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INTR ODUC TION

At the time of gaining independence in 1991, Ukraine inherited the second
largest economy among the former USSR republics with developed
infrastructure and processing industry, which ensured the production of gross
value added at least at the level of neighboring countries. Expectations of
society were very high. But what happened afterwards, and it was a long period
of redistribution of social wealth and initial capital accumulation, was
damaging to the national economy.
Ukraine failed to emloy necessary reforms that introduce basic economic
freedoms – protected private property and equal terms of competition. As a
result, what people of Ukraine expected was failed to be achieved – growth of
welfare on the basis of honest labor, business, environmental management and
industrial infrastructure.
With the distance of time it becomes apparent that at the time of
independence declaration there was no understanding of the complex
requirements faced by society. Ukraine had to build simultaneously state
institutions as well as change principles of operation of economy from planned
to market. Obviously, these tasks required competent professional managers
with the appropriate value system that would encourage them to keep the
public good, not personal enrichment.
At least three generations of citizens of Ukraine had no experience of
understanding economic freedoms as the categories of democracy. In society
the skills of conscious choice, private initiative and entrepreneurship were
missing. State and state institutions that emerged under these conditions were
weak to resist some individual influences that directed their activities for their
own benefit. Politics became the most profitable business, and social populism
dangerous for the economy – normal behavior of politicians.
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The negative consequences of this state of affairs for the national economy
were unprecedented. Despite not the worst starting position in comparison with
neighboring countries in the early 1990s, today Ukraine is far behind them in
the socio-economic development. Thus, in terms of GDP per capita of Ukraine
is three times inferior to Poland and Slovakia, and twice to Belarus, Turkey and
Romania. During the 1991-2014 years there was significant degradation of
economic and social infrastructure: production funds, energy, transport and
housing and communal services. In particular, the deterioration in transport
today is 97%, against a record low rate of accumulation in the country - 14% of
GDP in 2014. Ukraine was gradually losing its innovation potential. The share
of processing industry today fell by almost 10%. Innovation activity is carried
by only every 5th company in Ukraine.
Today Ukraine has actually lost economic subjectivity. The country is
critically dependent on external financing, and therefore falls under the
external control. This state of affairs is unacceptable. The territory in the
middle of Europe with such favorable for living climatic conditions and
resources can not continue to be ineffectively managed and to remain
technologically and economically backward. Therefore, Ukraine will either
overcome set obstacles or will not exist as a country.
That is why, in March 2015, on the initiative of the Federation of
Employers of Ukraine and the Federation of Trade Unions of Ukraine, in
Vienna (Austria), nongovernmental organisation – the Agency of
modernization of Ukraine (AMU) was founded. Knowledge of prominent
experts and experienced politicians from all over Europe were united in order
to indicate specific ways to achieve positive economic and institutional
development of Ukraine.
As partners in this dialogue the European elite for the first time chose not
government officials but Ukrainian employers and trade unions – a force that
can promote reforms in Ukraine. Within 200 days of the joint efforts of
Ukrainian employers and trade unions, leading European and Ukrainian experts
and scientists a comprehensive "Program of modernization of Ukraine
(Milestones of Tomorrow)" was developed.
Famous European experts conducted an independent examination and
investigation of the main areas of socio-economic development of Ukraine and
worked out specific recommendations and identified priorities for reform: the
reform of the constitution, the legal system and state institutions, integration
with the European Union, the fight against corruption, development of the
financial sector and the tax system, modernization of economy and health care
reform.
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The modernization program is aimed at achieving a certain vision of socioeconomic development of Ukraine till 2035. In the vision of Ukraine-2035
targets are quite ambitious, but realistic, namely:
providing average annual real GDP growth in the amount of 5-6%
compared to 0.5% on average over the previous 10 years;
increasing overall spending on research and design works by 3 times to
1.5-2.0% of GDP and entering the Top 45 countries in terms of innovation
from the current 63 place in accordance with the Global Innovation Index;
reducing the tax burden on business from existing 45% to 30% of GDP;
qualitative change in the structure of exports. Instead of exporting raw
materials to export products with high added value and deep processing.
Achieving export volume to 70 billion USA dollars;
significant improvement of the transport infrastructure, in particular,
improving the quality of roads and achieving Top 70 place in the ranking of
quality of roads (World Economic Forum) from the current 139 out of 144
countries;
developing entrepreneurship and increasing the contribution of small and
medium businesses in Ukraine's GDP from the current 15-20% to 50%.
In addition to the goals of economic development in the program of
modernization there is asignificant emphasis on employment, improving social
standards and quality of life. In particular, the forcast implies increase in
average life expectancy of Ukrainian from 71 to 75 years, increasing total
expenditure on health from the current 315 dollars to 700 dollars per capita.
What distinguishes the Program of modernization of Ukraine from all
other programmatic reformatory documents?
This is the first Program that was written with the participation of
European experts of the highest level who know how to attract European
investments to the Ukrainian economy.
For the first time in the history of Ukraine Ukrainian trade unions and
employers who are willing to work together have joined forces to implement
Programs to overcome poverty in Ukraine and to stop the emigration.
This is the first Program that has a clear vision of the role and place of
Ukraine in the international division of labor. Ukraine should become a global
manufacturing platform, based on its competitive advantages: favorable
geographical location, skilled labor and scientific potential.
For the first time Program contains clear nonpopulist measurable
objectives and areas of responsibility of government and business, according to
which the progress of its implementation can be reported publicly.
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While developing the Program the experience of "economic miracles" in
Germany, South Korea, Poland and other countries in Asia and Eastern Europe,
which are rapidly developing and have passed their way from crisis to growth,
was taken into account.
As detailed amendments to "Program of modernization of Ukraine
(Milestones of Tomorrow)" Ukrainian employers, trade unions, prominent
scientists with the assistance of European experts prepared a plan of
accelerated economic growth, which is designed for five years 2016-2020.
During this period it is expected to achieve economic growth of 5% in annual
average terms, create 1 million jobs in the manufacturing industry, increase the
share of processing industry in GDP to 19.2%, launch a large-scale
modernization of economic and social infrastructure, bring Ukraine to the
group of countries which are in the focus of attention of international investors.
The plan contains practical solutions concentrated on the development of
material production in Ukraine, structural changes in the economy
(reindustrialization), the formation of its international specialization, policies to
attract investment and export development. Proposals for economic
development of Ukraine are based on Ukrainian realities, world experience and
tendencies of the global economy.
Ukrainian economy can not exist without the industries that employ
qualified staff – engineering and IT industry. Agriculture is intended to become
a support for the national economy and structural changes. However, this
requires a paradigm shift in its operation – instead of increasing the export of
grain products it is necessary to increase exporting products of its processing,
development of animal husbandry and organic farming.
To achieve these objectives it is proposed to implement a set of functional
and institutional measures to attract investment, develop export and domestic
consumption with a focus on the rapid development of the processing industry,
energy conservation and infrastructure modernization.
200 industrial products are identified as drivers, representing eight
processing activities. Ukraine due to energy efficiency projects could double
GDP without additional production and energy imports. Modernization of
transport and energy infrastructure will create a portfolio of orders for
competitive domestic enterprises, some of which are located in the east and
have been affected by the a break with the Russian market.
There is no one measure that can provide intensive investment process,
structural changes and sustainable economic growth. Therefore, the
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We believe that the policy of investment incentives, combined with
macroeconomic stability and natural advantages can increase the
competitiveness of the Ukrainian economy and make Ukraine an exceptionally
attractive new industrial site in the world policy of accelerated economic
growth offers a range of multi-level decisions on macroeconomic stability
(budget consolidation and debt burden reduсtion), credit and banking and fiscal
policy, the development of the business environment, introduction of
investment incentives and tools to support exports.
The program requires expenses and needs to attract large investment
resource, at least 300 billion USA dollars. This requires proactive state
investment policy, which is currently missing in Ukraine. By this it loses in the
competition for investments to other countries. Therefore, considering the
experience of these countries, a set of important tools is proposed for investors
– Development Bank, special regime of investment and innovation activities
industrial parks, export processing zones, technology parks, export credit
agencies, Agency for investment attraction. Also, the proposed policy of
organizational and legal foundations regarding the legalization of Ukrainian
capital schemes taking into account the world experience and peculiarities of
Ukraine will promote the investment climate.
.
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CHAPTER 1. CURRENT STATE OF UKRAINE'S ECONOMY
AND POSSIBLE PROSPECTS OF ITS DEVELOPMENT
1.1. UKRAINE’S ECONOMY IN RETROSPECT
The economic development of Ukraine during the years 1991–2015did
not become a success story. The basic institutions of the market economy –
protected private property, equal competitive positions and regulatory
economic processes that would correct market distortions and would not
restrain business initiative were not established during that period. As a
result, it failed to realize that the people of Ukraine hoped for when
supported its independence in 1991, namely rapid increase in welfare due to
the economic growth based on the implementation of the natural competitive
advantages and effective integration into the global economy.
On the contrary, the initial natural benefits proved to be an obstacle of
the comprehensive economic and institutional reforms and integration into
the world economy in these conditions only strengthened Ukraine’s
dependence on the situation on the world markets and foreign financial
assistance. Although other former Soviet states have implemented the
strategies of the development trying to fix their shortcomings, Ukraine
exploited its advantages.
For example, the Baltic republics deliberately “sacrificed” their industry
to the European integration policy, and, in fact, to the absorption of the
European Union, but as a result, they received a political security and
economic assistance from the European funds to modernize their
infrastructure and institutions. Belarus, having no natural resources, put an
emphasis on the processing industry and its geographical position and is
successfully processing Russian oil and exports the derivative products to
Project____________________________________________________________________________
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Ukraine, which “buried” five of its six oil refineries for the period.
Belarusian tractors, cars, trolleys, food products are successfully sold in
Ukraine too. Georgia has become an “experimental laboratory” for the
implementation of the radical liberal reforms that later were recommended
together with the performers to other countries, particularly the last five
years they have been widely promoted in Ukraine. The Russian Federation,
receiving high rents from the export of the energy sources, nevertheless tries
to integrate into the global machinery-producing industry, for example, the
production of power equipment, cars and airplanes.
Only Ukraine, having a significant domestic market in the early 1990s,
slowed down the economic reforms amid rising world prices for the
traditional products of raw or semi-raw exports. The world economic growth
in the early 2000s created a basis for the development of the industries that
formed a large raw material and natural rent. First of all, it is agriculture and
related food processing and production of mineral fertilizers; mining and
related metallurgy industry and power engineering, transit of pipeline (gas,
oil, ammonia), rail and sea transport.
As for engineering, it declined generally, except for those industries that
have kept cooperation ties with the CIS states or were focused on the
consumer demand in the country. Those industries also declined, but not as
rapidly as others did. Ukraine’s largest trading partner – the Russian
Federation, maintaining cooperation ties with Ukraine, was gradually
implementing its own programmes of the import substitution, especially in
the military-industrial complex, transport, aviation and space industries.
During the entire period of the growth of the Ukrainian economy (2000–
2007 and 2010–2012), the consumer demand, with except for 2004,
exceeded the investment, and the growth rates of the citizens’ income
exceeded the increased productivity.
From the very beginning, a consumer model of the economic growth has
been developed in Ukraine. In addition, the consumption was provided not
by the wage growth (as a result of the increased productivity), but an
increase in the social transfers and consumer lending. To support this model,
the government was forced to cover the budget deficit and attract massive
foreign financing because domestic production did not produce the necessary
financial resources.
This model appeared to be profitable for the Ukrainian financialindustrial groups emerged in the main raw materials and related to them
sectors at the beginning of the 2000s, and foreign competitors who were
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trying to spread their goods to the market of Ukraine, taking into account
high risks of doing business. Funding shortages required new revenues.
These revenues became a large-scale privatization of the state property, the
main purpose of which was officially considered an increase in revenue to
finance the budget deficit, but in reality the final distribution of the
productive assets among the main state financial-industrial groups.
Foreign investors (leaving aside the funds from the offshore companies
that were previously withdrawn by the Russian and Ukrainian FIG) invested
mostly not in the production, but in the financial and commercial sectors.
Having bought nearly a third of the banking sector, they injected cheap
money through it into Ukraine, which was invested in consumer lending at
high interest rates. The value of the interest on loans was explained by high
inflation and investment risks. Considering that lending was mainly in
foreign currency (the rates were lower than in local currency), all currency
risks were remained in the Ukrainian borrowers. Whereas the industrial
products at 60–90% were imported, it led to an increase in the imports and
deregulation of the payments. The question why the lending rates remained
high during the whole period and hampered the modernization and
development of the real sector (or led to its bankruptcy)was unanswered.
The traditional explanation by the NBU that the reason was high inflation
has not withstood criticism in view of the situation in the 2012-2013, when
the inflation was low and the rates remained high.
The second channel of the deregulation was government foreign
borrowings to finance the budget deficit. The problem was that their aims
were not investments primarily, but covering the current budget deficit of the
consumption. Especially large amounts of the loans were made before the
next elections in order to increase social payments which were low due to
the inefficient economic policy.
When the election ended, it appeared that neither country nor its
citizens, who took the loans, were unable to repay, as they were not secured
by the economic growth and their incomes. If it was accompanied by another
global crisis, hot money was withdrawn from Ukraine, and the deficit of the
payments balance was formed by the chronically negative current account.
The devaluation of the currency took place to adjust the balance, which was
accompanied by high inflation, and the state asked the IMF for another
rescue programme. The IMF, in turn, offered a standard programme of the
reforms aimed at monetary and fiscal balance: another devaluation of the
local currency, reducing government expenditures and incomes, increase in
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taxes, massive sale of the state property, restriction of the money supply and
increase in interest rates. At the time of these reforms, it degraded the
situation further and led to the deepening economic downturn.
Thus, an economic model has been formed in Ukraine for years of
independence that unbalances and destroys the economy, leads to regular
economic crises, impoverishment of the citizens and actual bankruptcy of the
country. This model can be characterized by the following features:
1. The driving force is the consumption, not investment.
2. The consumption is stimulated by the external factors and sources and
it is satisfied mainly by the imported goods, leading to periodic
payments crisis.
3. The lack of the strategic vision and clear strategy of the development
in general or implementation of the strategies imposed by the creditors.
4. The lack of the connection between the reforms undertaken in the
country and the goals of the economic growth.
5. Low trust of the domestic and foreign investors to the government and
financial system.
6. The focus of the government on the issue of seeking new loans for the
inflow of the currency into the country instead of solving the problems
of the currency unrest through the development of the export-oriented
production, and assistance to the exporters in finding new markets,
while improving the investment climate.
7. The weakness of the state and market institutions leading to the
corruption and inhibition of the entrepreneurial initiative.
The functioning of this model over the past twelve years has led to
economic exhaustion.
Ukraine is critically lagging behind its neighbouring countries in terms
of economic development.
Thus, in 2014 GDP per capita (purchasing power parity) in Ukraine (8.7
thousand US dollars/pers.) was several times lower than in Poland (24.9
thousand US dollars/pers.), Russia (25.6 thousand US dollars/pers.), Turkey
(19.2 thousand US dollars/pers.), Romania (19.4 thousand US dollars/pers.)
and Belarus ( 18.2 thousand US dollars/pers.).While the level of the
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development of the Ukrainian economy in the early 1990s was not lower
than in the neighbouring countries. Thus, in 1990 GDP of Ukraine, Poland
and Turkey (purchasing power parity) was at the same level – about 10
thousand US dollars per capita (in 2011 prices) (Fig. 1.1.).
FIG. 1.1. PURCHASING POWER PARITY GDP IN US DOLLARS PER CAPITA ACCORDING TO
2011 PRICES IN UKRAINE, POLAND AND TURKEY IN 1990–2014
(IN 2011 PRICES)
US dollars per capita

Source: World Bank

Over the next 24 years the lag of Ukraine on this indicator was already
2.3–2.9 times. The gap increased after a deep economic downturn in Ukraine
in 2015.
The main reason for the negative development of the Ukrainian
economy has remained the weakness of the state institutions unable to resist
narrow group influences that direct government decisions in their favour.
The reforms have not been implemented to shape the competitive
environment, market mechanisms in tariff and price settings, to protect
private property rights and ensure effective transfer of the production assets
to the owners for 24 years.
“The economic vacuum” has led to the increased social tensions in the
country and disintegration processes. Moreover, Ukraine is losing its
economic subjectivity and it is critically dependent on the foreign credit and
donor assistance.
A relatively long period of the growth was in Ukraine’s economic
history in2000–2008. The export of goods that are natural rent carriers (ore,
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metal, fertilizers, and grain) has been the main driver of the growth since the
early 2000s.A massive inflow of the short-term foreign investments and
loans (Fig. 1.2.), mainly in the financial (banking) sector, trade and real
estate activities joined this factor in the period of 2005–2008.This led to the
growth of consumer lending and recovery of the final consumption of the
population respectively, but it was provided by the outrunning growth of the
imports, as domestic production of the consumer goods did not have an
appropriate material base. Favourable opportunities to restructure and
improve the competitiveness of the industry were not use data that time
because the growth of the effective demand, including the use of the fiscal
policy of the country, which helped to increase incomes, outran significantly
the opportunities of its investment pleasure. As a result, a real gross
disposable income of the population exceeded the level of 1990 by 17% in
2014, GDP amounted to 64.7% compared to 1990, while the volume of the
investments in the fixed assets – 28.7%.
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FIG. 1.2. THE STRUCTURE OF THE GOVERNMENT AND GOVERNMENTBACKED DEBT IN 2007–2015, BILLIONUS DOLLARS
billion US dollars

Source: WorldBank

During the years 2003–2014 negative changes experienced in the
structure of the national GDP associated primarily with the real sector (Fig.
1.3.), namely, a share of the processing industry decreased (from 20.3% to
11.4%) and transport and communication (from 14.4% to 10.0%), against
the increase of the mining industry (from 4.4% to 5.1%) oriented to export.
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FIG. 1.3. THE SPECIFIC WEIGHT OF THE GROSS VALUE ADDED IN GDP BY
ECONOMIC ACTIVITIES IN THE UKRAINIAN ECONOMY IN 2003–2014

Source: State Statistics Service of Ukraine
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Also the construction part has reduced (from 4.2% to 2.2%) due to
insufficient investments. Increasing of the trade share (from 12.9% to
14.2%) was mainly due to sales growth of consumer goods imports
(clothing, footwear, household appliances, cars).
In 2014, the economic situation became worse due to the continuation of
the export losses, especially on the Russian market, occupation of Crimea
and Donbas hostilities that have stopped a significant portion of local
businesses. According to results of 2014, the GDP’s volume was only 87%
of the 2008 figure. The economic downturn continues, and in 2015 Ukraine's
GDP will fall by another 11.5%, according to NBU’s calculations. Thus, in
2015 the volume of Ukrainian economy is only 77% of the 2008 figure.
In 2015the afore-default situation is recurring in Ukraine, which is
resulting an irresponsible increasing external borrowing by Ukrainian
governments, particularly in the period from 2007. Thus, in the period from
late 2007 to June 2015 the amount of public and publicly guaranteed debt
increased by 7.3 times - from 9.4 billion US dollars (12%) to 68.4 billion US
dollars (92% of GDP), significantly exceeding the maximum safe limit debt /
GDP ratio of 60%. Meanwhile, this figure is the limit for developed
countries, while for Ukraine it should not exceed 45% of GDP, taking into
consideration the existing state of the economy. As a result, the international
lending agencies provide negative credit ratings and Ukraine since the end of
2013 is almost cut off from international capital markets. External funding
comes only from international financial institutions (IMF, World Bank,
EBRD, EIB) and donor countries. Nowadays, Ukrainian government can not
fulfil its functions without an external financial support, and more than 120
billion US dollars were displayed from Ukraine (and it is only an official
data), and tens of billions of dollars are concentrated in the peoples’ hands
outside the banking system, which, citizens do not want to keep in banks
because of the low level of confidence in the banking system and the
government.
Macroeconomic instability of the Ukrainian economy has been
unfavourable for its sustainable growth for a long time. Chronic state budget
deficit (over 4% in recent years), almost three-time devaluation of the
hryvnia, the economic down turn causing double-digit inflation and high
interest rates (Fig. 1.4.). On the background of these trends serious structural
deformation have been accumulating in Ukraine for many years, which led
to the formation and consolidation of consumer-debt and import dependent
model of GDP’s reproduction, with a growing consumer component part
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and, in accordance - fall in gross savings. This has resulted an inhibition of
gross fixed capital formation, imports stimulation and foreign borrowing.
FIG. 1.4. THE BUDGET DEFICIT, INFLATION AND THE COST OF MONEY IN
THE UKRAINIAN ECONOMY IN 2005-2015.

As of August 2015
Source: State Statistics Service of Ukraine, NBU

The sector of non-financial corporations suffered the most serious losses
of gross savings, which is, traditionally, the dominant investment
member for Ukraine's economy. Over the past 7 years, sectoral gross
fixed capital formation (GFCF) fell from 21% in 2007 to 10.7% of GDP in
2014 due to decline in its gross savings. Moreover, its coverage is more and
more depended on borrowing.
Until the year of 2014 the main factors in the lack of non-financial
corporations’ financial resource were a low gross profit (due to the high
proportion of pay roll, particularly in the subsector of public enterprises).
And also the loss of profit part of income from property into the financial
corporations’ sectors and households due to channel revenue, as well as
another world sector.
The reason for the income outflow expansion from property in the
sector of financial corporations were exceeded lending rates, level of which
was influenced by government expansion on the loan market, on the
background of absence of at least some restrictions on the maximum interest
rates level from the NBU’s side.
The negative impact on outflow growth had two waves of national
currency devaluation through this channel, which increased the exchange
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rate revaluation of most loans in foreign currency, as well as their cost.
The outflow of property income took place mainly in the subsector
employers in the household sector, and in the self-employed workers subsector who lost interest in reinvesting their income into production, due to
the investment environment deterioration. Especially indicated outflow
accelerated with the beginning of hryvnia devaluation. On the wave of
national currency weakness, it has become significantly "more profitable" to
invest funds in foreign currency, which, in turn, increased the demand for it
and has also become an additional factor of the national currency
devaluation. Besides, the active conversion of gross savings in foreign
currency reduces country’s investment resources, since it removes them
from circulation.
Because of an income reduction, non-financial corporations are
increasingly forced to borrow and expand channel payment of property
income to foreign borrowers. This is leading to the cyclical growth of the
debt pyramid, since new loans are taken for repayment and servicing of old
ones and property income payment reached the amount of almost 60 billion
US dollars to the rest of the world only in the period of 2008-2014.
In 2014 there was a further aggravation of the problem. The capital
outflow, increasing of defaulted loans, national resources collapse and
falling of capital investment in Ukraine (by 24.2% compared to previous
year), which all together have accelerated the negative processes of main
stocks’ senescence. In 2015, the investment’s falling is continuing: so capital
investments in January - June decreased by 9.8% compared to the same
period of the previous year1.And, according to our projections, an annual
decline stand at 15%.
A social populist policy has made a significant contribution to
liquidation model formation of economic degradation, first in the election
campaign of 2004 year, and then in 2008, when social standards were raised
without any serious calculations and broadening the base for the increase in
social security contributions. This resulted in a significant gap between the
amount of social contributions and government social transfers, which only
further increased. The result was the budget deficit increase and the total
expansion of the general government sector (GG) on a lending market.
In case of gross disposable income and gross saving increase,
Socio-economic development of Ukraine in January-April 2015 [electronic resource] / State Statistics Service of Ukraine. Available on: http://www.ukratat.gov.ua/
1
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households could be a significant source of investment, but this did not
happen. However, households’ gross fixed capital formation stabilized at a
low level at a mark of 2% of GDP. The reason is hiding in disparities of
gross disposable income and gross savings between sector’s subsectors of
households, which are not conducive to effective sector savings
capitalization.
The majority of the working population has mainly low level of gross
savings, making it impossible to complete financing capacity building of
their own homes and inhibits their investment activity in general. In
commissioned housing the segment of one-bedroom apartments dominates,
which indicates the most families’ inability to buy comfortable modern
accommodation and the inability to restore the housing itself.
A significant source of investment in the economy would should be
GG’s gross saving sector. However, in 2009 the gross saving sectors have
become negative because of the fact that for many years the GG sector has
been remaining chronically scarce because of the annual increase in the gap
between social contributions received and paid social transfers (mainly because of the growing social benefits’ deficit, except for benefits in kind).
At the same time, have been significant budget expenditures to support
loss-making public non-financial corporations, and also the use of schemes
of capital acquiring transfers for debt resolution. Thus, according to the
System of National Accounts (SNA) of 2001-2013 years, respectively public non-financial corporations obtained 31.7; 21.9; 9.1 billion US dollars
through financial corporations (mainly insurance). According to preliminary
data for the first two quarters of 2015 - 12.2 billion USD.
Sectoral gross disposable income started to reduce its share in GDP in
2004 and reached the minimum mark in 2014, declining to 12.4% GNI2 that
does not meet the needs of the GG’s sector. Also making the balancing of its
gross national income (GNI) impossible with required sectoral expenditures
on individual and collective services, as well as investments that normally
would have required the necessary total of 23.4% of the main form.
Permanent destructive imbalance has become the driving force for the
economy and has led to structural distortions on the financial market, where
the government has turned into the main lender, as well as a generator of
Calculated by the sum of the quarterly reports in 2014 "Quarterly national accounts
institutional sectors ": [electronic resource]. - Available on http://www.ukratat.gov.ua/
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growth in borrowing costs.
In current policy one of the measures to reduce the budget deficit was
social standards’ freezing. However, the actual inflation has become higher
than projected, due to repeated increase in prices for natural gas (5.5 times),
a corresponding impact on the twofold price increase for positions of
"Housing, water, electricity, gas and other fuels" and also because of the
exchange rate factors impact. The prices’ jump has increased poverty,
reduced demand for food, which had a negative influence on their
production and increased the citizen’s discontent towards the authorities’
actions.
Another political populism’s direction, in particular the populism
concerning small businesses and favorable conditions for calculating social
payments perpetuates an unfair distribution of the burden of social
contributions (and current taxes) for some sub-sectors of household sectors.
After all, the lion's share of contributions is concentrated in the sub-sector
employees (representing only half of the employed population), while selfemployed workers pay social contributions only on a small proportion of
their disposable income. This violates the social justice principle, when the
lion's share of income of social contribution and current taxes was provided
by one sub-sector (employees), but almost all representatives rely on
pensions and social assistance of the household sector.
Thus, according to SNA of 2013 employed workers’ social contributions
accounted 23.3% of its GNI, while for self-employed workers - only
8.5%.And with current tax respectively - 31.8 and 11.2%.
Unpopular measures in the part of the freeze social standards and
increase in utility tariffs involved in 2014influenced the gradual loss of the
household sector share of their GNI by 81.8% in the first quarter to 71.9% in
the fourth quarter in 2014. However, according to results, the level remained
relatively high and amounted to 76.6% of GNI.
On the high inflation background, the social standards’ freezing allowed
GG to reduce the gap between received social contributions and social
transfers paid, which influenced the increase of the GG’s share in the GNI’s
total by 2.7 percentage points. However, falling incomes of poor people has
led to a reduction in consumer spending on food and soft drinks by almost a
third, which slowed food production.
According to the first half of 2015, a tough social policy despite
inflation did not allow to resolve the elimination issue of the Pension Fund
deficit, which continues to be covered with the National budget’s help,
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which had planned expense for these needs of the amount of $18 billion, and
during the first half-year there was spent a half.
Continuation of the current "tightening belts" policy in the poorest
stratum and selective aid extraction of "Oil-gas Ukraine" from bankruptcy
should reduce the budget deficit due to the increase in tariffs for citizens. But
will not solve the restoration issue of economic growth, since it is affecting
those segments of the population who are the main products’ consumers and
domestic produced services.
The country desperately overdue the restoration issue of stable domestic
investment sources of socio-economic development, which requires
concerted action to tackle the deficit balance of GG’s sector, as well as nonfinancial corporations’ sector, which will ensure the GDP’s end use structure
optimization in terms of increase of gross fixed capital formation (GFCF).
Thus a process of accelerated investment was launched in order to
overcome, first of all, the existing real sector’s high technological level,
because the output of 2nd and 3rd technological structure dominates in the
industrial production structure by economic activity that is characterized by
high energy consumption and low added value level. The share of high
technological structures, including engineering, is minor, and in 2014 was
less than 10%.Weak investment activity for almost all the years of
independence has led to the Ukrainian producers’ orientation towards proper
products export sales.
The leading sectors of national industry bulk of the export of products,
including:
• engineering - in 2014 the exports portion in sales was 78%;
• metallurgy (semi-metal and pipes) - 82%;
• light industry - 93%;
• woodworking - 91%;
• chemical industry - 67%.
Because of the exports’ dominance these sectors critically dependent on
external conditions and extremely impressionable to its change. Export of
Ukrainian machine building products was mainly carried out to Russia,
which had high political risk, and as a result of armed conflict in the
Donbass, export began to sharply decline. Domestic demand, particularly for
machinery, is satisfied by import that threatens Ukrainian technological
dependence in terms of the existing decline conditions of Ukrainian
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engineering that is why the promising path to development activities will be
offered in this Plan.
Meanwhile, consumer demand has been dominating in the capacious
domestic market segments for a longtime, the satisfaction of which was also
provided by importing the relevant products. This applies, above all, to the
consumer goods (in 2014, in particular, the part of import in the clothing
covering domestic demand was 97%, footwear - 91%,medicines - 49%),
because low competitiveness of manufacturing industry is typical for the
whole Ukrainian economy. As a result, when the global crisis began in 2007,
Ukrainian exports of manufactured goods began to fall in the ratio. The
fraction of industrial products export decreased from 95.1% in 2007 to 82%
in 2014 during this period (Fig. 1.5.).
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FIG. 1.5. UKRAINIAN EXPORT

IN 2001-2014 YEARS, BILLION US DOLLARS.

Source: State Statistics Service of Ukraine
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During the years of 2011-2014, export to Russian Federation declined
the most significant (-9.6 billion dollars. USA), mainly processing industries
products (rail cars, power equipment, metal products, food).The loss of the
Russian market has not been offset by an increase in deliveries to other
regional markets (Fig. 1.6.).
FIG. 1.6. REGIONAL DYNAMICS OF UKRAINIAN CHANGE IN VOLUME

OF INDUSTRIAL EXPORTS IN 2011-2014 YEARS, BILLION US DOLLARS.

Source: State Statistics Service of Ukraine

On the background of processing industry export reduction rising
volumes and the share of exports, which are a source of high natural rent iron ore, semi-finished steel and grain (Fig. 1.7.).
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FIG. 1.7. VOLUMES AND PART OF NATURAL RENT IN MERCHANDISE
EXPORTS IN THE YEARS OF 2001-2014.

Source: State Statistics Service of Ukraine

By exporting raw materials, Ukraine does not use the possibility of
creating added value on its territory, without thereby creating new jobs in
manufacturing.
One of the weakest features of Ukrainian economy is monopolization
and oligopoly in individual markets.
According to the Antimonopoly Committee of Ukraine3,in 2014 the part
of monopolistic, oligopolistic markets and markets with signs of dominance
was 53%, which is one of the highest percentages in Europe (in EU countries
this percentage does not exceed 25%4).
In recent years in the domestic industry some important segments were
monopolized, in particular, - thermal power, coal industry, steel and iron ore,
mining of manganese ore and ferroalloys production, production of
fertilizers, there is an excessive concentration of agricultural production with
dominated agricultural holdings. Thus, the agricultural holdings’ fraction
increased from 5% in 2005 to 23% in 2014, in cutting agricultural land. They
control about 50% of grain elevators. Agro holdings use a significant portion
of earnings from grain export (6.5 billion US dollars in 2014) on the import
3
4

The report of the Antimonopoly Committee of Ukraine for 2014

Еиrostat
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of agricultural machinery, fuel and plant protection products (3.8 billion US
dollars).Also agricultural holdings do not develop livestock sufficiently,
resulting in rising unemployment in the country.
In order to improve the situation in the higher degree formation of
competition in the Ukrainian economy and to increase the Ukrainian
companies’ competitiveness on foreign markets recommendations will be
proposed in this plan.
In Ukraine is the high energy consumption of production. It remains the
highest in Europe. Thus, according to recent relevant research of WorldBank
in Russia, in 2012 this figure was amounted to 0.27 koe / $1 of GDP (84% of
the Ukrainian level), Belarus - 0.19 koe (59%), Poland and Hungary - 0.11
koe (34%), Germany - 0.09 koe (28%) (Fig. 1.8.).
FIG. 1.8. ENERGY INTENSITY AROUND THE WORLD IN
2012, KOE /$ 1 OF GDP.

Source: WorldBank

Key national industries - mining and metallurgical complex and
chemical industry and housing and communal service are particularly
energy-intensive industries.
Innovative activity in the Ukrainian economy is small and stagnant, as
evidenced by the small number of enterprises (10-12%),introducing or
implementing innovative products and the innovative products’ fraction (~
3%) in the structure of industrial production. For comparison - in the EU
countries the number of industrial enterprises that implement innovative
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products, is more than 70%; part of innovative products in total sales of
industrial products exceeds 30%. In order to enhance innovation
recommendations will be informed in Section 4.2 in this paper.
Slow-investment process and deindustrialization in the Ukrainian
economy are characterized by a high depreciation degree of fixed assets in
Ukraine, which in the year of 2013 achieved 77.3%.The most critical
situation with the depreciation of fixed assets in infrastructure is in transport
(96.7%) and energy (61.9%). The high level of transport and energy
infrastructure deterioration is a significant constraint development industry
in Ukraine and investments attraction to create new industries.
Annual capital investment in Ukraine fell in 2014 after a maximum of
2008 (51.7 billion US dollars) to a record low - 16.4 billion US dollars,
which is 3.5 times less than in 2008 (Fig. 1.9.).
FIG. 1.9. CAPITAL INVESTMENTS IN CURRENT PRICES IN 2008-2014, BILLION
US DOLLARS (CALCULATED AT THE NBU’S OFFICIAL RATE)

Source: State Statistics Service of Ukraine
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It is necessary to mention that despite the existing stereotype that
agriculture and IT sector do not ensure sustainable growth of the Ukrainian
economy.
Thus, the model calculation shows that in modern forms of functioning,
these two sectors will provide an overall economy growth at the level of no
more than 1.5% per year, even at high growth rate of 9% annually (which is
difficult to achieve, especially in agriculture), 1 and 2% for other sectors. As
a result, Ukraine's economy in 2020, will only be 99% of the 2008 figure
with a corresponding status quo.
The main reasons for this:
 rental character of agriculture (focus on grain export);
 significant import of components of agricultural production
(agriculture, pesticides, seed, fuel, etc. - in the amount of $3.8 billion in
2014);
 providing offshore software on outsourcing when basic earnings acre
accumulated by customers / intermediaries (foreign companies);
 high functioning level of both sectors without paying taxes, in
particular, according to the IMF, in 2014 the part of agriculture in Ukraine's
GDP was 10%, in the revenue budget - less than 1%.
Besides, these sectors have relatively weak multiplier effect on related
industries in the current system of linkages.
The analysis results of the Ukrainian economy clearly indicate its
dependence on exogenous in the retrospective period, which is characterized
by macroeconomic instability, extremely high degree of openness and
dependence on world prices for raw materials and products of low
processing degree (metal, grain, fertilizers), low levels of competitiveness
with a high degree of production facilities’ deterioration, which focuses on
the
2nd
and
3rd
technological
structure,
the
limitedfinancialresourcesdevelopment,whichareuncontrollablyassigned and
removed from the country's, inaccessibility to the global financial markets,
implementation of macroeconomic stabilization policies under external
control that limits the active implementation of the national policy of
economic growth. Together, the economy, finance and low living standards
(which are weighed down by the armed conflict in the Donbass, excessive
corruption in many areas of political, public and economic life),necessitate
the implementation of measures to modernize both the economy and public
institutions. Otherwise it threatens the country with social instability and
political destabilization.
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Nowadays a clear strategy should be formed in Ukraine, which it can
implement in the next 5-10 years to attract more and more investment in the
economy and achieve accelerated investment-dependent growth.
To our way of thinking, desirable steps are: the implementation of its
own strategy to stimulate investment (foreign and domestic) to priority
activities or growing point in order to increase production of higher added
value to products produced and delivered to internal and external markets.
This strategy’s risk is a difficult and lengthy negotiation with international
financial institutions and donor countries in order to invite them to its
implementation, and a possible shortage of external financing that will need
to be compensated by attracting funds of population and refund residents
output during the worsening of business conditions.
This strategy requires the creation of an unprecedented trust in public
institutions and institutions of Ukrainian financial system. In some cases,
these institutions still need to be created. This requires a new reform
program, key provisions of which are set out in subsequent sections of this
Plan.
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1.2.

POPULATION AND BUSINESS ON THE IMPORTANT
ISSUES AND PRIORITIES OF
SOCIO-ECONOMIC DEVELOPMENT5

The success of each program, moreover the strategic one, which is the
modernization plan of Ukraine's economy is also based on knowledge,
characterizing meaningful expectations concerning people’s opinion and the
rationality of their behavior, which in the end is formed due to the will and
freedom of choice opportunities, along with utilitarian motives. Therefore,
while preparing the Plan, the sociological survey of the population and
businesses was conducted, aiming for their views on urgent issues and
priorities of socio-economic development in order to obtain the necessary
information to improve the efficiency of the anticipated changes, which in
turn increase the rationalization level of the population and business.
1.2.1. ECONOMIC ORIENTATIONS AND EXPECTATIONS OF
THE POPULATION

Nowadays Ukrainian society is going back to life in the maelstrom of
negative evaluations, and again the dominant point of view is the idea that
Ukraine is moving in the wrong direction. Samples of public attitudes show
that we can already certify that a "window of opportunity" is largely lost and
therefore extends the feeling of lost opportunities. Dissatisfaction is not only
the direction of the state, which is estimated by most people as wrong, but a
few positive developments pace. Ukrainian society is gradually losing its
readiness to suffer from economic difficulties for the life improvement in a
long term (from 56% in September 2014 to 29% in July 2015), and supplies
of scarce social and material resources on all levels starting from an average
citizen to the country as a whole. There is a negative assessment of changes
in the country’s economic situation. In September 2014, it was believed that
the economic situation in Ukraine over the past 12 months has deteriorated 85% of respondents, and in July 2015 - 88%. Strong sense of a gradual
decrease in living standards cause a general dissatisfaction with the
___________________________
5 Prepared by the results of an opinion poll: in July-August 2015 2,226 members of the economically active population in Ukraine

and 403 representatives of small, medium and large business were surveyed. The survey was conducted by the Institute of Economics and
Forecasting of NAS of Ukraine, and commissioned by the Federation of Employers of Ukraine. Field research phase implemented by
Ukrainian Institute of Social Studies named after Olexander Yaremenko in 25 territorial-administrative units of Ukraine (24 regions and the
city of Kyiv).
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authorities and a further decrease in confidence in the majority of social
institutions.
More than half of the population define the following concepts as the
Top 3 key economic issues:
• war in the East of Ukraine (74%),
• rising prices for goods and services (58%),
• inflated prices for housing and communal services (53%).
This ranking is preserved in all regions of the survey and does not
depend on the type of locality or the respondent’s social status. Exactly
deterioration in the standard of living, increased prices, delayed wages
payment are the dominant factors of possible protests. On average, the fact
that each respondent chose at least 4 reasons that can induce him to protest
indicates the presence of a systemic crisis in the satisfied basic needs of the
population. More than likely, 22% of respondents are considered to protest
on their local level, and 27% of respondents joining them.
In early autumn of 2015 study has showed the pessimism spreading and
rapid confidence decline in the forces that can lift the economy. The
population used to put the main responsibility for the economic development
and welfare of ordinary citizens on government and business, but neither
government nor business have enough public support for unilateral reforms
implementation in the disbelief background of most people.
At first glance, the democratic values priority is indubitable for almost
half (43%) economically active citizens that supposedly makes democracy as
a national choice. Significantly fewer respondents (28%) believe that
authoritarian rule takes precedence over democracy even under certain
conditions, and the rest does not prefer neither democratic rule nor
authoritarian (28%).But the question in the economic perspective radically
changes the responses ratio. Choosing between a country where there are a
few political freedoms, but a strong economic growth and a country in which
there are all political freedom but a weak economy, the majority (61%)
chooses to live in the first one. Thus, for various reasons, the vast majority of
the population is ready to sacrifice liberties for the material prosperity sake:
the reasons for this choice may be different - from disappointment in
democracy, to a belief that the latter is enough, and "the part" can be
exchanged for welfare, without suffering losses. From a sociological point of
view, this behavior can be explained by the fact that the value is only a
scarce thing, value arises only when something is missing, and missing,
according to population, is a satisfaction of material values, which will force
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both reformers and the population to paternalistic reforms, especially in the
short and medium terms.
This conclusion is confirmed by opinion polls that capture the tendency
of most of the population to the paternalistic and autocratic state control. The
vast majority of the population supports the introduction of unified
government for all "rules" (76.6%), requires to take care of citizens for
decent living standards (86.6%). Accordingly, 42% of the economically
active population is ready for the state to intervene in lives and economic
activity of its citizens. While choosing the limits of liability of the state for
the welfare of its citizens, more than half indicated that the Government
should take responsibility for the welfare of all citizens.
The undoubted leader among the priorities of the population in side
ward of the state today is health care (53.1%), helping poor (26.3%),
pensions (25.3%), Armed Forces (22.8%) and educational sector (22.3%).
An average imaginary subsistence level per capita exceeds the real
value of the minimum subsistence level twice. On average the expenses for
meals (excluding visiting cafes), transportation and utilities consist 56% of
total household income, and expenses for food - 38% of total household
income. 38% of respondents reported that their household spends 40% of
earnings on food, which is an indicator of poverty.
There is a surge of labor migration, due to the economic crisis and
complex military-political situation in Ukraine. There is quite a high degree
of willingness of the economically active Ukrainian population emigrate
abroad (22%), but a real commitment to leave is small. Actually interviewed
are still more willing to travel just inside the country, not ready to the
external migration, although the declared desire to relocate within Ukraine is
smaller than a desire to travel abroad. The main causes of forming migration
guidelines are economic, even the presence of a military conflict is inferior
in strength to economic factors.
Among the economically active Ukrainian population there is quite a
high willingness to relocate in an area where there is a lack of population,
provided an employment and decent housing. So, the demographic situation
improvement is quite realistic, just in case the Government solves the
investing problems in the economy of those areas.
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"Normalization” of regulatory outside practices is happening now bribery, tax evasion, informal payments for services. Explaining why people
pay bribes, more than half of the surveyed members of the economically
active population indicates that: It has become the norm of our life (60.6%,
the amount of three elections); if not to give a bribe - the question will not be
solved (55.9%); it's easier solve people’s problems (55.6%).Most
respondents / members of their households resort to the corruption while
obtaining medical services in the public health system (36.7%). In second
place among corrupt services - cooperation with the traffic police
(17.6%).12% of respondents reported about unofficial fees when requesting
official documents, almost as many (11.3%) indicated that they paid
informally or gave presents while obtaining public education (university,
college, vocational schools).
Economically active population regards tax evasion rather through an
assessment of potential dangerous consequences of such activities than
through the prism of morality (including 84.3% of respondents from this
group rather agree with the statement that such avoidance is dangerous, and
70.5% - with the fact that it is immoral).
Another manifestation of the economy’s shadow segment is the
existence of shadow incomes. There is a growing part of the economically
active population, which has a shady income in the period of acute financial
and economic situation (peaks observed in December 2009 (24%),
September 2013 (31%) and August 2014 (29%) and August 2015 (27%))
and reduction of this fraction in the stabilization period. For almost half
(48.5%) of those receiving informal income, such income makes more than
half of total revenue. 69% are willing to work longer, harder, extra, overtime
to earn more if avoid spending on current costs. More than half (57%) are
willing to change jobs, or retrain.
There is no unity of views on the role and limitations imposed by the
difference in incomes among the economically active population. For 38.4%
an acceptable model is the one in which revenue should be "more equal",
and for 41.3% a model of development, in which more profit is a reward for
individual effort is acceptable (the position of 17.9% on the issue is rather
uncertain yet).
In matters of property half of respondents prefer a model of
development in which apart of country’s ownership should be increased in
the economy (50.9%) and 23.9% tend to prefer to increase the fraction of
private ownership (22.8% took an intermediate position). This approach is a
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hindrance of reforms, especially while taking into consideration the fact that
Ukraine cannot implement a country that can initiate and innovate, which
actually is the basis of economic modernization.
In the matter of equal responsibility before the law, 71.9% were in
favor of strict compliance with no exceptions
Analysis of the population’s aspirations in economic environment
reforming leads to the conclusion:
Firstly, the fact that Ukrainian society is set to reform the economic
relations in the country substantially;
Secondly, that the transformation market of the Ukrainian economic
system has started without a proper institutional support. Despite the
declaration on promoting entrepreneurship, a cumbersome and confusing
legislation was created in Ukraine, lacking a clear system of property rights
protection and competition.
Thus, based on analysis of current public opinion, there are following
recommendations for improving and developing the social and economic
spheres of society.
There is a necessity of further liberal values dissemination and market
economy attractiveness in Ukrainian society, which should promote effective
economic order which creates a stable social base of real reforms.
It is urgent to introduce economic incentives in the context of the
impact on the socio-economic mood of the population, including prevention
of underestimating skilled labor, its low cost, as it is the case in most
enterprises and public sector organizations, the introduction of economic
regulation levers of expenditures related to the extremely high pay work in
some monopolized industries.
It is necessary to reconfigure the system reform, such as: the clear
definition reforms algorithms of protection from sabotage and simulation;
implementation of optimal management institutional reforms and their use of
objective efficiency indicators (not by what was done, and that done);
distancing from institutional reform groups with obvious conflicts of interest
(distance from reforms which vitally are interested in their failure, contrary
to popular practice of giving reform "at the mercy" is such undertakings).
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1.2.2. ECONOMIC ORIENTATIONS AND EXPECTATIONS OF
THE EMPLOYERS AMONG THE REPRESENTATIVES OF SMALL,
MEDIUM AND LARGE BUSINESSES

