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Impact of aggregate expenditures on the volume
of national production

Abstract. Ukrainian economy, which is recovering after the severe crisis in 2009, has shown obvious signs of macroeconomic
instability over the last five years, namely the slowdown of economic growth in 2012-2013 and the recession during the
2014-2015 period. One of the main reasons for this is the irrational structure of national consumption. The present study allows
finding out that the biggest defects of the structure of the aggregate expenditures of the Ukrainian economy are the reduction
in the share of gross capital formation and an increase in the share of net export with minus. The main factors hampering
private capital formation in Ukraine are the reduction of national savings and excessive market concentration. Rapid inflation
rates and an extremely low level of confidence in financial intermediaries from the part of Ukrainian households to buy foreign
currencies, which they save as non-performing assets (cash). This is an extraction of resources from the «profits-expenditures»
flow, which do not work for the economy and are extremely scarce. The chronic negative net export of Ukraine is connected
with unsatisfactory terms of trade, because high-tech science-intensive products and excessive amounts of hydrocarbons are
imported, and the products with a low level of processing are mainly exported. This is explained by the insufficient tempo of
technological modernisation of the Ukrainian economy and innovation lag: 40% of workers employed in the industry are engaged
in the production at the low technological level, about 20% - at the average level and only 2.5% - at the high level. The increase
of GDP due to the introduction of new technologies in Ukraine is estimated at 0.7-1%, while in developed countries it reaches
60% and more. Comparison of Ukraine with other European countries in terms of aggregate expenditures structure in 2012-2017
substantiated the need for deep structural change in the country.
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OOKTOP eKOHOMIYHMX HayK, Npodecop, 3aBigyBay kadenpn eKOHOMIKM,

YMaHCbKWI HalioHanbHWIA yHIBEPCUTET cafiBHULTBA, YMaHb, YKpaiHa

NaropieHko B. B.

OOKTOP €KOHOMIYHMX HayK, Npodecop, 3asigyBay Kadenpu MapKeTUHrY, NigNnpPUEMHNLBKOI BiSNbHOCTI | Toprisni,

Opecbka HauioHanbHa akagemisi xapyoBux TexHonorin, Opgeca, YkpaiHa

NaropieHko H. B.

KaHauaaT eKOHOMIYHMX HayK, CTapLunin BUKnagad, kadenpa obniky i onogaTkyBaHHS,

MwukonaiBcbKunin HaLioHanbHWIN arpapHnin yHiBepcutet, Mukonais, YkpaiHa

Bnnus cyKynHux BUTpaT Ha 06CcArn HauioHanbHOro BUpoGHULITBA

AHoTauis. YKpaiHCbka eKOHOMIKa AEeMOHCTPYE O4YeBUAHI O3HaKM MaKpOEKOHOMIYHOI HeCTabiNIbHOCTI — YMNOBINbHEHHS TemniB
€KOHOMi4YHOro 3pocTaHHs B 2012-2013 pp. Ta peuecito B 2014-2015 pp. OpHieto i3 rofnoBHUX MPUYMH LbOrO € HepaujioHanbHa
CTPYKTYpa HauioHanbHOro CrnoXusaHHA. [ocnigKeHHA [03BONWMMO 3’AcyBaTv, WO HaibinbIMMU Heponikamu CTPYKTypu
CYKYMHUX BUTPAT YKPAIHCbKOI EKOHOMIKMN € 3MEHLUEHHS1 YacTKM BasloBOrO HarpoMafpKeHHs Kanitany Ta 36ifblUeHHs YacTKu
YNCTOro EKCMOPTY i3 3HaKOM MiHyc. OCHOBHMMM hakTopamu, Lo YCKNaaHoTb (hOpMyBaHHA NPUBATHOMO Kanitany B YKpaiHi, €
CKOPOYEHHS HaLjioHasTbHMX 3aoLLapKeHb Ta HagMipHa pUHKOBa KOHLUEeHTpauis. LLIBuaki Temnu iHnsuii Ta Hag3smnyanHo HU3bKN
piBeHb [OBIPU A0 IHCTUTYTY (DiHAHCOBMX NOCEPEAHUKIB 3MYLLYIOTb YKPaiHCbKi 4OMOrocnogapcTsa KynysaT iHO3EMHy BanioTy,
SIKY BOHW 36€epiraioTb Y BUMAAi 6e340X04HUX akTuBIB (roTiBku). Lie Buny4eHHst pecypciB, SKi He NpaLooTb Ha EKOHOMIKY, Xo4a €
ny>xe aeiunMTHIMN, i3 NOTOKY «BUTPATU-L0X0AN». XPOHIYHWI Bif EMHUN YACTWIN eKCMOPT YKpaiHu NoB’A3aHuUi i3 He3a40BINbHUMN
yMOBaMM TOPFiBAi, OCKiIbKM iMMOPTYIOTECS BYCOKOTEXHOSONMYHA HAYKOMICTKA MPOAYKLIA Ta HagMipHa KiNbKiCTb BYIMEBOAHIB,
EKCMOoPTYIOTbCA MEePEBaXHO MPOAYKTU 3 HU3bKUM piBHEM MNepepobku. OCHOBHOK MPUYMHOK LOro € HedocTaTHIn Temn
TEXHONOri4YHOI MOfepHiI3aLii yKpaiHCbKOI EKOHOMIKU.

