shaban A.P. 2023).

The achievement of the second industrial revolution was
electricity. As a result of the active use of the assembly line,
productivity increased significantly. The organization of mass
production by large companies played a decisive role in saturating
the market with average quality products for the majority of
consumers. The third industrial revolution heralded the widespread
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transition of production to ICTs. The main achievements were
semiconductors, electronic calculators, personal computers, the
Internet, and the automation of individual production processes.
Industry 4.0 is a new level of production organization and value
chain management compared to previous stages of technological
achievements. It involves the digitization of all physical assets and
their integration with all participants in the value chain in a digital
ecosystem. a phenomenon that became possible exclusively in the
era of digitalization. The fourth industrial or digital revolution is
characterized by the active spread of the Internet, ICTs, cloud
technologies, the creation of digital platforms, the availability of
stable sources of communication, and the use of artificial
intelligence.

Digitization contributes to the progressive improvement of all
business processes in the economy and related social sectors. This
improvement is based on increasing the speed, accessibility and
level of protection of information exchange, as well as automation
(Andreyeva N.V., Yermosh Ye.V., Nabatchikova S.B., Ogorodnikova
Ye.P. 2020). The revolutionary nature of today's digital
transformations is associated with the widespread penetration of
information technologies into various sectors, as well as the
comprehensive impact of digitalization on many processes carried
out in modern business (Kokujceva T.V., Ovchinnikova O.P. 2021).

The Republic of Armenia cannot remain aloof from the
processes of digital transformation. The enterprise’s can
significantly benefit from the opportunities provided by the general
digitalization of the economy, thus overcoming the restraining
effect of such fundamental factors, that traditionally hinder the
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development of the national economy, such as weak
competitiveness and limited economic potential due to a small
domestic market and lack of scale effects, economic blockade,
limited transport and logistics networks and other circumstances
(Hinings B., Gegenhuber T., Greenwood, R. 2018). Digital business
allows for the elimination of traditional borders between markets,
providing all participants in the global economy with equal
opportunities to benefit from entrepreneurship (Merzlikina G.S.,
Babkin A.V. 2022).

Digital transformation can reduce costs, reduce the number of
intermediaries, reduce barriers to entry into new markets, and
create new opportunities for businesses and citizens to receive
services through the Internet (Kohli R., Melville N. 2019). However,
at the same time, digital transformation requires large-scale
resources for the use of information technologies, which are often
not available to small and medium-sized businesses. Moreover, it is
often not possible to assess the economic return on these resources
in practice, since organizations do not clearly separate the
additional benefit obtained as a result of digitalization from their
profits. In such a condition, difficulties arise in assessing the
financial results of business digitalization (Gault F. 2019).

Research results
The Global Digitalization Index (GDI) is designed to quantify the
digital transformation progress of each country, and help countries
solve key challenges in implementing digitalization strategies and
accelerate the development of their digital economies.
Countries worldwide are racing to make the move to the digital
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economy. However, as these countries implement national
digitalization strategies, they all need to address the following
questions.

How do we measure the ROl of digital infrastructure
investment?

How do we plan the best roadmap for and pace of ICT
development?

How do we evaluate the readiness of an ICT industry ecosystem?

The GDI 2024 report measured and scored 77 countries,
representing 93% of the world's GDP and 80% of the global
population, meaning it gives a good indication of the general
progress global digital transformation. The report grouped these
countries into three clusters: Frontrunners, Adopters, and Starters,
based on authoritative third-party data regarding each country's
performance in digital transformation. It also provided each
country cluster with specific recommendations on how to accelerate
digital (Global Digitalization Index 2024).

The maturity of the ICT industry is strongly correlated with GDP
per capita growth, but the extent of economic benefits varies by
country due to their different levels of ICT development. In
Frontrunner countries, for example, a one-point increase in GDI
score produces 5.4 times the economic value, than a one-point
increase in Starter countries. The GDI research examines the
correlation between digital transformation spending and digital
economic output, finding that a one-US-dollar investment in digital
transformation results in an 8.3-US-dollar return in a country's
digital economy (Global Digitalization Index 2024). As digital
transformation accelerates across industries, the digital economy is
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also expected to grow faster. Research also shows, that the GDI
strongly correlates to the Al Preparedness Index of the International
Monetary Fund (see Figure 1).

Al Preparedness |ndex score
-
-

GDI score

Figure 1. Correlation between GDI and Al Preparedness
Index (77 countries)
Source: Al Preparedness Index 2024

The potential benefits of digitization are great. Under them, first
of all, the formation of new sources of income and the expansion of
business opportunities are considered. It should be noted, however,
that the digital transformation of the economy has a dual nature.
On the one hand, it generates potential risks in the form of
qualitative changes in society, the structure of production and the
economy in general, which require economic entities to take
effective measures to reduce costs, and on the other hand, it
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creates a mechanism for reducing these risks, the basis of which is
the progressive opportunities provided by the digitalization process.

Digital transformation brings maximum results when working
in an interdisciplinary manner: when using multidisciplinary
knowledge about needs, developing a digital infrastructure for
streamlining cross-sectorial processes, creating digital cross-
sectorial platforms and creating new economic models based on
them.

At the level of organizations, the digitization of business
functions is not an end in itself and is applied in organizations
during management decisions (see Figure 2). Moreover, these
decisions are also made when assessing the feasibility of digital
transformations, comparing the costs of digitalization and their
results. In this regard, we consider the payback period of business
digitalization important, for which the costs of introducing and
further servicing digital technologies (respectively (Ro and ) Ri) with
the additional benefits generated as a result of digitalization (}E)
are transferred to the field of comparison.