The survey results are rather contradictory and demonstrate impact on
expectations and estimates businesses’ representatives as objective
(economic situation, legislation, legal system, etc.) and subjective
(asymmetric access to information, influence attitudes and ideological
guidance, etc.) factors.
Respondents regularly ascertain the deteriorating economic situation of
their businesses in accordance with the deteriorating situation in the country.
However, the enterprises’ reaction of different sizes is different:
• small enterprises (SEs) overall reduced employment the most
significant (including unregistered), which reflects substantial involvement
of "shadow" employees in the higher activity period;
• all types of businesses are trying to secure higher wages in response to
inflation (42.6% of those who responded did), but it was the easiest for large
enterprises (LEs), where the increase percentage was the largest;
• reducing an employment has become the primary mean to adapt to the
decrease in production, but large enterprises are much more economical to
treat their own staff, trying to use temporary "shock absorbers", including vacations without paying wages.
Expectations of the next period in the business are very uncertain - about
35% do not exclude that by the end of 2015 they will have to take actions in
order to further adapt to adverse changes in the company’s economic
situation, and IP is naturally optimistic. The very first response of all
enterprises types is to consider reducing the number of employees.
If evaluating the most corrupt areas surveyed, the proceedings stands in
the first place. However, the LE put the judiciary in second place after
inspections (very slight lead though - 49.5% and 50.0% respectively).
Among the "leaders" for corruption are also permits and infrastructure
networks connection (which are mainly marked by the SE and ME).
Meanwhile, the higher corruption is observed in areas, which involve
different "decentralized", often local level institutions and organizations,
reflecting the general process of deregulation in the power verticals.
Low efficacy of policies to support business by state and local
authorities by all surveyed is predicted. The biggest role of local councils
and District administration is quite natural, but, paradoxically, the main
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support is LE (23.8% of respondents), while SE - only 8.5% ME - 10.7%.
The local government scale is unlikely to be useful in the business of the LE,
we can assume that this figure reflects a certain partnership and "reciprocal
services" that often exist between the management of large enterprises and
local governments. Regional administration’s prominent role in supporting
the LE (20.6%) is clearer.
These findings confirm respondents' ranking of obstacles to actions
(causes reduction in production). Just like SE, ME put insufficient domestic
demand in the first place, and also rising costs, which in turn leads to higher
prices and reduced demand for products. ME is less sensitive to the state of
demand, but more dependent on working capital shortage, and thus –on the
monetary state and financial stability in the country in general. Ways of
solving these problems will be presented in separate sections of this Plan.
Instead LE’s biggest problems are consider to be the growth of cost and lack
of working capital, as well as the disruption of the internal market as a result
of military operations in eastern Ukraine. It is significant that the decline in
external demand is more perceptible for them than the domestic one, which
is natural, while taking into consideration the high level of large businesses’
export orientation (53.9% of LE supply over 40% of production to export).
Overall a positive assessment of decentralization (positive expectations
have 21-48% of respondents, despite the significant proportion of indifferent
ratings) significantly correlates with finding of established business contacts
especially with local authorities and government. Characteristically, SE
which currently low evaluates the role of local counsel assisting businesses
also has strong expectations about the increasing interest of local authorities
in the business development on the territory. In addition, hopes are pinned
on strengthening control over the local taxes use and advancement of the
provision of permits, as noted earlier, the corruption perception has shifted to
"decentralized” by business representatives, in particular - the local level,
which could significantly undermine the realization of the business
aspirations from decentralization.
Entrepreneurs also record the real result of a moratorium on business
entities inspections introduced by the government. The part of enterprises,
which during 2015 had no verification, has doubled increased compared to
2014 - to 60.7% SE, 42.3% SP and 22.7% LE (although keep in mind that
the data estimated of 8 months of the year).
What really draws attention is the cautious attitude of entrepreneurs
towards approval declarative principle. In spite of considerable level of
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onerousness and corruption in the licensing areas, only 33.6% of respondents
were for this change at a very high share of those undecided (38.0%).
Only 25.9% of respondents have a moderate attitude towards the "tacit
consent" principle in the registration business –they believe that it will
promote the development of SMEs.
The SE’s representatives mostly complained about frequent business
rules changes, which is somewhat contrary to the relatively modest estimates
of regulatory burden for SEs and, it is advisable to assume that it rather
reflects the risk expectation of changing the rules, adapting to which the SE,
that not always has properly trained management personnel, might be
problematic. SE’s specific problem is the recruitment and employment
difficulty - twice as many SE’s respondents complain about it than the ME’s
ones. The reasons may be lower wages and too burdensome payroll tax for
SE after the paying Single Contribution introduction by the “simpler". Also
the specific ME’s problem draws attention: the lack of relevant education
personnel hired and trained staff on the market. Obviously, long time ago the
middle businesses faced this problem which was predicted by experts to
modernize the production response to competitive challenges and the need to
improve efficiency.
The immaturity sign of institutional structure of Ukrainian enterprises
(in the context of relations between large, small and medium business) is
small businesses failure recognition to compete with large companies
that57.6% of the SEs surveyed admit. Thus 58.7% of SE accused big
business of ф conspiracy with the authorities in obtaining priority access to
markets. In turn, 37.8% of LE, indeed, recognize the opportunity, but its
determining competitive advantage they still believe the ability to price
competition due to economies of scale. It should be noted that the
competitive phenomenon of small and large businesses is a sign of economic
systems that are under formation. As a rule, in formed systems a market
segmentation occurs between large and small businesses, which is often
based on the value chain in SMEs and LE’s cooperation, subcontracting
cooperation schemes and so on.
It is advisable to pay attention to the fact that only 11.5% of SE and
28.4% of ME reported about participating in public procurement. Thus for
59.3% of SE and 50.7% of SP the non-participation argument is the
procurement lack in the areas, which include the activities of their
companies. Taking into consideration the diversity of public procurement,
this argument should be assumed as not valid, and the real reason is the non_______________________________________________________________Federation of Employers of Ukraine
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availability of information dissemination on government procurement
practices and insufficient involvement of SMEs in appropriate procedures.
The result is a reduction in competition in the tendering procedures,
procurement overpricing. It is necessary to mention that SMEs are often not
interested in working with budgetary institutions, as there were frequent
cases of delayed payment for their work in previous years. Perhaps this
explains the 19.2% of ME’s interest in public procurement participation.
Polls showed dangerously low level of business cooperation with
entrepreneurs associations. 89.1% of SE, 85.6% of ME, and even 58.2% of
LE did not have such cooperation. The consequence is the lack of
information, counseling and legal support businesses that are not physically
able to provide the proper amount of state institutions. The reasons may be
many groups’ closeness, insufficient popularization of the positive results of
such support, these associations formality, leading to a lack of members
quantity, and therefore - weak financial capacity. The lack of systematic
involvement in the domestic business’s consulting practice is also
significant. Meanwhile, the main subjects of complaints among those who
appealed to the unions, were helping in the search for partners in Ukraine or
abroad, as well as information regarding business-financing sources.
While expressing their interest in participating in the FEU’s directions,
respondents, in fact, decided on the basic questions about the impact on the
national level changes, which they wished to. Noteworthy is the fact that,
together with the alleged reduction of the tax burden and fighting corruption
19.2% of ME and 21.4% of LE would like to participate in the state order
formation for training professionals. To the way of our thinking, this
eloquently confirms the conclusion, which was made before, about the
tangible human "hunger" for companies that are seeking to improve their
competitiveness.
An important positive signal is the business expectation of the
Association Agreement between Ukraine and the EU.10% of the respondents
perceive the association as a threat, however, 18.4% of surveyed are still
undecided in their attitudes. Encouraging is that 48.5% of SE started or plan on
starting the search for partners in the EU, 46.2% out of SE have already entered
or planning to enter the European market. Naturally, the main positive,
expectations of the association, is in expanding markets. Meanwhile, 56.8% of
respondents expect greater opportunities for sharing experiences and
technologies, and expectations regarding the simplification of procedures are
also significant, especially technical and customs regulations.
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Nowadays answers to questions about measures to improve the company’s
situation and development would be most desirable, are, in fact, are the essence
of the current problems that require immediate solutions. In particular, the fact
that reducing level of the single social contribution was set in the first place by
businesses of all sizes, reflects the seriousness of the employment rationalization
problem in terms of the enhance rigidity of budget constraints for business.
As noted above, companies are responding to the economic crisis by
varying the number of employees. Moreover, the practice of transferring
employees in the informal form for payroll tax economies is typical for the ME
because fluctuations in actual production volumes are smaller than, for instance,
in SE. Single Contribution’s desire to reduce business has shown a willingness
to carry out smaller reduction in employment in case of labor taxation reduced.
The second place among the priority needs of SE and ME is creating equal
conditions for all business subjects while doing business ranks, reflecting the use
of administrative levers access to market and public procurement by big
business, means of tax incentives, etc., which was particularly significant in
terms of narrowing the effective demand. In addition, at an average
consciousness there is a dominated idea that reducing the overall tax burden is
possible if big business pays taxes in full.
Symptomatic is to keep relatively high business paternalism: 21.9% of SE
and 27.6% of LE expect government support for their sector. It is noteworthy
that among the MEs, which, as noted, is better adapted to work in a competitive
environment, only 17.1% expect state aid. Meanwhile, among the LE it is a
great willingness to move to the target state support: innovation (21.4%) and
Energy (17.3%).Since only three responses were expected from respondents, we
can assume that those who chose them deliberately refused to answer on
question regarding getting state support as such.
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1.3.

THE COMPARISON OF THE BUSINESS CLIMATE IN
UKRAINE AND COUNTRIES-COMPETITORS

In order to overpass from the crisis in the economy to sustainable
economic growth, Ukraine should rely on its own competitive advantages.
As there is in the world, in Ukraine there is a large number of investors
who are interested in effective resources investment. Annual foreign direct
investment is growing in the world, and in 2014 reached 1.2 trillion US
dollars.
The modern globalized economy offers investors opportunities to
choose between countries and sectors. Therefore, in order to attract
investment Ukraine must have the business environment in the resource that
is not worse than in other countries. In this regard the business conditions in
Ukraine were compared with conditions in neighboring countries with stable
economic growth - Poland, Slovakia, Bulgaria, Turkey, as well as - "the
world factory country" - China. These countries have achieved undeniable
success in attracting investment (Fig. 1.10.).
FIG. 1.10. GROSS FIXED CAPITAL

PER CAPITA FOR THE PERIOD 2000-2014 YEARS, US DOLLARS / PERSON.

Source: World Bank

In 2015, in the global competitiveness ranking Ukraine occupies the
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79th place out of 140 countries (minus 3 positions compared to the year
2014), ceding given countries in the main competitiveness components:
basic factors, factors of efficiency, and innovation and sophistication
business factors (tab. 1.1). Competitiveness components are marked by blue
color in the table, where Ukraine has the largest backlog, blue - components
of competitiveness acceptable level.
As for institutions conditions Ukraine is essentially losing in the basic
factors (corrupt and inefficient public authorities, imperfect legislation,
bureaucratic regulatory and licensing system) and in macroeconomic
instability (inflation of over 40%, interest rates above 30%, hryvnia’s
devaluation, state budget and payments balance deficient).Backlog as
infrastructure is present but less significantly. The biggest obstacle to the
infrastructure component is the highways state due to which Ukraine takes
the 132th place. However, part of "health and secondary education" remains
relatively high.
Economic efficiency lagging is associated with low competition product
and underdeveloped financial markets and also with the lack of
technological readiness to compete in the segment of high conservation
through technological structures inherited from the Soviet era industrial
base. At the same time the domestic labor market is more competitive than
in European countries, where there are strong trade unions, but more
regulated than China and Turkey. In terms of higher and specialized
education Ukraine ranks quite high 34th place, behind only Poland (31
place). In terms of health and secondary education Ukraine (45 place) is
ahead of Turkey, Bulgaria and Slovakia, only slightly lagging behind Poland
and China. These international comparisons show that quality and relatively
low cost of labor in the Ukrainian economy is a significant advantage that
remains unsold in full.
The highest level of the corporate sector and the economy’s
innovativeness level among the countries surveyed there is in China.
Ukraine’s business development level is in last place, only ahead of
Bulgaria.
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TABLE 1.1. GLOBAL COMPETITIVENESS INDEX AND
ITS COMPONENTS IN THE 2015-2016 YEARS.
Factors/country

China

Poland

Turkey

General index

28

41

51

54

67

1. Institutional regulation (protection
of property rights, implementation of
laws, permits, licenses, etc.)

56

101

51

58

75

107

104

130

2. Infrastructure (railways, roads,
ports, power)
3. Macroeconomics (inflation,
exchange rate, balance the budget,
the cost of money)
4. Healthcare and secondary
education

39

56

53

72

57

69

8

46

68

53

41

134

44

40

73

53

50

45

Factors efficiency

5. Higher education and training

32

48

50

47

65

6. Efficiency commodity markets
(level of monopolization)

68

34

58

46

45

61

54

106

37

81

127

68

100

56

54

43

64

59

35

121

74

41

64

38

44

86

1

21

16

65

62

45

34

57

56

84

59

72

38

55

68

98

57

91

31

64

60

94

66

54

Basic factors

7. Labor market efficiency
(procedure of acceptance / release)
8. Development of Financial Markets
(the level of competition, banking
products)
9. Technological readiness (rate of
introduction of new technologies)
10. Market size

Innovation and sophistication factors
Business
11. Business Sophistication (quality
management of individual companies
and networks between corporate
bonds)
1 2. Innovation (R & D costs, quality
of scientific research institutions,
intellectual property protection,
access to venture capital)

28

44

31

57

55

Bulgaria Slovakia Ukraine
68

64

53

79

34

Source: Global Competitiveness Report 2015-2016, World Economic Forum
* the place in the ranking of 140 countries, lower value means better position

Due to results of businessmen and entrepreneurs poll, which was
conducted as a study of global competitiveness, the main obstacles to doing
business in Ukraine is a multi-level corruption, lack of financing for the
corporate sector, inflation and political instability (Table. 1.2.).
TABLE 1.2. RATING INTERFERENCE BUSINESS (TOP 10)
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№

Ukraine

Slovakia

Poland

Bulgaria

Turkey

China

1

Corruption

Corruption

Tax rates

Insufficient
innovation
potential

2

Finance access

Inefficient
government
bureaucracy

Labor market
regulation

Corruption

Finance access

Finance access

3

Inflation

Tax rates

Tax rates

Inefficient
government
bureaucracy

Workforce

Inefficient
government
bureaucracy

4

Political instability

Labor market
regulation

Inefficient
government
bureaucracy

Workforce

Currency
regulation

Inadequate
infrastructure

5

Tax rates

6

Inefficient
government
bureaucracy

Political instability

Inadequate
infrastructure

Unstable
government

Inefficient
government
bureaucracy

Corruption

7

Tax administration

Workforce

Political instability

Poor work ethic of
employees

Inadequate
infrastructure

Political instability

8

Currency
regulation

Inadequate
infrastructure

Workforce

Labor market
regulation

9

Unstable
government

Insufficient
innovation
potential

Insufficient
innovation
potential

Tax rates

Insufficient
innovation
potential

Inflation

10

Labor market
regulation

Finance access

Poor work ethic of
employees

Inadequate
infrastructure

Labor market
regulation

Poor work ethic of
employees

Tax administration Finance access

Tax administration Finance access Political instability Tax administration

Tax rates

Political instability Tax administration

Source: Global Competitiveness Report 2015-2016,World Economic Forum, a survey of
businesses.

Total tax and regulatory regime in Ukraine is not significantly different
from the conditions in competing countries (Annex 1) and is not the main
business obstacle. The rates of some taxes - income tax (18%) and tax on
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personal income (15%, 20%) are even lower than in other countries.
Significantly higher is tax burden only on the payroll - almost 40%.
The main obstacles to taxation in Ukraine is unstable tax legislation,
complicated tax administration and corruption in the taxes calculation and
VAT refunds. Arbitrary tax base definition for calculating income tax,
customs duties, VAT, payments for subsoil, rent increases informal (corrupt)
business expenses. However, ineffective monitoring of transfer pricing and
the existence of a simplified tax system in the current form leads to uneven
distribution of the tax burden.
In contrast to the countries-competitors, there is practically no effective
Ukrainian system of investment incentives in the fight for the inflow of
investments. In other countries there are special tax and regulatory regimes
in certain areas and for certain sectors (Table. 1.3.).These modes are
designed to create new jobs, technological production renovation, and
foreign direct investment and increase exports. Establishing special
development zones, partial reimbursement of investment costs by providing
tax incentives and / or government grants, compensation of investors’ costs
for creating new jobs, providing businesses with the necessary infrastructure
are used as instruments.
Since 1995 there are special economic zones in Poland; since 2007 there
are existing investment incentives for the depressed areas from the
government in Slovakia; since the 1990s there are special economic zones
(industrial parks, industrial zones, free zones) in Turkey since the 1980s industrial parks (high-tech industrial development zones, export industrial
zones, free trade zones, areas of economic cooperation) and parks (software
development parks, science parks) in China. In Ukraine, these tools are still
not effectively implemented.
Here are some specific provisions due to which Ukraine is currently
losing in the investment field:
• Requirements for the mandatory sale of 75% of foreign exchange earnings;
• Short term return of foreign currency earnings for exporters;
• Delays in refunding VAT;
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• High charges on the payroll;

• Considerable time spent on tax administration.

Thus, Ukrainian competitive advantages (potentially large market,
natural resources, skilled labor force, and excellent logistics location) which
interest the investors, are offset by unfavorable business conditions.
Therefore, these conditions must be changed. At a minimum, they should not
be worse than in neighboring countries. Then the natural Ukrainian
advantages will be crucial in the investors’ selections of Ukraine.
The business conditions comparison in different countries, given above,
shows that there is not one event that can provide an investment and
sustainable economic growth. Accordingly, policy growth requires
integrated solutions at different levels. We distinguish the following three
levels: general economic policy, the policy of creating a comfortable
business climate and actions to provide investors with attractive economic
factors.
At the overall economic policy level, it refers to the basic economic
freedoms, the achievement of macroeconomic stability, effective fiscal,
monetary, competition, trade policy and policy regarding privatization.
Comfortable business-climate components are: business facilitation,
permits and tax administration, investment incentives, export support and
more.
Access to infrastructure and skilled labor, natural resources, materials
and components, the capacious domestic market – these are the contest of
the economic factors context.
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TABLE 1.3. OBJECTIVES AND INSTRUMENTS OF ECONOMIC POLICY IN
PROMOTING INVESTMENT IN SELECTED COUNTRIES
Country
Slovakia

Poland

Bulgaria

Belarus

The objectives of
economic policy

Instrument

• New jobs in depressed
regions
• Partial (50%) compensation of investment spending
• Introduction of new
through tax exemptions or government grants
products and technology • State grants for creating new jobs (10 000 Euro /
place in the industry)
Innovative economy
support

• Government grants for partial (70%) compensation
in respect of investments to implement R & D and the
creation of new jobs in R & D

• Modernization of postindustrial regions
• New jobs
• Attracting foreign
investment

• The creation of special economic zones (SEZs)
• Release enterprises in SEZs from paying income tax
to partially compensate investment costs
• Providing infrastructure in the SEZ and techno parks

• New jobs
• Investments in the
processing industry, the
service sector and hightech sectors

• Exemption from payment of social contributions and
health insurance (-17.9% FOP) for 2 years
• Refund of minimum wages for certain categories of
workers for up to 1 year
• Establishment of industrial zones / parks
• State funding for the construction of infrastructure
• Grants to 50% for training and R & D
• Reduced the price of land for the project
• Exemption from VAT on imported equipment
• Accelerated depreciation of equipment - for 2 years,
referring to the costs of investment in R & D

• Creating new jobs
• Attracting foreign
investment
• import
• Artificial exports

• Creation of a free customs zones in which:
• Exemption from income tax for 5 years, then - 50%
effective rate
• Exemption from property tax and land
• 10% - VAT for the product import program
• Ability to create free customs zone (without paying
duties)
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• The increase in exports
• New jobs

Turkey

China

Creating a free export zones from:
• special customs regime (VAT exemption purchase of
production, raw materials, components);
• exemption from income tax and tax on wages of
employees (in the case of export at least 85% of
production).

Technological development zones with exemption of
companies:
• income tax;
• Increasing technological
• VAT on software developed;
complexity of the economy
• Tax revenue 10% of employees;
• 50% compensation by the state social insurance
contributions.

Establishment of industrial zones with the following
terms:
• provide enterprises the necessary infrastructure;
• Increased employment in • reduce the cost of water, gas, telecommunications
industry
services;
• providing enterprise employees social facilities;
• exemption for 5 years from property tax, and tax on
solid waste.
Creating zones of economic and technological
development of the following conditions:
• Increasing technological
• exemption from customs duty and VAT on import of
complexity of the economy
production equipment;
• New jobs
• exemption from customs duty and VAT on raw
• The increase in industrial
materials (for trade-processing enterprises);
production
• preferential income tax rate for high-tech companies
(15%).

• The increase in exports
• New jobs

Creating export industrial zones 3 following conditions:
• special customs regime (exemption from import
duties and VAT on equipment, raw materials and
components);
• preferential income tax rate for high-tech companies
(15%).

Source: Deloitte
*research of Doing Business 2016, World Bank
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1.4 CURRENT TRENDS OF THE EVOLUTIONARY FORECAST
FOR THE ECONOMIC DEVELOPMENT
Military conflict in Ukraine and the deep socio-economic crisis in the
Ukrainian economy are currently characterized by:
• rapid acceleration of inflation in the economy (CPI stood at 99.7% in 2012, at
112.1% in 2014, and at 148% for the first half year within the year over the previous
period);
• low solvent population and investment demand;
• overhigh prices for imported raw materials and components;
• continuation of a long-term "bias" in the sectoral income structure, and accordingly
- gross savings, which are destructive to investment processes and GDP’s dynamics
in Ukraine's economy, not only in a short term but in a long term perspective;
• «record» drop in capital investments (21% in 2014 and 14.8% (in industry - by
37.4%) in the first quarter of 2015);
• decline in production in almost all economic activity, primarily in the processing
industry (12% in 2014 and 25.6% in the first quarter of 2015)because of a number of
problems in foreign markets (falling prices for Ukrainian export goods, loss of the
Russian market, etc.) and also limited domestic demand;
• a reduction in capital expenditures as a financial resource of launching powerful
infrastructure projects(the share of capital expenditures in total expenditures of the
State Ukrainian Budget decreased by 62.2% in 2014 and by 31.7% in the first half of
2015 to the corresponding period of the previous year);
• increasing credit rate (on average per year) - with 14,6- 15% in 2010-2011. to
17.6% in 2014 and 18.1% in 2015) and, according to that, a significant credit activity
slowdown (given loans amount to the Ukrainian economy increased by 12% in 2014
compared to 2013 and the first quarter of 2015 - by 6% compared with the
corresponding period in 2014);
• reduction of money supply dynamics (in 2014 the change rate of the monetary base
decreased to 8.5%, and during the first half of 2015 to minus 0.3% per annum (after
20.3% in 2013), and the money multiplier decreased from 2.96 (in 2013) to 2.91 in
mid-2015. In 2013 the growth rate of the M3’s monetary aggregate amounted to
17.6%, in 2014 - 5.3%, for the first six months of 2015 - 2.8%, and for seven months
in 2015 - 2.4% per year);
• reduction of income from exports due to falling world prices for basic goods exports
and the foreign markets loss on traditional Ukrainian exports products;
• decline of export goods dynamics and services in the GDP;
• closeness of foreign markets borrowing and dependence on borrowing from
international financial institutions and donor countries;
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• low innovative activity level of Ukrainian companies and weak country’s
innovation policy;
• ineffective country’s regulatory policy and so on.

In 2015these factor signs resulted in decline acceleration for the
Ukrainian economy, among which the key trend was the exports decline in
the domestic demand reduction, on the background of unfavorable trends in
long-term nature, defining investments and innovation processes.
EXPORT ACTIVITY

The decline in foreign trade in Ukraine is happening on the global
economic growth background.
The Ukrainian exports fall occurred in all product groups. This
decreased the most amount of investment goods export.
In 2014-2015 years the main changes in external geographic structure
demand was to reduce the presence of the CIS and some growth, according
to ratio, the EU-28, Turkey, China, other Asian countries and Africa.
However, the signing of the Agreement with EU has not offset the Russian
market export loss. Moreover: in January-June of this year the exports
amount fell by 35.6% on average in absolute terms to the EU compared with
the same period, and in some countries (Belgium, Hungary, Lithuania,
United Kingdom) the fall in exports was about 50-55%.
Taking into account the subsequent loss of the Russian market and
limited opportunities to expand presence in EU markets, the Ukrainian
exports growth is only possible with active entrance to the third countries’
markets - especially China, India, the Middle East and Southeast Asia. Since
the beginning of this year, Ukraine has slightly increased its presence in the
markets of some countries in Africa and Latin America. Nowadays exports
in terms is very small to these countries, but their markets have significant
potential for further trade relations expansion, which still prevent low quality
logistics and additional transport costs. Because of these reasons and yet
invariable Ukrainian exports structure by technological level, which for
years 2014-2015 has not changed, we could be waiting on significant results
until 2020.
Military conflict in eastern Ukraine has played a crucial role in the
coagulation exports of goods in the 2014-2015 years. In particular, in 2015
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the decline in exports happened largely (75%) due to exports reduction of
Donetsk and Lugansk regions.
One of the main factors reducing exports from Ukraine is the fall in
prices on world commodity markets (Appendix 2).For the first half of 2015
exports of goods according to the State Statistics Service of Ukraine
decreased in volume by 20%, while in current prices by 35%.
Action dynamics factor in world prices and non-economic factors were
so powerful that even the rapid growth of the price competitiveness of
Ukrainian products in 2014-2015 years. (25-35%), compared to the level in
December 2013, have not resulted to a corresponding strengthening the
position of domestic producers in the majority of markets.
DOMESTIC DEMAND
Unlike the constant trend of accelerated domestic demand growth
observed during the last decade (except for the year of2009).in 2014 there
was a reduction in its volume by 13% compared to the previous year, and for
the first quarter of 2015 by 14.9% compared to the same quarter of the
previous year. This is primarily the result of the incomes policy freezing
included in the implementing package of the macroeconomic stabilization
policy.
On the one hand, factors for the fall in investment demand are the
limitations of both public and private financial resources, including credit,
and on the other hand – instability, which is accompanied by the war in
Donbas, high level of corruption and distrust in institutions. Overall in 2014,
the volume of capital investments at face value reduced by 17.7% compared
to the previous year, including the state budget by 75.8%, enterprises’ own
funds, which is the main source of funding for capital investments - by 7.2%,
bank loans and other loans - more than doubled (by 50.9%).
The only source that showed increased funding investments (38.1%)
were funds creditor countries and international financial organizations,
which leads to increased debt bondage of the country. The critical level for
countries with a similar economic development level that we observe in
Ukraine, reaching 45% of GDP was achieved back in 2011.
The main components of domestic demand collapse is to reduce the
gross fixed capital formation and household consumption expenditure, which
in 2014 compared to 2013 declined respectively by 23% and 9.6% (first
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quarter of 2015 compared to first quarter of 2014 period of the previous year
- by 25.1% and 20.7%).
Reducing the real population incomes is a households’ demand reducing
factor, mainly due to decline in real wages, which is the main source of
income for the vast majority. The trend of reducing real wages is becoming
threatening. So in 2014 its level was reduced by 6.5% and in January-July of
this year by 23.7%.compared to the same last period.
Looking through the current existence of a significant population
fraction with low income in Ukraine, the rapid devaluation of the currency
and a strong inflation deployment will continue to negatively affect the
development of the Ukrainian economy in case of further reduction in
private demand. However, the recovery in household consumption requires
reasonable steps since its expansion, firstly, leads to increasing imports of
consumer goods, increasing trade balance deficit, and a negative impact on
overall economic dynamics, secondly, reduces the possibility of expanding
investment demand, pulling the limited resources to the consumption area.
Ukraine has long had a tendency to increase the share of imports in the
domestic market not only in the consumer segment of the population, but
also in gross fixed capital formation and intermediate consumption. In the
last two crisis years the import component of investment demand declined,
as a result there was a virtual absence of high-tech economic activities
imports, such as manufacturing machinery and equipment and manufacture
of transport equipment.
This reduction was not only connected with the import substitution
processes in this segment of the Ukrainian commodity market, but also with
the rapid decline in investment activity in the country and, most importantly,
the lack of technological modernization of production.
At the moment, an increasing deformation structure of aggregate
demand is happening, along with an intense contraction in investment
demand. In particular there is a tendency to increase consumer component in
the GDP with a corresponding reduction fixed capital norm, which has been
observed since 2005. This is a result of the low investment activity level.
This high level of consumer and, accordingly meager, investment
component in the GDP, which has emerged in recent years in Ukraine, is not
observed in any of the European countries.
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Hence, the Ukrainian economy is still characterized by a focus on
"eating of the economy" and not for development production.
CONDITIONS AND ASSUMPTIONS OF ECONOMY’S
EVOLUTIONARY DEVELOPMENT FORECAST
The main precondition for economic recovery for different scenarios in
the short and medium term is to achieve a peaceful settlement of the conflict
in eastern Ukraine, political stability, transparency and expression of public
policy, which would minimize corruption and restore capabilities for the
protection of private business interests in the courts.
It is expected that in the 2016-2020 years the dynamics of world trade
will outpace the dynamics of the global economy. The dynamics of the
world economy in 2016- 2020 years will stabilize at 3,5-3,8%, which is
substantially below the average rate of 2002-2013's., that was 4,5%.without
the crisis of 2008-2009. In addition, the positive dynamics of the global
economy will remain fragmented: the Euro area and Japan still will not be
able to fully overcome the consequences of the financial crisis. Gradual
economic dynamics slowdown will continue in China. The price
competitiveness of domestic products will remain higher than in 2010-2013
years, but in the conditions of the exchange rate stability in foreign markets
as further cooperation with the IMF and restructuring (partial) debt will
make it possible to stabilize the currency market and curb volatility rate.
The imports’ growth rate, and therefore the current account balance will
depend on the dynamics of world oil prices and, consequently, on the price
of imported natural gas. On the one hand, the growth rates of Ukrainian
exports depend on the dynamics of world prices for grain, sunflower oil,
steel and chemical products, and, on the other hand - on energy prices,
particularly gas.
According to our estimates, in 2015 the rate of decline in real GDP is
estimated (by SNA 1993) at 10,5-11,5%,and the consumer price index at
about 151.5% (at evaluation December to December of the previous
year).High dynamics of producer price index - by140% (December to
December) is projected, which caused expectations due to rising production
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costs (especially the persistence of high energy prices and wage costs) and
deploying the appropriate multiplier effect of the extension "price" waves.
A significant increase in utility tariffs declared by the end of 2015 (up to
40-60% in general, especially tariffs for heat and hot water - by 60-80%),and
in the coming years will affect the formation of relatively high inflation and
hryvnia devaluation to some extent in the future. Deficit of local budgets is
unlikely to allocate sufficient funds for the development of utility systems,
and therefore the burden of maintenance is likely to be put on consumers
who actually will generate more inflation.
In the case of foreign investors under concession and other forms of
public-private partnership dynamics utility rates will depend on the cost of
capital and the effect of the investment. Increasing utility tariffs will lead to
a spending redistribution on consumer goods and the cost of holidays in
favor of payment HCS, which will receive an increase in their respective
activities.
The monetary policy of the NBU will be focused to the slowdown in the
consumer price index (CPI) under such circumstances in order to move to
the medium-term inflation targeting that will support the credit cost on a
background of yet poor financial condition of companies and public and will
restrain an investment activity.
RISKS FORECAST AND THREATS FOR ECONOMIC DEVELOPMENT
1. Risks that are associated with the dynamics of the world economy and
external demand for domestic products (impairment of the external situation due
to a further fall in prices on world commodity markets). The global growth pace
may be gradually reduced under the influence of cooling conditions in China,
reduction of the growth dynamics in exporting hydrocarbons. Slowing economic
growth in China might affect the demand dynamics in global markets resources.
2. Price competitiveness risks are associated with the reliability of "exchange
rate war" solution between the world's largest economies. In the period up to
2020 the process of devaluation of the Yuan, euro and Russian ruble towards the
US dollar may continue that will reduce the price competitiveness of Ukraine's
economy, which has happened in our recent history when strengthening US
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dollar. As a result, up to 2020 the price competitiveness of Ukrainian products
can be declined significantly below the level that took place in 2013.
3.The risks of trade deterioration in price terms are associated with high
volatility in global commodity markets, high probability of rising oil prices by
an average annual rate that are exceeding the growth dynamics of prices for
metals and grains, which will cause a deterioration of the trade balance and the
weakening of the hryvnia.
4. The rapid currency devaluation and rising inflation. The relatively high level
of inflation, which is stored in the 2016-2017 years, which contribute to
downward pressure on the hryvnia and, if its devaluation is low controlled, it
will trigger another "inflationary spiral" promotion and will cause some
significant negative consequences for the Ukrainian economy.
5. Investment risks are associated with preservation of low capital accumulation.
Besides, the FDI’s average amount to Ukraine may not even reach the level of
2013, as a result of saving low investment appeal in the case of aggravation of
economic or political instability. As a result, supply of industrial capacity and
competitive advantages, derived from the devaluation of the hryvnia in 20142015, can quickly be insufficient to support planned economic growth in this
embodiment. Import substitution and reduction of import export capacity,
increase in export share of high-tech products may not occur under such
conditions.
6. Risks of rising inflation as a result of the effect of "transfer" (the impact of
rate changes on inflation).Rapid liberalization of foreign exchange market (with
a considerable openness of the Ukrainian economy and its relatively high import
dependence) lays threat of negative impact of the devaluation shocks unwinding
of inflation (CPI’s structure has a large proportion of imported goods) during the
transition to a flexible exchange rate. In order to leveling them, monetary
authorities will have (despite the declaration on the free exchange rate) to apply
the tools of currency regulation to reduce the volatility of currency flows and
stabilize the foreign exchange market (actually an adjustable rate), which will
have a direct impact on the dynamics of money supply.
7. The risk of non-compliance instruments and the nature of current monetary
policy regime of flexible exchange rate and inflation targeting. During the
transition from accommodative to discretionary monetary policy, the slow
changing instruments process shows that the NBU’s activities are aimed
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primarily at addressing the budget needs and reducing liquidity in the banking
system (prevalence of bonds in the open market operations volume, a significant
increase of NBU’s ownership in government bonds, outstanding at the amount
of principal; a significant proportion of “overnight” operations (permanent
access)in the structure of operations on liquidity regulation; significant amount
of mobilization operations; weak response of interest rates on NBU’s discount
rate).
Continuation of this practice (which actually is the prevalence of "fiscal" on the
"monetary" function) questioned the NBU’s independence, reduces the
motivation of banks to lend customers money prevents access to the real
economy.
8. Reduction risk in financial support base of investment process in Ukraine.
Internal resources reducing (consolidated and local budgets, reduction of credit
support banks) on the background of low stock market activity and the capital
drain from Ukraine, continuation of the downward trend in foreign direct
investment and reinvestment of a possible slowdown in the future may lead to
the situation when the real source of investment funds will remain own funds
(whose financial condition has deteriorated significantly).
9. Increasing the impact of destructive force majeure shocks from the outside
world to domestic economic processes. As a result of not restoring flows of
foreign investment due to security guarantees lack for capital and foreign
companies curtailing investment plans, devaluation strengthening in the
currency market in terms of low international gross reserves; resources and the
need to finance the large external liabilities; further domestic debt increase
without adequate use of resources for the modernization of the economy.
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1.5. FORECAST OF THE ECONOMIC GROWTH
FOR THE PERIOD OF 2015-2020 AS LONG AS UNCHANGED
ECOMONIC POLICY
Under these conditions and assumptions, and if the listed risk
predictions do not take place, we have a designed economic development
forecast for Ukraine, which has an evolutionary nature, while maintaining
the existing economic policy.
Macroeconomic stabilization program, which is implemented in Ukraine
in close cooperation with the IMF and with financial support from donor
countries, with simultaneous implementation rate of the liberalization of
economic relations by improving regulatory policy, reduction of licensing
procedures, in case of successful fight against corruption and in fallen
conditions of emergency base in comparison to the collapse of real GDP, in
the end of its meaning will lead to reduced stabilization in the economy. It is
expected that after 2016 the economic growth will begin, which in annual
average terms could reach 2.9% over the period of 2016-2020, as shown in
tabl.1.4.
In the case of slower economic dynamics (1% -2.5% on average for the
years of 2016-2020), the stagnation will continue in many sectors during the
forecast period, and it is almost impossible to calculate the appropriate
scenario for evaluation based on balanced indicators for 5 years. This is a
pessimistic scenario in the economy, the devastating effects of which are
difficult to predict.
Domestic demand in terms of declared monetary policy will grow
slower, sinceinflationtargetingpolicywilllimitthepossibilityofitsstimulation.
Meanwhile, the dynamics of investment demand will still slightly exceed the
growth rate of household demand (tab. 1.4.).
TABLE 1.4. UKRAINIAN GDP’S GROWTH FORECAST FOR THE
PERIOD OF 2016-2020 (EVOLUTIONARY SCENARIO)
National accounts
Real GDP
Consumption
- private
- state

2014

2015

2016

index (%,annual change)
-6,8
-10,5
-0,3
-9,6
0,6

-13,5
4,3

-0,8
3,8

2017

2018

2019

2020

20162020

2,1

3,5

4,1

5,3

2,9

3,4

4,7

5,0

6,5

3,8

3,7

3,6

3,5

2,7

3,5
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Gross fixed capital
formation

-29,2

Issue of specific sectors

index (%, annual change)

Agriculture

2,9

Inflation

Index (%)

-19,0

1,3

4,5

6,2

8,7

9,8

6,1

-0,5

2,5

2,8

3,4

1,5

4,0

2,8

12,1

50,6

24,2

15,2

11,0

7,7

5,0

12,6

(December to December
24,9
of the previous year)

53,8

13,9

-

-

-

-

-

Producer price index:
(average per year)

17,1

40,3

26,7

16,4

12,1

8,1

5,5

13,8

(December to December
31,8
of the previous year)

41,7

21,2

-

-

-

-

-

Industrial production
Consumer Price Index:
(average per year)

-10,7

-16,8

2,3

5,2

6,5

8,7

9,1

6,4

State finance

% of GDP
29,1

28,8

28,3

29,0

29,7

30,0

30,1

29,4

Consolidated budget
expenditures

33,4

34,9

32,8

33,1

32,9

32,5

31,6

32,6

The balance of the
consolidated budget

-4,3

-4,8

-4,5

-4,1

-3,2

-2,5

-1,5

-3,2

Domestic public debt

29,6

31,8

33,9

39,2

41,7

41,8

40,6

39,5

Monetary base
(December to December 8,0
of the previous year),%

4,8

9,0

9,6

8,20

7,40

6,7

8,2

Monetary aggregate (MA)
(December to December 5,3
of the previous year),%

10,5—
23

25

31

31,8

31,4

32,4

30,3

Consolidated budget
revenues

Money and credit

Social indicators
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Unemployment rate in%
towards the economically
active population aged
15-70 years (ILO)

11,2

9,7

8,5

7,4

6,2

5,1

7,4

An average salary per 1
full-time employee,% of -6,5
growth over previous year

-23,2

-1,8

4,0

5,1

6,2

6,5

4,0

The exchange rate of
UAH / USD (period
average)