Knro4voBi cnoBa: CyKynHi BUTpaTy; peLeCiiHUin po3puB; BaJIOBE MPOMaKEHHS Kanitany; HauioHasbHi 3a0LLafKeHHs; YACTUI
€eKCnopT; MOHOMNONIT; eheKT XpanoBunKa; PeCTPYKTypmM3aLis EKOHOMIKW; BUTYYEHHS; TEXHOMONYHNIA PiBEHb; BiACTaBaHHS.
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Myppak P. M.

LOKTOP 9KOHOMMUYECKMX HayK, Npodeccop, 3aBeayoLmin kKajpeapon 3KOHOMMKMY,

YMaHCKuUii HaumoHanbHbI YHUBEPCUTET CafoBOACTBa, YMaHb, YKpanHa

JNarogueHko B. B.

JOKTOP 9KOHOMMWYECKMX HayK, Mpocheccop, 3aBeayoLLyin kadeapon MapKeTUHra, NPeanPUHNMATENBCKON AEATENLHOCTI 1 TOProBn,
Opecckas HaumoHanbHas akagemns nuLLeBbIx TexHonoruin, Ogecca, YkpanHa

JlarogueHko H. B.

KaHanaaT 3KOHOMUYECKMX HayK, CTapLumin npenofasaTenb, kKadeapa yyeTa 1 Hanoroo6oXeHus,

HuvkonaeBckuii HaLMOHanNbHbIN arpapHbIi yHUBepcuTeT, Hukonaes, YkpanHa

BnusiHme coBOKYMHbIX 3aTpaT Ha 06beMbl HALMOHAaNbHOIO NPOM3BOACTBA

AHHOTaLuMs. YKpanHcKas 3KOHOMYVKA AEMOHCTPUPYET ABHbIE NPU3HAKN MaKpPO3KOHOMUYECKON HECTABUNBHOCTU — 3aMea/ieHne
TemnoB aKoHoMuyeckoro pocta B 2012-2013 rr. u peueccuto B 2014-2015 . OgHON 13 rNaBHbIX NPUYMH 3TOrO ABNSIETCSA
HepaumoHanbHasi CTPYKTypa HauuoHanibHOro noTpebneHns. lccnepoBaHne nO3BOMMIO BbICHUTb, YTO HaWGObLUMMM
HegocTaTKaMun CTPYKTYPbl COBOKYMHbIX PACXOA0B YKPAWHCKON 3KOHOMIKM ABAETCSH YMEHbLUEHNE 0NM BanoBOro HaKOMIEeHNs
KanuTana v ysennmyeHune gonv YNCToro aKcrnopTa co 3HakoM MuUHyc. OCHOBHbIMU hakTopamu, 3aTpyaHALWMMY (hopMUpoBaHme
YaCTHOro KanuTana B YKpauHe, SBASIOTCSA CoKpalleHue obbemMa HauMoHamNbHbIX COEepeXeHUi U BblCOKask PbIHOYHAs
KOHLeHTpaums. bbicTpble TemMnbl MHDAALUN 1 YPE3BLIYANHO HU3KNIN YPOBEHb [OBEPUS K UHCTUTYTY (PMHAHCOBBIX NOCPEAHNKOB,
3acTaBnsAoT YKPaMHCKNE JOMOXO3SANCTBA NOKyNaTbh MHOCTPaHHYIO BaltoTy, KOTOPYIO OHU XPaHST B BUAE 6E300X0AHbIX aKTNBOB
(Hann4yHbIX). OTO NogpasymMeBaeT U3bATME PECYPCOB, KOTOpble He PaboTaloT Ha SKOHOMMUKY, XOTS OYeHb AedULUTHbI, 13
NnoToKa «3aTpaTbl-AOXOAbI». XPOHUYECKUN OTPULATENbHBIN YUCTbI 3KCMOPT YKpauHbl CBS3aH C HeyAOBNETBOPUTENbHBIMU
YCNOBUAMY TOProBv, NOCKOSIbKY UMMOPTUPYIOTCS BbICOKOTEXHOMNOMMYHAA HayKoeMKasi MPodyKums 1 N36bITOYHOE KONMYECTBO
yrNeBOAOPOAOB, IKCMOPTUPYIOTCA NPENMYLLECTBEHHO NPOAYKTbI C HU3KUM ypoBHeM nepepaboTkn. OCHOBHOM MPUYMHON 3TOro
SABNSETCA HEAOCTATOYHbIA TEMN MOAEPHU3ALMNN YKPANHCKOW SKOHOMUKMN.