If determining the costs associated with business digitalization
does not present any difficulties, then measuring the additional
benefits generated as a result of digitalization in practice
encounters great difficulties. In this regard, we propose to assess
the coefficient of closeness of the relationship between the increase
in turnover volume realized by the organization and the actual costs
of digitalization of business functions by means of correlation
research.

Considering that the costs of digitalization of the organization's
business functions and the volume of sales between the indicators,
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a significant relationship (R) is observed, a determination will be
calculated that will show (R2) the effect of the unit cost on the
volume growth of sales. Thus, the share of the impact of
digitalization will be separated from the total amount of sales (}E).

Startup and
ongoing costs
of business
digitization

Increases in
sales volumes
from business

digitization

Financial return
estimates for
digitizing business
functions

o|II step

Figure 2. The process of assessing the financial results of digitizing
business functions in organizations®

As a result, the cost-effectiveness of digitalization of business
functions will be presented by the following formula:
(present value of additional sales volumes generated
by digitalization of business functions) / initial investment
costs of digitalization + present value of current operating
costs of digital transformations)
or
Yk*E /(Ro + Yk*Ry)

9 Composed by authors
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where k is the coefficient of present value.
The shorter the payback period of digital transformation costs
in a business, the higher the financial efficiency of digitalization.

Conclusion

The advantages of digitalization of business functions are
obvious in the current competitive market. With innovative
solutions for digital transformation of the management system,
organizations strive for new markets, reduction of operating costs
and flexible management decision-making using information
technologies. However, on the other hand, electronic management,
requiring large-scale financial resources, simultaneously sets itself
the task of assessing their economic return. And this is especially
important from the point of view of building flexible information
and communication ecosystems, since the need for the distribution
of information technologies and effective investment policies is
being formed in the business environment.

Consequently, the current problem is to recognize and measure
the financial return of digitalization of business functions and to
clearly assess the financial consequences of digital transformations
in the system of economic activities of organizations. And in our
opinion, the formation of opportunities for financial measurements
of both investment and emerging consequences of digital
transformations in business can significantly contribute to this.
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FPPRLEUP (F4U3LUSUUL dhLULULUUL
u3NhLLLENh GLULKUSUUL <hULURLAPPLENE

Updbtu Swynpjwt
Cwjwunwup wyhnmwlwu nunbuwghnwlwu hwdwjuwpw,
inunbuwghwniejwu nnynunnnp, wypndbiunnp

Cwyly Ubkpnidjw
Gplwuh wEnwywu hwdwuwpwu, Shuwtuwywu
dwpbtdwwnhlw, nuwunn

Pwuwih pwnbp - pJwht  nunbunyenu, pYwhu
thnfuwybipwnuwiubipp phqubunud, pwjuwgdwt  phuwtuwlwu
wpryntup, pYwjuwuwgdwu huwpwynpnipnituubp

(FJwjuwgywd gnpdwnnyrubinp phqubtiund dpgwlgwjht unp
huwpwynpnieniuutp  Gu pwgnud  Yuqdwybipwnieiniuutiph
hwdwp: Uugnwd Ywinwpbiiny pwjuwgdwtu b Yhpwnbiny jwjuw-
dwupnnwp  nbnGlwwndwlwu  nbfuuninghwubp, Ywgdwybip-
wnipntuubpp Yupniy dedwgund Gu jwnwywpswlwu winbink-
Ywwnynigjwu hwywpwagpdwu wpwgnteinup, hwdwlwnpgwjhu
wugnd Gu Yuwnwpnud gwugwiht juwnwywpdwup, Yhpwnbiing
Spwapwiht dnnbjubp bW wuqwd wphbunmwwu pwuwyniejwu
ElGdGuwnubp, hwdwwwphwy b wpryniuwybin npnonwdutip Gu
Ywjwguntd:

“thwuny  hwunbpd, phqutiu  gnpdwnnypubiph  EYwhu
thnfuwybpwnudubipp  dpgwlgwihu Gu nwpdunwd  Yuqdwybip-
wniRntuutippu, uwlwju hptug wnwybintejniutbpny
dhwdwdwuwy suwynpnd Gu twb dhuwtuwlwu nhuytip,
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wwywd ny dphwju pYwihu  wnbluuninghwubiph  ubpnpdwu
dhuwtuwlywu nbuntpuubipp hwuwubhnyejwu, wj
pYwjuwgdwtu  wwhwuoynn Swfuuwhwwnygh hbwn: U
wnnudny, ubipywjnudu Ywplunpynwd £ phqubup pwjuwgdwu
Phuwtuwlwu wprynwupubiph swihnwip b pwjuwgywd gnpdw-
nnyputiph Swfuubph UL GYwdnunubiph hwdwnpnup Yuqdw-
Ybpwnipyniuubpp LiGYunpnuwiht yunwywpdwu hwdwlwnpgnid:

<nnywond  Ynuypbnn  wnwowpyniejniuubp  Gu - wpynw
phqutu  gnpdwnnypeutinph  pYwjuwgdwu  phuwluwlwu
wprynwupubiph  swihbhnigguwu bW pwiht - wbfuuninghwubiph
Yhpwndwtu Ihuwtuwlywu wpryniwwybnnypjwu  quwhwnnd-

ubiph qény:
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