11,9

23,0

25,0

26,0

27,0

28,0

29,0

27,0

-4,0

-1,7

-1,41

-1,40

-1,39

-1,35

-1,30

-1,37

49,6

53,9

49,0

50,5

51,3

52,0

54,0

51,4

53,7

57,1

52,0

53,8

54,8

55,6

57,8

54,8

The balance of goods and
-4,1
services,% of GDP

-3,2

-3,0

-3,3

-3,5

-3,6

-3,8

-3,4

Gross international
reserves of NBU, in US
dollars (end of period),

6,5

7,3

8,5

10

12

15

10,6

External sector

Current operations
account, % of GDP

Exports of goods and
services,% of GDP

Imports of goods and
services,% of GDP

8,8

The average annual rate of fixed investment will remain at relatively low
level, which will not allow carrying out an active modernization of
Ukrainian economy in this period.
Banking sector’s activity is stabilizing but will not provide a significant
expansion lending to the economy.
Effect of price competitiveness increasing, which emerged in 20142015's in the result of devaluation will be negated.
The growth rate of goods import will be limited by the dynamics of the
hryvnia exchange rate and domestic demand. Thus, "import capacity" of
final households’ expenditures will be reduced. Increment of imports will
happen mostly due to growth in investment goods, which positively affects
the launch of modernization in certain activities.
In case of non-fulfillment of these and other terms of this scenario
implementation, economic activity in Ukraine will be characterized by a
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considerable aggravation of macroeconomic imbalances, under the existing
linkages and proportions. In particular, there will be a gradual increase in the
current account deficit. As a result, trade deficit during the forecast period
can be more than 10-18 US billion dollars. This is associated with structural
defects of the national economy:
• high import part in the cost structure of industrial production, lack of
competitive offers of investment destination product on the domestic
market;
• high import elasticity by income, namely households’ spending
structure is changing in the direction of goods and services consumption
growth in terms of increasing income of households, offer of which is
formed, as previously, mainly due to import on the domestic market;
• the use of large-scale schemes withdrawal of capital from the country
because of price distortions in foreign operations. Even if the prices or
volumes of certain products reach the level, which provides an increased
profitability, there is a practice of funds withdrawal to controlled foreign
companies in low tax jurisdictions. However, even a partial repayment
through direct or portfolio investments does not offset the accumulated
imbalances.
Previous periods of economic growth, particularly in 2003-2004 were
not characterized by such imbalances' aggravation, but the conditions of the
economy differed significantly at that time from conditions that are expected
over the forecast period. In particular, among the conditions that contributed
to the rapid growth in 2003-2004, the following ones should be noted:
• lower natural gas prices;
• no restrictions on internal measures, concerning domestic producers
protection , including those that are currently functioning, according to
WTO requirements;
• lower debt burden level on the economy5, etc..
According to our estimation, this forecast has a significant drawback,
The level of external debt rose from 47% of GDP in 2003-2004 to 77%> of GDP in 2011-2012 and 91%
of GDP in 2015.
5
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which consists of the fact that Ukrainian economy will not allow neither to
reduce the existing disproportionality in consumption, in case of growth by
2-3% over the next five years, which will further exacerbate the problems in
living standards, nor to significantly advance towards the realization of our
plans for European integration, which will negatively affect the population’s
mood and social peace.
Ukraine needs the economy, which will be increasing not less than by
5% on an average measurement during the years of 2016-2020. Exactly this
rate of growth will be able to start eliminating significant imbalances, which
have gathered both in consumption and in accumulation spheres. That is
why, in Section 2 of this Program target forecast is presented with the above
mentioned guidelines and then the content of economic policy is outlined,
the implementation of which will allow to succeed.
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1.6. TARGET MACROECONOMIC FORECAST AND TERMS OF
IMPLEMENTATION OF THE POLICY OF THE ACCELERATED
ECONOMIC GROWTH
1.6.1. THE PRINCIPLES OF THE NEW ECONOMIC POLICY AS TERMS
OF IMPLEMENTATION OF THE TARGET FORECAST
Achieving consistently high economic growth in Ukraine in the medium
and long run, as envisaged with the vision of Ukraine-2035 in Program of
modernization, is possible only through the implementation of
modernization trends that provide structural changes in the economy based
on innovation. It is assumed that structural changes are able to give
synergistic effect of economic growth, which may allow to achieve high
performance in dynamics while preserving the rigid financial growth and
investment constraints.
ACTIVATION OF AGGREGATE DEMAND
A) Support for exports and adjustment to competitive challenges of the
post-crisis world
A significant level of openness of the Ukrainian economy and a large
proportion of export-oriented industries are causing objectives of effective
use of export potential. Focusing on the need of increasing exports as one of
the key levers of economic growth recovery in the short term, Ukraine
should take into account the loss of Russian markets and limited prospects
for entry into the European markets and the need to intensify efforts for the
development of the markets of third countries.
Measures to export support include:
•
assigning an authorized bank for export loans, the details formation of
which is given in a separate unit, and the formation of special regulatory
requirements for export credits;
•
revitalization of Ukraine trade offices abroad together with the
Chamber of Commerce to provide comprehensive support in promoting
Ukrainian products
in foreign markets, using the opportunities of expanding exports due to a free
trade zone of Ukraine and the EU, participation of Ukraine in international
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humanitarian operations, operational monitoring promising areas of
cooperation, the dynamics of demand in advanced markets, etc.;
•
deepening trade and industrial cooperation within the framework of
Ukraine's participation in regional and international economic integration
formations;
•
creating mechanisms to facilitate entry of small and medium companies
to the markets of EU countries and other countries on a "one stop shop",
providing them support package to promote their products to foreign
markets;
•
simplifying customs procedures and intensifying the fight against
smuggling;
•
guarantee of rapid VAT refund to exporters;
•
promotion and direct participation of the state in providing information
about the possibilities of Ukrainian exports to major countries and potential
trading partners;
•
increased use, including resources of the state, on the participation of
exporters in international exhibitions and fairs;
•
empowering local authorities to facilitate the process of deepening
cross-border cooperation;
•
significant improvement in logistics in the way of promotion of
Ukrainian goods and services for export;
•
facilitating access of Ukrainian producers of equipment and weapons to
foreign markets.
B) Expanding the capacity of the internal market
Increasing the capacity of the domestic market will be held by maximizing
simplification of market access for Ukrainian producers, optimization of
trade flows and pricing based on competition development. This will be
possible because of some factors:
•
increasing the level of basic social standards, conducting their periodic
indexation and a corresponding increase in real income, and therefore purchasing power of the part of the population;
•
reduction of income differentiation of citizens which empowers poor
consumption of wide layers of population, whose
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demand is more focused on the production of domestic production;
•
combating monopolisation trends in retail and strengthening the
uniformity of access to the trading network of the regional dimension by
spreading the practice of creating local government institutions, trade,
restoration of consumer cooperatives in remote rural areas etc.;
•
creating conditions for open dissemination of marketing information and
equal access to all market participants across the Internet resources of state
government (or a separate web portal), a partnership with the Chamber of
Commerce and other business associations in receiving and disseminating
information about available supply and demand, prices, investment proposals;
•
revitalization of the Antimonopoly Committee procedures by
improving the detection and suppression of anticompetitive practices,
including involvement of cooperation opportunities with business
associations to monitor competition in the industrial markets;
•
guarantee of maximum competition and transparency in public
procurement procedures through the dissemination of electronic trading,
expanding channels of information on the expected purchases, providing free
access to information about the results of procurement through single Web
portal using public services;
•
achieving economic justification for the pricing of goods and services
of natural monopolies through an independent audit and a reasonable
regulation of their activities;
•
popularization and expansion of programs promoting energy
modernization of housing with partial compensation or preferential crediting
of individual costs, as well as with the involvement of international financial
support (for low-income families) with assistance for the purchase of
materials and equipment of domestic production;
•
achieving a stimulating effect on economic growth, increasing
spending on defense and development of the Armed Forces of Ukraine
(AFU) for the purchase of both arms and military equipment of Ukrainian
production and dual-use goods (machinery, equipment) and other items of
material supply of the AFU by providing free access to tenders, competitive
procurement,
preference
for
Ukrainian
producers,
preventing
monopolization of supplies, etc.;
• direct implementation of public procurement and promotion of
implementation of enterprises products of measures
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for the reconstruction and operation of the areas affected in the ATO;

guarantee of adequate protection of domestic market from counterfeit
and imported smuggled products by means of the introduction of modern
customs procedures, removal of trade network of counterfeit products,
involving industry associations of entrepreneurs to identify the facts of
realization of contraband and counterfeit goods on the domestic market;
•

promoting the dissemination of information about existing product
supply of domestic manufacturers, the advantages of Ukrainian products,
etc.
•

C) Transition to "friendly economic growth" tools of macroeconomic
stabilization
Ensuring stable growth of money supply as the basis of aggregate demand
activation requires simultaneous application of anti-inflation levers of
influence and increase of the money supply for development.
Macroeconomic stabilization measures should be favorable for economic
growth to create the foundation for the next transition to positive structural
changes. Therefore, they should be based on these priorities:

expanding target criteria of the National Bank by implementing a
flexible inflation targeting, in which the existence of the primary objective to
maintain low and stable inflation is complemented with goal to achieve
stable dynamics of the real economy, and the main mission of monetary
policy is to ensure sustainable economic growth in the long run for different
macroeconomic conditions2;
•

developing transparent mechanisms for the recapitalization of
commercial banks and their consolidation through mergers and acquisitions,
overcoming problems of insolvency and recovery on this basis the positive
dynamics of deposits of citizens, which will reduce inflationary pressure
from cash money;
•

•

2. Svensson L. E. O. (2000). Open-Economy Inflation Targeting // NBER Working Paper. No 6545.
•
Gambacorta L., Signoretti F. M. (2013). Should Monetary Policy Lean Against the Wind?
An Analysis Based on a DSGE Model with Banking BIS Working Papers. Monetary and Economic
Department. No 418. July .

Project____________________________________________________________________________

77

expanding the functions of the NBU with laying on it functions of setting
adjustment coefficients on banks deposits in Deposit Guarantee Fund depending on
interest rates on deposits, and threshold levels can be set to focus on the actual
interest on loans and deposits in the top 10 safest banks in Ukraine;
•
implementing additional tools to attract free cash in the retail market - by
selling domestic bonds, foreign bonds, trust loans, including local level;
•
forming effective interest rate corridor of NBU short-term rates, inside of
which there should be the rest of the money market rates: the refinancing rate
on "overnight" loans should be maximum among all the bids (the level must
have free nature), and the rate of NBU mobilization of "overnight" deposit
should be minimum;
•
avoiding excessive fluctuations of hryvna exchange rate through
determination of NBU comprehensive powers and instruments to rapid response to
speculative currency transactions and exceeding the maximum permissible
exchange rate fluctuations, ensuring transparent conditions of currency
transactions;
•
development of instruments of currency risk insurance, which can reduce
inflation expectations;
•
using public procurement and commodity interventions to regulate prices
for socially sensitive markets;
•
carrying out active communications of the NBU members with the
public, aimed at improving financial literacy, explaining the decisions of
the NBU, the public justification of their prospects and transparency of
monetary policy, which generally will provide positive expectations of
market participants.
•

Support of aggregate supply
A) Deregulation of business activities and promotion of
entrepreneurship development
Implementation of business potential is able to give immediate effect
due to a decentralized activity, primarily of small business, even in case of
insufficient improvements in the size of aggregate demand through flexible
adaptation to the requirements of demand and savings on transaction costs.
Overcoming obstacles of small businesses development and stimulating
entrepreneurial behavior will happen as a result of:
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radical reduction of licensing and registration procedures by making their
proceedings solely in the technical plane (declaration by an explicit principle of
voluntary acknowledgment or register list, licensing restriction, etc.). At the
same time compensation of possible risks of control reduction should be
ensured by state supervision replacement in certain sectors of economic
activity by damage compensation mechanism by economic entities;

maximum simplification of procedures for starting a business and its
economic activity support via distribution practices of electronic administrative
services and the introduction of contactless electronic document management;

conducting public, not selective, consultations with business and
interested groups on the contents and norms of current and new regulatory acts;

introducing transparent mechanisms of responsibility of state supervision
over the losses incurred to the business entity of unlawful acts or omissions;

formation of modern financial business support infrastructure, primarily on the basis of micro-credit, by providing authorized bank and attracting
international technical assistance. Alternatively, the formation of a separate
financial institution is possible whose supervisory board and a part of its
management will be presented by leading European financiers, and that will
carry out the distribution of international funds and guarantees of Ukrainian
government;

reduction of privatization and rent-free premises and other property of
industrial and non-industrial purposes, for new or expansion of existing
businesses;

creating conditions for attracting small businesses to government
procurement along with large enterprises, which can be achieved by strict
adherence to the principles of competitive procurement, as well as the
introduction of mandatory quotas to attract small businesses for large
purchases;

creating conditions to facilitate the release of small businesses to foreign
markets through the promotion of export consortia of small businesses,
providing guidance and legal support involving foreign missions, engaging
mechanisms for cross-border cooperation and empowerment of local
authorities in this area, etc.).
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B) Stimulating investment activity to promote the positive structural
changes

Achieving sustainability of economic growth through adequate
regulation of aggregate supply to demand growth will be due to qualitative
structural changes on the basis of the best possible system policy of
development and mobilization of all potential sources of investment
resources for development of Ukrainian economy.
The ability of domestic enterprises to accumulate their own investment
resources will increase due to:

improvement of amortization policy;
 the introduction of tax incentives for investment;
 stricter control of public enterprises and enterprises with state shares in
order to concentrate resources on modernization investments;
 development of industrial parks, technology parks, technopolises as
modern development institutions;
 restoration of practices to create areas with special tax regime agreed
with EU norms.
The investment climate will improve and motivation to invest will
increase, which will be contributed by:








ensuring strict compliance with the law, especially the guarantees of
private property rights;
recovery of efficiency of judicial protection mechanisms and other
tools of resolving commercial disputes;
further weakening of the regulatory burden and simplification of
administrative procedures (eg, based on spreading electronic
governance);
disseminating information about available investment proposals and
potentially attractive terms of investment, providing support in
development of investment proposals by local communities;
arrangement of spreading information about the situation and problems
of economic development, ensure the predictability of the dynamics of
key macroeconomic indicators and transparency of plans and priorities
in state policy;
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expanding the network of of business communications that facilitate
the exchange of experience of practical investment, distribution of
information on market demand, the formation of investment
consortiums, etc.

The amount and proportion of funding investment process will rise
through bank lending, whose expanded content policy is set out below in a
separate section, thanks to:









improving mechanisms of refinancing of commercial banks;
expansion of NBU levers on commercial banks interest policy;
formation of specialized banks for targeted lending, primarily investment and export, and - innovation, mortgage, regional,
municipal, small business banks;
the involvement of state banks to finance immediate development
goals;
formation of specialized institutions (State Development Bank, the
State Regional Development Fund, etc.);
the introduction of mechanisms of preferential crediting investment
projects in strategic areas of the country that are defined by
corresponding legal acts;
development of long term crediting of individual investments,
including energy efficiency of housing, education, housing etc.;
narrowing through appropriate regulatory opportunities instruments for
commercial banks to obtain profit from lending on speculative
operations.

There will be involvement of cash household savings in economic
turnover due to:
 deliberate actions of the state to restore public confidence in the
banking system through a balanced policy of consolidation of banks;
 implementation of commitments on government guarantees to
depositors of failed banks, including and first of all through the sale of
their assets in a transparent manner and with the participation of civil
control for their realization;
 implementation of alternative financial instruments of concentration of
savings (certificates of deposit, trust loans, etc.);
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creation of local financial institutions to finance the needs of the
community (municipal banks, local development funds, public charities,
etc.);
dissemination of tools of compulsory and voluntary insurance.

Obtaining heightened effect of increasing the rate of savings will be
provided by activation of budget investment to a level that is typical for the
EU, which has a higher multiplier effect on economic growth. Achieving a
hard target direction of budget expenditures development will be provided
with:











implementation of public investment through specialized development
institutions;
full implementation of the principles of medium-term budget planning
and government investment strategy on project basis and their focus on
priority areas;
increase in the efficiency of state property management;
restoration of national development instruments;
implementation of investment programs of adjustment / modernization of
the production of enterprises in the defense economic sector with a focus
on future expansion of exports of arms and related materials;
implementation with the support of international technical assistance of
modernization programs in key sectors of the wider domestic producers;
co-financing important projects in partnership (combining funds of
central, local budgets and private investors), primarily in the areas of
housing and communal services, energy conservation measures, measures
to protect the environment, providing educational services, research, etc.;
improving the criteria and mechanisms of providing state guarantees for
loans to finance the innovative projects;
the introduction of specialized investment institutions of local
development and dissemination of public control of the use of local
development budgets.

State support (tax and credit benefits, budget financing, information
support) should be focused on a number of
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projects that are carrying out systematic impact on reforming the economy
and society, including:

energy conservation;

alternative energy sources;

technical and technological modernization of infrastructure;

introduction of digital technology;

reforming housing and communal services;

restructuring of the technical regulation according to European
technical regulations.
The negative expectations and unreasonable fears of foreign investors are
expected to overcome and there will be intensive recovery of dynamic
foreign investment. That will be possible due to:

new investment policy;

purposeful work of the government to attract foreign investments,
including system investors based on direct agreements with the government
and international (including political) guarantee;

introduction of program principles for financial support and attraction
of credit funds with appropriate institutional conditions of control and
guarantees of cost-effectiveness ( "Marshall Plan for Ukraine");

maximum simplification of procedures related to the launch of the
investment project, including when receiving land for construction of
industrial infrastructure;

arrangement of special rights and interests of investors (through "single
investment window" instruments, introducing "investment ombudsman"
institute to ensure objective and consistent with international practice dealing
with legal disputes);

use of local potential attraction of financial resources (as well as for
small and medium enterprises) in the cross-border cooperation and
participation in the programs of the European regions development and other
international programs;

empowerment of local authorities to attract investment at the local level
on the basis of decentralization;

initiating the development and adoption the Foreign Investment Code
together with the community of foreign investors in Ukraine, which will
regulate standards of behavior of transnational corporations in Ukraine, the
mechanisms of administrative control over their performance and
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commitment of the State to ensure proper business climate.
1.6.2. TARGET FORECAST OF THE ACCELERATED ECONOMIC
GROWTH FOR THE PERIOD OF 2016-2020
In the scope of the possibilities of accelerated economic growth in
Ukraine in 2016-2020, according to the necessary changes in the economic,
investment, innovation, fiscal, monetary, monetary, export policy, politicy of
labor remuneration, human development support politicy, we have
developed a target scenario of Ukraine's GDP growth at 5% on average
during the 2016-2020 years.

Ukraine's GDP growth at 5% on average for the period 2016- 2020
(Table. 1.5.) can be achieved, as in the previous version of the forecast, in
conditions of finding a political compromise and settlement of armed
conflict. The economy in this embodiment of a forecast should receive a
powerful impetus to speed up economic growth as a result of policies aimed
at promoting investment activities, exports and expanding domestic market,
including using sponsorship of donor countries and loans from international
financial organizations and state funding and financing investment aimed at
developing industrial infrastructure while using the financial resources of
Ukraine received as a result of the policy of legalization and return of the
country's derived capital and stimulating private investment in business
development that meets the strategic interests of Ukraine's economic
development.
Thus, for acceleration of economic growth in Ukraine in 2016- 2020 it is
necessary to:

support, in any case, macroeconomic stability;
 overcome the downward trend of the dynamics of private investment
and consumer demand components;
 ensure growth of fixed capital standards to the level of 19-21% at the
end of the forecast period after 2020 - an increase of 25-30%;
 ensure the stability of the real effective exchange rate and price
competitiveness of Ukrainian products in foreign and domestic
markets;
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change monetary policy in order to guide it to the objectives of
accelerated economic growth;
 achieve the positive effect of the introduction of the Association
Agreement between Ukraine and the European Union including
through negotiations on technical regulation, non-tariff barriers for
Ukrainian goods, etc.;
 ensure the activation of aggregate demand by supporting export
activities and adaptation to the competitive challenges of the post-crisis
world, expanding the capacity of the internal market;
 provide support of aggregate supply through further deregulation of
business activities and promoting entrepreneurship, promoting
investment activities and ensuring positive structural changes through
structural policy, improving conditions for the development of human
capital and raising incentives to increase productivity;
 form a social consensus around the goals of structural modernization.
The analysis of economic forecasts for the target scenario presented in
the Table. 1.5. which can be a result of implementation of the policy of
accelerated economic growth, shows that during the 2016-2018 period
mainly export-dependent model of Ukraine's economy will basically remain,
as its fundamental change within such a relatively short period is not
possible because of the high inertia for change, taking into account high
correlation dependence of the dynamics of world prices for steel, grain,
chemical fertilizer with the dynamics of theGDP of Ukraine.
At the same time, achieving dynamic growth of Ukraine's GDP based on
external factors only is doubtful because of the expected preservation of
slow dynamics of the global economy, the lack of growth in prices for steel
and grain.
In such circumstances it is important to focus on the current economic
policy in terms of product and geographical diversification of exports and
especially important to warm up the internal market by approaches aimed at
raising aggregate demand, aggregate supply, changes in the policy of public
investment, monetary policy, monetary and banking development policy and
tax policy, the proposals of which are submitted in this Program.
Since the second half of 2016, a large-scale investment campaign it is
necessary and as a result, expanding investment in Ukraine. The growth rate
of gross fixed
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capital formation during the 2016-2018 shall reach at the end of the period
14%, and in 2019-2020 years – more than 18-20%, which is the initial
condition for accelerating economic growth.
It should be noted that these figures are the key and the most important
among all the other factors that should ensure economic growth of 5% on
average for the 2016-2020 (Tab. 1.5).
To accumulate investment resources of the state, other than debt and
emission sources, it is offered to compliance, on the one hand, with strict
economy budget expenditure, and on the other hand the maximum increase
in state spending on capital expenditures (development budget) to the level
of 5.6% of GDP.
TABLE 1.5. TARGET SCENARIO (GDP GROWTH OF 5% ON
AVERAGE FOR THE PERIOD OF 2016-2020)
2014
National accounts
Real GDP

2015

2016

index (%, annual change)

2017

2018

2019

20162020

2020

-6,8

-10,6

1,6

4,8

5,7

6,2

6,5

5,0

- private

-9,6

-12,5

0,3

4,4

5,7

7,0

8,1

5,1

Gross fixed capital
formation

-29,2

-15,0

5,0

9,5

14,2

18,7

20,8

13,6

Consumption
- state

0,6

5,3

4,8

4,3

3,5

3,0

2,5

3,6

Release of certain economy
index (%, annual change)
sectors
Agriculture

2,9

-0,1

3,5

3,8

4,4

2,5

6,0

3,8

Industrial production

-10,7

-12,8

3,3

7,2

9,5

10,7

11,1

8,2

Inflation

index (%)

Consumer prices index:
(average per year)

12,1

48,6

22,2

13,2

9,0

5,7

5,0

11,2

(December to previous year
24,9
December)

51,5

12,1

-

-

-

-

-

17,1

39,3

25,7

15,4

11,1

7,1

5,5

13,0

Producer price index:
(average per year)
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(December to previous year
December)

31,8

State finance

% of GDP

40,7

20,2

-

-

-

-

-

Consolidated budget revenues 29,1

28,8

29,3

30,0

30,7

31,0

31,1

30,4

Consolidated budget
expenditures

33,4

34,9

33,8

33,1

32,9

32,5

31,6

32,6

Balance of consolidated
budget

-4,3

-4,8

-4,5

-3,1

-2,2

-1,5

-0,5

-2,4

Domestic state debt

29,6

31,8

35,3

41,3

44,8

43,8

41,8

41,4

5,7

8,0

8,5

10,0

12,0

14,0

10,54

Money supply (M3)
(December to previous year 5,3
December),%

12,523,4

30,3

33,9

34,7

36,2

38,2

34,6

Unemployment rate, in % of
the economically active
8,7
population aged 15-70 (ILO)

10,2

8,7

7,5

6,4

5,2

4,1

4,5

The average wage per one
full-time employee,
-6,5
% of growth of the previous
year

-22,0

-1,1

4,5

5,6

6,8

7,0

4,7

The exchange rate, of UAH /
11,9
USD. USA (period average)

22,2

24,0

25,0

25,5

26,0

27,0

25,5

Current account balance,% of
-4,0
GDP

-1,7

-1,21

-1,20

-1,19

-1,15

-1,10

-1,17

49,6

54,5

50,0

51,5

52,3

53,0

55,0

52,4

53,7

57,5

52,9

54,7

55,7

56,5

58,7

55,7

-4,1

-3,0

-2,9

-3,2

-3,4

-3,5

-3,7

-3,3

8,8

9,5

11,3

14,5

16,0

18,0

20,0

16,6

Money and credit
Monetary base (December to
8,0
previous year December),%

Social indicators

External sector

Volume of commodity and
services export, % of GDP
Volume of commodity and
services import, % of GDP
The balance of goods and
services, % of GDP
Gross international NBU
reserves, bn USD (end of
period)

Project____________________________________________________________________________

87

Accelerated economic growth is to become the result of a deliberate
policy to stimulate economic growth, which should give the latter direction
that meets the challenges of global competition and European integration of
Ukraine and ensures progressive structural changes in the economy, the
forecast of which for the period to 2020 is given in the next section.
1.6.3. SECTORAL STRUCTURE OF THE ECONOMY IN 2020

STRUCTURAL PROBLEMS IN THE RESUMPTION OF ECONOMIC
GROWTH OF UKRAINE

The main problem of the Ukrainian economy is, as mentioned in
paragraph 1.3.1., the formation of consumer models of its development and,
as a result, the decline in gross savings and extremely dangerous curtailment
of gross fixed capital and accordingly the conservation of production
structure, resulting in distortions in the formation of sectoral structure of
gross disposable income (hereinafter – GDI).

Among them are:
1.
Concentration in recent years of the lion's share of GDI in the
household sector, which was a factor in the excessive growth of final
consumption expenditure in the GDP structure.
2.
Unsatisfactory level of GDI of general government sector, which leads
to the shortage of resources for collective and individual services, as well as
formation of negative gross savings.
3.
Critical reduction in GDI non- financial corporations (up to 2% of its
total volume in 2013 instead of expedient 12.5%) due to the lion's share loss
of profits through channel from property income (12% of GDI);
4.
Substantial budgetary costs to support unprofitable state non- financial
corporations and the use of scheme of obtaining capital transfers for debt
resolution.
The distortion of the structure and formation of GDI and provoked by
this deformation of the structure of GDP final consumption led to
corresponding changes in the structure of aggregate supply as well.
If during 2009-2013 in GVA structure the share of services was
gradually increasing, that was helped not only by production decline in
construction,
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but also by growth in service provision, in 2014 the share of services in
GVA decreased by almost 2 p.p. Primarily decline in revenues affected the
scope of educational services, professional and scientific activities,
information and telecommunications. According to the first half of 2015
compared with the corresponding period in 20143, falling for these types of
services exceeded the average reduction in GVA, which resulted in a further
reduction of their relative weight in the gross value added (Table. 1.6.).
Saving and even increasing the share of services in electricity, gas and
housing and communal services in the GVA of 2014-2015 were caused by
the action of two opposing factors: firstly, a significant decrease in volumes
of related services, and secondly, the sharp rise in prices / tariffs on them in
the background of a significant reduction in income for all categories of
economic agents during this period. Of particular note is the sharp increase
in tariffs for housing and communal services and supply of natural gas at the
beginning of 2015 (216% and 475% respectively), primarily this is the result
of a government policy on targeting 100% of the first level of cost
compensation rates of corresponding services.
TABLE 1.6. PROPORTION OF INDIVIDUAL ACTIVITIES IN
GROSS VALUE ADDED,%*
2014
Agriculture, forestry and fisheries

11,8

Processing industry

13,1

Mining and quarrying development
Electricity, gas, steam and conditioned air supply
Water supply; sewerage, waste management
Construction

5,8
3,4
0,5
2,6

Wholesale and retail trade; repair of motor vehicles and
16,4
motorcycles
Transport, storage, postal and courier activities

8,0

2014

2015

І half-year

І half-year

6,6

6,4

4,9

14,1
3,7
0,6
2,6

16,8
8,5

6,1

14,2
3,8
0,6
2,2

17,3
9,0

З
Excluding the temporarily occupied territory of the Autonomous Republic of Crimea and Sevastopol and the
zone of antiterror operations
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Temporary arrangement of catering

0,7

0,8

0,8

Financial and insurance activities

5,1

5,9

5,5

Information and Telecommunications
Real estate

Professional, scientific and technical activities
Activities in administrative and support services

3,5
7,5
3,2

3,8
8,2
3,3

4,0
8,2
3,1

1,3

1,4

1,4

5,5

5,6

5,7

Education

5,7

6,6

5,7

Art, sport, entertainment and recreation

1,0

1,1

0,8

State administration and defense; compulsory social
insurance
Health care and social assistance
Providing other services

4,1
0,9

4,4
1,0

4,4
0,8

* In basic prices
Calculated according to the State Statistics Committee of Ukraine
Electronic resource — http:/www.ukrstat.gov.ua/

These factors have caused and an increase of 1 pp of the relative weight
of electricity, gas, steam and conditioned air in the structure of sold products
industry in January - August 2015 compared to the corresponding period of
2014. At the same time, the relative weight of food industry decreased by 2
pp, engineering by 1 pp. Although generally in the structure of sold products
industry the operating natural production share slightly decreased (by 0.7 pp)
it should be noted that this was not a result of growth in high technology
activities, but because of reduced production because of falling demand
crisis. In the structure of the industry medium and low technology
production dominates, which leads to high specific resource consumption
and energy intensity, inefficient structure of Ukrainian exports and a stable
significant reduction in the share of GVA in gross output of industry.
At the same time the relative weight of innovative products, which is
extremely low, tends to reduction, and only about a quarter of new
technological processes is resource-saving.
Under such trends in the changing structure of the economy to achieve
accelerated economic growth will be impossible, so we have developed a
forecast of structural changes in the economy, which is aimed at initiating
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significant structural changes and accordingly the proposed components of
economic policy, which, in our opinion, will provide necessary changes in
the structure of gross added value by type of operations.
FORECAST OF STRUCTURAL CHANGES IN ECONOMY OF
UKRAINE
Forecast calculations were based on the orientation to implement
policies aimed at ensuring faster pace of growth of the investment
components of the restoration of positive dynamics of consumer demand
based on real income growth, but at a pace that significantly slower than
dynamics of gross fixed capital formation, reduction of energy and capacity
resources the economy of Ukraine, the use of export opportunities and
maximum use of potential of import substitution.
Structural changes in the economy will be directed to increase the share
of medium and high-tech industries and the creation of the material basis of
service that will gradually increase economic efficiency.

When forecasting consumer domestic demand it was assumed that:
 real incomes will increase on a background of reducing differentiation
of the population by income level, which will increase the level of
basic social standards;
 activity of the banking sector of economy will be stabilized and will
ensure the expansion of lending to the economy, including natural
persons;
 the average annual hryvnia exchange rate will increase by about 4.2%
and will reach an average of 26 UAH for 1 USD. USA.
In this case, under conditions of deep decline of Ukrainian economy in
2014- 2015 and limited resources, initially economic growth will mainly
have restorative nature. Domestic consumer demand will slowly continue to
grow as a result of a slight wage growth and an increase of real household
incomes. The dynamics of private demand will significantly concede pace of
growth in consumer spending of the general government sector, but will
provide excess of the level in 2013 (Table. 1.7.).
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TABLE 1.7. GDP GROWTH,%, 2013 = 100
2013

2014

2015

2016

2017

2018

2019

2020

GDP

100

93,2

83,9

83,9

87,3

92,1

98,7

106,9

- households

100

90,4

79,1

79,3

82,8

87,5

93,7

102,5

- general government sector

100

100,6

105,9

111,0

115,8

117,8

119,4

120,5

Gross fixed capital formation

100

70,8

60,2

63,2

69,2

79,0

93,8

113,3

Final consumption
expenditure

It is expected that in the final consumption expenditure of households
there will be increase of the share of food and light industry, social activities,
construction which will be mostly related to the accelerated implementation
of energy saving policy, which requires carrying out work on insulation,
primarily buildings and dwellings reorientation of gas heating (primarily in
the private residential sector) to alternative forms of heating and stimulate
demand of the population especially for products and services of domestic
production (housing, education, health health).
Significant accelerated demand growth of general government sector in
the forecast period is mainly caused by the need to strengthen the national
armed forces, rearmament of the army and navy, which involves the
appropriate changes in the consumption pattern in favor of engineering, food
and light industry, agriculture.
Due to the implementation process of import substitution, the share of
imported products and services in the amount of final consumption will
decline from 13.7% in 2013 to 12% in 2020 (including household
expenditure from 17.1% to 15.5%) and the total volume of imports of
consumer goods and services by 6.9%.
At the same time the limited investment resources will slow down
import of fixed capital formation. Before deploying the crisis, imports of
investment goods covered 40% of the annual gross fixed capital formation in
general, and machinery and equipment coverage was 94%. Overall, the
market of engineering products, taking into account both final and
intermediate demand, imports covered 70%. Up to 2020 the import
substitution of engineering products can be slightly activated, as the
structural changes of this type
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require significant investment, the effectiveness of which will be felt over
time.
It is expected that hryvnia devaluation will decelerate with gradual
appreciation of the US dollar to 27 UAH in 2020, capital outflows will decrease
and costs to restore the destroyed infrastructure and businesses will increase. All
this has to affect the growth of gross fixed capital formation (GFCF), as well as
increasing the share of construction to 3.1% in 2020, which in 2014 in relation
to gross value added was 72.6%. This will be a stimulating factor for the
internally oriented production. Since, as mentioned above, the increase in
construction is almost not accompanied by growth in imports, however, gives a
significant multiplicative effect on the growth of internally oriented production.
The dynamics and structural changes in aggregate demand will result in a
corresponding impact on the dynamics and structure of production by major
kinds of activities. The growth rate of the main activities during the 2016- 2020
will gradually increase by recovery and growth in consumer demand (primarily
general government sector), and the accelerated growth of gross fixed capital
formation, which is expected in 2019-2020 years.
That is the nature of the recovery of positive dynamics of production (by
increasing effective demand) with the intensification of investment activity will
be supplemented with innovative ones.
Value of processing industry in the gross value added should significantly
increase from 13.1% in 2014 to 19.2% in 2020.
Keeping the tendency of import substitution will begin to spread on goods
of intermediate consumption, especially in the food, light industry and
pharmaceutical industry, the wood processing sector, construction, health care,
which generally will decelerate imports increase. Significantly slower pace than
the demand of the domestic market will take imports of light and pharmaceutical
industries, construction materials, computer programming.
Although the in general Ukraine has significant potential for import
substitution, to 2020 it is projected to reduce the import component of domestic
consumption of 1 -1.2 pp. Even such a reduction in import capacity will provide
a significantly slower growth of imports compared to GDP and export growth
and will lay the positive trend of the economy.
The export potential of the agricultural sector of Ukraine, food, light and
pharmaceutical industry will be used more fully. Although the loss the market of
Russia in the use of export potential of engineering and
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metallurgical complex is not going to be fully compensated to 2020, but
Ukraine increasing its presence in other world markets will gradually
recover export volumes and improve its commodity structure.
The overall increase in the share of processing industry in exports will be
driven by a significant increase in the proportion of food products, as well as
a slight increase of wood processing and pharmaceutical industries,
construction materials and fabricated metal products.
These trends, as well as the corresponding changes in the structure of
demand and gross fixed capital formation will allow to determine the
dynamics and the corresponding positive changes in the structure of the main
economic activities to 2020 (Table. 1.8.).
ТABLE 1.8. COMPARATIVE STRUCTURE OF GROSS VALUE
ADDED BY ECONOMIC ACTIVITY, %*
2014

2020

2020-2014,
change, pp

Agriculture, forestry and fisheries

11,8

8,9

-2,9

Processing industry

13,1

19,2

6,1

Mining industry and quarrying development
Electricity, gas, steam and conditioned air supplies
Water supply; sewerage, waste management
Construction

Wholesale and retail trade; repair of motor vehicles and
motorcycles

5,8
3,4
0,5
2,6

5,7
3,3
0,5
3,1

-0,1
-0,1
0,0
0,5

16,4

14,8

-1,6

Transport, storage, postal and courier activities

8,0

7,1

-0,9

Temporary arrangement of catering

0,7

0,9

0,2

Financial and insurance activities

5,1

4,6

-0,5

Information and Telecommunications
Real estate activities

Professional, scientific and technical activities

3,5
7,5
3,2

4,0
7,0
0,8

0,6

-0,5
-2,4
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Activities in administrative and support services

1,3

1,3

0,0

Державне управління й оборона; обов’язкове соціальне
5,5
страхування

5,8

0,3

Education

5,7

5,5

-0,2

Health care and social assistance

4,1

3,5

-0,6

Arts, sports, entertainment and recreation

1,0

0,9

-0,1

Provision of other services

2,9

2,9

0,0

* Market prices

The most significant growth is expected in the information and
telecommunications and, as already mentioned above, in public
administration and defense. Among the industrial activities the most notable
growth is expected in the pharmaceutical, light industry, food industry,
construction materials, fabricated metal products, computer, electronic and
optical products, which will lead to some increase in the relative weight of
these activities in the total production and GVA.
Structural changes to 2020, which will be launched, and as illustrated by
the table. 1.8., most significantly will affect compared to 2014, the relative
weight in the gross added value of manufacturing, public administration,
defense and compulsory social insurance. And activities such as wholesale
and retail trade, agriculture, forestry and fisheries, professional, scientific
and technical activities will resume position of crisis in 2014 to pre-crisis
level in 2013.
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Tax/
Regulation

Slovakia

Bulgaria

Monetary control

There are no restrictions
on the import / export of
capital and repatriation
of profits in any
currency

There are no restrictions
on the import / export of
capital and repatriation
of profits in any
currency

There are no restrictions
on the import / export of
capital and repatriation
of profits in any
currency

Income tax

General rate - 19%

General rate— 22%

10%

Tax on dividends

19% - for non-residents
if there are no
international agreements

Absent

5% — for non-residents

Tax on capital gains
(capital gains)

19%

22%

10%

Interest income

20% - for non-residents
if there are no
international agreements

19% - for non-residents,
35% - for offshore if
there are no
international agreements

10% — for nonresidents

Loss reimbursement

Poland

Countries

Attributing to costs
during 5 years
Attributing to costs
during 4 years (reduced
from 7 years)
Attributing to costs
during 5 years

Attributing to costs
during 4 years (reduced
from 7 years)

) Attributing to costs
during 5 years
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Belarus
There are no restrictions
on current transactions
and capital flows of
non-residents,
operations with capital
residents need
permission of the
National Bank of
Belarus.

18%

12%

12%

Turkey

Countries

There are no restrictions
on the import / export of
capital and repatriation
of profits in any
currency

China

Ukraine

Hard currency control,
but there is movement
towards liberalization

NBU license for foreign
economic activity,
mandatory sale of 75%
of foreign exchange
earnings, in some cases
for external payments
only their own foreign
currency can be used.

Basic rate - 25%; special
rates for certain small
General rate - 20%,
businesses - 20% or
reduced rates for certain
10%; for high-tech
General rate - 18%
sectors (investment
enterprises and other
(excluding agriculture)
incentives)
types of businesses
which the state
encourages - 15%
10% for non-residents
15% - for non-residents 25% on dividends from 15% - for non-residents
if there are no
non-resident, if there are
if there are no
international agreements
no international
international agreements
agreements.
10% for non-residents
15% - for non-residents 25% on dividends from 15% - for non-residents
if there are no
non-resident, if there are
if there are no
international agreements
no international
international agreements
agreements.

-

0% for non-resident
holding companies

-

15% — for nonresidents.

Attributing the costs for
10 years

Attributing the costs for
5 years

Attributing the costs for
5 years

Attributing the costs for
indefinitely
term
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Tax/
Regulation

Royalties

Countries
Poland

Slovakia

Bulgaria

20% — for non-residents 19% — for non-residents 10% — for non-residents

Social contributions /
payroll tax

Social contribution 35% on SP

Social contribution —
35,2% on SP

Social contribution —
30,7-21,4% on SP

"Thin" capitalization thecapitalization (interest
assignment boundary on
loans for consumption
tax purposes)

Interest expense in the
calculation of the debt /
equity of less than 1: 1
(50% / 50%)

Interest expenses for no
more than 25% of
EBITDA

Interest expense in the
calculation of the debt /
equity of no more than 3:
1

Investment incentives

100% of depreciation of
investment in new
technology (R & D)
amounting to 50
thousand euros for
SMEs; co-financing of R
& D; additional
incentives for SEZ (see
below)

Super depreciation of
expenses for Research
and Development
(125%, including the
share of labor costs);
additional incentives for
depressed areas (see
below)

Tax incentives and
grants of EU for
investment and creating
jobs in depressed regions
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Belarus

Turkey

Countries

China

Ukraine

10% + 6% of VAT —
for non-residents

for payments to nonresidents’ benefit - are
not subject to the
payment of 4% of net
income from sales

5-18% — for nonresidents, depended on
country

20%

Social contribution —
28% on SP

Tax on salary - a
progressive scale of
15% -35%

Social contribution —
20%

Interest expense in the
calculation of the debt /
equity of no more than
3: 1

Interest expense in the
calculation of the debt /
equity of no more than
3: 1

Interest expense in the
calculation of the debt /
equity of no more than
2: 1

In free economic zones:
exemption from income
tax for 5 years, then 50% of the current rate;
exemption from
property tax and land;
10% - VAT for the
production program of
import substitution; the
ability to create free
customs zone (without
paying duties)

100% of depreciation of
R&D expenditure;
additional incentives for
special areas (see
below)

Ability to assign
additional qualified R &
D spending (50%);

Social contribution
(mean - 41.5%) +
contribution by salary
3.6%
Interest expense in the
calculation of the debt /
equity (debt financing
by non-residents) no
more than 3.5: 1,
referring to the interest
costs no more than 50%
of EBITDA
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Tax/
Regulation

Countries
Poland

Slovakia

Bulgaria

Tax on non-residents'
professional services
(accounting, auditing,
engineering, marketing,
etc.)

20%

Absent

10%

VAT

Basic rate - 23%

Basic rate - 20%, 10% for certain medicines

Basic rate - 20%, 9% for hotels' services

VAT refund for export

Time spent on preparing
tax reports, hours per
year *

In full amount without material delay

271

188

423
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Belarus

Turkey

Countries

China

Ukraine

15%

18%

25%

15% (engineering
services to nonresidents)

Basic rate - 20%;
9.09%, 16.67% - goods
and services at regulated
prices; 10% agricultural products,
baby food, products of
free economic zones,
produced for import
substitution

Basic rate - 18%; 8% for certain foods;
medications; 1% - for
newspapers, magazines
and separate equipment,
acquired under financial
leasing

Basic rate - 17%, 13% for certain foods, books,
utilities

Basic rate - 20%, 7% for certain medicines

Timely reimbursement.
VAT refund to exporters
may be incomplete
according to the law

Delays in VAT refunds
due to corruption

261

350

In full amount without material delay

176

226
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Tax/
Regulation

Countries

Poland

Slovakia

Bulgaria

Tax on individual
transactions that are not
subject to VAT
(immovable, movable
property, exchange, etc.)