KnroueBble cnoBa: COBOKYMHblE pacxofbl; PeLecCuBHbI pa3pbiB; BanoBOe HAKOMNEHWE KanuTana; HauoHanbHble COepexxeHns;
YUCTBIA 3KCMOPT; MOHOMONMK; 3MEKT XPanoBMKa; PECTPYKTYpU3auns 3KOHOMUKWN; U3bSATUE; TEXHOSOMMYECKNIA YPOBEHD;

OTCTaBaHue.

1. Introduction

The Ukrainian economy, which is recovering after the se-
vere crisis in 2009, has shown obvious signs of macroeco-
nomic instability over the last six years, namely the slowdown
of economic growth in 2012-1013 and the recession during
the 2014-2015 period. Over that period GDP losses made up
UAH 179.2 billion or 15.8%. The downfall in the production
volume was followed by a shocking increase in market prices,
which was more than a threefold increase in the period bet-
ween 2014 and 2015 (2010 = 100%). Therefore, social and
economic consequences of the crisis were especially grave:
arise in unemployment combined with a drastic cost-of-living
increase.

In 2016, social production ceased to slow down and be-
gan recovering. The annual increase was 2.3%, though mar-
ket prices continued growing with the GDP deflator making
up 242.2% (2010 = 100%) in 2016.

The analysis of such unstable dynamics of national pro-
duction has become more complicated because of the
on-going Russian-Ukrainian military conflict. The latter has
greatly intensified the impact of crisis factors. Since 12.8%
(47 thousand km?) of Ukrainian territories remain occupied,
their economic resources are blocked. However, the cri-
sis and slow rates of recovering have deep rooted reasons.
This is proved by 15.1% GDP downfall of Ukraine in 2009,
which is the worst index among all those countries that ex-
perienced financial global crisis and economic dynamics in
2012-2013 when GDP growth was only 100.2 and 100.0%,
respectively.

In our opinion, when investigating the reasons why the
Ukrainian economy is vulnerable, we should pay attention to
the irrational structure of national consumption, which is de-
scribed by the category of aggregate expenditures.

2. Brief Literature Review

The analysis of qualitative and quantitative aspects of
the connection of aggregate expenditures, volumes and
dynamics of national production was presented in the
works by many foreign scientists. In particular, the follo-
wing scientists devoted their studies to this issue: A. K. Dutt
and J. Ros (2007) [10], M. Hohnisch and F. Wester-
hoff (2008) [20], E. Palazuelos and R. Fernandez (2009) [32],
J. A. Makin (2010) [24-25], G. F. Davanzati and A. Pacella
(2013) [7], P. Beaudry and F. Portier (2014) [2], P. Michail-
la and E. Saez (2015) [27], J. Hartwig (2015) [19], F. Serra-
no and R. Summa (2015) [36], M. Setterfield and Y. K. Kim
(2016) [37], M. Setterfield and S. G. Suresh (2016) [38],
A. S. M. Neto and G. Porcile (2017) [29], X. Giroud and

H. M. Mueller (2017) [17], C. Schoder (2017) [35], and J. Bi-
vens (2017) [4]. Regarding the Ukrainian expert environment,
the problem of the impact of total expenditures on public pro-
duction was in the focus of scientific research by N. Dekh-
tyar, |. Boyarko and O. Deyneka (2013), . Radionova (2015),

M. Skrypnychenko et al. (2012), T. Prykhodko (2012), I. Ste-

blianko (2015), M. Chekh and G. Semiv (2017) and others.

3. The purpose

The purpose of the research is to test the hypothesis
about the irrational structure of the aggregate expenditures in
the Ukrainian economy and clear out its reasons. To achieve
the stated objectives the following tasks should be solved:

e to identify the natural rate of unemployment in Ukraine and
compare it with the actual one;

e to carry out a comparative analysis of the structure of the
aggregate expenditures;

e to reveal the reasons for the existence of the irrational struc-
ture of the aggregate expenditures in the Ukrainian econo-
my.

4. Results

Reasons and consequences of the deviation of actual ag-
gregate expenditures from planned expenditures are the ob-
ject of the research by Keynesian theory [22], which is a me-
thodological basis of our investigation.

A deviation of public production from equilibrium produc-
tion under full employment is characteristic of the unstable
national economy. A distinction is made between the reces-
sionary and the inflationary gaps [21; 41]. This is why an im-
portant methodological aspect of our research is to identify in
which zone of the short-run aggregate supply curve the na-
tional economy is [11-12], since it affects the character of sta-
bilising measures which differ considerably. It being in the in-
termediate zone of aggregate supply curve, the anti-inflation
policy of the state aimed at the reduction of aggregate expen-
ditures will cause a recession.