1-2%

Absent

0,1-3%

Real Estate Tax

Local tax with different
rates

Local tax with different
rates

0,11%-0,45%

Income tax of private
individuals

Progressive scale of
18% -32%

Progressive scale of
19%-25%

10% (8% - on interest
income)

Investment incentives

100% of depreciation of
investment in new
technology (R & D)
amounting to 50
thousand. euros for
SMEs; co-financing of
R & D; additional
incentives for SEZ (see
below)

Super depreciation of
expense for Research
and Development
(125%, including the
share of labor costs);
additional incentives for
depressed areas (see
below)

Tax incentives and
grants of EU for
investment and creating
jobs in depressed
regions

Джерело: Deloitte

* The study Doing Business 2016, the World Bank
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Belarus

Turkey

Countries

China

Ukraine

-

4% on real estate
transactions

Absent

1% on the sale of real
estate +1% contributions
to the Pension Fund, 5%
- auto +3% - Pension
Fund

Social contribution 28% on SP

Tax on salary - a
progressive scale of
15% -35%

Social contribution —
20%

Social contribution
(mean- 41.5%) +
contribution by salary
3.6%

1.2% of the acquisition
costs, or 12% of the rent
payment

Up to 3%

Progressive scale 3% to
45% depending on the
type and amount of
income

15%, 20% + military
duty (1.5%)

1%, 2%

0.2% - on land and
buildings, 0.1% housing, 0.1% standard rate land tax.
Tax rates are doubled in
major cities

General rate — 12%

Progressive scale of
15%-35%
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APPENDIX 2
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Key factors of Ukrainian economic instability include: dependence of
economic growth on GDP in external demand for metals, grains, fertilizers
and nitrogen dynamics of prices for these products in global markets, which
are rising, usually by increasing global demand and falling behind its
decline. On the chart, for example, long (starting from 2003) trend of
correlation between growth and decline in GDP and the dynamics of prices
for Ukrainian exports of ferrous metals is presented.
Analysis of price dynamics in the major positions of Ukrainian imports
and exports indicates that the price terms of trade over the years of 20142015 have worsened. This was caused by unfavorable for Ukraine ratio
dynamics of energy prices, and the major commodity groups of Ukrainian
exports.
Action dynamics factor in world prices and non-economic factors was
so powerful that even a sharp increase in the price competitiveness of
Ukrainian exports in the years of 2014-2015 (by 25-35%) relative to the
level in December 2013 has not resulted in a corresponding strengthening of
the export position of domestic producer in most markets.
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CHAPTER 2. POLICY OF THE ACCELERATED
ECONOMIC GROWTH
Accelerated economic growth in Ukraine on the background of solving
the existing administrative and procedural (licensing) problems, based on the
state of the economy and its industrial areas, will depend on how and in what
scale intensifying investment process will be carried. Towards which it is
necessary to overcome barriers and provide institutional changes in the
monetary and banking systems, make changes in fiscal policy and take
actions to promote the legalization and return of capital derived from
Ukraine, volumes of which are one of the most significant financial
resources of supporting macroeconomic stability and investment financing.
2.1 MONETARY POLICY
Based on our assumptions about the main macroeconomic indicators for
the years of 2016- 2020, monetary policy's change is foreseen as necessary.
This policy is focused on providing the appropriate level of economy's
monetization. In 2015 the level of real monetization is 92%, which confirms
that the crisis exists in Ukraine's economy. In assumptions about model
scenarios of target forecast, the monetization level should be changed as part
of monetary policy by 2020. In particular, a growing trend of annual change
is assumed in target forecast: M3 from 23.4% in 2015 to 38.2% in 2020.
This corresponds to a higher assumption of business activity; financially - - a
reflection need of the restoring lending of the real sector, which is necessary
for both working capital businesses and the implementation of their
investment programs.
It should be noted that high (32-38%) rate of money growth in
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coordinates of crisis period 2014-2015 years are not high for the expected
period of economic acceleration. These are the examples of the Ukrainian
past, including: M3’s increase by 45.4% provided 5.93% of real GDP
growth in 2000; M3’s change by 41.8% supported the 5.2% of growth in
2002.; 31.9% of the money needed for 12.1% of GDP in 2004 .; M3’s
increase by 51.7% provided support to 7.9% of GDP in 2007.
An increasing money supply, while increasing commodity mass and
volume of services provided, due to the return of confidence in the banking
system and control and due to an effective use of monetary policy measures
(and closed channel of the currency speculation) will not provoke inflation
and will partially settle on banks’ deposit accounts by increasing the national
savings rate in the future. The latter is very important because due to the
increasing rate of saving, its excess over normal investment forms the basis
for dependence reducing on external funding, and that will expand domestic
financial resources for development in the long term with a significant debt
load state and business, which is the basis for accelerated growth.
It is important to mention that in addition to GDP, created by the
"official" economy, the money supply also serves its shadow sector. Even
due to reticent evaluations, made by experts of Ministry of Economic
Development and Trade of Ukraine, it is growing: level of shadow economy
has reached 47% of official GDP6 (estimated in Q1 of 2015). For a correct
estimation of the required amount of money that all the domestic economy
needs in order to move forward, adjustments for increasing product
production and money supply should be made, because in addition to the
hryvnia which is currently in circulation, the entire GDP (formal and
informal) is also served by a large mass of foreign currency.
For successful implementation of the accelerated economic development
strategy in the years of 2016-2020, and in order to provide the necessary
monetary conditions to restore positive economic growth (in terms of
completing NBU basic problem concerning reducing inflation level in the
medium term up to 5% per annum), necessary changes to the current NBU
monetary policy should be implemented starting from next year. They must
take into account the following features:

Almost 50% of the Ukrainian economy has become in the shadow of ... [Electronic resource]. - Available on:
http://business.vesti-ukr.com/110979-pochti-50-jekonomiki-okazalos-v-teni.
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1) not only monetary factors among the causes for unwinding of
inflation.

Despite tight monetary policy during 2014 – 1st half of 2015, prices
show growing dynamics, which means that the fight against inflation only
through monetary contraction and rising interest rates is not effective.
During the period of stagflation, when - galloping inflation, falling
production and rising unemployment support each other - classic monetary
recipes of fighting only exacerbate the problem. In order to lead out the
economy from the stagflation state, it is necessary to apply a set of actions,
aimed for creating a system of optimal active liquidity management of the
banking sector and enhance the impact of NBU7 interest rates; prevent
significant volatility rate by smoothing fluctuations in currency flows; using
of structural measures of economic growth support, where the intensification
of economic dynamics could reduce unemployment and raise living
standards.
2) changes in the dynamics and hryvnia emission
Operations on purchase and sale of governmental valuable papers and
active use of deposit certificates for mobilization measures, which nowadays
play a key role in the emission of the hryvnia, aiming primarily to solve the
problems of financing the budget, not the whole economy.
In order to remedy the situation, not only domestic state loan bonds
should be used for open market operations, but also bonds issued by other
banks and development institutions for financing investment projects ( as in
developed countries), using all the tools of supervision and control in order
to block the possibility of fund’s misuse (including forwarding them to the
foreign exchange market).
3) increasing the role of interest policy

Bukovina, S., T. Unkovsky To the optimization strategy of monetary policy of the National Bank of Ukraine / S.
Bukovina, T.E.Unkovsky // Economics. - 2014. - № 2. - P. 70-85. –Available on: http://nbuv.gov.ua/jpdf/ecte_2014_2_7.pdf.
Bukovinskyi S.A., Unkovska T.E., Dzhus M.O. On the issue of developing strategies to overcome monetary crisis of
stagflation / S.A. Bukovinskyi, T.E. Unkovska T.E., M.O. Dzhus // Economics of Ukraine. - 2015. - №8.
7
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In terms of the current interest rates system, this tool of monetary
policy reduces the efficiency of the interbank market as a mechanism for
redistributing of liquidity, reduces the banks' motivation for lending.
It is important to make changes in the interest policies, which should be
based “on the formation of the effective short-term interest NBU rate
corridor, inside which the rest of the money market rates would remain:
refinancing rate on "overnight" loans should be maximum among all rates
(its level should have apneal nature), and the rate of NBU mobilization for
"overnight" deposits should be minimum”8.
In this case, the NBU will not give a chance of the speculation
implementation and devaluation pressure on the currency market to banks
that receive cheap over-short-term resources (at low rates of refinancing
loans "overnight"), and it will reduce the maintenance costs of expensive
mobilization operations.
So that interest rates reduction on deposits certificates does not affect
the flowing liquidity in the foreign exchange market, the arsenal of
alternative instrument should be expanded.
The importance of strengthening the role of interest rates in the toolkit
of monetary policy is also determined by their anti-inflation impact on the
deposit market, as the diversion of surplus funds from the consumer market
on deposit accounts reduces demand for the currency market.
4) forming of clients' positive expectations (households and entities)

The influence of the subjective factor should not be underestimated,
because the negative perception of the situation and distrust of the banking
system have triggered the panic and the outflow of deposits from banks
during the crisis of 2009-2010, and still hinders the dynamics of deposits in
2015.
According to the results of sociological polls, Ukrainian uncertainty in
the short and medium term strengthens the deployment of inflation process:
index of inflation expectations reached high 190.4% in 2014 (like in the

Bukovinskyi S.A., Unkovska T.E., Dzhus M.O. On the issue of developing strategies to overcome monetary crisis
of stagflation / S.A. Bukovinskyi, T.E. Unkovska T.E., M.O.Dzhus // Economics of Ukraine. - 2015. - №8.
_______________________________________________________________Federation of Employers of Ukraine
8

112

crisis year of 2009), slightly decreased in summer 2015 to 172.6%9.
The index of business expectation of enterprises, calculated by NBU
experts, staring with the 3rd quarter of 2014 is below the 100%10, which did
not happen for a long time after the crisis in 2009 (in 2nd quarter of 2015,
IBO = 94.5%), that demonstrates the uncertainty in short term business.
Since the current period (years of 2015-2016) is a kind of transition,
preparing for the full implementation of inflation targeting and the
achievement of low level of inflation in the medium-term period, active
measures for public communication should be conducted today. They are
aimed at improving population’s financial literacy, explaining NBU’s and
governmental decisions, which will provide forming of positive
expectations.
5) confidence increase towards the National Bank

For an effective implementation of the policy of inflation targeting, an
essential factor is the credibility of the measures implemented by the central
bank. Unfortunately, during the crisis, confidence in the NBU and therefore
support of its action was low.
According to study results, which periodically were conducted by
sociological service of Razumkov Centre: in 2008-2009 most of the
respondents (70%) did not support the actions of the NBU, which did not
contribute to the stability of the banking sector in general. Although
gradually confidence began to recover - in the 2010-2013 the full support of
7-8%, and distrust only among 41-43% of the respondents, but in early
20151177.3% did not support the actions of the NBU, meanwhile only 1, 9%
of respondents fully supported.
Regular effectuation of communications with the public, businesses,
governmental structures through official announcements, publications
(Inflation report, Monetary Review, etc.), round tables will give familiarization with NBU's macro-economic outlook, public justification of
monetary policy's decisions - an opportunity to present the official position
of the NBU concerning problems vision and development factors of the
If the index exceeds 100%, it means that respondents expect deterioration
If the index is below 100%, this means that respondents expect deterioration
11
The survey was conducted by the Razumkov Centre from 6 to 12 March of 2015. 2009 respondents aged 18
years were interviewed in all regions of Ukraine, except for Crimea and the occupied territories of Donetsk and
Lugansk regions with a sample, representing the adult population of Ukraine on the main socio-demographic
indicators.
9

10
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banking sector and the economy. This component of NBU will increase the
credibility in the community; reduce the likelihood of the new threats'
emergence towards the unwinding of inflation.
6) consideration of the impact of exchange rate risk

Withdrawal from the fixed exchange rate, which was the "anchor" and,
the instrument of macroeconomic balance, at this stage did not establish new
alternative anchors yet that will keep the balance on the markets and will be
a reference point for subjects at all levels of the economy. The absence of
such anchor leaves a real threat to the financial stability, which is necessary
for accelerating of economic dynamics.
The transition to a flexible exchange rate regime with considerable
openness of the Ukrainian economy and its relatively high import
dependence increases the risk of rising inflation, as a result, of the effect of
"transfer" (the impact of rate changes on inflation).For leveling the negative
impact of the devaluation shocks on inflation's unwinding (CPI structure in a
large proportion of imported goods) monetary authorities should focus on
stabilizing the foreign exchange market, which will have a direct impact on
the dynamics of money proposal.
The significant role of exchange rate volatility shocks on the currency
market, which may lead to a currency crisis and inflation, has forced
countries that are planning introduction of inflation targeting, to pay great
attention to this issue at the stage of preparation. Most of them have
gradually increased the flexibility of the exchange rate after the transition to
inflation targeting (IT).Reasons for prudent monetary policy gave them, in
particular, empirical researches of the "transfer" effect for different
countries, which confirmed that for countries with emerging economies, the
impact of rate changes on price dynamics is much stronger than in developed
industrialized (on average 4 times higher)12.
Taking into consideration the significant role of the course in the
Ukrainian economy, a high level of its transparency, significant volatility of
capital flows, statements about the transition to a floating regime of the
exchange rate should be suspended(as the statements that “NBU is no longer
responsible for the course" only enhance the non-stability of the market), and
the velocity of globalization should be based on detailed analysis of the
Calvo G., Reinhart C. Fixing for your Life [Electronic resource]. – Available on: http://
core.ac.uk/download/pdf/6501766.pdf.
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situation and forecast that during IT has an important role for the process of
inflation expectations' formation.
The experience of countries, which have adopted inflation targeting,
shows its pros and cons. In particular, among the benefits - after reaching
inflation targets, price volatility has also reduced. However, the results
regarding the effects of IT on GDP are not so obvious, especially for
developing countries. Empirical studies show that disinflation during the
transition to IT involves a reduction in the rate of growth; and after
implementation - GDP's volatility decreases, the output gap becomes less
sensitive to shocks inflation13. Because of a brief history of inflation
targeting (which does not provide with necessary statistical significance),
there is no unequivocal conclusion about the positive impact of IT on
economic growth.
Searching for alternatives gave experts an opportunity to formulate a
number of recommendations for developing countries, regarding the conduct
of
monetary-credit
policy
(MCP),
which
concentrated
in
changes/modernization of IT regime (necessity for more attention towards
the exchange rate from the monetary authorities and changes in methods of
calculation of inflation), and even in more cardiac review of the activities of
the central bank (along with inflation in the list of targets of monetary policy
indicators of employment, foreign exchange rate, investment were proposed
to include)14.
The authors of a number of theoretical and empirical works consider
the regime of MCP of flexible inflation targeting (Flexible Inflation
Targeting) to be the most successful in the world practice. FIT speaks of its
primary objective to maintain low and stable inflation and other goals contribution to the stable dynamics of the real economy (output and / or
employment).The criterion of success (optimal) is the main mission of MCP
- being able to secure sustained economic growth in the long run under
different macroeconomic conditions (including shocks)15, that, in fact, is

Inflation Targeting and the IMF. International Monetary Fund, 2006. [Electronic resource]. - Available on:
https://www.imf.org/external/np/pp/eng/2006/031606.pdf.
Peterson T. The effects of inflation targeting on macroeconomic performance, 2004. [Electronic resource]. –
Available on: http://www.suerf.org/docx/s_afdec7005cc9f14302cd0474fd0f 3c96_1031_suerf.pdf
13

D. Epstein, E. Yeland Development of alternatives to neo liberal approach for monetary-credit politics. [Electronic
resource]. – Available on: http://www.icss.ac.ru/research/ dkp/central_banks.php.
14

Svensson L. E. O. (2000). Open-Economy Inflation Targeting // NBER Working Paper. No 6545.

15
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defended to stand in a meaningful forecast towards accelerate economic
growth in Ukraine and in implementation of appropriate economic and
monetary policies.
We believe that for Ukraine, as part of already taken commitments, the
introduction of inflation targeting and implementing of the recommendations
of the IMF, while developing its own monetary policy, it is essential not to
forget about the importance of combining the strategic orientation of IT with
long-term development goals, which cannot be achieved without sustainable
economic growth.

Gambacorta L., Signoretti F. M. (2013). Should Monetary Policy Lean Against the Wind? An Analysis Based on a
DSGE Model with Banking BIS Working Papers. Monetary and Economic Department. No 418. July.
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2.2. INSTITUTIONAL FACTORS OF THE MONETARY AND
BANKING POLICIES FOR THE ACCELERATION OF THE ECONOMIC
GROWTH
2.2.1. DEVELPOMENT BANKS AS AN INSTRUMENT OF THE STATE
INVESTMENT POLICY
Essence of the problem

In Ukraine, due to the chronic shortage of financial resources and their
irrational use, has developed a catastrophic situation with the level of
depreciation of fixed assets and their ability to provide producing of
competitive products.
Among the main reasons for this situation are:
• unavailability of long-term and medium-term loans due to the
high cost of credit, long payback period of most investment projects;
• limitation of its own financial resources in the real sector;
• inefficiency and lack of control of direct budget funding, lack of
public investment for production purposes and their dispersion over a
large number of state programs;
• lack of full credit institution that guarantees funding for
implementation of the most effective investment projects that meet
national priorities.
World experience
Experience of development banks in countries such as Germany, Japan,
South Korea, China, Czech Republic, Brazil, Mexico, Kazakhstan, Belarus
and others points to their key role in the financing or co-financing of
strategic sectors. Development banks as specialized financial institutions
contributed to solving such problems: post-war economic recovery;
economy's support during the financial crisis; implementation of national
economic development priorities or strategic industries; stimulating the
development of depressed regions; innovation support ; participation in the
financing of international projects in the solution of environmental
programs, energy and so on.
Development banks differ in forms of ownership, sources of aggregate
Project____________________________________________________________________________

117

resource base and mechanisms for attracting long-term resources, directions
and scope of activity, types of financial control and so on. Almost in all
countries the appropriateness and effectiveness of the creation of such an
important credit system institution were confirmed.
State of solution to the problem in Ukraine

Formally, Ukrainian Bank for Reconstruction and Development was
founded in 2004, according to the Resolution of Cabinet of Ministers of
Ukraine from 05.05.03. № 655 "Some issues of innovation infrastructure in
Ukraine and activities of Ukrainian State Innovation Company in 2003.”, but
it did not become an effective credit institution, as it happened in the world
practice, since it was not given the necessary functions and capital.
Goals and Objectives

The objectives of the establishment of the State Development Bank of
Ukraine should be contribution to the restoration of productive capacity and
providing an economic development of the country through the financial
support of the state investment policy, which is aimed at the realization of
national priorities and the revitalization of enterprises' investment and
innovation activity.
The main tasks of the Bank of Ukraine should include:
1. ensuring stability of funding for medium and long-term investment
projects, aimed at implementing national priorities;
2. creation of an effective system of public investment concentration and
their intended use under conditions of co-financing with private and
foreign investors in investment projects that significantly reduce the
dispersion of financial resources and provide the effectiveness of the
investment policy.
Necessary Steps
1. Develop a legislation "On Development Bank of Ukraine", which will
include:
• special legal status: 100% of the shares - state ownership; certain
provisions of the law on banks and banking activities do not spread upon the
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Bank; lending priorities, quantitative restrictions on borrowing, limits,
directions, possible conditions, order and terms of loans, providing
guarantees and implementation agent's functions; • main tasks: financing for
the medium and long term projects that require investments for creating new,
expansion and modernization of existing production facilities and
infrastructure objects; executing of agent's functions of the Government of
service projects, which are identified as priorities by the Cabinet of Ministers
of Ukraine and funded by loans, secured by state guarantees; accumulation
of financial resources from internal and external sources in order to
implement the state investment policy;
• sources of authorized capital forming: appropriate funds of the state budget
and part of proceeds from privatization of state property; one-time NBU's
funds' contribution with the help of currency emission with simultaneous
release of Government bonds for that amount of up to 20 years and a yield of
1% -2; property and shares of Ukrainian Bank for Reconstruction and
Development, owned by the state; part of the profits of the Bank;
• Bank's resource base should include: budget allocations and loans
(provided to finance projects for production purposes, included in the
government programs); State budget funds received from privatization of
state property; loans obtained by placing debt securities issued as from its
name (guaranteed by the state), and on behalf of the Government on the
domestic and foreign markets; loans, provided to the Government or
Development Bank by international organizations of economic development,
foreign governments and banks for investment programs implementation;
NBU's loans, provided to banks refinancing on a long term basis (with the
help of emission), at a rate of 1-2%; deposits of legal entities, who are
involved in the implementation of projects, financed by the Bank.
It is necessary to mention that the impact of monetary emission, which
was undertaken to provide loans for Development Bank as one of the leading
sources of its resources, on inflation level will be minimal, because the
mechanism of their use provides a long-term delay of the growth of cash
turnover, since lion's share of the cash will go into circulation only after the
financial resources pass investment stage that go beyond at least 1-2 years.
This will create conditions for implementation of soft monetary policy by
NBU, which will be more suitable to accelerate economic development.
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Stages of reform

1st Stage (until March 2016):

• adoption of the Law of Ukraine "On Development Bank of Ukraine"
and amendments to existing legislation relating to its adoption (law "On
banks and banking activity", "On the State Budget of Ukraine for 2016" and
others.).
2nd Stage (until June 2016):

• Registration and opening of Development Bank of Ukraine;
• formation of the authorized capital of the Bank.

3rd Stage (until September 2016):

• bank's decision to finance first investment projects (export, import,
agriculture, energy) implementation of which are provided by the resource
base of the bank.
Success Indicators (2016-2017):

• implementation of investment projects which contribute to the
achievement of national priorities and accelerate the economic development
of Ukraine;
• creation of a governmental body from the selection of effective
investment projects, which is based on transparent and objective selection of
projects for approval by the Cabinet of Ministers of Ukraine. The basis for
this selection should be methodological position, based on clear criteria,
proven practices of powerful foreign investment banks and international
financial organizations;
• giving favor for investment projects, funding of which will be
conducted with the participation of private capital;
• activation and predictable of public investment policy that can be a
real incentive for foreign investment;
• reducing the interest rate on loans to non-financial corporations to
5.7% per annum;
• creation of new jobs;
• acceleration of economic development as a result increasing an
investment of financial resources, including through the involvement of local
councils in development of infrastructure regions;
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• implementation of investment projects for production purposes, with
the support of the Bank, in the amount of 20 billion US dollars will reduce
the degree of deterioration in the processing and mining industry by 0,2-0,9
percentage points.
2.2.2. CREDIT SUPPORT OF THE EXPORTERS
Essence of the problem

Implementation of state support for exports of goods and services is
caused by such social needs:
• accelerated devaluation of the hryvnia towards the US dollar, which
created conditions for the preservation of old technological structures in the
Ukrainian industry and reduced the share of products with relatively high
added value (from 16 to 4%) in the national export;
• chronic balance trade deficit, raw monocultures of export, and the
dependence on the situation of international markets for these product
groups (metal, grain, oil, fertilizer);
• decline in demand for machinery, related to the closure of the Russian
market, slow development of new markets, where competitors have state
support for export;
• the entry into force of the Law of Ukraine in 2017 "On State Support
of entities of manage", on which Ukraine has to bring its own system of
government support to the business standards of the WTO and the EU.
World experience

The experience of OECD countries, such as Germany, Japan, South
Korea, Czech Republic, Poland and the BRICS - Brazil, China, South
Africa, the former Soviet states - Kazakhstan, Belarus shows the active role
of the state in financial support of national exporters. Export support channel
allocates up to 67% of the funds, which are designated from the state
budgets of these countries by their own producers. Almost all world trade in
machinery and equipment is functioning by giving exporters a commercial
loan (installment payment terms) subsidizing the cost of export loans,
insurance policies, guarantees.
Up to 80% of world trade is supported by different types of financing
or loan guarantees. The presence of state support for exports is not contrary
to anti-competitive conventions of WTO/GATT. Subject to ratification of
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Agreement on officially supported export credits of the year of 1978 (with
five sectoral amendments) by a country, such form of state support for
national producers does not entail in anti-dumping and other relevant
restrictive measures.
State of solution to the problem in Ukraine

In Ukraine there is no system of state support for export of goods with
high added value and services. Meanwhile, the existing system of tax
administration (especially VAT) and duties created conditions for the better
implementation of any import transaction instead of export, which averaged
to be 1.6 times more effective. The result is a drop in the rate of development
of Ukrainian industry, the decline in an employment level and the amount of
research and development work, the outflow rate of cadre. Exporters of
machinery, equipment and comprehensive services cannot compete with
foreign companies, which support the national Export credit agencies (ECA)
in the state system of export promotion.
Goals and Objectives

Creation of ECA should take place in parallel with the creation of the
institutional, legal and financial preconditions of state system's coherent
functioning. These elements include amendments to the Budget Code, Laws
of Ukraine "On Foreign activity", "On banks and banking activity", "On
Insurance", "On international treaties" and so on. ECA should be formed by
the Cabinet of Ministers of Ukraine as an independent legal entity with a
special status defined by separate legislation. ECA should assume the
function of training provision and providing and repayment of sovereign
guarantees on development of export of goods and services with high added
value.
Necessary Steps

1. Develop a bill that would adopt amendments to the current legislation
regarding the public financing and tools of export support of producers and
service providers, deadlines, the subject of regulation and powers of the
main manager of budget spending on operations of state support of export
(expenditures and revenues), status and corporate governance of ECA, risk
management, the procedure of forming the necessary funds, fiscal regime
etc.
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2. Ensure the ratification of Agreement on officially supported export
credits (OECD Consensus) in 1978 with five additional sectoral agreements,
and start signing bilateral agreements on mutual promotion and protection of
investments, which will help to predict a mechanism to ensure the liquidity
of financial instruments of ESA.
3. Schedule expenditures and make arrangements with the formation of
export credit agencies (ECAs), give it a corresponding authorized capital,
calculated based on the analysis and feasibility study of its size.
4. Ensure adoption of legislation on specialized banks with state capital,
having predicted specialization of PJSC "Ukreximbank" for its public
financing of export of finished goods and services.
Stages of reform

1st Stage (until March 2016):

• adoption of the Law of Ukraine "On export credit agencies" and
amendments to existing legislation relating to its adoption (Budget Code,
laws "On banks and banking activity", "On the State Budget of Ukraine for
2016" and others.).
2nd Stage (until June 2016):

• Registration and opening of ECA Ukraine;
• Forming of the authorized capital of the ECA.

3rd Stage (until September 2016):

• adopting of ESA to finance the first projects of export development;
• completion of capital formation and submitting payments to the draft
of State Budget of Ukraine for 2017 as chief administrator of the
corresponding article.
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2.2.3. DEVELOPMENT OF THE STATE SUPPORT OF THE ENTERPRISES
Essence of the problem
The need to reform state aid to economic entities is caused by the
following factors
:
• excessive burden on the budget. During the past 10 years, the volume
of state support for enterprises (% of GDP) in Ukraine doubled - from 5.3%
in 2004 to 10.4% in 2014. For comparison, expense on education amounted
to 6.4% in the consolidated budget in 2014, on health - 3.7%;
• significant amounts of government support does not ensure its proper
performance. The largest amounts of state aid are provided to companies and
industries that from year to year are subsidized from the budget, however,
remain unprofitable. In particular, NJSC "Naftogaz Ukraine" belongs to such
receivers, which received 4.5% of GDP of state support in 2012, 2.4% - in
2013 and 6.2% of GDP in Ukraine in 2014;
• state aid reform to entities of manage undertakings is Ukraine's
international obligations under the Association Agreement between Ukraine
and the EU (Chapter 4 "Trade and issues related to trade," Chapter 10
"Competition" Part 2 "State aid" ).
The reasons for the ineffectiveness of state aid in Ukraine are:
• lack of criteria for aid admissibility, and strict requirements for
different types of state aid in Ukraine;
• lack of specific indicators, which the company has to achieve as a
result of receiving government support, and terms of achievement such
indicators (for example, access to profitability, increasing the number of
employed workers in the enterprise, etc.);
• providing great amount of state aid to loss-making state enterprises
and non- competitive enterprises, while existing promising activities are left
without the necessary support;
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• opaque decision-making and lack of proper control over state aid
contain corruption risks.
Goals and Objectives
The objectives of the reform are:
• increasing of effectiveness of public help to entities of menage;
• reducing the burden on public finances.
Achieving the goals for the period of reform involves the following tasks:
• transparency provision of providing state aid to entities of menage;
• reduction of state aid due to the restructuring of loss-making state
companies and providing the competitiveness of the latter;
• transition to state aid forms, which provide innovative development of
domestic enterprises.
Necessary Steps
1. Prepare and adopt by-laws to the Law of Ukraine "On state assistance
to business entities", which, in particular, will predict the establishment of
specific criteria and requirements for all categories of state aid.
2. Adopt a legal act which provides with transparent and clear
requirements for assistance to avoid bankruptcy and restructuring of
enterprises, including:
• obligation of plan for financial restructuring and industrial
modernization;
• availability of the expected results on the company's profitability and
profitableness, which should be achieved through state aid;
•limitation of frequency and duration of assistance and volume of its
minimum level.
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3. Refusal to state aid providing to cover current costs of enterprises,
because it does not promote to restore companies' competitiveness.
4. Reorient state aid to enterprises from the support of specific
industries and public enterprises to measures towards export increase, filling
the internal market in goods of domestic producers, promotion of research
development and innovation; projects aimed at protecting the environment;
regional development; employment support and other activities, according to
the priorities of economic policy. More efficient for this purpose is to use
capabilities of the credit system, in particular, the established State
Development Bank.
5. Develop and implement requirements for transparency of state
support. Determine the mandatory publication of information on the
recipients; instruments and volumes assistance; date of grant; region and
industry, which include the recipient and the results to be achieved within a
certain period.
6. Ensure an effective work organization of the Antimonopoly
Committee as authority, which starting from August 2017 will regulating
state aid to enterprises. In particular, to adopt the collection order and
processing of information on state aid; the order of state aid control and
conduct investigations in the event of unlawful assistance to others.

2.2.4. RESTRUCTING OF THE BANKING SECTOR AS A MEANS OF
INCREASING ITS ROLE IN THE INVESTMENT PROCESSES
Essence of the problem

Preserving of a low-tech way of production, export products with low
added value due to the low share of production of high-tech products largely
formed the customer base and the corresponding demand for banking
products for national banking.
Banking sector did not largely direct the high annual growth of lending
in 2003-2007 (from 60% to 80%) at the development of the productive
sector and to stimulate import and consumer loans.
At the current large-scale shocks, decapitalization, falling confidence in
the regulator and financial intermediaries a full crediting recovery of the real
sector will not objectively happen (according to our estimates, the problem
of banks' credit portfolio reached 70%).
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The objective necessity of technological changes and structural changes
in the economy require a rapid updating of fixed assets, which is impossible
without a developed banking sector and is, among other factors, a
prerequisite for sustainable long-term economic development. Banks'
disfunctionality (especially in terms of credit and investment function) slows
intersectoral mobility of capital, which leads to lower economic growth.
Taking into consideration the magnitude of the consequences of flawed
policies of regulators, regarding the prevention of financial instability of
banks, gaps of existing system of prudential supervision of financial
institutions and quality of corporate governance, the restructuring the
banking sector is a prerequisite for restoring the functional capacity of the
banks.
Modern state of solution to the problem

Large-scale withdrawal of banks from the market (more than 60 in
2014 - the first half of October 2015), initiated by the National Bank of
Ukraine, only partially solves the problem of restructuring the banking
sector. However, significant problems remain in the banking sector.
In the current conditions banking institutions are absolutely non-viable
at the stage of falling into the responsibility of the Deposit Guarantee Fund
of individuals, their asserts are of a low-quality and the Fund has no chance
of a refund paid to depositors.
Strengthening the position of state banks in the banking sector is
haphazard - the government as the owner did not approve the strategy of any
one of them.
Functionally, there are no important institutions of development
financing in sector (Bank for Development, ECA).
According to our estimations, in 2016 the market may remain about 80100 banks, which are segmented as follows: banks with foreign capital
(European and Russian), state banks, large private banks, controlled by
Ukrainian capital, 15-20 working small banks with the national capital.
Goals and Objectives

A key objective of restructuring the banking sector is to restore their
credit activity and to strengthen borrowers' trust to stimulate economic
development through reindustrialization of national economy.
Necessary Steps
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1. Start active use of state-owned banks and banks in which the state is
one of the shareholders, as an effective tool to stimulate the economy of
Ukraine. In order to do it is necessary to adopt development strategies and
activities of each state bank and provide an effective control from the
supervisory boards of these banks over the implementation of strategies.
2. Immediately deploy existing developments into practice, including in
this plan, on the formation of Development Institute in the banking sector Bank of Reconstruction and Development, and also the establishment of the
Institute of national export support - ECA.
3. Improve the system of guaranteeing deposits i the following areas:
1) enhance the functional ability to minimize risk and early threat
detection of banks' financial stability;
2) establish, after stabilizing of the situation, co-insurance in the banking
sector, which will contribute to reduction of moral risk from investors'
part (for instance, guarantee amount cannot exceed 70% of the
deposit). Even in case of cancellation of this rule during the crisis
period, it will be a positive signal to enhance the protection of
investors;
3) extend the guarantee on deposits of legal entities and entrepreneurs,
which will increase revenues to the Fund;
4) introduce an aggregate guarantee on all deposits, in addition to the
existing system, which will allow to eliminate abuse of warranty
protection (for example, when the verge of guaranteeing is 200
thousand hryvnias, establish total guaranteed protection amount of $ 1
million per year for all deposits).
2.2.5. CAPITALIZATION OF THE BANKS AS A FACTOR FOR THE
EXPANSION OF THEIR CREDIT-INVESTMENT POTENTIAL

Essence of the problem

After the crisis in 2008-2009 the amounts of capital of financial sector
of Ukraine's economy have been growing: in 2013 the capital of banks
increased by 30 billion hryvnias, and non-bank financial institutions - by 23
billion hryvnias. During the years of 2014-2015, the decapitalization of the
financial sector has been occurring - at first in the banking sector and,
belatedly, in the sector of non-bank financial institutions.
According to the NBU, the equity of banks since the beginning of 2014 to
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August 1st, 2015 decreased by 101 billion hryvnias. Taking into account that
state banks have received more than 20 billion hryvnias16, real decapitalization
magnitude can be estimated at 120 billion hryvnias. If to avoid taking into
consideration the insolvent banks, the decapitalization volume of "working"
banks will amount to 65 billion hryvnias, and in terms of regulatory capital
indicator - 66 billion hryvnias. As a result of banking sector's decapitalization,
norm of adequacy (adequacy) of regulatory capital (standard value - 10%)
decreased from 18.26% in early 2014 to 7.09% on 01.10.2015.
Scale decapitalization of the financial sector, especially in banking and
insurance sub sectors and slower growth of hybrid capital nonbank financial
institutions have weakened functional capacity of this sector on transformation
of savings into investments. The result of decapitalization of financial
institutions were losing confidence in the financial sector and reducing the level
of monetization of the economy from 53.2 to 50.2% of GDP.
The fundamental cause of decapitalization of a banking sector is the low
rate of savings and clean capital "eating" during the 2010- 2013's., which
helped establish economic model of consumption.
Lack of financial institutions' capital will remain one of the main
obstacles to recovery of debt volumes and equity financing of the real
economy, which will complicate the launch of market mechanisms of
economic recovery in the country.
The need for recapitalization of the banking sector in Ukraine is
caused:

1) Insufficiency of equity to restore confidence in financial institutions.
Overcoming total public mistrust towards banks require massive
recapitalization that would demonstrate owners' willingness to share high
financial risks with depositors for the period until 2020;
2) the inability to restore the processes of debt enterprises' financing of the
real economy sector. During 2014 - the first half of 2015 the volume of
lending hryvnia to enterprise fell by 86 billion hryvnias, in foreign currency 8.8 billion (equivalent) US dollars, and the volume of investments in
corporate bonds decreased by 4.9 billion hryvnias. The main reason for
the decline in debt financing of the real sector was the lack of capital
financial institutions to cover existing credit risks.
16

Hontaryeva W. "These fortunes and this so-called oligarchy - hollow bubble." - [Electronic resource]. - Available
on:http://gazeta.dt.ua/macrolevel/valeriya-gontaryeva-ci-statki-y-cya-tak-%20zvana-oligarhiya-duti-bulbashki-_.html
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Сurrent state of solving the problem
Unlike the 2008-2009 bienniums, for 2014-2015 the State has no done
the recapitalization of banks. An exception is the only State-owned banks
that received capital injections of more than 20 billion hryvnias. Small and
non-governmental systemic banks which lost capital, governmental financial
support in the form of recapitalization is not provided. At the same time a
large-scale refinancing of banks is being conducted as well as financial
support of Deposit Guarantee Fund which has given payments to depositors
of insolvent banks. In fact, there has been a taking over issues of failed
banks and their obligations to depositors at the expense of taxpayers by the
state. At the same time the mechanism of restoring the solvency of banks
with state participation is not regulated, leading to irresponsibility and
causing public distrust to the state.
Goals and Objectives

Increasing the capital of banking institutions for recovery in debt and
equity financing of the real economy.
Necessary Steps

Taking into account that systemic barriers to solving the problem of
bank recapitalization lie in the plane of confidence restoration of banks and
the regulator, it is necessary to:
1. At the level of the Verkhovna Rada of Ukraine:
• urgently adopt the Law of Ukraine "On Currency Regulation and Currency
Control", which would provide a clear consolidation of NBU's functions on
the currency market that would preclude further experiments with the
exchange rate;
• approve the Law of Ukraine "On State Duty";
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• regulate issues of currency borrowers and strengthen the protection of
creditors (in terms of meeting their requirements through foreclosure on the
mortgaged property).
2. The Ministry of Finance of Ukraine jointly with the National Bank of
Ukraine to develop a procedure for state aid for the reorganization and
restructuring of banks, where a section of risk-sharing between the state and
owners of banks (public participation should not exceed 50% of additional
issue of shares) should be predicted.
3. Establish a mechanism of state participation in the capital of banks that
receive state aid in the form of contributions to capital through the purchase of
preferred shares on which the dividends are paid with the right to convert them
into debentures (bonds) of banks after restoring the viability of the bank.
4. At the level of the National Bank of Ukraine:
• ensure objectivity and impartiality approach to banks' recognition as
problematic;
• review the rules of stress testing Methodologies or conduct its discussion
with NABU, the NBU and the IMF, which will contribute to real reflection
of banks' risks and, accordingly, determine the required size of
capitalization;
• simplify requirements to encourage consolidation process in the banking
sector;
• refocus banking supervision to providing of early detection of problems in
banks and target on their timely correction.
At the level of DGF, it is necessary to provide the most transparent sale of
assets of banks under liquidation.
2.2.6. DEVELOPMENT OF THE INSTITUTIONAL FRAMEWORK FOR
RISKS REDUCTION OF THE CREDIT RELATIONS

Essence of the problem

Improper interests’ protection of credit relations' participants leads to
their increased risk-taking and limits their development in Ukraine. This is
an actual problem for both lenders and borrowers. Imperfection of legal
security for the repayment of problematic loans appears, particularly, in the
form of:
 available opportunities to delay court cases, failures in their violation,
judges advantages to provide respite to borrowers, uncontrolled
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activities of bailiffs (on average only 30% of judgments is performed) etc.

incomplete and unpredictable variability of relevant legislation: a
moratorium on the alienation of mortgaged housing, impossibility of
borrowers' eviction, unresolved situation with registration of minors;

imperfect sale procedure of the mortgaged property by auction (trading
organization often unnecessarily reduces the price of the object);

imperfect bankruptcy procedures (bankruptcy cannot be performed in
honor of a 3rd person's profit, etc.).
These circumstances lead to complexity, duration and unpredictable of
judicial resolution of procedures for foreclosure on the mortgaged property,
limiting long-term investment lending of banks, stimulate loans' appreciation
and complicate management of problematic assets.
For borrowers vulnerability of their interests is manifested in the
possibility of the creditors' usage of the legal and financial resources for
discriminatory actions against the debtors, the use of hidden terms in the
agreements and incorrect collectors' behavior. Question of protecting the
interests of borrowers in terms of excessive devaluation remains unresolved.
These factors provoke bankruptcy and growing public distrust in the banking
sector as a whole.
Current state of solving the problem

Before the crisis a number of targeted steps in order to introduce the
practice of extrajudicial foreclosure on credit agreements on the basis of
executive notary took place, and in 2009-2011 this mechanism started to be
used. However, since 2012, the direction of legislative initiatives returned to
citizens-borrowers' protection, and to foreclosure based on court decision, which
significantly increases the legal risks, delays the realization period of the
mortgaged property, increases the creditor's expenses, and therefore - reduces
the banks' interest, and raised an obstacle to the restoration of the credit market.
The moratorium on the alienation of the mortgaged property significantly
violates balance and protection of participants' interests of the credit market. The
moratorium is established by the Law "On the moratorium on collection of
property of the Ukrainian citizens, submitted as provision for loans in foreign
currency", and a continuous failure to implement an already produced
agreement to restructure obligations of citizens on loans in foreign currency.
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Objectives and goals
Measures to strengthen the protection of participant' interests of credit
relations are designed to reduce the riskiness of credit agreements, to
increase the stability of the Ukrainian financial market, the creditworthiness
of banks, credit activity recovery and consolidation of borrowers'
confidence.
Solving the problem of unsatisfactory protection of participants'
interests of credit agreements will also contribute to reducing the
vulnerability of financial services consumers through the elimination of
existing inconsistencies and contradictions in legislative norms,
simplification of appropriate judicial procedures and improvement of the
population's financial and legal literacy.

Necessary Steps
In order to enhance the protection of participants' interests of credit
relations it is necessary to:
• strengthen the protection of financial market participants' rights, while
improving legal regulation of the foreclosure process and realization of the
mortgaged property;
• stimulate the development of the institute of pre-trial dispute
resolution. The use of alternative dispute resolution institutions increases
consumer confidence in the financial market accelerates and makes the
process cheaper;
• improve the standardization of loan products, including standard
contracts form on providing financial services by financial institutions;
• improve the legal provision of collection activities and cancel the
moratorium on the alienation of the mortgaged property.
2.2.7. FORMATION OF THE SECURITIZATION MECHANISM OF THE
FINANTIAL ASSERTS AS A MEANS OF CREDIT INTENSIFICATION
Essence of the problem

The problem of lack of tools to attract long-term financial resources, of
reducing the proportion of problematic debts and credit risk transactions
prevents from restoration of investment lending by banks.
Prospects of solving this problem reveal the mechanism of securitization
of financial assets. Exactly in cases when the capital market suffers from a lack
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of liquidity and access to it is limited for companies and financial institutions,
securitization provides an opportunity to attract financial resources through the
conversion of low assets in highly liquid securities.
Current state of solving the problem

Significant potential of securitization mechanism age is caused by a
wide range of available assets. Thus, only the current mortgage portfolio
(as the most reliable) that could potentially be securitized is 120-160
billion hryvnias on 01.09.2015, depending on the actual share of
problematic mortgage loans (20-40%). The securitization potential of
domestic banking credit market can be estimated at 600-800 billion
hryvnias (at 20-40% of problematic). This refers to loans, which are
serviced, while the problematic loans are subjected to securitization. For
this, it is important to extend existing legislation on the use of the
securitization mechanism and other assets.
Goals and Objectives

Distribution of the assets' securitization mechanism on the domestic
financial market is aimed at solving the problem of introducing modern
financial mechanisms of financial stability provision, dynamic development
of the financial sector, strengthening the protection of borrowers, lenders and
investors, institutional infrastructure development and modern world tools of
financial markets.
Necessary Steps

By existing experience of successful securitization and market demand
for bonds, which are provided by assets, their distribution is largely
constrained by inadequate regulatory support in Ukraine. Taking this into
account, it is necessary to:
• generalize and formalize the basic requirements for participants,
conditions and procedures for the process of securitization, while
considering and adopting a law on bonds, secured by separate assets;
• lead to alignment with the regulatory framework of the insurance,
pension, banking and other financial market segments;
• monetary authorities should promote to spreading the use of the
securitization mechanism by reduced interest policy and implementation of
targeted refinancing programs secured by covered bonds;
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• implement measures to deepen the standardization of emission
process and bonds' circulation secured by the securitized assets,
improvement of information support of stakeholders, and expansion of an
appropriate infrastructure, which will allow to simplify the usage of the
mechanism of securitization.
2.2.8. IMPROVEMENT OF THE GOVERNMENT BORROWING
INSTRUMENT IN THE CONTEXT OF STIMULATION INVERTMANT
PROCESSES
Essence of the problem

Government borrowing instrument allows the financing of many
essential investment projects, particularly relating to the reform of housing
and communal services, municipal and transport infrastructure, energy
efficiency technologies and others.
In Ukraine, because of certain circumstances the public debt market
was "tied" to the priority of financing the budget deficit. Expanding the use
of government stocks in Ukraine in the system of anti-crisis measures has
led to increased state involvement as buyer and intermediary on the market,
including indirectly - through state banks and companies. Governmental
bonds were used to cover the needs of the state budget in financing, for
which the mechanism of indirect lending was used by the National Bank of
Ukraine, as well as the VAT refund to exporters in the form of VAT-bonds.
In addition, the State could remove critical level of financial risk from a
number of banking institutions and NJSC "Naftogaz Ukraine, using
government stocks. There was a significant instrument expansion and values
of inner involvements. Government stocks market began to play a significant
role in the anti-crisis measures and became the main driver of the stock
market. As a result there is a significant deformation of market
infrastructure, securities with non-market parameters are accumulated on the
market, extremely high activity of the National Bank and state-owned banks
on the market, short-term instruments.
Already nowadays, the market gives positive signals towards domestic
state loan bonds and treasury bills, nominated in foreign currency, some
potential and has population's demand; however, as speculative demand by
non-residents, it is not permanent and not reliable source of funding.
Government borrowing instrument is extremely important for the
development of private pensions and other forms of collective investment,
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insurance companies.
Considerable scope for market growth of government borrowing is
savings of population and health insurance reform.
Сurrent state of solving the problem

In Ukraine, the governmental borrowing is submitted by the only longterm instrument - domestic state loan bonds. Funds raised through domestic
state loan bonds, are used to cover the budget deficit and to implement state
social guarantees, financing of investment projects is not a priority. State,
while releasing domestic state loan bonds as highly liquid instruments
actually washes funds from the economy, as banks prefer investments in less
risky instruments with the best return rate.
NBU, while optimizing the list of collateral for loans refinancing,
excluded mortgage bonds from it, as well as securities of State Mortgage
Institution, bonds of local loans as those which did not find the distribution
in the stock market. Therefore, it is essential to use such instruments in the
stock market with the other terms of funding and support.
In terms of securities accumulation on the stock market with nonmarket parameters there is a need of improvement in market infrastructure to
the direction of its consolidation, which will allow increasing liquidity in the
secondary government stocks market.
Nowadays an important issue is the low participation of the state in the
processes associated with development of the secondary market (with
market's liquidity these functions are sorted out by professional market
participants).
Exit of the NBU as a creditor of the government securities market is a
problem: to maintain the stability of the financial system requires a
significant reduction in the proportion of government stocks in his
possession, however, non-market nature of the securities makes it difficult to
use a number of mechanisms for this.
Goals and Objectives

• diversification of instruments of government borrowing;
• development activation of the secondary segment of the government
stocks market;
• incentives for funds to finance infrastructure projects;
• Increase of the number of high-quality long-term liquid instruments in
the domestic stock market.
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Necessary Steps
1. Develop a mechanism for issue of long-term investment instruments,
municipal bonds on the market; Infrastructure bonds;
2. Provide a stimulating state effect on the development of the secondary
government stocks market in four key areas (depository system, clearing,
market making, stock exchange activities);
3. Strengthen the functional position of the state in all elements of the
infrastructure through its consolidation, and also eliminate barriers to further
market development;
4. In order to improve the liquidity of the secondary government stocks
market, Ukraine should implement consolidation of market infrastructure
(clearing, exchange, and depository). Vertical (functions' association) and
horizontal (segments' association) integration of the subjects of depository
system while maintaining control of the National Bank of Ukraine over
depository system (through participation in capital) can increase the
efficiency of market infrastructure functioning by transaction costs reduction
and unification of spending settlement system for securities.
5. In the medium term, with the restoration of macro-financial stability,
priority tasks for government stocks' market development should be reduced
administrative pressure on the domestic state loan bonds market. reducing
the proportion of the NBU before pre-crisis levels of 15-20%; unification of
securities in order to increase market liquidity through the withdrawal of
securities which did not have enough demand among investors; improving of
quality characteristics of borrowed funds; attracting the savings of small
investors.
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2.3. FISCAL POLICY
The plan of economic modernization of Ukraine in sphere of fiscal
policy involves creating a strong and stable foundation for economic growth
by taking measures to normalize the competitive environment, determining
incentives to attract domestic and foreign investment and accelerating
growth of export industries.
The basic elements supporting the modernization of Ukraine's economy
in fiscal policy should be:
transition from unsystematic and chaotic to prudent and sustainable
fiscal policy through tax reform system with the involvement of
representatives of business and professional public associations, followed by
the introduction of 3-year moratorium on amendments to tax legislation;
2.
solving problems of tax administration by eliminating multiple
contradictions and possible ambiguity of interpretation of legislation in the
course of tax reform and legislative implementation:
1.




direct financial responsibility of the state for the delayed budgetary
compensation of VAT and delayed return of overpayments (similarly
to the liability of taxpayers);
disciplinary and material responsibility of controlling bodies and their
officials for making illegal decisions or inactivity, as well as criminal
responsibility (similarly to liability for officials of taxpayers) if the
actions or inactivity of officials of SFS led to significant losses of
taxpayers;

solving problems of customs administration primarily by
defiscalisation activities of customs and its separation from SFS bodies and
implementation of effective tools postaudit;
4.
adoption of effective legislation to stimulate foreign and domestic
investments, including fiscal incentives and guarantees for them;
3.
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adoption of legislation on advanced development of export production
as an engine of economic development, including fiscal incentives and
appropriate guarantees for them.

5.

2.3.1. CURRENT STATE OF THE FISCAL POLICY

2.3.1.1. NON-SYSTEM AND INSTABILITY OF THE FISCAL POLICY
Since independence, Ukraine tax system has undergone numerous
changes. In 2011, the Tax Code of Ukraine came into force, which
established a comprehensive list of taxes and dues imposed in Ukraine, the
procedure for their administration, taxpayers and duties, their rights and
duties, competence of controlling bodies, powers and duties of officials
during the tax control and responsibility for the violation of tax legislation.
The Tax Code provided stabilization mechanism of the tax system by
establishing a direct ban on the amendment of any elements taxes and dues
later than 6 months before the new budget period. However, even after the
adoption of the Tax Code, the principle of stability of the tax system were
not followed.
During the period of the Tax Code, about 100 laws were amended to it,
including more than twenty laws only in 2015. Also changes adopted during
the last year and a half were aimed primarily at increasing the tax pressure
by increasing tax rates, tax base expansion and introduction of new dues.
Instability of tax legislation and lack of system in making changes to it
makes it impossible to do the effective financial planning, increases business
risk, which does not encourage foreign and domestic investment, leads to the
degradation of the Ukrainian economy, elimination of production, reduction
of jobs.
In addition to taxes, a significant role in the redistribution of GDP plays
a single contribution for mandatory state social insurance (hereinafter – the
SSC) which is not included to the tax system. The amount of the SSC is too
burdensome, that does not encourage deshadowing of financial flows related
to the payment of wages and other forms of income of individuals.
Government plans to reform the SSC have not been successful, but it is
possible to adopt legislative changes to reduce the rate of SSC from
01.01.2016 by 40%.
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2.3.1.2. PROBLEMS IN THE GENERAL TAX AND CUSTOMS
ADMINISTRATION

Along with the problem of instability of tax legislation, there are also
problems in tax administration and customs administration. The Ministry of
Finance of Ukraine is key in the system of central executive bodies on the
formation of the state tax and customs policy. State Fiscal Service of
Ukraine (hereinafter - SFS) is a central executive body, whose activities are
directed and coordinated by the Cabinet of Ministers of Ukraine through the
Minister of Finance that implements state tax policy, state policy in the
sphere of state customs, state policy in administrating SSC.
PROBLEMS OF TAX ADMINISTRATION

SFS was formed in 2014 on the basis of the Ministry of Revenues and
Duties where in December 2012 tax and customs services were combined
and to which administration of SSC was transferred. SFS inherited all the
problems of tax administration, which characterized the Ministry of
Revenues and Duties and its predecessors, the State Tax Administration and
the State Tax Service, in particular:
1. Lack of material and any other responsibility of controlling bodies and
personal liability of its officials for making illegal decisions and / or
inactivity. The direct consequence of the absence of responsibility is the
massive adoption of illegal decisions during control and inspection and
implementation of the results of inspections in an unauthorized manner (ie
without discharge of tax notification solutions), unjustified criminal
proceedings, unjustified withdrawal of working capital from taxpayers by
the accumulation of debts on VAT refunds and overpayments (currently the
total amount of withdrawals reached 100 billion UAH), manual intervention
to electronic procedures of interaction with taxpayers (particularly to block
the possibilities for filing of tax returns and / or registration tax invoices,
adjustments of lists of recipients of automatic VAT refund, cancellation of
VAT payer registration etc.).
2. Corruption in the tax administration system, especially for VAT refund,
control and inspection activities, fighting tax offenses (tax police),
administration of excise tax.
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3. Fiscal SFS interpretation of provisions of tax legislation that allows
multiple understanding.
4. The ineffectiveness of administrative appeals against actions
(decisions) of SFS.
5. Application of the principle of prevalence of form over content when
small deviations from established rules of the primary documents or
grammatical errors are used as the basis for increasing the object of taxation,
fines etc.
PROBLEMS OF CUSTOMS ADMINISTRATION

The current practice of using the tools of customs regulations is aimed
primarily at maximizing receiving budget revenue by leveling functions of
protecting state economic security inherent in Customs (monitoring
compliance with non-tariff regulation, prohibitions and restrictions
preventing illegal movement of goods, promoting international trade and
transit, the interaction with customs authorities of other countries, etc.):
1. The functions of ensuring the creation of a single state customs policy
is currently assigned to the Ministry of Finance, while the majority of
customs policy is directly related to the first task of the Ministry of
Economic Development and Trade.
2. Structurally customs is part of the State Fiscal Service and is subordinated
to interests of Tax Service, and the intention is to continue reducing customs
status, in particular through elimination of regional customs.
3. In the work of customs the fiscal function is prevailing. Customs
actually serves as the advance collector of value added tax at registration of
goods importation into the customs territory of Ukraine, determining the
customs value, through which flow of almost 50% of revenues is provided,
while in European countries customs contribution to the budget is 2-10%.
4. Customs has no control over the conduct of postaudit (departments that
deal with postaudit structurally are part of the audit of fiscal (tax authorities)
department that unables the transition to the release goods in free circulation
on the declared value. The customs services in developed countries (eg EU
and US) customs postaudit is the main form of customs control, flexible
application of which can significantly accelerate the release of goods at
customs. Under these conditions, the customs authorities have broad powers
to conduct postaudit
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control, in Ukraine, on the contrary, to transfer the functions of the fiscal
(tax) service it is expected to distribute legislation on tax inspectations to
postaudit customs.
5. In practice, the provisions of the Customs Code concerning authorized
economic operator do not work.
2.3.1.3. PROBLEMS IN THE ADMINISTRATION OF CERTAIN
TAXES AND DUES
VALUE ADDED TAX

1. The tax base for value-added operations to supply independently
manufactured goods / services can not be lower than their cost, but the Code
does not say what cost it is.
2. Restrictions on the right of a payer for registration of tax invoices in the
unified registry tax invoices:

blocking registration tax bills in the single registry of tax invoices
(hereinafter – SRTI) and refusing to accept tax reporting in connection with
the assignment of VAT status to a payer by a higher tax authority;

in case of cancellation of the taxpayer registration a payer from the date
of cancellation loses the right to register tax invoices in SRTI issued before
the date of cancellation, although the law set a 15-day period for registration
of tax invoices after their statements, together with the date of cancellation a
taxpayer loses the right to submit clarifying declarations for previous
periods.
3. Imperfection of the system of electronic administration (SEA):

current regulatory framework of the system of electronic administration
in the calculation formula does not include the amount which the taxpayer,
who uses the cash method, has the right to register tax invoices in SRTI, the
amount of the tax credit on VAT invoices was issued before 01.07.15;

often a VAT payer that sent to register an issued tax invoice, does not
receive a receipt of acceptance, the reason for refusal of registration is not
reported, that causes conflicts with customers and unables taxpayers to
efficiently manage their electronic accounts;

when introducing changes to the formula for counting negative value
for the formation of the amount, according to which the taxpayer has the
right to register his issued tax invoices, the payer’s right to
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clarify the amount of the negative value of the tax periods after June 2015 is
not provided. Thus, clarifying declaration for June 2015, submitted after
20.07.15, do not affect the amount formed by the formula on the payer in
SEA.
4. Illegal additional calculation of tax that entail prolonged court appeals
procedures.
INCOME TAX

From 1 January 2015 the procedure for determining the object of income
tax has changed – it is determined by adjusting the financial result before
taxation, specifed in the financial statements, on differences, arising in the
calculation of depreciation of fixed assets and formation of reserves
(provisions), performing operations, that subject to the transfer pricing,
financial transactions.
With the introduction of such a procedure for determining taxable
income there appeared a significant convergence of tax and book keeping.
According to these new rules Ukrainian business has not determined the
income tax yet, declaration form is only being discussed, thus the problems
in the administration of this tax have not been identified yet.
The existing payment mechanism of advance payments of income tax,
which in the period of economic recession resulted in significant leaching of
funds, is partially offset by the norm, which came into force in September
2015 and allows not to pay advance payment if the payer suffers losses on
the results of not only 1 quarter but six or nine months of the current
reporting period.
EXCISE TAX

From 1 January 2015 amendments to the excise tax were introduced. In
particular, the list of objects subjected to excise tax, its size and the list of
taxpayers were expanded. Now, the objects of taxation are operations with
retail of excise goods and wholesale supply of electricity, the conversion from
vehicles imported into the customs territory of Ukraine into an excise car.
Introduced changes have a number of inconsistencies with some other
regulations. Due to incorrect formulations on the introduction of retail 5 percent
excise duty some problems in its administration appeared, including the type of
tax – local or nationwide. There is a legal conflict on the establishment of the
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rate of excise tax on realized retail excise goods by local government: the tax
rate established by the Code and has no maximum and minimum limit; in
addition, the excise tax determined by current legislation does not belong to
local taxes.
In addition, the establishment of the excise tax for the sale through retail
sales network of excise goods to individuals and other final customers does not
meet EU Directive №118 of 16.12.08.
In the presentation of tax reform the Ministry of Finance envisaged a sharp
increase in excise duty rates, in particular, it is planned to increase excise duty
on cigarettes in 2016 to 40%. In 2014, the excise duty on tobacco products was
also increased by 40%, but there was not a similar increase in budget revenue.
The increase in tax rates by 40% does not guarantee proportional supplement to
the budget, but carries the risk of decline in production volumes in the industry.
It is necessary to set realistic deadlines for the approximation of excise rates to
the European level. New countries – EU members in their time this would
require 13-15 years for that.
A separate problem of levying excise duty (especially alcohol and oil
products) is a significant degree of evasion of payment and a high level of
corruption of the state authorities that control the production of excise goods and
excise duty administration.
SINGLE SOCIAL CONTRIBUTION AND INCOME TAX OF
NATURAL PERSONS

Today the tax burden on an individual entrepreneur is over 55%, including
SSC by the employer – from 36.76% to 49.7%, by working together – SSC,
personal income tax and military collection – from 18.5% to 22.6%. This
encourages employers to pay minimum wage and accordingly only taxes from
it, and the rest of the money – the "envelope". It is not profitable either for the
employee who receives minimum social benefits, and subsequently minimum
pension or employer, who spends a lot of money on labor, or is compelled to
break the law, or a state that loses money in the budget and social funds.
One of the steps of SSC reforming was the introduction of reduction
coefficient in the amount of 0.4 to SSC rates in 2015 (provided the certain
criteria are followed by the employer in raising wages of employees) and
coefficient of 0.6 to the size of the SSC in 2016.
Although using a coefficient of 0.4 in 2015 significantly reduces the size
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of the current rates of SSC (to a minimum from 14.7% to 20%), it did not
lead to the withdrawal of wages out of shadows and creation of new jobs, since
using a coefficient requires performing a number of measures that lead to a
significant (more than twice) increase in individual entrepreneur. This, in its
turn, increases the base for the calculation and maintenance of SSC, personal
income tax and military collection, creates additional burden on wage fund.
Offered in 2016 reduction coefficient of 0.6 to the rates of SSC also will
not completely solve the problem of legalization of income of taxpayers, as with
the personal income tax the burden on the individual entrepreneur will be 4050%.
PROPERTY TAX

The current legal interpretation of property tax indicates the awkwardness
of its administration:
 available electronic database of property contains limited information
about real estate that leads to errors in calculating the amount of tax
and sending messages to destination;
 there is a mismatch in calculating the tax on residential property
(applying rates and benefits) for taxpayers who own real estate in
various localities;
 lack of fixed tax rates leads to confusion in its calculation in different
localities.
The following issues also remain problematic:
 social injustice of the tax itself, as it is calculated depending on the
area of the property instead of its value;
 under financial crisis, accompanied by a decrease in income, it is not
right to impose a levy on ancillary (non-residential) premises such as
barns, stables, garages, summer kitchens, etc., which are mainly
located in rural areas and are an integral part of a subsidiary farming.
VEHICLE TAX

The main problem is its tax social injustice because it is calculated on the
volume of the engine cylinder instead of the car price.
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RENTAL FEE

Against the background of the general trend of using political power to
lobby for changes in tax laws in favor of certain sectors of the economy, rent
reform policy in 2015 was reduced only to an increase in rates of rent.
Established rates do not correspond to the economic situation and do not take
into account fluctuations in market prices, resulting in products such as iron and
steel industry becoming noncompetitive.
The introduction of quarterly reporting period does not account for
fluctuations in world prices for ferrous, nonferrous and alloying metals as the
base for calculating tax is determined once a quarter, not monthly.
Sharp, twice or more, increase in rental fee for natural gas, which in some
cases reaches 70% of the actual selling prices, led to a significant increase in its
prices, including gas for households. The government is trying to compensate
increase of utility rates with the help of subsidies program and an increase in
budget revenues is partially offset by expenditures of the same budget.
The majority of taxpayers of rent for gas are unable to timely pay the
declared commitment that leads to the accumulation of tax debt, fines, seizure of
assets. As a result gas production and investment attractiveness of the industry
are reduced, and in the short term the priority sector for Ukraine may actually be
destroyed. Rent for natural gas is calculated and paid on the volume extracted in
the reporting period, during the formation of gas reserves for the heating season
a significant amount of recoverable gas volumes of almost all taxpayers of rent
on request of government is pumped into underground storage. The lack of gas
sales prevents timely payment of the declared rental amounts.
The current version of the Tax Code contains discriminatory rules for such
taxpayers of rent for natural gas as a joint activity, that have to deal with much
higher compared to other taxpayers tax rate on similar objects of taxation, that is
unconstitutional and contradicts the Tax Code, which declares the equality of all
taxpayers. Now, there is information about lawsuits of foreign participants of
joint activity, who have invested significant funds in the development of oil and
gas industry, but profits were very low due to the discriminatory rates of rent.
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SINGLE TAX

The single tax in essence is an alternative system of taxation introduced by
the state to encourage small business development. Currently, the government
carries out attack on a single tax, mainly accusing it in that big business using
single taxpayers "launders" money transfering it into cash, etc. Partly the
mentioned claims are valid, because mechanisms of fiscal control for single
taxpayers still do not work (for the majority of taxpayers the presence of
payment transactions recorders is not mandatory), which creates opportunities
for using a single tax in schemes of transfering money into cash, payroll in
"envelopes", etc.
INVESTMENT ACTIVITY

The existing legislative framework for investment in Ukraine establishes
the complicated procedure of examination of investment projects, does not
contain sufficient preferences which will help increase the interest of investors
and, accordingly, the growth of investment in Ukraine’s economy.
2.3.2. PRINCIPLES OF THE NEW FISCAL POLICY
2.3.2.1. TAX REFORM

The main goal of reforming the tax system is reaching a compromise
between its fiscal function and business interests. Reforming the tax system
should make Ukraine investment attractive for both internal and for external
investors, stimulate economic growth, domestic consumption and export. Fiscal
service should carry out the functions of control over all taxpayers for
calculation and payment of taxes in accordance with legislation.
Tax reform should provide:

stability of the law, which should provide opportunities for effective
financial planning and minimize business risks;
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guality provisions of tax legislation that eliminates their ambiguous
interpretation and taxpayers conflicts with regulatory bodies;

conservation and replenishment of working capital of enterprises that
will allow them to invest in production development and create new jobs;

elimination of the existing shadow schemes and prevent the creation
of new ones.
Reforming the tax on personal income and single social contribution must
ensure a balance between fiscal and social functions of these taxes, contribute to
the removal of shadow incomes, the recovery of the domestic market.
GENERAL TAX AND CUSTOMS ADMINISTRATION

To ensure stability
After reforming the tax system to establish a moratorium on making any
changes to the Tax Code for at least three years, except there is necessity of
technical inconsistencies settlement. During this period the list of taxes and
duties, their base rates and tax periods, dates and filing taxes should not be
changed.
To set in the Tax Code the direct norm on the order of coming into force of
amendments to it:

changes to any element of taxes can not be made later than six
months before the new budget (planned) period;

otherwise the norms of the relevant laws are applied no earlier than
the beginning of the budget period that begins after the planned period.
The quality of tax legislation to ensure by means of:

introduction of disciplinary and material responsibility of controlling
bodies and their officials for taking unlawful decisions or inactivity and provide
criminal penalties (similar to liability for officials of taxpayers) if the actions of
tax authorities led to significant losses of taxpayers;

legislative establishment of automatic closure of criminal
proceedings at the entry into force of a court decision on cancellation of assessed
tax amounts;
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reforming the inefficient system of administrative appeals against
actions (decisions) of controlling bodies.
To preserve and replenish working capital of taxpayers:

introduce legislative financial responsibility of the state for late
budgetary compensation and / or untimely return of overpayments and ensure its
application in practice like liability established by law for taxpayers at late
payment of taxes to the budget (financial penalty);

reduce the existing tax rates and eliminate charging advance
contribution except income tax;

provide mandatory involvement of business representatives,
professional public associations in the process of reforming the tax legislation,
before submitting bills to the parliament their examination must be conducted by
the professional organizations;

make an open process of discussion of bills by providing information
in the media and on the Internet as for offers of business entities and
professional public associations as well as reasons of their acceptance or
rejection;

stop the vicious practice establishment of plans of accrual of taxes
during inspections.
VALUE ADDED TAX
To ensure stability it is necessary to:

reduce the tax rate to 17% as it was provided in the Tax Code
amended on 28.12.14.

To ensure the quality of tax legislation by means of:

determining that the taxation base of operations on supply of
independently manufactured goods / services is determined based on their
contract value, but not below their production cost;

making it not possible to cancel VAT payer registration only on the
basis of the record of his absence at the location and / or record about the lack of
information confirmation about the legal person;

conforming to the procedure of VAT administration in the provisions
of the Tax Code, in regard to the right of the payer, whose registration was
canceled, recording tax bills in SRTI within 15 days from the date of their
discharge, as well as in the preservation of the taxpayer’s
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right to submit specifying declarations for previous (before voiding)
tax periods;

systematically improving technical support of electronic
administration in order to achieve full compliance of its algorithm with
provisions of tax legislation.
To preserve and replenish working capital, to prevent tax evasion and
destroy shadow schemes of unjustified obtaining budgetary compensation of
VAT it is necessary to support the implementation of SEA and improve current
norms.
In order to resolve inconsistencies in a transitional period to SEA it is
necessary to amend the current legislation, which:

provide for taxpayers, who use the cash method, the ability to
increase the amount, by which the taxpayer has the right to register VAT
invoices in SRTI, to the size of the tax credit on VAT invoices issued before
01.07.15;

establish that on the basis of declarations by June 2015 on
clarification the negative value of VAT provided after 20.07.15, the amount
generated by the formula on the account of the payer of electronic
administration system, should be altered.
Introduce amendments to the Tax Code on effective control mechanism
for the timely implementation by the SFS and the State Treasury Service of the
statutory period for VAT budgetary compensation and overpayments refund
with the introduction of state financial responsibility for violation of deadlines.
Introduce VAT budgetary compensation only automatically for all VAT
amounts confirmed by SEA of VAT.
Introduce a duty to reimburse VAT solely in order of receipt of
applications and accept the norm of the law, under which the register of
companies to compensation will be public and available to all taxpayers.
CORPORATE TAX
To ensure stability it is necessary to:

set the rate of income tax at 16%, corresponding to a rate that has
been defined for use before 01.01.16 by the Tax Code in the version before
28.12.14;

keep the existing mechanism for collecting income tax by adjusting
the financial result in taxation according to the
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accounting on tax differences. Among tax differences only those are
left that occur:

in transactions in which judgment is applied: charging provisions
(other than those relating to remuneration), determining present value of longterm assets and liabilities, determining the fair value of assets, etc.;

in case of depreciation of new equipment, machinery and
components purchased by a taxpayer who implements projects in the field of
investment and innovation;

on the amount of capital in revaluation of fixed assets that are
periodically included in retained earnings in the amount proportional to
calculating depreciation of the object that has undergone revaluation, according
to accounting rules or in amount of capital in revaluation of fixed assets included
in retained earnings in the liquidation of the object that has undergone
revaluation;

at the time of the controlled transactions.
To preserve and replenish working capital it is needed to:

cancel advance payments of income tax when paying dividends;

establish a zero rate of income tax for corporates that direct received
income to the purchase and modernization of fixed assets and intangible assets.
EXCISE TAX

To ensure the quality of tax legislation norms is possible in this way:

remove from the Tax Code provision under which local government
have the right to set the rates of excise tax, and classify excise tax from the sale
through retail network of excise goods to natural persons and other end
consumers as local tax.
To preserve and replenish working capital it is neede to:

introduce realistic long-term plan to gradually increase the excise tax
rate on tobacco products, beer, alcoholic beverages not more than 15% a year in
which Ukraine will enter the European rate within 5-10 years.
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SINGLE SOCIAL CONTRIBUTIONA AND NATURAL-PERSON
INCOME TAX

To ensure a balance between fiscal and social functions, to withdraw
income of citizens from the shadows it is mecessary to:

replace the norm which concerns using a coefficient of 0.6 in 2016 to
SSC single rate of 20% on wage fund and other income, which is calculated by
SSC for businesses, entrepreneurs and self-employed persons;

keep the SSC rate 8.41% for disabled workers;

cancel SSC that is withheld from wages (income) of workers
(individuals) of 2%; 2.6%; 2.85%; 3.6%; 6.1%;

reduce personal income tax rate from 15% to 10% and from 20% to
15% - of the tax base of corresponding revenues;

set a 15% rate to the income of the calendar month that tenfold
exceeds the minimum wage established on January 1 of the reporting tax year;

cancel military duty.
PROPERTY TAX

way:

The quality of provisions of tax legislation can be ensured in the following


solve the issue of limited electronic database of real estate;

set a fixed tax rate on real estate;

determine the tax base, depending on the value of the property;

exempt from taxation subsidiary (non-residential) buildings such as
barns, stables, garages, summer kitchen, workshop, dressing room, cellars,
sheds, etc.
RENTAL FEE

Ensuring stability
Establish single rates of rental fee on the extraction of natural gas for all
payers of this tax.
The quality of provisions of tax legislation can be ensured in the following
way:

establish that the royalties for which tax rates are defined in foreign
currency shall be paid in national currency and calculated at the official rate of
hryvnia to foreign currency, set by the
_______________________________________________________________Federation of Employers of Ukraine

152

National Bank of Ukraine, acting on the first day of the tax period in which
taxable transactions and / or taxable activity are carried out and remains
unchanged for the reporting tax period;

cancel advance payments of royalties or put taxpayers who currently
have to pay on monthly reporting (tax) period.
Conservation and replenishment of working capital
To introduce differential rates of royalties: increased by a coefficient
during export of raw materials and / or products of initial processing of raw
materials from the customs territory of Ukraine and without the use of
increasing coefficient of adequately processing of extracted raw materials in
Ukraine.
Renew the use of a coefficient that takes into account the proportion of
iron in commodity production for iron ore, or set the tax base at the average
customs value of a particular kind of commodity products.
Introduce monthly reporting period for tax payers of royalties from the
extraction of ferrous, nonferrous and alloying metals.
Reduce royalties on natural gas for all objects of taxation to 29% (for
deposits up to 5000 m) and 14% (for deposits of more than 5000 m), and for
those who implement investment projects, regardless of date of their approval,
to set a royalty rate on gas not higher than 20% and 10% with a simultaneous
introduction of extra charge to income tax at a rate no higher than the current tax
rate with the use of this mechanism for gas produced in the process of joint
activities.
Provide at legislative level "tax holiday" for approved volumes of gas
pumped into storage.
At the same time these tax liabilities shoul not be charged for interest for
the deferral of the tax debt, and the tax pledge should not be applied.
SINGLE TAX

In order to achieve fiscal and social functions balance of the tax system
and reduce the risks of using single tax payers in shady schemes after the reform
of tax administration it is necessary to review allowed circulation for the
taxpayers of the third group and / or provide a phased implementation of
effective mechanisms of fiscal control.
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INVESTMENT ACTIVITIES

For more investment in material production of Ukraine to take measures to
introduce a special regime investment and innovation activity in Ukraine by
developing a special law.
The main tools of attracting investments to determine the application:

accelerated depreciation or separation of the state during risk of
depreciation of new fixed assets by allocating costs of 100% of costs incurred on
their acquisition (production) when implementing investment projects;

VAT tax bills when they import new equipment and components
with a maturity of 3 years (1,095 days);

SSC rate reduced by 50% for labor remuneration fund of number of
additional jobs in enterprises;

exemption from payment of import duties on importation into
Ukraine of new equipment and component parts;

benefits from land tax in the amount prescribed by local authorities.

To the additional preferences for investors should be included:

company exemption from payment of share participation in
infrastructure development of the locality;

exemption of enterprises from mandatory currency sales and
prohibition to shorten terms of payment in foreign currency with stipulated 180
calendar days;

application of the principle of subsidiarity for the most effective
implementation of measures to maintain investment.
2.3.2.2. CUSTOMS REFORM

The basis of the customs reform should be a customs return to perform its
basic inherent functions.
This goal can be achieved by defiskalisation of customs, customs
separation from fiscal (tax) service and transfer of functions on ensuring
formation of a single state customs policy.
To achieve this goal it is necessary:

to transfer functions on ensuring formation of a single state customs
policy from the Ministry of Finance to the Ministry of Economic Development
and Trade;
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to resume work of Customs and Tariff Council under the Ministry of
Economic Development and Trade;

to structurally separate Customs service from the fiscal (tax) services,
to assign the Customs to functions of implementing a single state customs
policy, to consider the issue of its subordination to the Ministry of Economic
Development and Trade (save it under the Ministry of Finance until the end of
defiscalisation of Customs);

to predict the release of goods imported to Ukraine for free
circulation at customs value declared by foreign economic entities;

to transfer functions of postaudyt customs control to customs service,
providing opportunities for its application concerning putting goods into
circulation;

to provide amendments to the Customs Code of Ukraine regarding
meeting the envisaged by the Association Agreement of Ukraine and the EU
Ukraine's obligations, including practical implementation of the Institute of
authorized economic operator in accordance with the EU legislation
requirements, the implementation of customs simplifications for individuals who
meet certain criteria specified by the Customs, joining Ukraine to common
transit system of EU and EFTA.
2.3.2.3. REFORMING OF THE SFS

Separate tax and customs departments by subordinating them to the
Ministry of Finance (to consider its further submission to the Ministry of
Economic Development and Trade within defiscalisation of Customs).
Create a single database of fiscal service and customs administration at the
Ministry of Finance.
Eliminate tax police with the reduction of its police and security functions
and transfer functions of preventing tax evasion to the financial investigations
department.
Reduce the number of employees of fiscal services, mainly due to the
administrative board reduction with a simultaneous increase in labor
remuneration fund of professionals that will remain in service.
Increase the qualification requirements for employees of Fiscal Service.
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2.4 POLICY OF LEGALIZATION AND RETURN OF THE CAPITAL
TAKEN FROM UKRAINE
2.4.1. THE ESSENCE OF THE CAPITAL LEGALIZATION
(AMNESTY) AND ITS RELEVANCE TO UKRAINE
Amnesty of the capital - is a combination of administrative and economic
measures designed to full or partial legalization of shadow market of financial
resources and business processes, whichpreviously was considered illegal, and
directed to pardon persons who committed offense of tax evasion (reduction of
the tax base) or illegal withdrawal of capital from the country.Capital
legalization procedure enables economic entities - businesses and individuals to
declare their capital, which until then had a shady character.The objects of
legalization may be cash and bank deposits, shares and other securities, real
estate and property assets.
Giant scale capital flight from Ukraine is a major challenge for economic
policy, which should focus on mobilizing resources, both of external and
internal origin, to revive investment and economic recovery in the
country.Estimations based on national accounts of Ukraine indicate that during
the years of 2003-2012 the net acquisition of financial assets of residents of
Ukraine (excluding NBU's currency reserves) amounted to at least 126.5 billion
US dollars.So, for decades the volume of domestic capital outflows on average
equaled 12.65 billion US dollars annually. The largest volumes of capital
outflow were recorded in 2007 (32.6 billion dollars), in 2008 (24.1 billion
dollars) and in 2010 (19.9 billion dollars).The dominant form of acquisition of
foreign assets for Ukrainian residents were currency cash and deposits, securities
also held a significant share.
The main channels of Ukrainian capital outflow beyond border is the price
understatement of exported goods and high prices of imported goods; making
fictitious transactions on foreign imports of services, which are not actually
provided; payment of import contracts, which are not implemented due to "unfair
actions" of a foreign partner, payment of fictitious penalties to foreign partners by
Ukrainian residents, distillation of junk shares;no return of credits, which were
accepted from Ukrainian companies and banks, by non-residents.Specialists of
the National Institute for Strategic Studies estimated volumes of annual capital
output due to low prices of exports and due to the method of "mirror statistics".
According to their estimates, in 2007-2011 the annual volume of capital outflows
were 6,2-8,1 billion US dollars in keeping with that article.
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The massive outflow of domestic capital causes depletion of
financial and investment potential of Ukraine, the most obvious negative
consequences of capital flight are: narrowing of potential sources of investment
financing, tax base curtailment, and narrowing of monetary aggregates. These
processes have become critical during the years of 2014-2015, and the process
continuation of capital withdrawal was one of the factors of destruction financial
system of Ukraine and led to a deepening macro-financial strain in the economy.
TotallossesoflargeandmediumenterprisesofUkraineinthefirsthalfof
2015 amountedto 395.8 billion US dollars, or 48.4% of GDP in 2014.Total
financialresultoflargeandmedium-sizedenterprises
(includingprofitablecompanies' profit ) amountedto -224.5 billion US dollars, or
27.5% of GDP.Current companies' obligations - accounts payable and shortterm bank loans - in early 2015 reached 3151.3 billion US dollars, or exceed the
annual GDP twice. Thus by 2014 the current obligations of enterprises increased
to 50.6% of GDP.
Public debt of Ukraine and debt, guaranteed by the State as of
31.08.15. amounted to 1494.9 billion US dollars and was equivalent to 95.4% of
GDP in 2014. State budget of Ukraine in January - August it was amounted with
surplus of 7.7 billion US dollars, but this result was achieved, primarily, through
a sharp reduction of budget expenditures in real terms.In addition, government
spending to recapitalize banks, NJSC "Naftogaz Ukraine" and Deposit
Guarantee Fund were not reflected.in the part of the budget deficit.
The size of the international reserves of Ukraine at end-August
amounted to only 12.6 billion US dollars, providing covering of 2 months of
imports, and barely exceeded 1/5 of the size of short-term external debt of
Ukraine. At the same time beyond border there is much more than 100 billion
US dollars of country's financial resources.
The problem urgency of the exported earlier capital return to Ukraine
is still driven by the following:
• deficit of financial resources in the economy of Ukraine with little
foreign investment deepens the economic crisis and requires the involvement of
all potentially possible economic exchange sources;
• economic confidence deficit of the state policy that was forming during
decades could be partly compensated by liberal and understandable tax amnesty
and amnesty of capital;

Project____________________________________________________________________________

157

• liberalization and simplification of the tax system combined with
successful amnesty of capital could provide raising of Ukrainian economy's
competitiveness.
Meanwhile, we point out the risks and constraints in mass legalization and
returning capital:
• a high degree of legal protection of derived capital abroad is combined
with frequent violations of property rights in Ukraine;
• public confidence to the Ukrainian State has not recovered yet, and
currently without effective incentives there will not be enough people, willing to
declare their "gray" savings
• previously exported capital even without the declaration of legalization
have an opportunity to return to the country under the guise of foreign
investments, which are made, typically by offshore companies;
• owners of capital would actively return and legalize capital, which was
exported overseas if there existed a confidence in the long-term favorable trends
in the economy and in the formation of effective market institutions, which are
not available in Ukraine now.
On the other hand, there are following evidence in favor of the legalization
of capital
1) the efforts of the international community to reduce privileges for offshore
jurisdictions, narrowing the scope of banking secrecy and establishing
international exchange of information on tax matters makes foreign investments
of Ukrainian citizens less reliable and safe;:
2) foreign capitals of wealthy Ukrainians are invested mostly in real estate,
securities and bank deposits that give them little passive income, and launching
of legitimate self-sufficient business due to many objective and subjective
difficulties; meanwhile a capital scarce economy of Ukraine in case of the
reform provides many opportunities for profitable investment in an environment
that is close and understandable to local investors;
3) international experience provides many examples of successful amnesties
of capital when changing political situation in the country and radical
improvement of the investment climate;
4) The legalization of capital provides great opportunities for entrepreneurs to
move away from the "gray schemes" of doing business get free from threats of
criminal prosecutions for economic offenses and start working with full
compliance of tax, currency and criminal law.
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Overall, quite a large number of Ukrainian immigrants would prefer the
return of illegally exported capital back to Ukraine by granting them sufficient
guarantees of the state non-prosecution, stabilization of the economic situation
and cardiac improving of the investment climate.Therefore, capital amnesty
gives Ukraine a unique chance to return the multibillion-dollar fortune, exported
by residents abroad and investing capital in bloodless economy that could
provide a powerful impetus for the revival and growth of the national economy.
2.4.2.
OBJECTIVES AND TASKS OF THE POLICY OF
LEGALIZATION AND STIMULATION OF THE DOMESTIC CAPITAL
RETURN

The objectives of the legalization of capital are:
• involvement additional resources in the economy and increased domestic
capital accumulation;
• increase the tax base and revenues by the legalization of capital and its
inclusion in the economic turnover;
• reduction of the shadow economy and the transfer of economic
transactions in the legal plane;
• stabilization of the payments balance due to the inflow of foreign
currency in the financial account during the amnesty and reduce the outflow of
capital in the long term.
Achieving the goals of legalization of capital involves the following tasks:
• increasing the investment attractiveness of Ukraine for foreign and
domestic investors, turning Ukraine into a regional leader among the recipients
of foreign direct investment (FDI);
• reducing the fiscal pressure on economic actors in Ukraine and increased
responsibility for violation of tax laws in the aftermath of amnesty;
• creation of adequate organizational and legal mechanism for legalization
and declaration of previously exported capital from Ukraine by economic
entities;
• economic liberation of Ukraine from liability for tax violation and
currency legislation of Ukraine in the past and enable them to operate safely and
effectively within the formal economy.
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Legalization of capital has become a part of measures to prepare the
annual general declaration of incomes that should give impetus to the
legalization of the economy and reducing tax evasion.
2.4.3. ORGANIZATIONAL AND LEGAL PRINCIPLES AND SCHEME
OF THE CAPITAL LEGALIZATION

In practical terms the procedure of legalization of capital provides for
adoption of the law, with the help of which following concepts should be
established: general principles, legal and organizational basis for the legalization
of shadow incomes of businesses and individuals, as well as state guarantees of
appropriate settlement process and terms of legalization of capital. By
mentioned law it should:
• recognize the right of all individuals and legal entities - residents of
Ukraine for their undeniable ownership of all capital (other than those obtained
by criminal and prohibited activities) that they have received before the start of
the program;
• encourage the investment direction of capitals that are legalized, in
particular, through the exemption of authorized funds from taxation, which are
invested in the real economy and long-term financial instruments;
• include differentiated tax rate for the funds transferred to Ukraine and
funds, property left outside Ukraine and legalized as foreign assets;
The legalization term of capital is appropriate to limit by the calendar year
(for instance, from January 1st 2016 to December 31th 2016).
It is necessary to classify these assets to objects legalization:
• cash and bank deposits;
• securities and ownership interests (shares) in the capital of legal entities;
• buildings (buildings) and land;
• real property located outside Ukraine;
• intellectual property.
Money and property, derived from the commission of serious crimes crimes against individuals' constitutional rights and freedoms, constitutional
order and security, international law, and in the production and trafficking of
drugs should not be subject to legalization.
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It is appropriate to predict that money (in national and foreign currencies),
declared by the subjects during the legalization, will be subject to transfer to
special accounts in Ukrainian banks.This means the owner must have the right
of free disposal and use of authorized funds. If investing the declared funds in
long-term financial instruments or companies' capital, registered on the
Ukrainian territory, the subject of legalization is exempted from paying any
taxes and mandatory payments.Otherwise, if after a certificate of legalization the
subject removes or transfers money from a special account without providing
bank with supporting documents for the investment direction of authorized
funds, it is appropriate to keep a mandatory fee for legalization of a certain size
(3-5% of legalized funds)in favor of the budget.
The subjects that legalize funds in foreign currency should be able to
transfer them to accounts, opened in foreign currency. In order not to hinder the
repatriation and legalization of domestic capital, funds in foreign currency,
which are put on special bank accounts should not be subject to mandatory
conversion into hryvnia and selling on the interbank market.The amount of
authorized funds should not be recognized as subject’s income, which is
subjected to taxable on general terms.
If capital, which is legalized, has the form of movable and immovable
property that is outside Ukraine, accounts in nonresident banks, securities and
parts (shares) in the capital of legal entities, registered in foreign jurisdictions,
and the process of their legalization are not accompanied by the transfer of
appropriate assets to Ukraine, then it is appropriate to provide payment fee for
legalization of foreign funds and assets by entities of legalization, which
increased, for example, 7-10% of their appraised value.
In case of export / transfer of authorized funds by entity from Ukraine or
other funds in the amount of less, equivalent, or exceeding the amount of
legalized capital in a period from the certificate receiving of legalization, such
entity must pay a mandatory fee at increased rate (7.10% of authorized capital).
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The state should provide corporate clients and private individuals subjects of legalization sufficiently effective and unshakable assurance that they
the time-criminal cases will not be violated against them, proceedings of
administrative offenses on the grounds of tax violation, currency violation or
other legislation in terms of obtaining declared capital.
The subjects of legalization should be exempted from the obligation to
provide information on the sources of the legalized incomes and tax liabilities on
legalized capital (except for occasions of its location overseas or its use for the
current needs in Ukraine).But information received by relevant authorities and
their officials in the legalization should be confidential.
Such state guarantees should be given to subjectsof capital legalization:
• Non-Retaliation for nonpayment of taxes, fees and other payments to the
state budget, contributions to social insurance;
• exemption from providing information about the sources of the legalized
capital;
• providing of confidentiality (secrecy) regarding the legalization of
capital;
• non-application of discriminatory measures in the future regarding the
taxation of legalization;
• failure to providethe data / information for fiscal authorities and bodies of
internal affairs of legalization of capital.by financial institutions and bodies of
justice.
Legalization should not apply to capitals, receipt of which is associated
with the commission of serious crimes against national security of Ukraine, life,
health, liberty, peace and human security, international law, as well as the
production and trafficking of drugs. Therefore, it would be reasonable to provide
an exhaustive list of crimes, which is not covered by the amnesty.
State guarantees on immunity of legalized capital, secrecy and nonprosecution of subjects of legalization should be fully covered in the course of
large-scale information campaign.Such a campaign should be aimed at
familiarizing the general population and business with purposes of legalization
of capital, advantages in passing legalization, procedural aspects of
legalization.In addition, important objectives of the information campaign
should be conviction and evidence providing by public towards inevitability of
punishment in case of continuation to concealment of income from taxation and
the accumulation of foreign assets in violation of currency laws.
Qualitative information campaign is usually an important component of
successful legalization of capital, especially if it focuses on private individuals
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and individual entrepreneurs.If the target audience of legalization is primarily
legal entities, then with the development of the amnesty's format, it is necessary
to make it available to tax advisers, auditors and financial managers who would
provide appropriate advice to corporate clients.
When disseminating information about the legalization of capital it is
always necessary to emphasize the fact that the subjects of legalization will be
able to use without any restrictions their inviolable right to own, use and dispose
assets and property that will go through legalization of the procedure.
2.4.4.ECONOMIC REFORMS AND LEGAL MECHANISM
(SUPPORT MEASURES) THAT WILL DETERMINE A SUCCESS OF
THE CAPITAL LEGALIZATION CAMPAIGN