To identify the place of the national economy on a short-
run aggregate supply curve, it is necessary to clarify whether
the condition of full employment is fulfilled. Full employment is
achieved under condition that actual unemployment rate the
natural unemployment rate. Thus, if the actual unemployment
rate is higher than the natural, then actual GDP lags behind
potential GDP and there is a recessionary gap in the econo-
my, caused by the deficit of aggregate expenditures.

In the world practices, there hasn’t been a uniform way
of calculating the index of a natural unemployment rate up to
the present day. Three methods have become the most wide-
spread.
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The first method is based on the Phillips curve in a long-
run period [16, 33]. The main idea of the method consists in
the fact that the inflation, which is equal to the sum of poten-
tial inflation and supply inflation, indicates the absence of cy-
clic unemployment, i.e. this inflation can be regarded as full
employment inflation that corresponds with the natural un-
employment rate.

Since there is an inverse relationship between infla-
tion and unemployment, reduction in actual unemployment
rate compared to natural unemployment rate will result in
speeding up inflation compared to an anticipated level.
From this, follows the method of identifying natural unem-
ployment rate that equals the non-acceleration inflation rate
of unemployment, therefore the natural rate of unemploy-
ment is also called NAIRU (the non-acceleration inflation
rate of unemployment).

The second method is based on the statement that the
average rate of actual unemployment over a long-run period
smoothes its cyclic fluctuations around the natural rate [18].
Thus, the measurement of the natural unemployment rate lies
in its calculation as an annual average rate of unemployment
over a long period.

According to the third method suggested by G. Mankiw
(1994), the number of people leaving jobs should equal the
number of people finding jobs to achieve equilibrium on the
job market:

fU=s(L- U), M

The average rate of actual unemployment over the in-
vestigated period made up 8.2%. It is necessary to men-
tion that it is a critically high index for the natural unemploy-
ment rate. However, it should be mentioned that a high le-
vel of shadow employment in the Ukrainian economy ham-
pers calculations.

To check the accuracy of the performed calculations, it is
necessary to apply the third method. To analyse the Ukrainian
labour market from the mathematical standpoint, the method
was used by O. Vasilyev [43]. On the basis of a synergetic
model, the scientist calculated the natural unemployment rate
for the Ukrainian economy, which makes up 7.7%.

The obtained data allow us to assume, that the natural
unemployment rate for the Ukrainian economy falls within
7.7% < NRU < 8.2%.

In 2017, the actual unemployment rate in Ukrainian eco-
nomy made up 9.5%. It is higher than the natural unemploy-
ment rate within the range of 7.7-8.2%. From which we can
conclude, that there is underemployment in the Ukrainian
economy. Consequently, the actual GDP of Ukraine lags be-
hind a potential GDP, resulting from the aggregate expendi-
tures deficit.

An international comparative analysis of the structure of
aggregate expenditures in the groups of countries according
to the classification of the World Bank and Ukraine revealed
serious problems in the Ukrainian economy (Table 1).

Tab. 1: Structure of aggregate expenditures in the groups of countries according

where:

fU - the rate of found jobs, which
shows the fraction of unemployed
workers who find jobs among un-

to the classification by the World Bank and Ukraine, % of GDP

Type of expenditure | Years

[ 1991-1995] 1996-2000] 2001-2005 | 2006-2010] 2011-2016

High-income countries

employed workers;
s - the rate of job separation that

shows the number of employed

workers who lose jobs among em-

ployed workers;

(L - U) - the number of employed wor-
kers [26].

To measure the natural unemploy-

ment rate in the Ukrainian economy,

applying the Philips method of a long-

run curve doesn’t seem to be possible.

According to the statistical data rele-

vant to the period between 2001 and

2017, the calculated correlation coeffi-

Final expenditures of households 58.77 59.05 59.65 59.49 59.81
Government final expenditures 17.66 16.85 17.50 18.17 18.28
Gross capital formation 23.14 23.54 22.51 22.15 21.11
Net export 0.42 0.56 0.34 0.18 0.79
Middle-income countries
Final expenditures of households 57.14 57.91 55.31 52.12 53.52
Government final expenditures 13.70 14.49 14.27 13.93 14.34
Gross capital formation 29.16 26.28 27.85 31.26 31.88
Net export -0.01 1.30 2.54 2.68 0.25
Lower middle-income countries
Final expenditures of households 66.32 66.65 65.03 62.79 64.42
Government final expenditures 11.69 11.76 11.07 11.05 11.23
Gross capital formation 24.15 23.12 24.85 29.27 28.18
Net export -1.85 -1.60 -0.98 -3.13 -3.87
Low-income countries
Final expenditures of households 83.33 80.82 81.86 78,74 77.19

cient (r) equals -0.257, which proves a

Government final expenditures 13.92 12.03 12.67 13.12 13.62

minor correlation between unemploy- Gross capital formation 14.46 15.12 16.70 19.74 26.80
ment and inflation. Net export -14.09 -10.54 -13.82 -14.61 -17.72
_ Ukraine