The massive return of exported capital can only be possible with the
cardinal improvement of conditions for economic activities, conducting
effective reform of the state apparatus and achievement a new quality of market
institutions. State pending the return of domestic capital, should have significant
credibility in the eyes of economic agents and demonstrate positive results of
economic and political reforms.
Improvement of the investment climate in the country has become the
main target of government reform efforts. In the broader context of an economic
environment, which is conducive to business, includes the following
components: efficient and corruption-free government system; effective,
independent judiciary (which guarantees the fulfillment of contractual
obligations and property rights); simple, transparent and accessible regulatory
system; modern and extensive logistical infrastructure for economic activity.
Table 2.1. shows political, financial and economic risks of investment in
Ukraine for foreign investors based on the results of PRS Group Inc's
monitoring. At the beginning of 2015 the most significant risks for investors in
Ukraine were associated with the dynamics of real GDP, exchange rate
volatility, low international liquidity of the country and the high level of external
debt, and with poor socio-economic conditions, bureaucratization of economic
activity and high levels of corruption.Accordingly, in order to encourage
domestic and foreign investors, state economic policy should ensure quick
enough positive changes and a gradual decrease in the severity of these
problems.
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TABLE 2.1. POLITICAL, ECONOMIC AND FINANCIAL RISKS OF
INVESTMENT IN UKRAINE BY COMPONENTS
Country

Componentsofrisk
Politicalrisk

Theobjectivesofeconomicpolicy
% ofthemaximumscore ( low % ofscore highrisk)

Government stability

58,3

Investment profile

50,0

Socioeconomic conditions
Internal conflicts

External conflicts
Corruption

Military component in politics
Religious tensions
Law and order

Ethnic tensions

Democratic accountability
Bureaucratic component
Financial risk

37,5
62,5
62,5
25,0
83,3
83,3
66,7
66,7
83,3
25,0

External debt,% of GDP

30,0

Current account,% of exports

76,7

Debt service,% of exports

International liquidity, months of imports
Stability of the exchange rate,% change
Economic risk

95,0
20,0
15,0

GDP percapita

20,0

Inflation rate

70,0

GDP growth

Budget balance,% of GDP

Current account,% of GDP

0,0

50,0
70,0

Source: compiled by the author according to the «International Country Risk Guide».
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In practical terms an improvement of the investment climate in Ukraine is
impossible without solving tasks such as simplifying the tax system, the
protection of economic competition, eradicating of corruption, protection of
intellectual property, improvement of legislation in the spheres of state control,
land planning and permits for buildings, licensing of entrepreneurship, technical
regulations on bankruptcy and bringing it in line with international best practice.
An important aspect during the legalization of capital is the need for
macroeconomic stability: a stable exchange rate and moderate inflation. High
risk of inflation and devaluation of savings contributes to outflow of economic
sunjects to the other countries where there are security guarantees for deposits
and investments. Accordingly, a stable macroeconomic environmental lows the
country to hold an amnesty of capital, relying on its massive return from abroad.
Tax system reforming and increased responsibility for concealing income
and illegal with drawal of capital abroad are another important components of
measures to stimulate the return of domestic capital. Since tax evasion and
capital flight are of ten derived from in adequate economic policies, high tax
burden and / or unhealthy administration, legalization of capital can be
successful only when it is combined with urgent reforms of the tax system. The
main focuse of tax reform in Ukraine should be: reduction and equalization of
tax burden, simplification of the tax system, minimizing the cost of
implementation and administration of tax laws to encourage investment and
savings depreciation funds.
It is also necessary to pay attention to the fact that if capital repatriates
realize that the amnesty of capital is a testament to the weakness of tax
administration and foreign exchange control, and such systems will not be
updated in the future, they will have strong enough reasons to ignore the efforts
of state legalization of capital and the continued withdrawal of capital abroad.
So one of the key factors needed to achieve the objectives of the amnesty of
capital is measures realization to improve tax administration, particularly an
effective system of control over payment of taxes and penalties system.
Legalization should be combined with more stringent conditions of
economic responsibility for the subsequent concealment of income.
So one of the parts of the legalization and return of capital is to strengthen
the responsibility and inevitability of punishment for wrongful acts. This essence
of restrictively and punitive measures should apply not only to prison terms or
amounts of financial sanctions, but also to the possibility to fully conduct
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business. In particular, it would be helpful to introduce restrictions on offshore
companies with a confusing system of property towards the participation in
electronic trading on public procurement in Ukraine, to prohibit public sector
service, receive state guarantees and tax breaks, support of domestic foreign
missions abroad.
Establishing international exchange of tax and customs information on the
model of the OECD and the Council of Europe is another component of
effective measures for legalization and return of domestic capital. There is a
need to bring fiscal service of Ukraine to a new level of international
cooperation on the exchange of tax and customs information and disclosure
fiscal offenses. Implementation of provisions of the OECD agreement on
exchange of information on tax matters as well as the Council of Europe and the
OECD on Mutual Administrative Assistance in Tax Matters mush play a
significant role.They can also be used provisions of the Convention on Mutual
Assistance between the Nordic countries, the international agreement on
assistance in judicial matters, the Convention on Mutual Assistance in Criminal
Matters.
It is necessary to establish close cooperation with the tax and customs
authorities of other countries and international organizations on the exchange of
tax and customs information and termination of tax and customs offenses, most
simplifying the process and giving it automatic nature. Later in the process of
liberalization of currency regulation of Ukraine there is a possible introduction
of a legislative ban on the transfer of assets in offshore jurisdictions with which
the agreements on the exchange of tax information transparency on the model of
the OECD were not concluded.
In order to ensure the repatriation of national capital in Ukraine and
eliminating incentives for the withdrawal of capital abroad, in the future it is
necessary to initiate a review of international treaties in avoidance of dual
taxation. The aim of this review should be the elimination of tax benefits,
provided by agreement on avoidance of double taxation, which are applicable to
corporate bodies, incorporated abroad. It is also worth seeking harmonization of
tax rates and income gains in Ukraine and offshore, as well as a shift of taxation
to Ukrainian jurisdiction while obtaining income sourced from Ukraine.
Currently, most international tax agreements of Ukraine almost has no limit on
tax breaks for companies, registered by residents of Ukraine in foreign
jurisdictions.
It encourages the widespread use of Ukrainian business in tax
minimization schemes in jurisdictions with preferential tax treatment.
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At the global level in recent years, the problem of reducing the list of
offshore zones and elimination of "tax loopholes" that created such zones is
being discussed.
The policy of legalization and promotion of the return of capital to Ukraine
should be coordinated with the liberalization of currency regulation system (part
of which will be strengthening the responsibility for the shadow accumulation of
external assets). Carrying out an amnesty of capital should give the start of
liberalization of currency regulation in Ukraine, which for a long time has been
holding back the process of Ukraine's integration into the international financial
space, violates the freedom of citizens to free disposal of their own costs and
reduces efficiency / creates obstacles to cross-border business activities.
During liberalization of currency regulation in Ukraine, there should be
introduced a system of mandatory reporting (declaration) of Ukrainian residents
on their assets and economic activities overseas. In particular, for owners of
offshore companies - citizens of Ukraine there should be introduced a
mandatory requirement for registration in Ukraine of foreign assets in offshore
and other jurisdictions (including in the form of indirect ownership of property
rights). In the future, for violation of requirements for mandatory reporting
(declaration) of Ukrainian residents on their assets and economic activities
overseas there must be strict liability, including criminal, and the imposition of
substantial financial penalty provided.
To our way of thinking, bank accounts, companies and securities of
Ukrainian residents in offshore areas and other jurisdictions, declared and
legalized in the amnesty of capital would have to be used in economic turnover
of Ukraine or simply appear in the financial statements (declarations) of
residents without application of any sanctions, and undeclared foreign assets by
residents after the amnesty of capital should be deemed to be acquired or bred
illegally in identifying which owners of such assets will face severe legal and
financial responsibility.
2.4.5.SUMMARY FROM INTERNATIONAL EXPERIENCE AND
EXPECTED RESULTS OF THE APITAL LEGALIZATION

Holding amnesties is often seen as an attempt to raise additional
capital in the economy, business activity and update the tax system. International
experience provides a lot of both positive and negative examples of capital
amnesties and tax amnesties.At various times, such amnesty was conducted in
the USA, Italy, Belgium, South Africa, India, Russia, Ireland, Argentina, Malta,
France, Argentina, the Philippines, Pakistan and other countries. Some states can
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boast of positive experiences in other countries, economic sunjects weakly
responded to the initiative of the Government and purposes of revenue, as a
result of the amnesty was not reached (for example, in Belgium, Georgia). Of
course, the conditions, terms and procedure for implementation of measures for
the amnesty of capital in each country were different.But the general principles
and objectives were similar - exemption from tax debts and criminal
responsibility, replenishment, expansion of the tax base, attracting financial
resources to the economy.
Examples of successful capital amnesties can be considered amnesty in
Belgium (2003), Ireland (1988), South Africa (2003), Italy (2001), Poland
(2003), Kazakhstan (2001), Switzerland (1968), India (1997) Argentina (1995),
Colombia (1987), Portugal (1988).
One of the most successful amnesty in the world practice of financial was
held in Italy, where the causes that led to capital flight and tax evasion could be
eliminated. Tax amnesty lasted for 2002-2003, in particular, in 2002, 60 billion
US dollars was declared, and in 2003 - 15 billion US dollars, of which about
half was returned to the economy. According to the Decree on legalization, the
applicant was required to pay 2.5% of the declared value of assets or to acquire
Italian securities for an amount equal to 12% of the value of hidden assets.
During the amnesty special "certificates confidential fee" were issued which
contained guarantees on exemption from tax arrears and audit of funds received
before amnesty, and also full legalization privacy.
The success of the tax amnesty in Ireland in 1999 was due to new powers,
received by the Irish tax authorities from access to information that previously
guarded as bank secrecy and also strengthening of responsibility for tax evasion.
Collected during the amnesty funds amounted to 2.5% of GDP of the country,
which exceeded the budget deficit that year. The so-called "numbered"
accounts, which were popular in Ireland in the 90s, were no longer safe for their
owners. And despite the harsh conditions of amnesty (prevaricator had to pay
the full amount of tax and financial sanctions, even though to a limited extent),
Ireland managed to raise 227 million euros and to reveal 3675 taxpayers who
evaded their payment.
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International experience shows that in order to achieve an effective
amnesty of capital the following conditions are necessary: single realization of
amnesty; amnesty without confiscation; sufficient guarantees for exemption
from liability for the declared amount; combining amnesty with more severe
conditions of liability in case of further concealment of income; active
propaganda, advertising campaign in the mass media.
Amnesty should be part of an overall of the tax system restructuring and
the tax authorities’ reorganization. Indeed, if you plan to gain control over
observance of fiscal discipline and the reorganization of the administration, the
amnesty can be an effective instrument to facilitate the transition to the new tax
regime. In this case, the amnesty has certain advantages, firstly it generates
direct tax revenues, and secondly, "unlocks" the history of certain taxpayers who
previously evaded tax, and thirdly, clears the balance of the debt to the
government. However, it is important whether citizens are convinced that the
future will improve fiscal conditions.
International experience shows that in the process of legalization of capital,
the repatriated capital amounts range from 0.4% to 4.5% of GDP. However, the
important aspect is that the success of this initiative depends on how favorable
conditions for doing business will be created in the country that is going to
conduct a financial amnesty. Investment climate improvement in all its
components should be the main aim of this initiative. In addition, the reputation
of the government is crucial for the formation of a trust relationship between the
state and its citizens in the intentions of the tax amnesty and legalization of
capital.
While minimizing the risks associated with the legalization of capital, and
implementation of complex economic and legal reforms (mentioned above) the
expected results of policies to encourage return and domestic capital legalization
are:
• reducing the shadow economy and foreign assets of Ukrainian residents
illegally held abroad;
• consolidation of property and cash ownership for the real owners, that
will increase the effectiveness of business processes;
• broadening the tax base and a possible increase in revenues, due to
involvement in economic turnover of the repatriated capitals.
Taking into account exemptions and moderate rates of duty for
legalization, the state should not expect to attract significant budget revenues
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from the legalization of capital. If the campaign for amnesty of capital is
successful, its advantages will have overall, not only a fiscal value.
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CHAPTER 3. PERSPECTIVE ACTIVITIES
FOR THE ACCELERATED
ECONOMIC GROWTH
3.1. NATURAL ADVANTAGES OF UKRAINE
Ukraine has a number of natural advantages, which are important for
economic development. These advantages, if properly disposed, can support
sustainable economic growth. These include, in particular, internal resources
and opportunities, such as:
1. Rich natural sources of rent – availability of significant amounts of
mineral and forest resources, fertile soil and favorable agroclimatic conditions
etc.
2. Workforce that is competitive at cost, level of education and skills;
3. The geographical location in central Europe, sharing border with EU
countries, access to the sea, combined with the logistical capabilities;
4. Potentially capacious domestic market with significant growth
potential.
Rich sources of natural rent
Bowels of Ukraine form about 5% of the mineral potential of the world. The
most crucial is the reserves of manganese, titanium, iron, uranium, coal and
shale gas (Fig. 3.1.). Indicators of mining in the country are significantly
behind the level of inventories.
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FIG. 3.1. INVENTORIES AND EXTRACTION OF MINERALS IN UKRAINE 2014, % OF THE
WORLD TOTAL

Existing sources of natural rent and geographical location give
exceptional opportunities to create value chain on the territory of Ukraine.
However, these opportunities are not fully used. For example, now Ukraine
exports more than 80% of the produced metal rolling and almost 50% of the
crop. The volume of transit of goods by road and rail for 2005-2014 years has
decreased by 3.5 times due to reorientation of cargo flows to neighboring
countries. Some examples of production chains that need to be developed are
shown in Fig.3.2. and
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Appendices 3 and 4. Production of part of the these chains will present
economy of the fifth and sixth technological structures (biotechnology, IT
services).
FIG. 3.2. EXAMPLES OF PRODUCTION CHAIN THAT NEED TO BE
DEVELOPED

Competitive workforce
Human capital is the main resource of postindustrial (information) society.
Therefore, the effective integration into this society requires
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educated, competent and talented people and the appropriate conditions for the
realization of their abilities. In the global ranking of talents that is made by
Economist Intelligence Unit Ukraine occupies 43 place out of 60 countries
(Fig. 3.3.). Physical and mathematical ability of people born in Ukraine are
particularly observed.
The main advantages of Ukraine are high coverage of primary (6th place)
and university (4th place) education. That is, Ukrainian people have high basic
educational level. However, negative demographic indicators (59th place), and
unfavorable conditions for attracting (59th place) and implementation of talents
(59th place) reduce the overall rating.
FIG. 3.3. RATING OF UKRAINE IN GLOBAL TALENT INDEX 2015 (IN
THE RANKING THERE ARE 60 COUNTRIES, LESS NUMBER MEANS
HIGHER RATE OF A COUNTRY)1

1

httр://www.economistinsights.com/sites/default/files/download/GTI%20FINAL%20REPORT%205.4.11.pdf
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At the end of 2014 the total number of people of working age (16-55
years of age (for women) and 16-60 years (for men) in Ukraine is 19.03 million
persons, of whom the unemployed (by ILO methodology) is 1.88 million
people (9.9%).
99.5% of the population of Ukraine at the age of 15-70 has complete
secondary education, 46.4% - vocational, 21.9 % - completed higher education.
In 2014, vocational schools released ~182 thousand specialists, institutions of
higher education (I-IV accreditation) ~484 thousand specialists. The issue of
further improvement of human capital in Ukraine will be further discussed in
Chapter 6.
The average monthly salary in Ukraine by results of 2014 is several times
lower than in neighboring Eastern European countries, and twice lower than in
China (Fig. 3.4.). As of 01.10.15, the figure decreased more and amounted to
approximately $ 190 per month.
It should be noted that the cost of labor in China during the 2003-2013
increased 6 times, which reduced the investment appeal of the country. As a
result, large multinational corporations move their manufacturing to other
countries with lower labor costs (Vietnam India, Malaysia, etc.).
FIG. 3.4. AVERAGE MONTHLY SALARY IN UKRAINE AND EASTERN
EUROPEAN COUNTRIES AND CHINA IN 2014 USD A MONTH
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FAVOURABLE GEOGRAPHICAL LOCATION
The advantages of the geographical location of Ukraine are primarily its
proximity to markets. Ukraine is surrounded by economically developed
countries with high purchasing power. Thus, Ukraine borders with the
European Union (common border of 1,391 km) – the largest regional market in
the world with a capacity of 14.3 trillion euros.
On the western border of Ukraine with the EU countries (Poland,
Slovakia, Hungary and Romania) 11 railway and 18 road crossings operate.
Near the railway border crossings there are ~ 30 specialized terminals that
quickly perform replacement of wheel pairs or overload of the cargoes.
In the east Ukraine borders with the Russian Federation. Despite the
present conflict, we must consider that the Customs Union requires large
amounts of imported agricultural products, machinery, light industry, and will
import it.
Ukraine has access to the Black and Azov Seas. The total length of sea
coast line is 1355 km, where there are ~45 commercial sea ports and
specialized cargo terminals with total capacity of 180 million tons / year. Sea
ports have railway and road links. Basin of the Black Sea makes it possible to
enter navigable rivers that cut deep in the continent - the Dnipro, the Danube,
the Don with access to the Volga.
Being in the geographical center of Europe, Ukraine borders with Asia as
well. This makes it a convenient link in the transit corridors. A classic is the
way from North to South ("from the Vikings to the Greeks") and modern
variations of "Silk Road" (see. Map in Appendix 1).
Ukraine has all conditions for comfortable internal logistics. In the
direction from north to south the Dnipro flows, a navigable river, on the banks
of which there are large cities and powerful industrial centers that form the
cargo base – Kyiv, Cherkasy, Kremenchuk, Dniprodzerzhynsk,
Dnipropetrovsk, Zaporizhia, Nikopol, Kherson. River transport as the cheapest
means of transport reduces logistics costs of shipping goods to seaports.
Ukraine has an extensive transport infrastructure. Despite the significant
level of depreciation (over 90%), rehabilitation of roads, pipelines, terminals,
river and seaports is cheaper than their new construction.
The geographical location and the availability of well-developed transport
and port infrastructure create favorable logistics opportunities for production
located in Ukraine. Advantages of Ukraine are well illustrated by the
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following example that compares it with China. In 2014 the average cost of
shipping a container from China to Europe was about 3250 USD / FEU2, term
– two months. The same shipping container from Ukraine will take up to 7
days, the cost – up to 500 USD.
POTENTIALLY CAPACIOUS DOMESTIC MARKET
In 2015 in the ranking of global competitiveness Ukraine occupied place 45 out
of 140 countries in terms of the attractiveness of the domestic market3.

2

In the 3rd quarter of 2015 the cost of shipping a container from China to Europe dropped to about 1000. USD. The sharp drop in the cost of freight

for 1-3 quarters of 2015 to levels that do not even cover the fuel costs associated with excess supply of container vessels and intentions of major operators of
container lines to consolidate the market through dumping.
3

http://www.weforum.org/reports
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3.2. KEY FOREIGN FAVOURABLE CIRCUMSTANCES AND RISKS
Currently, there are a number of favorable external circumstances that
can help realize the following potential:


Availability of the Association Agreement and free trade zone with the
EU. The agreement provides duty-free access to the world's largest regional
market. Thus, the total external import of the EU-28 in 2014 was ~ 2 trillion
USD. The organization of production, competitive on the European market,
will also meet domestic demand and replace import (import substitution) and
increase export to the markets of third countries.

Dynamic growth in a number of commodity markets, due to modern
economic development of countries with a large population. It is primarily
about demand from developing countries. Its drivers are rising incomes and
population growth. Promising commodity segments are: 1) food and food
ingredients; 2) industrial biotechnology; 3) chemicals and chemical
technologies; 4) metalworking and mechanical engineering; 5) light industry;
6) woodworking products. The rate of annual growth of these markets exceeds
4%.

Availability of production capacity of domestic industrial enterprises
which can be used for the modernization of the Ukrainian economy. The need
to modernize aging infrastructure and production assets requires huge amounts
of building materials, metal rolling produced by Ukrainian enterprises. This
primarily refers to manufacturers of metal products and machine building,
located in the east of Ukraine which have lost orders for the Russian Federation
market. The Association Agreement with the EU and Ukraine's accession to
the Second and Third Energy Package requires Ukraine to achieve the stringent
standards of energy efficiency and environmental protection, in particular
through additional investments in electricity amounting to over 100 billion
euros and industry – 10 billion euros by 2020.4

Favorable conditions for external financing infrastructure projects.
Favorable conditions are related to the
4

Assessing the impact of the Association Agreement / FTA between Ukraine and the EU on Ukraine's economy, National Academy of Sciences

Research report SI "Institute of Economics and Forecasting of NAS of Ukraine," p. 37, 2014.
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determining the vector of development of Ukraine, signing the
Association Agreement with the EU and understanding of the need for
financial support of reforms. Projects which are supported by these
organizations are primarily related to infrastructure, energy efficiency and
environmental protection.
 The trend to locate new production facilities outside China and increasing
relevance of other countries, including Ukraine, as production sites. The
trend is due to a significant increase in labor costs in China. Thus, during
the 2001-2014 one hour of labor in China has increased from 0.6 to 2.7
USD5. In Ukraine, the cost of working hour in industry in 2014 was 1.6
USD / h.
Along with the opportunities, there are risks of continuing recession of
the Ukrainian economy, which were described in Chapter 1.

5

According to the data of Morgan Stanley
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3.3. UKRAINE IS A NEW INDUSTRIAL AREA IN THE WORLD. TOP 200
COMPATITIVE PRODUCTS FOR THE UKRAINE’S MANUFACTURE
A number of circumstances mentioned above (see paragraphs. 3.1., 3.2.),
particularly rich sources of natural rent and geographical proximity to markets,
distinguish Ukraine as extremely favorable site for export-oriented industries.
These circumstances, in case they are combined with favorable investment
climate, can transform Ukraine into a new industrial area which will be
extremely attractive for international investors.
Now Ukraine mainly produces and exports raw materials, semi-finished
products and production of low production stages, satisfying domestic demand
for high-quality finished products via import. So we are talking about
production of processing industry, the development of which will provide a
change of the existing structure of the economy and a new model of Ukraine's
integration into the global economy. Modern factories, processing local raw
materials, will increase the added value of production and create jobs.
3.3.1. SELECTION CRITERIA OF THE COMPETITIVE PRODUCTS FOR
THE UKRAINE’S MANUFACTURE
The condition in which Ukraine is needs the most rapid and sustainable
economic growth at a rate that is not lower than 5.7% annually. There are
appropriate opportunities and favorable circumstances (see paragraphs. 3.1.,
3.2.), and that can be really achieved through strong development of processing
industry, in particular through integration into global chains of added value.
As already mentioned above, Ukraine is now integrated into the global
economy through export of raw materials, semi-finished products and
production of low production stages and satisfies domestic demand for highquality finished products via import. The development of processing industry
will provide the change of the existing structure of the economy and a new
model of integration into the global economy. Modern manufacture will
recycle local raw materials, increase the added value of products and create
new jobs.
To illustrate the practical possibilities of Ukraine as a new international
production site a separate survey was conducted to select specific products for
the production of which in Ukraine
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there are particularly favorable conditions. Selected promising products can be
considered as drivers of general economic growth.
When selecting promising goods for manufacturing in Ukraine following
factors were taken into account.
 Ukraine borders with the EU, which is the world's largest import market –
amounts of external import in recent years accounted for ~2 trillion USD. The
free trade agreement provides for the reduction of the weighted average import
duty in the EU for Ukrainian products from 6.05% to 0.06%. Ukraine should
play a much larger role in this market, including the partial substitution of other
suppliers, including geographically remote China. So, promising is the
manufacturing products that are in demand in the EU.
 Promising goods are considered to be of products processing industry.
commodities (grain, ore and non-metallic materials, etc.) and energy resources
(extraction of oil and gas, manufacturing of petroleum products, etc.) are not
considered. Production of latter deserves a separate state policy in the
framework of ensuring energy security of the state.
 For organization in Ukraine of new processing plants it is important to
have export market niches (large volumes of world and European import) and a
niche in the domestic market (significant amounts of Ukrainian import of
relevant products). For the global multinational corporations availability of
capacious domestic market is an important factor which with other favorable
conditions, positively effects the adoption of their decisions regarding
organization of manufacture in Ukraine.
Considering the above mentioned, for determination of perspective for
goods manufacture in Ukraine four groups of indicators were analyzed:
1. The total amount of potential markets for goods, the volume of world imports, imports
into the EU (including the current position of China and Ukraine in it) and the volume of
Ukrainian imports.
2. Average annual growth of volume of world trade in value terms over the last 10 years.
3. Availability in Ukraine resource base.
4. Availability in Ukraine production base, production skills and qualified workforce.

To the list of prospective manufacture in Ukraine such products were
included, on which for the last 10 years there was a significant (> 4% annual)
increase in world imports (growth of the global market) and available external
imports to the EU-28.
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The presence of all four groups of indicators allows us to consider
manufacturing this product as the most promising, and conduct further in-depth
analysis on the possibilities of its rapid development in Ukraine.
3.3.2. PERSPECTIVE PRODUCTS FOR THE UKRAINE’S
MANUFACTURE
Researches of commodity markets6, 7, with the above criteria, made it
possible to identify about 200 items of goods, the production of which in
Ukraine can be competitive (list of product groups is not exhaustive). All
identified products are promising for export. It concerns the products that are
already produced in Ukraine (eg, sunflower oil), and those whose production
still needs to be organized.
Totally for specified products in 2014 accounted for much of the volume
of commodity markets: 40% of world imports (7181 billion USD), 34% of
external imports to the EU (691 billion USD) and 28% of Ukrainian imports
(15 billion USD).
By its nature, adaptability to manufacture and the list can be grouped into
eight major groups:
1. Foods and food ingredients (meat, cheese, flour, apple juice, butter,
milk powder, gluten, sugar syrups, etc.).
2. Food Biotechnology (citric acid, lysine, etc.).
3. Advanced Processing of wood and manufacture of pulp and paper
products.
4. Chemical products (pesticides, pharmaceuticals, soaps and detergents).
5. Light Industry (clothing, shoes).
6. Building materials and furniture (ceramic and sanitaryware products,
float glass, furniture).
7. Production of metal working (metal, metal ingots, titanium rolling,
pipes, fasteners).
8. Production of engineering (vehicles, computers, household appliances,
agricultural machinery, mining equipment, hoisting equipment).
6
7

The report "The concept of industrial upgrading of Ukraine by 2020. Measures to halt recession and save jobs in the years 2015-2016.", 2015
The report "Research on investment opportunities of organization of industrial clusters in Ukraine", 2015
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Rating of promising goods was carried out in terms of average annual
growth in the world trade during the 2005-2014, its results are presented in
Appendix 2.
Among foods the highest average annual growth rates of world trade
during the 2005-2014 demonstrated sunflower oil (+15.4%), gluten (+13.6%),
milk powder (+11.8%), sugar syrups (+9.6%), flour (+8.3%), meat and meat
products (+8.1%). These products are characterized by the availability of raw
materials, production facilities and human resources of appropriate
qualifications in Ukraine.
Ukraine is already a major producer and the world's largest exporter of
sunflower oil. This is an example of practical implementation of existing
capacity (availability of raw materials and manufacturing competencies,
convenient logistics) (Fig. 3.5.).
Among other products the highest average annual growth in world trade
show pesticides (+9%), titanium metal (+8.8%), power equipment (+8.6%),
pharmaceuticals (+7.7%), lighting (+7.5%), soaps and detergents (+7.1%),
agricultural machinery (+7%), hardware (+6.9%) and steel pipes (+6.3%).
FIG. 3.5. ANNUAL GROWTH RATE OF WORLD TRADE OF CERTAIN
PRODUCTS OF PROCESSING INDUSTRY IN 2005-2014,%

Source: State Statistics Service of Ukraine
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For each of these commodity groups, except for the favorable dynamics
of external and domestic markets, there are other positive preconditions,
including:
1) a stable raw material base in Ukraine, namely agricultural raw
materials, wood, metal, kaolin clay, sand (Appendix 3);
2) the availability of existing enterprises and manufacturing
competencies, infrastructure and qualified personnel (applies to almost all
areas, but existing state of affairs only partially meet modern requirements and
needs substantial modernization);
3) proximity to a large potential market in the EU-28 (all directions);
4) sufficiently high educational level of population / workers for the
perception and developing new production technologies (all areas).
It is important that the development of the production mentioned goods
provide a restructuring of the country's industry, because:
1) most of the identified segments of industrial production have low or
average level of specific energy consumption. The development of these areas
will lead to a reduction of the energy industry and the economy as a whole;
2) Industrial production in certain sectors will be under the medium-sized
and small businesses sometimes. This will create conditions for a more even
territorial structuring of production, and reduce social tension in the regions;
3) establishment of production of goods near a big potential market (EU)
creates a competitive advantage over producers from distant Asian countries
(especially China), which provides significant opportunities for strengthening
export potential.
Promising products, considering the peculiarities of organization of
production and sale are grouped into the following groups, each of which
requires a separate development policy:
Standard products.
Goods produced in chains of added value controlled by multinational
corporations.
The products in the manufacture of which Ukrainian producers retain the
possibility of control of chains of added value.
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STANDARD PRODUCTS
Part of a specified list of products can be made within chains of added
value uncontrolled by global companies. This includes standard products, the
production of which is carried out by one company from local raw materials
and the manufacturer has its own possibilities of products sale in domestic and
external markets:
1. Foods and ingredients (sunflower oil, gluten, sugar syrup, flour, meat
and meat products, milk powder, butter, cheese, condensed milk, apple juice).
2. Biotechnology products (lysine, citric acid).
3. Soap and detergents.
4. Building material from ceramics (tiles, sanitary ware, float glass).
5. Metals and metal products (rolled titanium, steel pipes, metal bars of
stainless steel casting products, metal).
6. Paper and paper products.
7. Wood products.
Most of these products in Ukraine yet or not yet meet the requirements /
standards of foreign customers, or is produced in small quantities or is not
produced at all.
It concerns organization in Ukraine new modern processing industries
and technological modernization of existing ones. Processing of local raw
materials using modern technologies will create in Ukraine globallycompetitive manufacturing standard products chains, and change integration of
the country into global production space from supplier of raw materials to the
supplier of process industry.
Appendix 3 provides a list and description of uncontrolled production
chains of promising products.
GOODS PRODUCED IN CHAINS OF ADDED VALUE CONTROLLED BY
MULTINATIONAL CORPORATIONS
Manufacture of other promising products is conducted within the
framework of controlled global added value chains, where the process of
development, production and sales of finished products is controlled by large
multinational corporations. These products, first of all, are light industrial
products, household appliances, electronics and certain types of engineering
products:
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1. Clothes and footwear.
2. Cars, automotive parts, motorcycles and bicycles.
3. Computers and electronic products, household appliances, televisions,
electric lighting equipment.
4. Machinery and equipment for agriculture.
5. Hand-held electromechanical and pneumatic tools.
6. Lifting and cargo handling equipment.
7. Baby carriages and wheelchairs.
8. Furniture.
9. Pharmaceutical products and medicines.
10. Pesticides.
11. Semiconductor silicon.
Multinational corporations transfer a part of a chain of conditions of
outsourcing by using a non-joint model of control (NJM)8. This model was the
basis of corporations coming to the markets of Southeast Asia and China. Only
this model is realistic for Ukraine.
Appendix 4 shows the current status and perspective integration of
domestic producers in controlled global added value chain. When building a
promising model of integration of Ukraine, the existing conditions and
possibilities that primarily consist of availability of raw materials, labor,
production base, production competence and convenient logistics were taken
into account.
Based on the experience of other countries and practice of MNCs Ukraine
within the next 5-7 years should qualify at least for the organization of harvest
production and production of components.
An exception is the production of clothes and shoes, as Ukrainian
national brands with their own design and sales may appear. That has been
happening over the last 5 years.
In respect of multinational corporations there should be the principle of
increasing components of local production and increasing the level of
localization of over 50%.
For multinational corporations, organization of production in Ukraine
will improve access to the domestic market, since such products will be more
competitive in price compared with imports. Availability of a potentially
capacious domestic market
8

Non-joint model of control (NJM) are represented various contract agreements, namely, contract manufacturing, outsourcing services, franchising,

licensing and others that allow multinational corporation to coordinate and monitor the activities of partner companies in developing countries.
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is an important factor that at other favorable conditions will play a crucial role
in making decisions on the organization of production in Ukraine. Components
that are produced in Ukraine, will be supplied to Ukrainian assembly plants as
well as export. Also, domestic companies at outsourcing will carry on sales
service of the engineering products realized in the Ukrainian market.
GOODS IN THE PRODUCTION OF WHICH UKRAINIAN
MANUFACTURER RESERVES POSSIBILITIES OF VALUE CHAIN
CONTROL
Separately it is necessary to distinguish segments of machine building
products, where Ukrainian producers due to their own research and
development control value chain and maintain global competitiveness, namely:
1) Military-industrial complex (MIC).
2) Production of power equipment, turbines, generators, transformers and
compressors.
3) Aircraft.
4) Rocket production.
5) Carriage building.
6) Manufacture of mining equipment, coal mining combine for thin coal seams.
7) Production of trucks for quarries.
8) Shipbuilding.
It is extremely important to maintain and develop these manufacturing in
Ukraine. Having our own competitive MIC, aircraft building and rocket
production indicates high engineering and technical potential of a country and
distinguishes Ukraine from third countries. These industries have a number of
developments that remain competitive in the global market.
Ukraine is among the 10 largest world exporters of weapons, and has the
potential to become a regional center for subcontracting activities for the global
defense industry. Transfer of defense technologies and innovative
developments to other economic segments will increase their competitiveness.
3.3.3. DEVELOPMENT OF THE INDUSTRIAL CLUSTERS
Industrial clusters are important for the economy as they ensure the
concentration of efforts of interrelated manufacturers and research and
development
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institutions, which enables the transfer of technological developments into
industry. Release of new promising products will contribute to the
development of such clusters.
Considering the specified range of goods and existing international
practice, formation in Ukraine the following cluster groups is promising:
Clusters of sewing clothes and footwear. Includes: modeling and design
studios; production of fabrics, accessories and components (buttons, thread,
needles, soles, etc.); sewing clothes and footwear; service and maintenance of
sewing equipment.
Clusters of of deep processing of grain. Includes: biotechnology research
centers; grain elevator; grinding and syrup production; biotechnological
production capacity of lysine and citric acid; stocks of finished products.
Woodworking clusters. Includes: design studios and construction
institutions; primary processing of wood; production capacity of wood
products; capacity of grinding technical wood into sawdust; production
capacity for of wood based panels; production capacity of wood pellets and
briquettes.
Clusters of producing televisions, computers and household appliances.
Includes: scientific and engineering institutions; production of components;
assembly plants production.
Clusters of agricultural machinery. Includes: scientific and engineering
institutions; production of components; assembly plants production.
Automotive clusters. Includes: designing institutions; automotive
components production; car assembly capacity.
Clusters of lighting. Includes: scientific and engineering institutions;
production of components and accessories; assembly plants production.
Cluster of production of mining and material handling equipment.
Includes: scientific and engineering institutions; production of components;
assembly plants production.
Cluster of MIC, aviation and rocketry. Includes: development agencies;
manufacturers of components and finished products; testing and service
centers.
Clusters of sewing clothes and footwear and clusters of assembly plants
(television, electronics, household appliances, lighting) are labor-intensive.
Therefore, they should be placed in areas with high unemployment. Now
because of the recession and halt of industrial enterprises it is typical for almost
all regions of Ukraine.
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Clusters of deep processing of grain should be placed in areas where
significant amounts of grain are produced, in particular the center and south of
the country.
Woodworking clusters should be placed in areas with significant logging,
especially in western Ukraine and Polissia. Moreover, these areas are close to
the EU, which is considered as promising market for wood products.
As the mining and hoisting equipment is heavy and to reduce the cost it is
necessary to minimize the distance to the raw materials (metal rolls) and
markets, clusters of their production should be placed in south-eastern areas
near steel plants, seaports, ore and coal mines.
Modern car assembly capacity in Zaporizhia (AvtoZAZ), Zakarpattia
(Solomonovo, "Eurocar") and Cherkassy ("Bogdan") may be the "anchor"
industries in these regions for forming automotive clusters. It should be noted
that in the western regions (including the Transcarpathia) there are exportoriented production of certain types of automotive components.
Existing agricultural production in Kirovograd, Bila Tserkva, Kherson
and Odessa can be supporting for the clusters organizations of agricultural
machinery.
Regional priority of placing certain types of industrial clusters in Ukraine
is given in Table. 3.1.
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TABLE 3.1. POSSIBLE EXAMPLES OF REGIONAL PRIORITY OF
CLUSTERS PRODUCTION LOCATION IN UKRAINE
Cluster type

Priority location area

Clusters of deep processing of grain

Cherkassy, Kiev, Vinnitsa, Poltava,
Kirovograd, Odessa, Kherson, Mykolaiv
regions

Woodworking clusters

Lviv, Transcarpathian, Rivne, Chernihiv
regions

Clusters producing televisions, computers
and household appliances
Clusters lighting

All regions of Ukraine

Clusters of sewing clothing and footwear
Automotive clusters

Zaporizhia, Transcarpathian region
(Solomonovo), Cherkasy

Cluster agricultural machinery

Kirovohrad, Kyiv, Kharkiv, Kherson

Cluster of production of mining and
material handling equipment

Donetsk, Dnipropetrovsk, Zaporizhia

Source: State Statistics Service of Ukraine
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3.3.4. TIME AND INVESTMENT RESOURCES FOR THE CREATION OF
NEW INDUSTRIES
Creation of new productions takes time. The quickest way to do it can be
redeveloping existing capacities – from several months to 2 years depending on
the complexity and technological readiness of the owner to appropriate
amendments. Redesigning will allow using existing production capacities and
quickly launch new products.
In Ukraine, food industry can be converted fastest. In other sectors of the
capital modernization of enterprises is needed, which in most cases by the
amount of time is comparable with the construction of new facilities. This
applies to large industrial giants (metallurgy, heavy engineering, chemicals) as
well as small and medium enterprises (wood processing, light industry).
Construction of new production facilities will require much more time –
from 2 to 4 years, including the development of project documentation and
coordination of the project. At the same time, new construction allows
implementation of modern technological solutions.
The following table 3.2. shows the amount of investment per unit of
power of projects sold worldwide and their cost-effectiveness (profitability
according to EBITDA). In Ukraine, the modern production due to cheaper raw
materials and lower labor costs is able to provide higher economic efficiency.
TABLE 3.2.
TENTATIVE INVESTMENT COST AND ECONOMIC EFFECTIVENESS
OF PROJECTS OF PROMISING GOODS PRODUCTION
Promising goods

The volume of investment
per unit of annual capacity

Profitability of projects in
the world
(EBITDA / sales),%

5.8 thousand USD / t of
meat

14-19%

Meat and meat products
Beef

Pork
Bird
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Milk powder
Cheese
Butter
Condensed milk
Flour
Sugar syrups
Gluten
Lysine
Citric acid
Sunflower oil

Apple juice
Wood products
Wood based panels
Furniture

Paper and paper products
Sewing clothes
Shoemaking
Sanitaryware
Ceramic tile
Titanium dioxide

Metal bars
Metal rolling

500-850 USD / t of milk

17-26%

1200-1500 USD / t of milk
150-200 USD / t of grain

21-25%
18-32%

600-700 USD / t of grain

25-32%

1200-1500 USD / t of grains

22-31%

500-680 USD / t sunflower
seed
550-850 USD / t of apples
380-470 USD / m3 of wood
350-420 USD / m3 boards
120-150 USD / units of
furniture
1250-1500 USD / t of paper
150-250 USD / 1000 units
240-380 USD / 1000 units
400-550 USD / 1 unit
400-750 USD / 1000 units

2,5-3,7 thous. USD / t of
dioxide
(Sulfate technology)
4,2-5,1 thousand. USD / t of
dioxide
(Chloride technology)
850-1100 USD / t a bars

a) steel production – 150250. USD / t
b) rolling - 250-400 USD / t
c) rolled galvanizing and
cladding - 350-450 USD / t

19-27%

35-48%
23-27%
19-25%
20-29%
19-28%
18-22%

23-28%
24-30%
21-27%

18-27%
14-27%
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Pipes
Hardware

Titanium rolling
Soaps and detergents
Plant protection products
(pesticides)
Float glass
Semiconductor silicon

Assembling large
household appliances
Assembling of small
household appliances and
televisions
Assembling of HVAC
equipment
Components for
household appliances
Assembling lighting

Accessories for light
equipment
Assembling of computers
and consumer electronic
products
Components for
computers and consumer
electronics products
Energy engineering
Car assembling
Auto parts

Production of motorcycles

Rolling - 1 500-2 000 USD / t
of pipes
1 500-1 800 USD / t of rolled
metal
15-25 thousand USD / t of roll
450-650 USD / t of product
250-400 USD / t of product

800-1 100 USD / t of glass
3,5-4,7 thousand USD / t of
silicon semiconductor
75-120 USD / units of annual
capacity

15-27%
18-37%

23-35%
18-26%
21-27%

21-25%
27-35%

30-40 USD / units of annual
capacity

40-60 USD / units of annual
capacity
1 USD of investment in 4-4,8
USD of annual production
50-70 USD / units of annual
capacity
1 USD of investment in 4-4,8
USD of annual production

17-23%

30-40 USD / units of annual
capacity

1 USD of investment in 4-4.5
USD of annual production

1 USD of investment in 3-4,5
USD of annual production
500-750 USD / car per year
1 USD of investment in 2-4
USD of annual production
1 USD of investment in 3,14,0 USD of annual production

19-23%

18-25%

21-25%
18-23%
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Agricultural engineering
(including the production
of accessories)
Railway engineering
(carriage building)
Shipbuilding
Mining equipment

1 USD of investment in
2,5-4,0 USD of annual
production
1 USD of investment in
2,5-4,0 USD of annual
production
1 USD of investment in 34,5 USD of annual
production
1 USD of investment in
2,7-3,4 USD of annual
production

22-27%
17-21%
18-25%
19-28%

Source: Information of realized investment projects

The total investment in the modernization of existing and organization of
new manufactures of promising goods in view of the existing market potential
and possibilities of Ukraine for the period up to 2025 is estimated at 90 to 100
billion USD. This sum should not be perceived as unrealistic. Countries like
Poland and Slovakia, during 2000-2014 invested in the fixed capital,
respectively, 1.138 trillion USD and 262 billion USD9.
Investments in new production will create about 2 million jobs.
3.3.5. INCENTIVE POLICIES IN PROCESSING INDUSTRY
Based on the range of promising products and features of organization of
its production, there are three types of stimulating public policy for specified
commodity groups:
1. Policy on manufacturing standard products.
2. Policy on goods that are produced in value chain controlled by foreign
multinational corporations.
3. Policy on goods, in the production of which Ukrainian manufacturers,
due to the presence of research and development capabilities, retain control
chains of added value.
For each of them a set of tools and measures is offered, including those
that affect the decisions of investors (Table. 3.3.).
9

World Bank
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Production cycles of standard goods are usually located within one
country, and manufacturers have their own opportunities to implement
products. The organization of production in Ukraine requires simplified access
to land and infrastructure, technology and capital import and export support.
Tools to achieve this are disclosed in p. 5.1.
Goods, which are produced in value chains controlled by foreign
multinational corporations, can be produced by both domestic companies and
global outsourcing companies by placing in Ukraine their production capacity.
Global outsourcers come with already prepared orders and formalized
manufacturing and business processes.
Appendix 5 shows the rating of world's largest companies that provide
contract manufacturing services and outsourcing services, and a list of major
foreign multinational corporations according to sectors which use outsourcing.
Now in the Ukrainian economy the production on conditions of NJM
(non-joint model of control) is present only partially in certain sectors of
processing industry, information technologies, trade, and services.
For example, in Ukraine the existing production capacity of the world
leaders in outsourcing: Jabil Circuit (electronics), Yazaki Corporation
(electrical wiring for cars), Flextronics (equipment for machines, consumer
electronics, medical, television, media equipment), LEONI Wiring Systems
(cable systems for the automotive industry).
Domestic autocompanies "Eurocar" and "Bogdan" offer world
automakers their services of contract small joint collection of cars. Domestic
light industry is most actively involved in the production outsourcing in terms
of tolling, it provides services of tailoring for global brands (Hugo Boss, New
Look, Marks & Spenser, Next, Laura Ashley, Top Shop, Zara, Mexx,
Thiumph, BCBG, Esprit etc.). Offshore software services in the IT field are
provided by local IT companies and Ukrainian departments of international
software developers EPAM Systems, Luxoft, SoftServe, GlobalLogic. In the
fast food sector on a franchise McDonalds, KFC and Domino’s Pizza operate.
Important features of the requirements of foreign multinational
corporation are strengthened protection of intellectual property rights (political
factor), requirements for technological, qualitative, productive standards of
local companies (business factor), the presence of credible local business
partners (economic
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factor) and maximally simplified procedures for import of parts and export of
finished goods.
The products in the manufacture of which Ukrainian manufacturers due
to the presence of research and development retain possibilities to control value
chain that is already integrated into the global economy through the purchase
of components from well-known manufacturers. For example, these products
are of aircraft building company "Antonov", "Pivdenmash", concern
"Ukroboronprom", "Motor Sich", "AvtoKRAZ", "Zaporizhstransformator",
concern "Ukrrosmetal", "Turboatom" and so on. However, these companies atr
at risk of losing external markets because of the threat of technological
backwardness and inability to offer competitive conditions of sale and service
to customers in comparison with suppliers from other countries. Therefore,
these policies should include public procurement, lobbying exports at the
highest state level, state co-financing of research and development, promotion
of export supply and domestic investment demand for their products.
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TABLE 3.3. POSSIBLE POLICIES FOR PROCESSING INDUSTRY
DEVELOPMENT AND INTEGRATION INTO GLOBAL VALUE CHAIN
Product group

Product

Standard products

1.
food
and
ingredients (sunflower
oil, gluten, sugar
syrup, flour, meat and
meat products, milk
powder,
butter,
cheese,
condensed
milk, apple juice);
2.
biotechnological
products (lysine, citric
acid);
3.
soap
detergents;

and

Policy
General
• Ensuring economic
freedoms (protection
of private property,
fair
trial,
equal
conditions
of
competition,
deregulation);

Specialised
• Easy access to land
and infrastructure

• Lower investment
costs (exemption from
import duties and
VAT
import
of
equipment and equity
•
Macroeconomic contributions)
stability
(low
inflation,
fiscal • Reducing operating
consolidation,
costs
(accelerated
exchange
rate depreciation, reduced
stability);
SSC, preferential tax
rate on land)
•
Monetary
and
banking policy (the • Support for exports
cost of credit to 10%);

4. building materials
from ceramics (tiles,
sanitary ware, float
glass);
• Predictability and
stability
in
the
5. metal and metal legislation of the
products
(rolled regulatory
titanium, steel pipes, environment;
metal bars of stainless
steel casting products, • Fiscal policy (not
metal);
burdensome taxation);
6. paper and paper • Introduction of
products;
international
standards for technical
7. wood products
regulation;
• Availability of social
infrastructure
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Goods produced in
value chain controlled
by
multinational
corporations

The products in the
manufacture of which
Ukrainian producers
retain value chain
control

clothes,
footwear, -//-//cars,
motorcycles,
bicycles, computers
and
household
electronic products,
household appliances,
televisions,
electric
lighting equipment,
machinery
and
equipment
for
agriculture, hand-held
electromechanical and
pneumatic
tools,
lifting and handling
equipment,
baby
carriages
and
wheelchairs, furniture,
pharmaceutical
products
and
medicines, pesticides,
semiconductor silicon
1.production of power -//-//equipment (turbines,
generators,
transformers
and
compressors);
2. MIC, air and rocket
building
(weapons,
military transport and
regional
passenger
aircraft,
carrier
rockets);
3.
(ships);

• Mode of free
customs
zone
(exemption of all
import from duties
and import VAT)
• Reducing operating
costs
(accelerated
depreciation, reduced
SSC, preferential tax
rate on land)
• Easy access to land
and infrastructure
• Active involvement
of
investors
in
Ukraine with the
participation
of
government
• Involvement of local
companies to work in
NJM format *
• State co-funding of
research
and
development
• Support for exports
•
Stimulating
domestic
demand,
state order

shipbuilding

4. mining equipment;
5.
transportation
equipment (trucks for
quarries,
railway
carriages).
Source: State Statistics Service of Ukraine
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Nomenclature of products that may and must be manufactured in Ukraine
is not limited to the above list of 200 promising products. There is a significant
number of products with smaller volumes of markets, in the production of
which Ukraine has competitive advantages and can take a leading position in
the global market.
An example of such products is the flax fiber that is now actively
replacing non-environmental fiberglass in thermal and acoustic insulation in
the automotive, furniture and construction industries. Demand of only
automotive companies in the EU is approximately 120 thousand t / year (250
million USD). Ukraine, which in Soviet times was ranked first in the world in
flax fiber sowing areas (~ 200 thousand of Ha) can restore its growing and
supply flax fiber to the European market. Other examples are amber, flax oil,
fiber and basalt fiber, peat briquettes of artificial crystals and more.
3.3.6. INVESTMENTS IN INFRASTRUCTURE AS A SEPARATE
COMPONENT OF THE POLICY OF THE ACCELERATED ECONOMIC
GROWTH
Chronic underfunding of fixed assets in Ukraine for 2000- 2014 led to the
increase of depreciation, respectively, from 43.7% to 83.5%. The most critical
situation is in infrastructure facilities - in transport (97.9% depreciation in
2014) and energy (61.4%). The high level of deterioration of transport and
energy infrastructure causes emergencies of industrial origin and hinders the
development of industry and investment in new projects.
Within the framework of the Association Agreement Ukraine needs 5-10
years to adopt legislation and EU standards in the field of energy and transport.
This requires significant investment. It is therefore extremely important as
early as 2016 to start the process of modernization of energy and transport
infrastructure.
The deficit of electricity because of the underdevelopment of energy
networks, now makes it impossible to build new facilities in the central (Kiev,
Cherkassy, Poltava, Vinnitsa) and the southern (Odessa, Kherson, Mykolayiv)
regions of Ukraine.
Table 3.4. shows the evaluation of investment demand in the transport
and energy infrastructure, based on the understanding of the current state of
fixed assets and the declared / publicized modernization projects.
More details of investment effect on the example of replacing a worn-out
fleet of gondolas of Ukrzaliznytsia (UkrRailway) are calculated in Appendix 6.
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TABLE 3.4.
EXAMPLES OF EVALUATION OF INVESTMENT DEMAND IN THE
TRANSPORT AND ENERGY INFRASTRUCTURE OF UKRAINE
Direction

Production

Updating carriage and Gondolas
locomotive fleet
Passenger carriages
Fittings platforms
Crops locomotives
Electric locomotives
High-speed trains
Diesel trains
Maneuver locomotives
TOTAL
Modernisation
of Overhaul of railways
railway line

Number
40000 units

750 units
5000 units
5000 units
500 units
40 units
250 units
500 units
10000 km

Construction
and Overhaul
50000 km
overhaul of roads
Construction of new
5000 km
TOTAL
Modernization
of Replacement of pipes 25000 km
communal economy
(water utility, sewage)

GTS modernization

Upgrading
of 250 units
treatment facilities
TOTAL
Replacement of pipes, 1250 km
compressors

Upgrading
and Gas drilling rigs
construction of gas and Oil-producing rigs
oil producing rigs
TOTAL

50 units

55 units

Total
investment
needs, million. USD

2400

250
250
400
1000
800
500
500
6100
2000

10000

12500
22500
25000
5000
30000
1500
1000

1200
2200

_______________________________________________________________Federation of Employers of Ukraine

202
Modernization
of Hydropower
plants
power generation and (modernization,
strong grid
construction of small
HPPs)
modernization
of
nuclear power plants
(life extension)
modernization
of
thermal power plants
Replacement power
lines and transformers
TOTAL
Modernization of port Updating of port
infrastructure
cranes
Increasing
the
capacity
of
port
railway stations
TOTAL
TOTAL

500
15000
25000
1000
41500
1500
250
1750
107550

Source: evaluation of SOE "Ukrpromzovnishexpertyza" on the basis of information companies,
infrastructure operators, public authorities

Deferred total investment demand in the transport and energy
infrastructure is estimated at least at 107.6 billion USD.
In the utilities sector it is, primarily, the replacement of worn pipes and
water heat conductors. According to the information of the Ministry of
Regional Development, Construction and Housing and Communal Services, 25
thousand km of pipelines and 250 units of sewage treatment plants are in
critical condition and need immediate replacement of, which requires thirty
billion dollars USD (in prices of 2012).
In the energy sector the basic investment demand is formed by
modernization of power generating capacity (40.5 billion USD) and electric
power lines (1 billion USD). Virtually regulatory service life of all thermal
power plants and nuclear power plants has expired or expires in the coming
years. Energy Strategy of Ukraine till 2030 provides for the period till 2030,
the construction of new and modernization of existing plants with total
capacity of 48 GW, totaling 85 billion USD (in prices of 2012).
Current electricity losses during its transportation through main lines
according to information of "Ukrenergo" constitute 15-17%. Their
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modernization (including replacement of transformers) will reduce this figure
to 5-7%. That is, investing $ 1 billion USD will retain 10% of the electricity
produced in Ukraine, which is equivalent to ~850 million dollars USD / year.
In the main transport infrastructure, investment needs are related to
construction of new and refurbishment of roads (22.5 billion USD),
modernization of railways (2 billion USD) and port infrastructure (1.75 billion
USD), and the acquisition of a new locomotive and rail carriage fleet (6.1
billion USD).
Now the total length of Ukrainian roads is 170 thousand km of which
roads of national importance are 20.5 thousand km (12%), local importance –
148.9 thousand km (88%). In the ranking of competitiveness Ukraine in terms
of quality of roads takes 142 place among 144 countries. According to
Ukravtodor information of September 2015 almost 95% of roads in Ukraine
are in poor condition, 55 thousand km require urgent repair. Also Ukravtodor
plans for the next 10-15 years to build about 5 thousand km of new roads, in
particular in international transport corridors №№ 3, 5 and 9. The total need for
investment for these purposes is 22.5 billion dollars USD (See Chapter 4).
The length of railways of general use is 22.3 thousand km, of which,
according to Ukrzaliznytsia, almost half (10 thousand km) requires major
repairs. The cost of overhaul of 1 km of the railway is ~ 2 million USD, and
the total investment needs in the upgrading of the railway is estimated at 2
billion USD.
Ukraine sea ports provide transshipment of export-import and transit
cargo, and the activity of the domestic industry depends on the effectiveness of
their work. The largest current investment need of commercial sea ports is
modernization of port cranes and expansion of the capacity of port railway
stations. The latter is particularly important for ports of Great Odessa (Odessa,
Illichivsk, Southern CSP10) the port stations of which are uploaded to 120140%.
The total fleet of freight cars in Ukraine as of mid-2015 is 185 thousand
units, passenger cars – nearly 7 thousand units. Main part of the freight cars
(90%) is over 25 years old, that means they exhausted their life. The most
critical situation is with gondola, fitting platforms and grain carriers.
10

Commercial Sea Port
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The total need for these types of cars over the next 5 years is estimated by
Ukrzaliznytsia at 50 thousand units, including 40 thousand gondola, 5 thousand
platforms and 5 thousand grain carriers. The situation is similar with passenger
cars – Ukrzaliznytsia estimated their current deficit at 750 units, and it
continues to grow. Ukrzaliznytsia locomotive fleet is approximately 5 thousand
units, and it worked almost exclusively its normative resource.
Degradation of infrastructure illustrates the state of metal fund11. During
1991-2013 the volume of metal stock in Ukraine decreased from 760 million
tons to 570 million tons12. Part of metal stock that has worked its resource has
increased to 70%, and is 390 million tons.
Thus, the development of transport and energy infrastructure should be a
separate part of the policy of accelerated economic growth. This component
allows to solve several problems:
1. Infrastructure ensuring of the economy needs, including new
investments in manufacturing.
2. Formation of demand for investment products of domestic
manufacturers.
3. Implementation of the conditions of the Association Agreement / free
trade area of Ukraine with EU to modernize the energy and transport
infrastructure, energy efficiency of the economy and reducing the level of
emissions.
It is important that a significant proportion of investment products for
projects in transport and energy infrastructure (equipment and building
materials) is produced in Ukraine. Accordingly, the investment demand will
create a portfolio of competitive domestic enterprises.
The current corporate structure Ukrainian economy allows to intensify
investment in infrastructure due to the relatively small number
11
12

Metal Fund – all black metal in Ukraine: in equipment, buildings, communications, pipelines, vehicles, etc.

SOE "Ukrpromzovnishexpertyza", R&D "Development of scientifically based recommendations for increased consumption of rolled metal in the

domestic market in the context of updating Metal Fund of Ukraine", 2014

Project____________________________________________________________________________

205

of large companies, most of which are state-owned (Table. 3.5.). Now these
companies are inefficient and need reform. After reform the companies should
acquire the ability of effective management of investment projects.
TABLE 3.5. CONSUMPTION OF INDUSTRIAL PRODUCTION BY
LARGE STATE INFRASTRUCTURE COMPANIES
An infrastructure company

Industrial products consumed Potential manufacturers of
and produced in Ukraine
industrial
production
in
Ukraine
Ukrzaliznytsia
Passenger cars, grain carriers, «Azovmash»,
«Stakhanov
gondola,
main
diesel VBZ", "Dneprovagonmash»,
locomotives,
electric «Kryukov
VBZ»,
locomotives,
high
speed «Luganskteplovoz»,
trains, turnouts
«Dnepropetrovsk factory»
Ukrgazvydobuvannya
Pipes, compressors, drilling Frunze Scientific Production
rigs
Association,
"ZoriaMashproekt",
"Tehmash",
"Energomash",
"Interpipe",
"Ukrrosmetall"
Ukrtransgaz
Pipes, compressors
"Khartsyzk
Pipe
Plant",
"Zoria-Mashproekt", Frunze
Scientific
Production
Association, "Ukrrosmetall"
Ukrnafta
Pipes, compressors, drilling "Khartsyzk
Pipe
Plant",
rigs
"Zoria-Mashproekt"
Ukrtransnafta
Pipes, compressors
"Khartsyzk
Pipe
Plant",
"Zoria-Mashproekt", Frunze
Scientific
Production
Association
Energoatom, Ukrhydroenergo, Turbines,
generators, "Turboatom",
"Constar"
Tsentrenergo
transformers, metal bars and "Zaporizhtransformator",
metal constructions
"Electrovazhmash", "ArselorMittal
Kryviy
Rih",
Dzerzhinsky
DMK,
Yenakiyevo
Steel
Plant,
"Ukrstalkonstruktsiya"
Ukrenergo
Transformers, cables, metal "Zaporizhtransformator",
electric poles
"Juzhkabel",
"Azovkabel",
"Ukrstalkonstruktsiya"
Administration of seaports of Harbor cranes, metal (berths)
Novokramatorsky Machinery
Ukraine
Plant, "Arselor-Mittal Kryviy
Rih", Dzerzhinsky DMK,
Yenakiyevo Steel Plant
Source: State Statistics Service of Ukraine
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Production in Ukraine of abovementioned investment products is
characterized by high intensity of existing intersectoral relations in the
economy. Therefore, the proposed policy of modernization will ensure the high
macroeconomic impact.
Thus, according to calculations13 based on intersectoral balances
(Leontiev tables), additional infrastructure investments amounting to 7.5 billion
USD will increase GDP by 3.5%, industrial production – by 5.3%, and will
create 245 thousand new jobs.
State budget of Ukraine and the banking system should increase spending
on economic activity. However, due to lack of resources they currently,
obviously, can not be regarded as the main source of long-term financing of
infrastructure projects. Therefore, among the sources of funding there should
be considered:
• infrastructure enterprises own funds, in particular obtained by
optimizing operational costs and increased efficiency of procurement;
• involvement of bank loans, in particular from international financial
institutions (EBRD, EIB, World Bank, IFC);
• involvement of private equity in the case of corporatization and
privatization of state enterprises.
The main source of optimization of operating expenses of state
enterprises is increased efficiency of the tender procurement. Currently,
considerable funds of enterprises are washed away because of overpricing in
purchase prices for tenders.
3.3.7. ENERGY EFFICIENCY AS A PREREQUISITE FOR THE
ACHIEVEMENT OF COMPETITIVENESS
Ukraine's economy belongs to the 10 least energy efficient in the world –
energy intensity of GDP in 2,9-3,5 times exceeds the same indicator of EU
countries and in 1,4-1,7 times – indicators of former Soviet countries (Fig.
3.6.).
High energy intensity destroys the competitiveness of the economy as a
whole, reduces the efficiency of individual enterprises, worsens the
13

SOE "Ukrpromzovnishexpertyza", R&D "Development of scientifically based recommendations for increased consumption of rolled metal in the

domestic market in the context of updating Metal Fund of Ukraine", 2014
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balance of payments because of the extra energy imports, and requires
additional budgetary subsidy to cover the excessive energy consumption. This
requires additional power generation, which increases emissions into the
environment.
At the same time, Ukraine is unique because through energy efficiency it
can double GDP without additional energy. To do this, it is necessary to reach
the energy economy of neighboring countries in Central and Eastern Europe.
FIG. 3.6. ENERGY CONSUMPTION IN 2012 ON 1000 USD GDP (BY PPP
AT CONSTANT PRICES 2011)14

Source: World Bank

According to the energy balance of Ukraine for 201314, 15, fossil fuels
(coal, gas and oil – totally 78.5%) and nuclear power (18.8%) dominate in the
structure of primary energy consumption in Ukraine. The share of renewable
energy sources (hydroelectric, wind, biofuels
14
15

Latest available data of World Bank at the time of the program preparation (01.11.2015)
Latest available data of State Statistics Service at the time of the Program preparation

(01.11.2015)
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stations and SES) is insignificant and totally is only 2.7%. For comparison – in
the EU countries share of renewable sources in the energy reaches 14%, in
Belarus – 7%. Ukraine practically does not use existing opportunities of biofuel
resources – straw, biogas from waste recycling, wood waste recycling and so
on.
Ukraine is a net importer of energy resources – the share of imports in the
energy balance in 2013 was 34.3%, including natural gas (19.5%), coal (7.8%)
and oil products (7.0%)16.
Final energy consumption in Ukraine in 2013 amounted to 69.6 million
tons of oil equivalent, the main part of which fell on the household sector
(34%) and industry (32%). 5.0 million tonnes of oil equivalent of energy
resources (7%), mainly natural gas for fertilizer production are consumed as
raw materials.
Due to the volume and structure of consumption, the housing sector and
industry have the biggest energy saving potential.
The housing sector, the largest consumer of energy, includes a housing
volume of ~ 1 billion m2, which features of energy efficiency are extremely
low. Thus, the average energy consumption per 1 m2 of residential area is
~24.5 kg of oil equivalent17. This is almost twice higher than consumption in
Poland (~13 kg of oil equivalent / 1 m2)18 where the weather conditions are
similar to Ukrainian.
High energy consumption in housing fund of Ukraine is caused by the
fact that more than 95% of housing was built during Soviet times without
saving technologies. Using the Soviet norms for heating and low government
subsidized tariffs for communal services and energy resources did not stimulate
people to insulate homes. Public boiler houses and heating systems in cities
because of chronic underinvestment are worn by more than 70%, and the third
is in critical condition. The real heat losses in heating systems reach 45%.
Consumers of apartment buildings in urban areas have no alternative of district
heating.
16
17

Energy balance of Ukraine for 2013, State Statistics Service of Ukraine

RESIDENTIAL SECTOR OF UKRAINE: LEGAL,REGULATORY, INSTITUTIONAL, TECHNICAL AND FINANTIAL ASPECTS.

Prepared for the European Bank of Reconstruction and Development, 2012.
18

RESIDENTIAL SECTOR OF UKRAINE: LEGAL,REGULATORY, INSTITUTIONAL, TECHNICAL AND FINANTIAL ASPECTS.

Prepared for the European Bank for Reconstruction and Development, 2012.
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According to the results of ENSI research19 carried out by the Norwegian
company, the implementation of energy efficiency projects will help reduce
power consumption in the residential sector by half. These measures will have
the greatest effect:
• Insulation of walls of residential buildings (cottages and
multiapartment) – reduction by 5 million tons of oil equivalent
• Modernization of municipal infrastructure (boiler and heating system) –
4.3 million tons of oil equivalent
• Replacement of windows into thermal efficient – 2.9 million tons of oil
equivalent
• Insulation of roof – 2.7 million tons of oil equivalent
• Replacement of internal lighting – 0.4 million tons of oil equivalent
The required investment for the implementation of this complex of
energy saving solutions in housing and communal services is 720 billion at
2011 prices (equivalent to 90 billion USD)20. The estimated payback of energy
efficiency projects in the residential sector in conditions of low and
government-subsidized utility rates in 2011 was 5-12 years21. After significant
growth in rates in 2014-2015 payback period fell to 3-7 years, making such
projects attractive for investments.
At the same time, the lack of a complete accounting of energy efficiency
hinders investment in housing and communal services. Only during recent
years installation of heat meters in apartment buildings has begun. However, it
is planned to complete this process only in 2017. The lack of a complete
accounting hinders investors, despite the investment attractiveness of the
sector.
In industry, the main energy consumption falls on iron and steel industry
(12.1 million tons of oil equivalent / year) and the chemical and petrochemical
industry (1.8 million tons of oil equivalent / year). Industrial companies have a
high level of depreciation of fixed assets (more than 65%) and use outdated
and energy inefficient technology. Thus, in iron and steel industry open-hearth
steel production is
19

RESIDENTIAL SECTOR OF UKRAINE: LEGAL,REGULATORY, INSTITUTIONAL, TECHNICAL AND FINANTIAL ASPECTS. Prepared

20

RESIDENTIAL SECTOR OF UKRAINE: LEGAL,REGULATORY, INSTITUTIONAL, TECHNICAL AND FINANTIAL ASPECTS. Prepared

21

RESIDENTIAL SECTOR OF UKRAINE: LEGAL,REGULATORY, INSTITUTIONAL, TECHNICAL AND FINANTIAL ASPECTS. Prepared

for the European Bank for Reconstruction and Development, 2012.
for the European Bank for Reconstruction and Development, 2012.
for the European Bank for Reconstruction and Development, 2012.
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still used ("Zaporizhstal" and "ArcelorMittal Kryviy Rih"), and in CCM plants
only 60% of produced steel is poured.
Energy consumption per unit of industrial production in Ukraine in 2013,
according to OECD22, was 34-45% higher than the corresponding figures in the
EU. Energy saving potential in industry is estimated at ~8 million tons of oil
equivalent / year, including in the steel industry - ~6 million tons of oil
equivalent. The required investment for this amounts23,130 billion UAH
(equivalent to 16.3 billion USD) in 2011 prices, including in the steel industry
– 95 billion UAH (11.9 billion USD). Implementation of energy efficiency
projects in industry will help reduce the amount of harmful emissions.
The possible reduction of energy consumption due to implementing
energy saving technologies is ~31 million tons of oil equivalent / year, or 45%
of that of 2013. The total investment requirement for projects to improve
energy efficiency in housing and communal sector and industry is estimated at
~110 billion USD (in prices of 2011). Energy efficiency projects will create
demand for new materials, many of which are produced or can be produced in
Ukraine.
In Ukraine, since 1994 there has been a law "On energy efficiency",
which is very general and declarative. Also in recent years more than 10
different programs in energy conservation and energy efficiency have been
adopted. However, due to the lack of system and effective legal and economic
mechanisms to implement them, they also were mostly declarative and
ineffective.
Practice has shown that the most effective incentives for energy
efficiency in Ukraine are economic factors. Thus, the increase in gas prices to
400-450 USD / 1000 m3 stimulated the introduction by metallurgical plants
technology of pulverized coal injection in blast furnaces. Other industrial
manufacturers have replaced natural gas with alternative energy resources –
coal and pellets. The increase of utility tariffs on heat and gas for the
population led to the activation of meter installation in apartment buildings and
replacement of old gas boilers with more efficient ones in individual homes.
Considering the scope and importance of energy efficiency the following
directions of relevant policies are offered:
1. Conducting reliable energy audit of production and consumption of
energy resources.
22
23

Energy Transition for Industry: India and the Global Context Enengy. OECD/IEA
Sectoral program of energy efficiency and conservation for the period until 2017
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2. Development of a long-term strategy for energy efficiency, which should
be based on the results of energy audit and economic development
forecast.
3. Development and adoption of a separate law on energy efficiency.
The law should combine the full range of measures in this area and
provide the following:
1. The introduction of modern energy saving standards / requirements
operating in EU, as mandatory for new residential and commercial
construction.
2. Issuance of targeted subsidies / grants and concessional loans to
population for thermal insulation of buildings and replacement of boiler
equipment with more efficient.
3. Stimulating the development of renewable energy through the
introduction of "green" tariffs.
4. Development and implementation of new approaches to tariff setting
on electricity and heat, namely the inclusion of investment component to the
tariff on improving energy efficiency and establishing liability of power
producers and / or energy supplier's as for failure to reach targets on energy
efficiency.
5. Introduction of the possibility for consumers to change technological
solutions on their own power supply, which would provide: a) the accession to
centralized networks with flexible consumption, or b) establishing by a
consumer of his own generating capacity, or c) the organization of micro or
mini power systems by consumer groups, living in corresponding local areas or
d) by a combination of these elements.
6. Introduction of mandatory energy certification of buildings,
introducing Institute for Energy Auditors at legislative level.
7. Implementation of directive requirements to comply with the
requirements / standards for energy efficiency of buildings of any major
facility, which is subject to alienation (other than inheritance and
expropriation).
8. Reforming and strengthening the role of the State Agency for Energy
Efficiency and Energy Saving of Ukraine (Derzhenerhoefektyvnist) in part of
the implementation of the state policy on energy efficiency and development of
alternative fuels – conduct of energy audit, development of modern standards
and legislative financial incentives and more.
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In the law, targets indicators of achieving energy efficiency should be
specified in time. Also monitoring of implementation of energy efficiency
measures have to be introduced. Monitoring Functions is advisable to be put to
Derzhenerhoefektyvnist, for which it is necessary to create several regional
branches of the Agency.
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3. 4 MODERNIZATION OF UKRAINE’S TRANSPORT SYSTEM AS
A KEY COMPONENT OF THE POLICY OF THE ACCELERATED
ECONOMIC GROWTH
The transport system of Ukraine is one of the most important components
of the economy, stable operation of which affects the development of the
whole economy. Continuation of structural reform, organizational and
technical and technological modernization of transport in the years of 20152020 will create conditions for increasing the competitiveness of the national
economy and help reach the best international standards of cargo service and
citizens' life support.
The functioning of the Ukrainian transport system is influenced by such
factors, which are shown on congestion and the infrastructure stage of our
country in recent years:
• decline in industry in the first half of 2015 was 20.5%, in agriculture 9.3%, and real wages fell by 23.9%; according to these trends population's
mobility was reducing, namely falling demand for passenger transport of all
types by 18.2% (in the 1st half of 2015, 1388 million passengers were carried,
while in 2014 - 1712 million);
• collapse in exports in the first half of 2015 reached 35.4%, including in
Russia - by 2.2 times, dependence on the external conditions for Ukrainian
export (engineering goods, chemicals, food industry were traditionally in
demand on the market of the Russian Federation) are one of the key factors of
Ukraine's GDP growth and has negative impact on its dynamics in the years of
2014-2015;
• reducing the reliability of Ukraine as a business partner;
• reducing the dynamics of capital investments (-21% in 2014, and 14.8% in the first quarter of 2015); in transportation, warehousing, postal and
courier activities for January-June 2015, 37.9 million hryvnias were allocated
(3.9% of total), which is by 86.3% less than in the previous reporting period of
2014 year (is the worst indicator among other activities);
• freight reduction in the first half of 2015 compared to the corresponding
period in 2014 was by 22.3% from 298.1 million tons to 230 million tons; by
mode the largest drop was observed on the railway transport market - minus
18.9%, car - minus 28.3%, air - minus 80% over the same period of last year;
• turnover of Ukrainian seaports in January-September 2015 shows an
increase by 1.7% to the same period of last year,
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the greatest growth - in Odessa (17.5%) Illichivsk (6.5%) and South (4, 6%),
generally 8 ports out of 13 increased transshipment;
• transport infrastructure state as a result of the annexation of the Crimea
and undeclared war: reducing of static indicators of the transport infrastructure,
which over the last 23 years were virtually unchanged (reduction of the public
roads' length by 6.3 thousand km to 163.2 thousand km, railways' length - by
630 km, the number of commercial ports - from 18 to 13 (activity of
Yevpatoria, Kerch, Feodosia, Sevastopol, Yalta ports was suspended by the
decree of the Ministry of Infrastructure), the number of airports (Simferopol,
Belbek, Kerch, Donetsk and Luhansk);
• also on the years of 2014-2016 there is an accession for the largest
payments on previously taken loans from MFIs to finance infrastructure
projects, construction of which began in 2011-2013 (the amount of payments
exceeding the amount of new borrowing);
• the investment level in sector reduced almost by 1,5 billion hryvnias
(Table. 3.6.).
Thus, there is a real shift of freight traffic on Ukrainian territory, which is
shown on the load indicator of transport infrastructure, freight rates and
passenger transport complex of Ukraine.
However, in terms of engagement of domestic industry on the basis of
public-private partnerships provision the sustainability of the transport system
and large investment projects in transport infrastructure will expand the
domestic market, raising domestic demand, and will become a catalyst for
economic growth in Ukraine.
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Table 3.6. CAPITAL INVESTMENT OF ENTERPRISES OF
ECONOMIC ACTIVITIES TYPES "TRANSPORT, WAREHOUSING,
POSTAL AND COURIER ACTIVITIES" and "TELECOMMUNICATIONS"
(ELECTRIC CONNECTION), MILLION HRN
2010

2011

2012

2013

2014

19591,7

25976,6

32807,9

18833,3

15498,2

Ground and pipeline transport 6770,7

9051,0

15144,3

4601,4

3916,2

Freight rail transport

2093,6

2872,5

6189,9

1644,9

2315,2

2107,1

1281,5

1045,2

1200,7

1693,3

1572,6

1448,7

1470,5

Pipeline transportation

1831,5

2170,0

2400,5

932,6

577,7

Water transport

178,5

149,3

117,3

132,6

204,8

Airlift

616,9

853,4

775,4

540,5

410,2

11901,0

15771,7

16385,4

13347,3

108737,0

124,6

151,2

385,5

211,5

130,0

6366,0

6518,4

6781,5

6886,4

5664,0

Transport, warehousing, postal
and courier activities

Other passenger ground
transport

Road transport services for
transportation of things

Warehousing and support
activities of transport

Postal and courier activities
Telecommunications (electric
communication)
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3. 4. 1. UKRAINE’S RAILWAY TRANSPORT
MAIN GOALS AND OBJECTIVES
In recent years there has been slow but a steady decline in rail transport,
domestic and transit cargo (Fig. 3.7., Fig. Z.8.).
In 2007, the share of rail transport in cargo transportation was 26% and in
2014 - 23.8%. This is caused by purely technical factors (lack of rolling stock
and traction part, unpredictable pricing policy, poor quality of services
provided by UZ), and the imperfect state policy (inefficient rail transport
system; artificial limiting access of private companies to implement rail
transportation etc.).
FIG.3.7. RAILWAY TRANSPORTATION IN 2000-2014, THOUSAND T
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FIG. 3.8. TRANSIT TRANSPORTATION OF GOODS BY RAIL IN 20042014's., THOUSAND T

RAILWAY TRANSPORT REFORMING IN UKRAINE
Railway transport reforming in Ukraine is an important step towards
providing institutional changes in the industry, the primary result of which
should be a change in the organizational and financial market model of
railroading17.
The main aim of railway reforming is the development of competition in
the rail transportation and increase in efficiency of the industry's activity. In
addition, the reform will help create a new modern market-oriented
organizational structure, ensuring equal access to transport and market
infrastructure carriers, the formation of a new tariff policy and so on.
Railway transport reforming is also necessary in view of the forthcoming
of Ukrainian legislation to European standards within the framework of the
Association Agreement between Ukraine and the European Union. Backlog of
reform processes of railway transport in Ukraine from other CIS countries and
Europe reduces competitive capabilities on the global transport market, making
it impossible to use the full market management mechanisms and further
industry development.
17

Railway Transport Reforming [Electronic resource]. — Available onз: // http:// new.mtu.gov.ua/content/reformi-zaliznichnogo-transportu.html.
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CHANGE OF CONTROL SYSTEM
Dividing the traditional organizational structure of Railway Transport of
Ukraine as part of its modernization into two sectors (infrastructure
management and management of transportation process, which for the first
time in EU was defined in directive 91/440/E40 from 29.07.1991, and was an
important step forward), is forcing the railroad to introduce new rules and
principles of governance for these specific areas of activities, the definition of
the relevant requirements to its own property, own calculations, namely its own
financial performance.
The Law of Ukraine "On peculiarities of the formation of a public jointstock company of railroad transport of public use"18 defines the features of
public joint-stock company of railroad transport of public use and the
introduction of property to its share capital, and also the creation of conditions
to improve the efficiency of its operations to meet the needs of the national
economy and population in transportations.
According to this Law the Cabinet of Ministers of Ukraine in three
months was supposted to decide on the formation of a public joint-stock
company of railroad transport of public use, but the state registration of public
joint-stock company "Ukrainian Railways" at the assets of the State
Administration of Railway Transport "Ukrzaliznytsia" took place in three years
- 21 October 201519. Completion of the corporatization process of
Ukrzaliznytsia is planned by end of a year.
This will ensure the separation of the functions of the state and economic
sector's management, will be a prerequisite for structural change to form a
vertically integrated management system in JSC "Ukrainian Railways",
increase the management efficiency of railway transport.

The Law of Ukraine "On peculiarities of the formation of a public joint-stock company of railroad
transport of public use" // Date of Supreme Council of Ukraine (DSC), 2012. - № 49. - P. 553
19
Registration of a PJSC "Ukrainian Railways" [Electronic resource]. - Available on: //
http://cfts.org.ua/news/sostoyalas_registratsiya_pao_ukrainskaya_ zheleznaya_doroga_30111.
18
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CREATION OF AN INDEPENDENT REGULATOR
Today, Ukrzaliznytsia as state railway administration performs some
functions of public administration, which is contrary to the Decree of the
President of Ukraine "On the system of central executive bodies" from
15.12.1999, №1572, the Commercial Code of Ukraine, laws of Ukraine "On
Management of public property", "On the National program of Ukrainian
adaptation to the European Union”.20
In addition, directive 91/440 / EEC on the development of the
Community's railways states that "Countries-members have to take the
necessary measures to ensure the independent status of railway undertakings in
management, administration and internal control over administrative, economic
and financial issues, according to which they in particular, have the property,
budget and accounts segregated from the assets, budget and accounts of the
state".
The Law of Ukraine "On Railway Transport" and "On state regulation of
transport" should provide the prerequisites for reform of the railway sector.
Draft of Law of Ukraine "On State Regulation of Transport"21 defines the
legal, economic and organizational principles of state regulation of natural
monopolies and related markets with participation of subjects of natural
monopolies in the Ukrainian transport, regulation principles of economic
entities' activity on the transport services' market, as well as the procedure for
the establishment of the National Commission for state regulation in the field
of transport, its functions, tasks and powers.
Formation of JSC "Ukrainian Railways" provides for the transfer of
government functions to the National Commission, which does the state
regulation in the field of transport, and UZ will carry business function,
implement functions of economic management. This approach will increase the
efficiency of administrative processes and bring them into line with European
standards.

Railway transport reforming [Electronic resource]. — Available on: // http://
new.mtu.gov.ua/content/reformi-zaliznichnogo-transportu.html
21
Draft of Law of Ukraine "On State Regulation of Transport» // http: // new.
mtu.gov.ua/news/396.html.
20
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DEVELOPMENT OF COMPETITIVE ENVIRONMENT AND
INTRODUCTION OF MARKET MODEL OF RAILWAY TRANSPORT
FUNCTIONING
The development of the competitive environment and the introduction of
a market model of railway transport should be achieved by gradual changes in
state regulation of market relations between economic entities engaged in
competitive activities.
Among the priorities for Ukrainian railway transport reforming, in addition
to upgrading the infrastructure and rolling stock should be the possibility of
providing private transport enterprises to enter the market of transportation
(provide with necessary licenses, access to railway lines and networks, etc.).
Payment terms for the use of infrastructure should be the same for all carriers,
including Ukrainian Railways. The railway infrastructure should be open for
both public companies and private. According to EU directives, access to the
use of infrastructure should have any carrier.
A requirement for ensuring equal access to railway infrastructure is
organizational and financial division.
It is necessary to ensure transparency and equal access for all economic
entities to railway infrastructure, leaving the state regulation of market only
those to items that are needed to ensure an adequate level of security.
CHANGE
OF
TRANSPORTATION

FINANCIAL

MARKET

MODEL

OF

RAIL

The lack of financial transparency in economic activity led to reduced
income and low financial stability and, as a result, the availability of funding
shortages, including by increasing the debt burden and the cost of its
maintenance.
Along with the development of regulations and structural reforms, it is
planned to carry out reform of financial models and set tariffs for railway
transportation.
Council Directive 91/440 / EEC of 29/07/91 year on the development of
the Community's railways is concerning the independence of management
railway undertakings (companies) and their independence on the transport
market.
Specifically, the main requirement for the state - to take the necessary
measures to ensure the independent status of railway undertakings in
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management, administration and internal control over administrative,
economic and financial issues with the right to have property, budget and
accounts segregated from the assets, budget and state’s accounts.
During the reform it is provided for the separation of management of each
individual type of business that will help:
• divide the financial accounts of each activity and to increase the
transparency of financial flows in UZ;
• increase management efficiency by enabling the opportunity to determine
the effectiveness of each activity type;
• identify activities that are non-core for UZ;
• conduct a cost analysis of each activity and to develop real methods of
calculating of each tariff's component;
• see the real amount of cross-subsidization of passenger transportation by
truck, and therefore provide state support to loss-making transport and
eliminate cross-subsidization.
The presence of cross-subsidization of passenger transportation by trucks
and operating mechanism of income distribution does not allow to achieve the
required level of financial transparency and the potential of market
mechanisms and establishing reasonable tariffs for freight and passengers.
Therefore, it is necessary to:
1.
Run the national investment projects in rail transport, involving all
possible sources of funding, namely: the state budget, private investment,
credit resources and resources of international financial organizations, using
public-private partnerships as an effective tool for the EU countries.to launch
projects.
2.
Follow priority of investment projects' financing, namely:
• projects for the development of material-technical base of branch
facilities of the railroad should be financed by their companies;
• in order to finance projects of national or regional importance it is
essential to attract investment from the corresponding level;
• with the help of leasing traction rolling stock, freight and passenger cars,
construction machinery, industrial equipment wagon and locomotive depot, etc
can be updated;
• in order to finance commercially profitable projects with minor timing of
implementation and low risk bank loans should be involved; the most
promising line of raising funds in long-term and capital-intensive infrastructure
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projects is project financing22.
3. Develop a clear mechanism for implementation of investment projects
and ensuring their legal framework by amending the new Law of Ukraine "On
Railway Transport" or the Law of Ukraine "On public-private partnership".
CHANGE OF TARIFF SETTING SYSTEM ON RAILWAY TRANSPORT
Requirements of directives' package, prescribed in the Association
Agreement between the EU and Ukraine, require the non-discriminatory tariffs
for all market participants.
In addition, the requirements of private business, the draft Law of Ukraine
"On Railway Transport" needs substantial revision and can not be accepted in
the current edition because private business concerns have not been addressed.
The main disadvantages of this bill, business representatives include the
following:
• declarative character and lack of clear mechanisms for implementation of
the basic goals that should be the foundation for structural changes;
• laying responsibility for the safety of cargo on a carrier that does not
have this tool and the necessary infrastructure (UZ has both weight household,
and private security);
• consolidation of monopoly right by Ukrzaliznytsia for the design,
infrustrucre's construction of public use, businesses' deprivation of the ability
to control spending efficiency of provided funds. This approach may be a
significant constraint to the implementation of promising infrastructure
projects;
• absence of clear mechanism for determining specific target components
in the tariff and timing of their review. In this formulation, the investment
component can constantly fluctuate, leading to significant fluctuations in the
cost of access to the infrastructure. Moreover, there is no system of restrictions
on the misuse of investment funds23.

Railway Transport Reforms [Electronic resource]. — Available on: // http://
new.mtu.gov.ua/content/reformi-zaliznichnogo-transportu.html.
23
Why shipper criticize the bill on railway transport [Electronic resource]. - Available on: //
http://cfts.org.ua/articles/pochemu_gruzootpraviteli_kritikuyut_ zakonoproekt_o_zhd_transporte_926.
22
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Tariff system should suit all market participants, which will allow to
obtain relevant results of the reform process.
Verkhovna Rada should agree a new version of the Law of Ukraine "On
Railway Transport" after its completion, taking into account the comments of
business representatives on tariff policies, mechanisms of investment in
infrastructure, etc. for testing of disputes, which will create conditions for
market liberalization of rail transport and investment, will introduce the
concept of orders and social transportations and will enter into force the new
principles of tariffs' formation.
ELECTRIFICATION OF THE RAIL NETWORK AND
ELIMINATION OF “BOTTLENECKS” IN RAILWAY TRANSPORT
INFRUSTRUCTURE
One of the priority approaches in reforming the railway sector should be
infrastructure upgrading and improvement in access of citizens and businesses
to rail services.
Electrification of railways, despite significant investment, is a very
profitable investment because eventually it will significantly reduce operating
costs for goods transportation. The cost of transport by heat traction is by 5560% more than by electric traction24.
The program of Ukrainian railways' electrification in the years of 20082020, which was supposed to separate freight and passenger traffic on the line
Lviv-Kyiv (in the framework of general network of speed passenger corridor
East-West), was made less than by 15%.
The main obstacles to its implementation are: 1) the aggravation of lack
of financial resources; 2) reduction of Russian transit; 3) geopolitical changes
in the country (the Crimean direction was dropped, blocked the development of
Donetsk unit, etc.). As a result, there was an electrification shift and attraction
of an alternative transit from Europe, Belarus and Moldova.