TIO measture thedr)atutraltaate of und Final expenditures of households 50.34 56.16 56.35 62.15 70.08
employment according to the secon Government final expenditures 18.31 22.90 18.75 18.81 19.07
method, we use statistical data re- Gross capital formation 31.82 20.42 21.52 23.46 18.91
lating to the national labour market Net export -0.48 0.52 3.39 -4.41 -8.07
(Figure 1). Source: [42]

Fig. 1: Actual and average unemployment rate in Ukraine (by ILO methodology), %
Source: [42]
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First of all, it should be noted that
the increase in the share of final ex-
penditures of Ukrainian households is
approaching the low income group by
value. If this indicator is stable in the
group of high-income countries, then
in other groups it decreases.

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

Tab. 2: Relation between the indicator of economic growth and
gross capital formation, average values for 1991-2016

In Ukraine, the share of govern-
ment final expenditure exceeds similar
indicators in all the analysed groups of

countries, including the same indicator
in the group of the richest countries.
Thus, almost 90% of Ukrainian
GDP is directed to the final consum-
ption fund. For comparison, the final

consumption fund was on average
78% in the group of high-income
countries, 68% in the group of middle-
income countries, 76% in the group
of lower middle-income countries and
91% in the group of low-income countries within the period
between 2011 and 2016.

The growth of the share of net exports with a minus sign
indicates that in the Ukrainian economy, final consumption,
among other things, increases due to the growth of imports.
The latter is a seizure of resources from the income-expen-
diture flow, which is not offset by the revenues from exports
and reduces the potential of the Ukrainian economy.

In our opinion, the most dangerous trend in the Ukrai-
nian economy is an increase in the share of final consump-
tion by reducing the share of gross capital formation. Unlike
all the analysed groups (except for the first one), where the
share of gross capital formation is increasing, the relevant
indicator for Ukraine shows a tendency to decrease. This in-
dicates the domination of the strategy of survival over the
development strategy in the Ukrainian economy: in the con-
ditions of negative economic expectations, the propensi-
ty to consumption is increasing and the propensity to sa-
ving is decreasing. It is also necessary to reduce the go-
vernment final expenditure to the level that is relevant for
the group of countries with lower middle income, which in-
cludes Ukraine.

Reducing the share of gross capital formation in the
structure of the aggregate expenditure of an emerging eco-
nomy means its gradual degradation - the material and tech-
nical potential generated by previous generations is gra-
dually being destroyed as a result of physical and moral de-
preciation.

Sufficient volumes of gross capital formation
are a non-alternative condition for the moder-
nisation and increase of economic growth rates
of the Ukrainian economy. Actual growth in
Ukraine’s real GDP amounted to 2.5% in 2017.
In order to achieve the socio-economic indica-

Source: [42]

Tab

Country Economic Gross capital
growth, % formation,
% of GDP

China, Bhutan, India and others. more than 106% 33.2

Panama, Singapore, Lebanon, Malaysia, Bangladesh,

Sri Lanka, Tanzania, Korea, Chad, Indonesia, Chile, from 104 23.9

Mauritania, Botswana, Turkey, Thailand, Uzbekistan, to 106% :

Nepal, Philippines, Mongolia and others.

Tunisia, Morocco, Iran, Saudi Arabia, Hong Kong,

Mauritania, Guyana, Slovakia, Azerbaijan, Honduras,

p X . from 102

Nicaragua, Ecuador, Australia, Congo, Algeria, to 104% 22.7

New Zealand, Albania, USA, Norway, Gabon, Belarus,

Armenia, Suriname, Sweden, Spain and others

Austria, Belgium, Czech Republic, Romania, Germany,

Switzerland, Finland, France, Portugal, Bulgaria, from 100 21.0

Macedonia, Brunei, Kyrgyzstan, Japan, Greece and others to 102% :

1) the Ukrainian economy is experiencing a shortage of sa-
vings;

2) savings that are converted into capital are distributed
among the sectors and branches of the Ukrainian economy
relatively inefficiently.

To test the second conclusion, a correlation analysis was
conducted. The productivity of labour is taken as a function
(production of GDP per person employed, in constant prices
according to purchasing power parity, USD), fixed capital per
worker (gross fixed assets per person employed, at constant
prices, USD) is taken as a factor (Table 4).

Unlike all the groups of countries included in the ana-
lysis, in which the economies have a strong correlation bet-
ween labour productivity and fixed capital per worker, the
investigated relation is average in the Ukrainian economy.
Therefore, the efficiency of capital utilisation is the lowest.
Labour productivity increases only by 0.211% with the in-
crease in fixed capital per worker by 1%, which confirms
our conclusion

The reasons for the low efficiency of capital use in
Ukraine lie in the specific features of the sectoral structure
of the country’s economy. This concerns mainly the level of
market concentration. There are enough reasons to assert
that the non-competitive environment in Ukraine was crea-
ted and artificially supported by its main beneficiaries which
are monopolistic formations represented by financial-indus-
trial groups. The latter raise existing barriers to enter the fol-
lowing industries: the mobile and fixed telephony services

. 3: Relation between gross capital formation (% of GDP) and

total domestic savings (% of GDP)

tors determined by the Strategy on Sustainable
Development «Ukraine-2020» [8], the annual in-

crement of public production should be at least

5-7%. The gross capital formation should be at
least 30% of GDP, so that the Ukrainian eco-
nomy reached the target of economic growth of
105-107% (Table 2).

The key factor that affects the amount of
gross capital formation is the volume of national
savings (Table 3). As expected, the economies
of the countries of the first three groups have a
strong correlation between the gross capital for-
mation and gross national savings. In contrast,
this correlation is average in poor countries and

Group of countries Correlation coefficient, r
High income countries * 0.974
Middle income countries ** 0.934
Lower middle income countries ** 0.960
Low income countries *** 0.696
Ukraine **** 0.714

Notes: * for the 1970-2016 period; ** for the 1960-2016 period;
*** for the 1990-2016 period; **** for the 1989-2016 period

Source: [42]

Tab. 4: Relationship between productivity and fixed capital per worker

Ukraine.

This is confirmed by the second regulari-

ty which is connected not with the quantity but

with the efficiency of using national savings. The
country’s economy grows only when national
savings are transformed into useful forms of ca-
pital. From which we can conclude:

Group of countries, country Correlation Coefficient
coefficient, r of elasticity, £
High income countries * 0.889 0.995
Middle income countries * 0.990 0.667
Lower middle income countries * 0.979 0.818
Low income countries ** 0.988 0.338
Ukraine * 0.544 0.211

Notes: * for the 1991-2016 period; ** for the 2001-2016 period
Source: [42]
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market, regional electricity markets, fertilizer production,
construction market, ferroalloy production, television, petro-
leum products market, pipe production, metallurgy, domes-
tic air transportation, production of chicken, eggs, sugar, olil,
tobacco products, storage of agricultural products, parking
business, construction materials market, etc. [1; 5; 44]. Do-
mination of monopolies on the markets of Ukraine is con-
firmed by the ratchet effect. It means that market prices are
inflexible to go down. In developed countries, the reason why
the ratchet effect occurs is inflexibility of wages to decrease
because of the influence of trade unions and unwillingness
of companies to lose qualified workers. In the countries with
excessive market concentration and insufficient protection
of competitiveness, the main reason for the ratchet effect is
the dominance of monopolies. As we can see from Figure 2,
market prices in Ukraine never showed deflation over the pe-
riod between 2001 and 2016, even in the years when deficit
of aggregate expenditures caused stagnation (2012-2013) or
economic crises (2009, 2014-2015).

The domination of monopolies explains the low effi-
ciency of capital use. They hinder the restructuring of pub-
lic production, i.e. the free flow of capital between sectors
and branches of the economy. At the moment, a critical
mass of Ukraine’s national capital is in such forms that it
does not allow changing its sectoral purpose upon chan-
ging the market situation. For example, according to the
World Bank, the market capitalisation of Ukrainian compa-
nies as a share of GDP makes up 15.7% (2011). For com-
parison, in the group of high-income countries, this figure
is 120.8%, with the relevant 58.4% in the group of middle-
income countries and 51.3% in the group of lower middle
income countries (2016).

Monopolies block the entry of new players into the mar-
kets, drive them out of the markets and absorb or make small
and medium-sized enterprises bankrupt. As the result, the
actual volumes of gross capital formation in the national
economy are considerably lower than the potential ones.

Along with the assets that enterprises direct into the
restoration of capital, savings of households are no less
important as a component of national savings. However,
unlike the savings of enterprises that always turn into in-
vestments for the restoration of capital, household savings
can be withdrawn from the income-expenditure flow of for
a long period, reducing the resource base of the national
economy and causing a recessionary gap and the lag of ac-
tual GDP from potential. The largest volume of household
savings was recorded in 2012 - UAH 150.2 billion. In 2015,
this index dropped tenfold to UAH 15.1 billion, and in 2016
there was an effect of negative savings. The average pro-
pensity to savings was the highest in 2012 - 12.9%, in
2015 it was less than 1%, and in 2016 it was lower than 0.
The effect of negative savings that worked in the economy
of Ukraine in 2016 is the evidence of negative expectations
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of consumers, further price increase resulting in devalua-
tion of profits.

Rapid inflation rates and an extremely low level of confi-
dence in financial intermediaries has created another prob-
lem: Ukrainian households, trying to protect their savings
from devaluation, are among the main buyers of foreign cur-
rencies (US dollars and Euros), which they save as non-per-
forming assets (cash). Constant demand for a foreign cur-
rency from the part of Ukrainian households enhances its
shortage at the domestic market and makes its contribu-
tion in devaluation of national currency. In 2014, the Natio-
nal Bank of Ukraine released data of International Investment
Position according to which in Ukraine there were 92 billion of
freely convertible currency (US dollars, Euros), including UAH
in cash, which is equivalent to approximately UAH 2.5 trillion
in the extra-bank shadow turnover [31]. This sum is larger
than Ukraine’s GDP was in 2016 (UAH 2.4 trillion).

Under conditions of critically low volumes of gross ca-
pital formation, the savings that do not convert into in-
vestments create a very serious economic problem. In our
opinion, it is caused by a total distrust, which is one of the
determining characteristics of modern Ukrainian socie-
ty. Persistent mistrust in financial institutions is provoked
by several events, the main of which was the loss of sa-
vings by depositors of «Oshchadbank» in the first half of the
1990s. Later this mistrust only aggravated due to resoun-
ding bankruptcies of financial pyramids, fraud in the con-
struction business and loss of savings in bankrupt banks.
The worst is that in most cases the reason for bankrupt-
cy was obvious fraud rather than a low qualification level
of the administration. Moreover, the state wasn’t able to
protect property rights of its citizens and, in some cases,
representatives of authorities were accomplices of financial
fraud, causing irreparable reputational damage to the state
authorities. This generated total mistrust and blocked one
of the most important macroeconomic mechanisms - con-
version of savings into investments.

To define the reasons of net export reduction we should
analyse the volumes and structure of foreign trade activity.
To make a comparison, we choose the followings periods:
2004 - the highest index of economic growth in 2000-20186,
2009 - the economic crisis, 2014 - the beginning of crisis in
political and economic relations between Ukraine and Rus-
sia, and 2017 - the reporting period.

Mineral products such as crude oil and natural gas make
up the largest share in the structure of Ukrainian import
(Table 5).

The economic crisis and Russian-Ukrainian military-po-
litical conflict have served as a catalyst for reducing ener-
gy dependence of the national economy, yet expenditures
on payment for hydrocarbons still made up more than 25%
of all import expenditures in the reporting period. The rea-
son is the same - the low level of energy efficiency of the

0.4
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2010 2011

-14.8

—-@- change of price index, + %

Fig. 2: Dynamics in the change of physical volumes of GDP and market prices in Ukraine in 2001-2016
Source: [39]
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Tab. 5: Commodity Pattern of Foreign Trade of Ukraine, USD billion

Commodity code and title by Ukrainian 2004 2009 2014 2017
Classification of Commodities in Foreign Trade imports exports imports exports imports exports imports exports

Total 28.9 32.7 45.4 39.7 54.4 53.9 49.6 43.3
Live animals and livestock products 0.3 0.6 1.3 0.6 1.1 1 0.7 1.1
Plant products 0.4 1.1 1.3 5 2 8.7 1.4 9.2
Animal or plant fats and oils 0.1 0.5 0.4 1.8 0.3 3.8 0.3 4.6
Finished food industry products 1 1.1 2 2.1 2.6 3.1 1.9 2.8
Mineral products 10.8 4.3 15.7 3.9 16.1 6.1 12.5 3.9
Products of chemical and allied industries 2.2 2.8 5.3 2.5 6.8 3.1 6.5 1.7
Polymeric materials, plastics and articles of them 1.4 0.4 2.7 0.6 3.6 0.6 3.2 0.6
Wood and articles of wood 0.2 0.5 0.3 0.7 0.3 1.3 0.2 1.2
Textiles materials and articles of textiles 1 0.9 1.4 0.7 1.9 0.8 1.7 0.8
Base metals and preparations thereof 1.8 13.1 2.7 12.8 3.3 15.2 3.0 10.1
Machlnes,.equm.ent and mechanisms, electric 4.7 3 6.3 5 8.7 5.7 9.9 0.1
and technical equipment

Ground, air and water transport facilities 2.5 2 2.2 1.6 2.6 1.5 4.2 0.6
Others 2.5 2.4 3.8 2.4 5.1 3 3.9 6.5
Source: [39]

Ukrainian economy because of
operation of outdated equip-
ment and technology. To com-

Tab. 6: Efficiency of using natural gas in Ukraine and selected EU member states in 2016

pare specific consumption of Countr Gurchasing-power’ | of natural gas, thousand | of GDP, kg in o equivalent
natural gas . we Phoose EL.,II’O.- i pparity, bl?\.pUSD tons in o?l ec’|uivalent pe’r 1%0 USD c(‘3DF'
pean countries with GDP simi- Ukraine 370.8 25603.3 6.9
lar to that of Ukraine (in fixed pri- Austria 376.9 7181.9 1.9
ces and according to purcha- Czech Republic 323.8 7016.3 2.2
sing-power parity), with Germa- Belgium 466.2 14300 3.1
ny as a benchmark of the Euro- gorway 312.8 2536.2 L8

weden 448.4 825.2 0.2
pean economy (Table 6). Germany 3553.4 70330.3 2.0

As we can see, the specific
level of natural gas consumption
in Ukraine exceeds the manifold
similar indexes for the abovementioned EU member-states.
In 2016, the Ukrainian economy consumed 34 billion m? of
gas, of which 11.08 billion m? (32.6%) were imported. Simple
calculations show that under the reduction of gas capacity
of Ukraine’s GDP by 41% to 4.1 kg of gas in oil equivalent
per 100 US dollars of GDP, there will be no need to spend
currency on the import of natural gas. In 2016, such expen-
ditures made up USD 1.6 billion [28]. And under the reduc-
tion of gas capacity of Ukrainian GDP by 56.5% - to 3.0 kg
of gas in oil equivalent per 100 US dollars of GDP, Ukraine
will not only completely meet its own demand for natural
gas due to own extraction but also due to the fact that it can
also export 5 billion m3. In the prices of 2016, the hypotheti-
cal export earnings would make up USD 722.2 million. Thus,
only due to the optimisation of natural gas consumption, the
negative trade balance equal to USD 2,888.1 million could
be reduced to USD 565.9 million in 2016.

Machines, equipment and mechanisms and electric
machinery occupies the second ranking according to the
level of import spending. Their share in 2017 reached the
maximum size over the analyzed period - 20% of all import
spending. This group includes products such as nuclear
power reactors, boilers and machines - 11.7% and electric
machines - 8.3%.

According to the size of import expenditures, the third
place is occupied the products of chemical and related indus-
tries. In 2017, its share made up 13.1%.

The common feature of these two groups of goods is
that it comprises hi-tech science-intensive produce. This
reminds us of the problem of innovation lag of the natio-
nal economy. Over 40% of workers employed in the indus-
try are engaged in the production at the low technological
level, about 20% - at the average level and only 2.5% - at
the high level [23]. The increase of GDP due to the introduc-
tion of new technologies in Ukraine is estimated at 0.7-1%,
while in developed countries this index reaches 60% and
even 90% [13].

This specific feature of the Ukrainian export structure is
a mirror reflection of the problems with its import structure
(Table 5). Ukrainian exports have an expressed raw-material

Source: [14; 30; 42]

orientation. The first place in its structure belongs to the
group of goods «Non-precious metals and their products» -
23.2% of export earnings. The second place belongs to
plant products, which increased their share by 17.9 percen-
tage points over the analysed period. In the reporting period,
they provided 21.3% of export earnings, including 13.1%
due to the agricultural crops and 4.2% due to the seeds of
fruits of oil plants. Both groups provided 43.5% of export
earnings in 2017.

The problem with such goods lies in the fact that such
products have a low level of processing. As a result, they have
the lowest share of added value and therefore, in price, they
are inferior to the goods with a higher level of processing, es-
pecially to finished and science intensive goods. This has a
negative impact on the trade conditions and reduces the in-
dex of net export.

It the global market, Ukraine trades mainly with goods of
the lowest technological levels. If it continues to increase their
export, then the effect of the so called impoverishing growth
will threaten the country [3]. The current trends in functioning
of the industrial complex of Ukraine hamper its development
and make domestic produce uncompetitive in both the do-
mestic and global markets [15].

5. Conclusions

In 2017, the actual unemployment rate in Ukraine made
up 9.5%. It is higher than the natural unemployment rate
which remains within 7.7-8.2%. Thus, the Ukrainian econo-
my has underemployment. Actual GDP of Ukraine lags be-
hind potential GDP because of the aggregate expenditures
deficit.

The international comparative analysis has shown that the
structure of aggregate expenditures in the Ukrainian econo-
my is irrational: an increase in the share of final consumption
of households and the government is accompanied by a de-
crease in the share of gross capital formation and an increase
in the share of net exports with a minus.

The main reasons why the irrational structure of aggregate
expenditures in the Ukrainian economy occur are the lack of
savings, the domination of monopolies and the innovative
backwardness of national production.
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