Where will be stream? [Electronic resource]. - Available on: // http: //www.magistral-uz.
com.ua/articles/de-bude-strum.html
24
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The new railway electrification program of Ukraine for 2015-2020 years
provides track electrification over 860 km in Odessa, Lviv, Southwest and
Dnieper highways. Priority direction are: development towards Belarus and
electrification of port directions, until 2020 UZ plans five major projects on
electrification of the railway network that need to find new sources of funding.
It is necessary to:
1. Ensure promising lines electrification of the railway network with high
traffic trains to facilitate the relatively fast payback.
2. To provide a stable target-oriented development of railways, which has
a leverage of renewal and infrastructure development, paying particular
attention to short-term programs aimed at modernization and overhaul, making
emphasis in the early stages of these programs to eliminate "bottlenecks" and
finding solutions to cases where the potential of existing lines is not being
used.
3. Develop modernization of transit railway infrastructure for the further
development of international transport corridors in Ukraine, which will create
favorable conditions for the movement of transit through countries like the
project "Besksydskyi tunnel."
4. Establish a system of automatic transfer of railway rolling stock from
one gauge to another (automatic system of bogies' change), which will
facilitate the integration of railways of Ukraine to European rail infrastructure,
reduce the passengers' time on the road, increase the rail transport's
competitiveness.
FURTHER IMPLEMENTATION OF HIGH-SPEED TRAFFIC
Further implementation of high-speed traffic shoud be done by building
appropriate infrastructure and distribution network in line with cargo and
passenger traffic mainly. Inconsistency of high-speed rail transport to growing
consumer requirements and international standards reduces the use of rail
transport by foreign carriers who choose a more attractive transportation routes
by price and time.
In 2012 a high-speed movement of passenger trains was introduced in
Ukraine, which is the latest type of transportation and is rapidly growing in
many countries. Today, high-speed movement in Ukraine covers transportation
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areas that are most in demand of passengers25.
However, thus taking the term "high-speed passenger service", it should
be noted that the maximum (not routing) speed of Ukrainian high-speed trains
is 100-120 km per hour, which then in Europe the figure is 160 or more
kilometers per hour.
Further implementation of high-speed traffic should be treated as longterm and innovative principles of Ukrainian railways to joining the European
railway community, taking into consideration the global trends in the
development of high-speed freight and passenger transportation.
It is necessary to:
1. To analyze the potential benefits of rail network separation for a particular use
of passenger and freight rail traffic on the strategic rail roads;
2. Define the lines for passenger transport services that will connect regional
centers with Kyiv and each other by fast connections, will contribute to
improvement of population's mobility, better integration of neighboring cities,
will allow to create a high-speed west corridor and also improve the level of
service for passengers and freight lines transport, which will help in some way
to bring high-speed performance to European rail transport, to improve safety
on the railways and the level of service for cargo.
UPDATE OF LOCOMOTIVE PARK OF RAILWAY ROADS
Update of traction rolling stock nowadays needs an immediate solution.
This is connected due mainly to the failure of the plans of previous years for
the purchase of new locomotives and concerning repairs.
As of August 1, 2015, 743 locomotives had overdue terms of overhaul, or
34.2% of the operational fleet. The degree of wear on locomotives was
exceeding 91%, and the average age of locomotives - 38.2 years26.
The reason for this situation is the constant funding cuts and higher prices
for consumables, spare parts, energy and so on.

High-speed trains for 8 months benefited 2.6 times more passengers than last year [Electronic
resource]. - Available on: // http://www.magistral-uz.com.ua/news/ shvidkisnimi-poizdami-za-8-misjacivskoristalosja-u-26-razu-bilshe-pasazhiriv-nizh-u-minulomu- roci.html.
26
Strategy for traction [Electronic resource]. - Available from: // http: //www.magistral-uz.
com.ua/articles/strategija-dlja-tjagi.html.
25
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It is necessary to:
1. Accelerate the updating of locomotive park of rail transport in Ukraine
by the latest examples of domestic vehicles that meet modern requirements and
provide an opportunity to improve their performance while decreasing energy
consumption and significantly extend lifespan.
2. To modernize the existing fleet through the use of new high-quality
technical solutions that significantly increase the efficiency of the locomotive
and prolong its service life with subsequent service of modernized machines.
3. Restore the locomotive park by different repair types (with installed
modern electronic devices of electricity accounting), including overhaul in
terms of stores and specialized plants in order to increase overhaul runs,
exploring the possibility of lengthening the life of a number of locomotive
models and active implementation of the development of domestic enterprises.
UPDATE OF PASSENGER AND FREIGHT ROLLING STOCK
Because of marginal depreciation and low productivity of passenger
rolling stock, the reserves of freight capacity are almost exhausted. Failure to
accept effective measures to renewal of passenger rolling stock will lead to
inability to perform passenger transport in full and, consequently, reduced
population's mobility27.
Promising are measures for domestic production of high-speed trains. The
basis of these findings is that the dual-system high-speed train with technical
and economic indicators, similar to foreign models went on merchantable trials
on PJSC “Kryukovsky Railway Car Building Works”.
The cost of the experimental sample is by 3 million US dollars lower
(Hyundai- 29 million US dollars) from foreign counterparts. In mass
production the cost can be significantly reduced. Production capacity allows to
elaborate5-6 electric locomotives per year.
Improvement of material-technical base of railways is possible through
cooperation with Ukrainian manufacturer, which in turn will promote
economic development. Production of most (80%) of modern railway rolling
stock may be made on domestic enterprises and provide significant impetus for
the development of the internal market of engineering, metallurgy and other
industries of the economy's real sector.

Information about the Ukrainian railways [Electronic resource]. - Available on: // http: //
new.mtu.gov.ua/content/informaciya-pro-ukrainski-zaliznici.html.
27
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It is necessary to:
• form a governmental order for the new generation of rolling stock for
passenger traffic on domestic enterprises to support Ukrainian manufacturer;
• introduce new technological update setup for freight rolling stock
(innovations on wagons).
The service term of the new freight rolling stock must be at least 32
years, and the term of the first current repairs - at least five years (now - four
years), or 500 thousand km, and increased weight standards in accordance with
global trends28.
The problems of low technical level of rail transport and non-compliance
of its technical and economic characteristics of modern requirements have been
accumulating over the years, so even in terms of the full financing there is a
need for time to recover their technical condition.
This state of railway transport is largely explained by the lack of state
support for the modernization and upgrade of freight and passenger rolling
stock of Ukrzaliznytsia, depreciation and disastrous mismatch between the
acquisition and disposal of rolling stock. Therefore, there is a risk of loss of
freight and passenger markets of state company - UZ with further state budget
losses and absence of supply of necessary volumes for cargo and passengers
transportation.
It is important to:
1. Learn the European countries' experience in the repair and
modernization of railway rolling stock, new transportation technologies
implementation;
2. Develop and implement public policies to promote the domestic
producer, one of the main objectives of which is to secure on legislative level
the priority allocation of state budget funds for rolling stock railway transport
and governmental support for a long-term bank loans at reasonable interest.

New requirements for rolling stock // http://www.magistral-uz.com.ua/reformuvannja/ novi-vimogi-doruhomogo-skladu.html.
28
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3.4.2. UKRAINE’S VEHICULAR TRANSPORT AND ROADS
ECONOMY
REFORMING OF THE STATE CONTROL SYSTEM OVER
AUTOMOBILE ROADS
Reforming of main monopoly in road transport - Ukravtodor - involves a
combination of centralized management of the roads network of a state
importance and roads' management of local importance at the regional level,
the optimization of the car roads network of state importance, transmission of
roads of local importance to local executive bodies, reorganization of PJSC
"DAK "Car roads of Ukraine" and the state enterprises' creation on its base
(some of which may be privatized). Further works on development and
maintenance of car roads on a competitive basis with gradual spread of
European experience in concluding long-term agreements (contracts) on the
maintenance of car roads of state importance by the principle of ensuring their
operational status according to regulatory legal acts, regulations and
standards29.
Thus, according to the new management structure on public roads,
Ukravtodor will take responsible for the maintenance of public roads of state
importance, and RSA - for the maintenance of public roads of local
importance, while the construction, reconstruction and repair of roads as state
and local importance will remain by Ukravtodor.
Local authorities of an executive power in terms of changes to the Law of
Ukraine "On local state administrations" and "On car roads" will be able to
allocate funds for public roads of local importance, because before that they
did not have such rights, and Ukravtodor was not in a hurry to repair roads,
remoted from major cities in Ukraine30.

The concept of public administration reform system of public roadways [Electronic resource] /
official site of the Verkhovna Rada of Ukraine. - Available on:
http://zakon4.rada.gov.ua/laws/show/739-2011-р
30
People's Deputy from the Odessa region supported the bill on road management transfer to
local authorities [Electron resource]. - Available on: http://trassae95.com/
all/popular/2013/11/15/nardep-ot-odesskoj-oblasti-podderzhal-zakonoproekt-o-peredacheupravleniya-avtodorogami-mestnym-vlastyam-10741.html
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Thus, from 169.6 thousand km of public roads on the balance of regional
administrations about 117.8 thousand km will be transferred, which will let
Ukravtodor focus on the rehabilitation of existing roads that are part of
international transport corridors and in the future - on building new highways31.
It is necessary to:
1. Decentralize management system of Ukrainian car roads by transferring
public roads to local importance with Ukravtodor's submission to local
administrations with legislated powers of each authority branch.
2. To reorganize JSC "DAK" Car roads of Ukraine" by optimizing the
structure of the subsidiaries of the Company and partial transfer of their
property, rights and obligations under the regional administrations' control.
3. Establish long-term contracts for roads' operational maintenance,
realization of public tenders for the roads' repair and maintenance and ensure
contracts with the new system of quantitative indicators to assess the work
results of the definition of contractor liability and quality assurance.
4. Amend the Law of Ukraine "On local state administrations" because this
law does not have a written authority to RSA for the management of public
roads of local significance (regional and district) and, accordingly, the
financing they provided because RSA only provides organization of transport
services.
5. Restoration of protected state fund, because, in 2000 the act of Article 3
of the Law of Ukraine "On financing sources of road economy of Ukraine"32 in
the formation of road funds annually has been terminating by laws on the state
budget. State Road Fund had not actually worked, which was one of the
reasons for underfunding roads. According to Article 2 of the Law of Ukraine
"On Amendments to the Law of Ukraine "On State Budget of Ukraine for
2005" and some other legislative acts of Ukraine", this provision was excluded.

Official website of Ukravtodor [Electronic resource]. - Available on: http: // www.
ukravtodor.gov.ua/novini/с_oblasni,-raionni-ta-silski-avtomobilni-dorogi-stanut-vlasnistyumistsevikh-organiv-radi.html
32
On financing sources for road economy of Ukraine: Law of Ukraine of 18.09.91 p. Number
1562-XII [electronic resource]. - Available on: http://zakon2.rada.gov.ua/ laws / show / 1562-12.
31
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Also, the effect of Article 40 of the Law of Ukraine "On Automobile
Roads' was annually stopped by the laws on the state budget, which provides
funding for new construction and reconstruction of road facilities of the general
fund of state budget, so new car roads construction in Ukraine has not been
conducted.
According to the Law of Ukraine "On the State Budget of Ukraine for
2015" and the recent amendments to the Tax and Budget Codes of Ukraine,
targeted sources of financing of roads that were previously accumulated in the
special fund of the state budget, were canceled, and funding of all costs of road
management was introduced from the general fund of state budget. This does
not give understanding of the funds' volume, which will be provided for the
following year, and thus excludes long-term work planning, considering
perspective.
It is necessary to restore the protected State Road Fund as a part of the
Special Fund of Ukrainian State Budget by amending the Law of Ukraine "On
the sources of financing of roads of Ukraine" and Budget Code of Ukraine,
which will accumulate significant funds for infrastructure projects
development, related to road management.
TARGETING USE OF FUNDS OF STATE ROAD FUND (SRF)
Funding from the State Road Fund not only for the intended purpose, but
also for other purposes, which makes it impossible to concentrate resources on
the intended use, namely the construction and roads' maintenance is provided
by decree of the Cabinet of Ministers of Ukraine "On approval of the direction
of the state budget, intended for financing of network development and public
roads' maintenance» № 1731 from 05.11.03.
The common European practice is that users, scilicet motorists pay for the
roads. In Ukraine, this principle is also applied through excise tax when filling
vehicles with gasoline or diesel fuel. As Ukrainians consume about 10 million
tons of fuel (petrol and diesel) a year, while paying 2.6 UAH of excise duty on
each liter of gasoline, and 2 UAH for 1 liter of diesel fuel, then the DDF would
be getting funds in the amount of 30-35 billion UAH per year, which is the
minimum need of the road sector.
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According to the amendments to the current Tax Code of Ukraine from
January 1, 2015 vehicle tax, excise duty on buses, lorries and motors, and also
restored excise tax on converted cars were introduced. Taxpayers in JanuarySeptember 2015 paid 343.2 million UAH of vehicle tax to the budget33.
But in fact due to lack of targeted use of financial resources, not all the
funds were received by the SRF and, accordingly, do not go for the
construction, repair and roads maintenance.
Another question - is it funding the highways, usually at the end of the
month as a residual, after all the needs of other economy's sectors are satisfied,
that have protected articles or funding sources in the special fund in the state
budget.
Therefore, it is necessary to:
1. Direct Road fund costs (especially transport and excise taxes) on
intended use - the construction, reconstruction, repair and maintenance of
public roads.
2. Minimize the delay in payments of planned funds for the construction,
reconstruction, repair and maintenance of public roads.
3. Redistribute expenses from the end of the year to the first half, which
require terms of repair and construction season, which will not only provide
works, but also timely payment for them, which will reduce the debt burden.
4. Establish reporting to the public on the finances' use of road fund on
financing of construction, reconstruction, repair and maintenance of public
roads that will reduce corruption and increase efficiency of public investment
in infrastructure.

Ukrainians paid more than 343 million of vehicle tax from the beginning of a year [Electronic
resource] / Website of Information Agency UNIAN. - Available on: http: //economics.unian. ua /
transport / 1159120-ukrajintsi-z-pochatku-roku-splatili-ponad-343-milyoniv-transportnogopodatku.html
33
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DEFINITIONS OF SOURCES FILLING OF STATE ROAD FUNDS
Sources of DDF filling are: excise tax and import duties on petroleum
products; excise tax and import duties on imported vehicles and tires for them;
fee for road transfer on concession or lease; fare of car roads by vehicles and
other self-propelled machines and machinery, weight or dimension parameters
of which exceed regulatory parameters; fare of Ukrainian car roads by vehicles
and other self-propelled machines and machinery of foreign countries; fare of
paid car roads in the manner and at the rates set by the Cabinet of Ministers of
Ukraine; donations of business entities and private individuals, including
foreign, public organizations, international organizations, etc; other income
that is not contrary to the law.
In fact, most sources to the DDF is quite formal (for example, in Ukraine
the paid car roads' fare will not be charged due to lack of high-quality roads)
that does not contribute to filling the State Road Fund by financial resources.
Currently DDF is increasingly supplemented by excise tax, which is levied on
car owners with the purchase of gasoline and diesel fuel. Also one of the
sources of DDF is a fee for the transfer of roads in the concession, which is
contrary to international practice.
We need to clearly determine the real sources of DDF, such as vehicle tax
etc; Amendments to part of the interest amount determination from the excise
tax on petroleum products, which should come to DDF, and also investing as
one of the sources of DDF payments from companies that cater paid highways,
and payments (in the form of fees for availability) of companies, that are
building or operate paid motorways, should be expected as one of the articles
of DDF spending.
DECENTRALIZATION OF CAR ROADS’ FINANCING
The issue of decentralized funding remains unresolved, as subventions for
preservation and development of the municipal road network are canceled,
instead there is introduced a new excise tax - 5% of the retail sale of excisable
goods: oil, other fuel, which is accumulated in the general fund of local
budgets. There is still no clear rules, for example, order of the use of subsidies
for construction, reconstruction and repair of roads of communal property,
which would require local authorities to exclusively direct 100% of these
proceeds on roads of communal property and local, and not in other areas of
the budget34.
34

Road transport. - Electronic Bulletin "TRANSPORT-news» №3 / 3 (854) 18 March 2015 p. 44 [Electronic resource]. - Available on: http://transport-journal.com/
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Reforming of the road sector requires the provision of decentralized
funding that requires consolidation of taxes by local authorities in order to
fulfill the maintenance of local roads.
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DIVERSIFICATION OF FUNDING SOURCES OF PUBLIC CAR
ROADS
In 2015 on the road financing 25,5 billion hryvnias were laid, of which
about 3,4 billion (13%) - the cost for repair and construction of road network
and 22,1 billion hryvnias (87%) - repayment of debt obligations to Ukravtodor
(Table. 3.7.).
Table 3.7. ATTRACTING OF MAJOR CREDITS BY THE STATE
HIGHWAY SERVICE OF UKRAINE (UKRAVTODOR), MILLION
HRYVNIAS
Year

2011

2012

2013

44,2 for the work
1 087,7 to repair the
101,7 to repair the
repair of the Kyivroad Kyiv-Chop on a road Kyiv-Chop on a
Credit resources of the
Chop,performed in the
third project "Repair third project "Repair
EBRD and EIB
past year, on a third
of the road Kyivof the road Kyivproject "Repair of the
Chop"
Chop"
road Kyiv-Chop"
713,5 to repair the
road Kyiv-Kharkiv923,4 on the two
1 338,5 on two
Credit resources of the Dovzhansky on the
projects
projects "Improvement
IBRD
project "Improvement "Improvement of
of roads and traffic
of roads and traffic roads and traffic safety
safety"
safety"
703,1 for the
implementation of the
project "Improvement
Credit resources of the
of transport and
EBRD and EIB
operational condition
of roads on the
approaches to the city
of Kyiv"

1 520,3 for the
implementation of the
project "Improvement
of transport and
operational condition
of roads on the
approaches to the city
of Kyiv"

1 278,8 for the
implementation of the
project "Improvement
of transport and
operational condition
of roads on the
approaches to the city
of Kyiv"

Credits given, total

2 504,3

2 545,4

2 661,5

Loan repayment and
servicing

4 162,0

3 153,4

6 200,0

Balance

-1 657,7

-608,0

-3 538,4

Source: completed by authors based on the report of the State Highway Service of Ukraine in
2011, 2012, 2013 [Electronic resource] / site Ukravtodor. - Available on: http://www.ukravtodor.gov.ua/
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It should be noted that the annual demand in road sector financing is 3540 billion hryvnias. Significant underfunding of the industry requires
immediate review of the industry's financing system and finding new sources
of its filling, such as public-private partnerships and interest-free financial aid.
It is a mechanism, which is currently allowed only in countries - EU
members, such as Balance-of-payments Assistance Facility, the European
Financial Stability Mechanism, the European Regional Development Fund or
the European Social Fund.
It is necessary to move from financing of transport infrastructure projects
exclusively with loans of MFIs to a balanced funding model involving
domestic assets, including private investors. These are public-private financing
mechanisms which are favorable for domestic economy, and they would allow
to stimulate the domestic market, not to increase the external debt.
It is necessary to:
1. Diversify sources of funding by creating the conditions for
activation of investment at the expense of the state budget, loans from
international financial organizations, private investment through public-private
partnerships, as well as interest-free financial assistance, implemented through
mechanisms such as Balance-of-payments Assistance Facility, European
Financial Stability Mechanism, European Regional Development Fund or the
European Social Fund.
2. Improve public-private partnership, which requires transparent and
clear conditions for private concessionaires investment in road construction, for
which is necessary to amend the laws of Ukraine.
3. 3. Involve funds ports and stevedoring companies for the
reconstruction and construction of access roads to port-area, which will reduce
congestion and reduce ports' loss.
4. Apply the road distribution expertise that will be transferred to
concession in certain areas (lots), which will reduce costs for the
concessionaire and reduce corruption component with the ability to control.
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QUALITY IMPROVEMENT AND CONSTRUCTION OF NEW ROADS
Upgrading of roads - one of the main priorities for the transport sector, as
Ukraine's economy annually loses major costs by poor quality roads - is
overrun fuel and overall growth in transportation costs by reducing the speed
and cost of additional car repairs.
Failure to comply with rules and regulations in the transport of oversized
and heavy cargo by road users leads to the roadway destruction. In Ukraine
permissible limits for overload transport have exceeded by cargo carriers, and
is being observed in 50% of cases.
The amount of damage to road facilities through transportation of excess
weight parameters is about 2 billion hryvnias per year, which requires the need
of proper weight control of the vehicles.
Currently, nearly all roads pass through Ukraine towns that do not meet
international standards. Resolving this issue will contribute to the construction
of new roads in accordance with European standards.
Another reason that prevents the construction of new roads is the fact that
most of the lands around the road are agricultural and are distributed, that is
why the problem of road diversion or their redemption under new construction
appears.
It is necessary to:
1. Develop the transport network, especially international transport
corridors and ensure construction of new roads and highways; and also work
on the design, construction, reconstruction, repair and operating maintenance
of national roads, including access roads to the border crossing points across
the state border of Ukraine and increase capital of road surfaces, which will
contribute to the development of transit potential, creation of new jobs and
business opportunities.
2. Organize appropriate vehicles' weight-control by using weighing
systems in motion, which was created using the technology of cameras and
sensors, embedded in the asphalt pavement, and its implementation throughout
Ukraine, which will allow to pre-determine the weight and overall dimensions.
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INCREASE OF TRANSIT POTENTIAL
The development of road sector is very important for Ukraine as a transit
country. Ukraine has a great potential for transit through a fairly extensive
network of highways and passage of three European transport corridors
through the country, which coincide with public roads of national importance.
Despite this, in recent years Ukraine has been partially losing ground in
international as well as domestic freight transportation, leading to annual
economic losses amounting to 2.5-3 billion US dollars (Fig. 3.9., Fig. 3.10.).
FIG. 3.9. DYNAMICS OF EXPORT AND IMPORT OF GOODS BY
ROAD TRANSPORT, MILLION TON
MILLION TON
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FIG. 3. 10. DYNAMICS OF CARGO TRANSPORTATION, IN
PARTICULAR BY CAR TRANSPORT, MILLION TON

Although in the last few years there has been some increase in transit
traffic of goods by road, transit flows increasingly began to bypass the territory
of the state (Fig. 3.11.).
FIG. 3.11. DYNAMICS OF CARGO TRANSPORTATION BY CAR
TRANSPORT, MILLION TON
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According to experts, today Ukraine ranks only 130th place on the
effectiveness of the use of its transit opportunities. This is connected with the
poor state of the transport infrastructure of Ukraine, which does not meet
European standards and leads to higher delivery process, through which the
state annually loses hundreds of millions of dollars of revenues from cargo and
passengers (Fig. 3.12.).
FIG. 3.12. EXAMPLE OF COMPARATIVE DENSITY DYNAMICS
(KM OF ROADS/KM2) AND LENGTH OF 1 THOUSAND KM OF CAR
ROADS OF UKRAINE AND POLAND

A serious problem for carriers - is the lack of road infrastructure, which
reduces the speed of traffic, does not guarantee the preservation of goods.
Ukraine joined the European Agreement on the regime of work and rest of
crews of vehicles engaged in international transport (EUTR),
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with the help of which drivers' time for work and rest is highly regulated. Thus
slightest infringements are imposed by heavy fines (disruption for 5 minutes
imposes a fine of 1500 euros), because proper rest the driver - is the key to
safety on the road35. In Ukraine, there is a lack of places to relax for drivers
that meet European standards.
Among the causes of transit loss, high transport rates and unreasonable
delay on the part of inspectors at the borders of Ukraine and also insufficient
capacity of border crossings can be noted36.
Required:
1. Develop a long-term program of transit potential development, which
will help to bring standards on transit speed, continuity and integrity of goods,
tariffs and prices to the international requirements and will attract additional
revenues to budgets of all levels.
2. Ensure the development of road infrastructure, automotive service
points, guarded transport stops, points of network, cafes, hotels, campgrounds,
etc., to facilitate the development of international road, road safety, and
improving the image of Ukraine as a transit country.
USAGE OF ADVANCED INNOVATIVE TECHNOLOGIES
In order to solve the problems in the automotive industry and
implementation of innovative technologies, starting from 2011 regulatory
framework began to form very actively. Thus, in 2011 the Concept of the state
target economic development program of road transport for the period until
2015 was approved, whose aim was the modernization of the provision of road
transport services, creation of a competitive environment in the transport
market, improving environmental performance and energy efficiency of
vehicles, maintenance development of road transport infrastructure, ensuring
effective implementation of the state policy in guaranteeing road safety, and
the Law of Ukraine "On innovation activity priorities in Ukraine" was adopted,
which identified priority area of innovation activities of road transport in
Ukraine for 2011-2021 years.

Car roads of European level in Ukraine: is it possible?: // Carrier real. - 2015. - №8. - P. 3.
"Restoration of transit potential in the context of increasing Ukraine's competitiveness on the
international transport market." Policy Brief [Electronic resource]. - Available on:
http://www.niss.gov.ua/articles/1844/
35
36
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In 2013, the decree of the Cabinet of Ministers of Ukraine "On Approval
of the State Target Economic Program development of auto-mobile public
roads in the years of 2013-2018" was adopted. Despite a very solid number of
legal documents, the state of innovation development in road transport is very
low, while technological development and innovation can become tools of
updating production base and improve the competitiveness of the market of
road transport services. Roads' technical upgrading, introduction of new
materials and technologies, modernization and development of production
facilities, improved methods of design and construction of roads will reduce
the cost of road works.
For example, the formation of intelligent transport systems in Ukraine is
at early stage (development of standards, legislation, technology and general
principles of the system). There are examples of new technologies in the roads
repair, such as "cold recycling" (on the road N-09-Mukachevo-RahivBogorodchany-Ivano-Frankivsk-Rohatyn-Bibrka-Lviv).
It is necessary to:
1. Raise the level of competition in the road transport through the
development of new technologies of high-tech transport systems (intelligent
transport systems, satellite navigation systems, tracking and management of
mobile objects), which will increase traffic efficiency and reduce transport
component in the cost of production;
2. Involve the world's leading technology repair of road paintings,
such as "cold recycling" which allows the use of recycled upper layers of the
old road surface, which allows to reduce the cost of new natural materials such
as crushed stone, sand-macadam mix and sand and their delivery to the place of
work;
3. Improve the quality of road works on the basis of improvement of
engineering support and monitoring, improving methods of perspective and
operational planning of road works on the basis of results of management
system functioning of coverage stage.
4. Develop a strategy for the development of intelligent transport
systems.
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CONSTRUCTION OF CONCRETE ROADS
In relation to prices in 2015 an estimated regulatory cost of 1 km of
asphalt roads of 1st category varies from 70 to 100 million hryvnias, the
overhaul - 20-30 million hryvnias, the average current repairs – 8-1237 million
hryvnias, while construction of 1 km of concrete road is around 20-30 million
hryvnias. The length of roads to be built, is about 5 thousand km., the term of
such project will take about 5 years. Cost of construction of concrete roads in
Ukraine on the horizon of exploitation of thirty years is by 30-40% lower than
asphalt, as in the construction of asphalt roads imported bitumen material is
being used (imported components in the construction of asphalt roads occupy
more than 70%) and cement production in Ukraine is also very developed38.
Ukraine has specialists who have experience in building concrete roads,
but currently does not have special equipment required for construction. For
construction companies interested in acquiring such technology (options may
be taking it to lease or purchase equipment that has been in use for 5-10 years),
they need horizon of 3-5 years for the confidence that they will have orders and
they will depreciate this technique.
In Ukraine, the planned budget for one year, which precludes the use of
long-term loans due to lack of guarantees from the state. But there is a
possibility of long-term international loans, under which the state gives a
guarantee. Thus there is a lack of construction and operation of roads in CEA
under which these guarantees can be given39.
Concrete roads are most appropriate to build in the areas of port and at a
great distance, where many farmers carry grain to ports. Currently, this option
of grain delivery of goods by road is the most advantageous compared with
transportation by rail.

The cost of building of 1 km of concrete roads is 20-30 mln // Journal. Transport. - 2015.- № 4/2
(857). - S. 3
38
Concrete roads in Ukraine will be built on the land of Kherson, Mykolayiv, Kirovohrad [Electronic
resource] / Agency UNIAN. - Available on: http:// economics.unian.ua/transport/1094404-betonni-dorogiv-ukrajini-pochnut-buduvati-z-dilyanki- hersonmikolajivkirovograd.html
39
How will build concrete roads to the ports - an interview with the curator of "Ukravtodor" reform
[Electron resource] / Strategy Transportation Center. - Available on: http: //
cfts.org.ua/articles/kak_budut_stroit_betonnye_dorogi_k_portam__intervyu_s_kuratorom_
reformy_ukravtodora_921
3737
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Construction of concrete roads in the pilot project can be started on the
section of highway Kherson-Mykolayiv-Kirovohrad and also on approaches to
commercial sea ports of Ukraine.
It is necessary to:
1. Build cement roads on the approaches to ports, as well on the most
destroyed and on new roads that will reduce transportation costs by 20-30%,
reduce maintenance costs up to 50%, increase the lifetime of such roads by half
and achieve import substitution as much as possible;
2. Submit to CEA (Classification of Economic Activities), which can
provide guarantees of long-term credits, CEA on construction and operation of
roads for the purpose of construction companies interested in acquiring
equipment for the construction of concrete roads.
3.

4. 3. PORTS ECONOMY

The conducted analysis of the Ukrainian seaports' capacity, the dynamics
and structure of cargo handling and comparison with other ports of the AzovBlack Sea region proves that today the development of national infrastructure
of port state does not pay enough attention. This is evidenced by a decline in
the volume of transshipment seaports - a key indicator of the effectiveness of
the seaport (Fig. 3.13. Fig. 3.14., Tab. 3.7., Table. 3.8.).
In turn, the increase in this index increases requirements to the state of
port infrastructure. Dependence on these indicators is demonstrated by the MP
"Southern": increase of the parking depth near berths increased volumes of
cargo handled by three times. In this regard, there is a need for more detailed
outline of the main objectives and goals of modern infrastructure of Ukrainian
seaports: organizational, financial, technical and technological modernization.
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FIG. 3.13. AUXILIARY TRANSPORT SERVICES OF SEA PORTS
AND WHARFS ON FREIGHT PROCESSING, MILLION TON, 2006-2014
YEARS
Million ton

Source: Compiled by Fediay N. O. based on data from the State Statistics Service of
Ukraine <http://www.ukrstat.gov.ua/>
* Excluding the temporarily occupied territory of the Autonomous Republic of Crimea, m.
Sevastopol
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FIG. 3.14. DYNAMICS OF AUZILIARY TRANSPORT SERVICES OF
SEA PORTS AND WHARFS ON FREIGHT PROCESSING AND THEIR
STRUCTYRE, THOUSAND TON, 2006-2014 YEARS

Source: Compiled by Fediay N. O. based on data from the State Statistics Service
of Ukraine <http://www.ukrstat.gov.ua/>
* Excluding the temporarily occupied territory of the Autonomous Republic of
Crimea, m. Sevastopol
** Data for January-August of 2015
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Table 3.7. COMPARATIVE TABLE OF CAPACITIES AND VOLUMES
OF UKRAINIAN SEAPORTS' PROCESSING
Port

Number of
berths,

pieces.

The length

9

1400

Bugaz)
Ismail seaport

24

2619

Mariupol seaport

18

Illichivsk seaport

Mykolaiv seaport
Odessa seaport
Reni seaport

Skadovsky seaport
SE "Oktyabrsk"

Seaport “Ust-Dunays'k"
Kherson sea port

Seaport "Yuzhny"

29
15
54

ЗО
6
7
10
9

maximum

of berths, m depth of

Berdyansk seaport

Belgorod-Dniester sea port (port-point 10

The

1230
6000
4200
2420
9000
3927
800

1900
1262
3000

parking next
8,37
6,80
7,50

14,00
9,75

11,20
13,50
12,00
6,00

10,50
8,25

25,00

Source: Compiled by Fyediay N. O. based on data taken from electronic sources <http: //
www.sifservice.com> (part concerning the capacity of seaports of Ukraine); and based on
data taken from the site of the State Enterprise "Administration seaports of Ukraine»
http://uspa.gov.ua/> (part devoted to volumes of cargo in the ports of Ukraine).
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Total area of

storage facilities

(covered and not

The total volume of The total volume of The total volume of
cargo processing cargo processing cargo processing
in sea ports in
in sea ports in
in sea ports in

covered) thousand 2013, thousand
m2

118,40

ton
2163,50

220,80

2762,65

156,40
602,00
277,80
208,80
425,07
225,00
11,30

309,40
200,0

187,50

667,36

16458,53
15499,01
20304,00
23170,60
2789,06
276,25

5567,27
39,10

4133,16

43441,40

2014, thousand
ton
3197,10
614,72

3092,98

17613,18
13003,20
20802,83
24579,15
1464,76
58,38

6975,07
61,55

3900,95

47431,70

2015, thousand ton
2585,40
467,46

2913,71

10065,62
5334,59

12295,38
14148,96
592,63
24,80

3947,21
10,10

2136,53

27521,98
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Table 3.8. AUXILIARY TRANSPORT SERVICES OF SEAPORTS AND
WHARFS ON FREIGHT PROCESSING
2006 - JANUARY-AUGUST 2015, MILLION T *
Year

Total

2006

140,61

2008

169,70

2007
2009
2010
2011
2012
2013

2014*

January-

August 2015 *

157,88
157,18
148,14
155,05
153,97
149,43
142,36
95,63

Including

exported

imported

transit

inner

18,3339

69,5854

6,1068

68,3311

15,1994

76,3306

21,1452

63,857

88,0819
84,0376
84,895

96,8481
99,2412

101,8942
66,3391

12,8394
17,4406
19,4174
16,4937
18,6232
16,8317
12,5114

53,1649
66,3079
52,1644
44,1873
47,5992
38,7806
29,2514
20,4703
12,102

combination
3,9194
5,916

4,0964
2,4703
3,1404
1,8442
2,3137
3,1616
4,6757

* Excluding the temporarily occupied territory of the Autonomous Republic of Crimea, Sevastopol town
Source: Compiled by Fediay N. O. based on data from the State Statistics Service of Ukraine
http://www.ukrstat.gov.ua/

ATTRACTING INVESTMENTS
Ukrainian seaports remain attractive to investors due to their favorable
location in terms of transit transportation.
As an example, evidenced by the signing of memorandums of intent to
invest in the ports of Ukraine is The Soufflet Group, «ArselorMittal Kryvyi
Rih" and Cargill1. By signing the document by representatives of the French
agro-industrial corporation The Soufflet Group Corporation confirmed
intention to build grain handling system at the Port of Illichivsk, with the
capacity of 1-1.2 million ton per year. The amount of the planned investment in
the project will amount to about 70 million US dollars.

1

The official website of the Ministry of Infrastructure of Ukraine. Available on: <http: //new.mtu. gov.ua/news/>
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The signing of the document "ArselorMittal Kryvyi Rih" confirms
intention to create a stevedoring company on the basis of several piers of State
Enterprise "Specialized seaport" Oktyabrsk" on a rental basis. The signed
memorandum provides for the transfer of port facilities in the long-term lease
on a competitive basis. For its part, the investor is obligated to reconstruct and
modernize leased objects of infrastructure.
In the Ministry of Infrastructure a tripartite memorandum of intent to
implement an investment project in the ICC "Southern" is signed. The signed
document certifies Cargill company's intention to acquire 51% of the
transshipment terminal that stevedoring company "Kargo CF" will build in a
port "Southern" (Odessa city). Under the memorandum conditions USPA
undertakes to create a water area with appropriate level of dredging on the way
to the terminal. Throughput capacity of the first phase of construction will
amount to 5 million ton. The second phase would increase capacity by another
4.2 million ton. The amount of planned investments is around 130 million US
dollars. Within a year after signing the agreement the parties will be able to
start the realization of a project. Terminal's run is tentatively scheduled for
2017.
Thus, financing of port infrastructure upgrade should be done with public
funds, and funds of investors using funds from the EU, but the main source of
investment in infrastructure projects remains public funds and private
investors. In particular, at the state level to better attract private investors it is
necessary to:
1.
Optimize the mechanism of investment tenders through the
introduction of mandatory preliminary assessments of the economic, social and
environmental effects.
2.
Conduct presentations of SE Ukraine to represent them at national
forums, events in the Chamber of Commerce, regional development agencies,
and technology centers. The exchange of information and experience in
conduction of ports household are required for more effective implementation
of innovation and investment attraction.
3.
Active participation in international exhibitions and forums with the
already mentioned business plans.
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4.
Use the information and consultation European network Enterprise
Europe Network (EEN) as a tool to find investors and partners to establish
effective international cooperation and partnership2.
USING OF CONCESSIONS AS THE MOST EFFECTIVE FORM OF
INVESTMENT ATTRACTION IN INFRASTRUCTURE UPGRADES
Concession - one of the forms of attracting investment, which should be
given special attention. With the decision on the reform of the port sector in
2013 when discussing the mechanisms of interaction between the state and
private investors concession was chosen as the most effective and acceptable
registration form of public-private partnerships. It should be noted that the
benefits of concessions as a mechanism for investment in the port sector led to
the choice and implementation of this particular model of industry by leading
maritime countries: transparency to attract investors, the effectiveness of
control by the state, the legal protection of investments, the targeted
development of port infrastructure facilities and performance guarantees by all
members of concession agreements.
To avoid abuse, most countries prefer short-term concessions that promote
competition development. Long-term concession agreements European
governments place only when intending to get great investment. Europeans
mostly choose term of 15-25 years with the possibility of extension with early
fulfillment of investment obligations.
1.
Due to the lack of coverage on legislative level the problems of
transfer of sea ports and their infrastructure facilities to concession, the
following changes need to be made to the Law of Ukraine "On concessions":
1) among the objects which may be adapted to concession- construction
and / or operation of railways, airports, runways at airfields, bridges, road
overpasses, tunnels and other routes, subways, infrastructure, sea and river
ports;
2) predict that the concession agreement is concluded for a period,
specified in the contract, which must be at least 10 years and not more than 50
years, except for contracts on concession infrastructure ports, to be concluded
for a period of at least 10 years and not more than 25 years;

Reform of the seaports of Ukraine - background. The official website of the Ministry of Infrastructure.
Available on: http://mtu.gov.ua/uk/general_Information/35485.html
2
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3) to amend the method of calculating concession fees, in which the
formula for calculating the annual concession fee must be changed
fundamentally, where its size must be connected to the volume of investments
instead of coefficient fixed-asset turnover.
2. Expand the range of potential investors at the expense of large
specialized international company specializing in processing cargo and
interested in the development of the seaport. This is possible by increasing
state control of the selection of potential investors and domestic seaports
representation at international exhibitions and business forums.
MODERNIZATION OF PORT INFRASTRUCTURE WITH THE
ATTRACTION OF DIVERSIFIED FINANCING INSTRUMENTS
The role of port infrastructure as a component of the country's
infrastructure requires an active public authorities' participation in its
development. The growth of cargo handling in SE "Yuzhny" due to increased
depth at the berths evidences of a direct correlation between the improvement
of infrastructure quality and an increase in volumes of cargo processing in MP.
That is why there is the need to modernize port infrastructure. Further
development of storage capacities and in-depth works near seaports' berths of
Ukraine foresee growth in cargo handling, and require appropriate quality of
railways and sidings.
In order to upgrade infrastructure of seaports - means to increase their
competitiveness, to increase the number of companies that provide services in
seaports, intensify links with other ports, diversify stevedores. In practice of
leading maritime countries, renewals of main ports' funds should be financed
from various sources, including EU funds. The financing of sectoral strategies
and projects of transport development, including sea, European countries such
as Poland and Romania have a sufficient share, which is allocated by EU funds
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For example, on implementation of the development strategy of seaports in
Poland until 2015 a total budget for 2007-2013 (term of major investment
projects) has been allocated, amounting to 713.9 million euros, of which 606.8
million euros were allocated by Cohesion Fund.
It is necessary to implement infrastructure projects on increasing the depth
near the berths of sea ports that will allow to accept the vehicles of bigger size;
development of automated navigation systems; reconstruction and construction
of new storage terminals; modernization of port infrastructure in the area roads and railways, according to the plans of ports, using the practice of
diversifying funding sources
The development of transport and logistics center based on port
infrastructure on the basis of interaction between state and private companies
The main objective of improving the competitiveness of Ukrainian ports is
strengthening their role in socio-economic development of the country and in
the international transport network. Today Ukrainian SE serve as a set of
private and public enterprises providing infrastructural services in the area of
marine and land seaport. In our opinion, the SE will develop more efficient
when on their base corresponding logistic platform - transport and logistics
centers will be created, which can be formed not only based on individual
marine port, but on the basis of several seaports. The study of management
practices of marine ports of other countries allow to certify that the
competitiveness strategy of seaports as Polish and Romanian are focused on a
certain number of ports, not all the country's ports. This approach is effective
for modernization of key objects that later will be the engines for a specific
region and adjacent objects. For example, a modernized infrastructure of
Odessa SE will also be used by Ilichivskyi SE and SE "Yuzhny" (meaning
interaction of rail, road and inland marine approaches to ports). It is therefore
advisable to unite Ukrainian seaports in regional groups by territory principle
on the basis of which, in fact, it is rightly to develop transport and logistics
centers.
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The main feature of dedicated groups is the service of relevant enterprises
in their region, national and international transport corridors:
1)
the largest-scale group is the port of the Big Odessa - Odesa,
Yuzhny and Ilyichivsk;
2)
Azov region that unites the ports of Mariupol and Berdyansk;
3)
the Dnieper-Bug region includes the ports of Nikolaev, Kherson,
Oktjabrsk, Skadovsk;
4)
Danube - Ukrainian gateway to Europe - unites the ports of Reni,
Izmail, Belgorod-Dniester and Ust-Danube.
Strengthening of internal connections in ports will contribute to:

enhancing the quality and speed of service;

reduce the cost of cargo movement through the port;

improving environmental safety;

openness of the port's work and the order of service granting.

Strengthening of inter-port connections in the transport and logistics
centers and between such centers will contribute to:

improvement of the investment climate;

accelerate modernization of port infrastructure;

the development of industry, in the first place, which is concentrated
in cities and regions of corresponding node;

development of a competitive environment between ports.
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APPENDIX

Promising products

The average Annual
annual
growth rate
growth of of world
World import,
world
imports in year of 2014
imports
2005(est.)
2014's.,%

Ukrainian
Ukrainian
import, year
export, year
of
of 2014
2014

Sunflower oil

1 620

3 554

Gluten

Dry milk

Sugar syrups
Pesticides

Titanium rolling

Power equipment

Compressors
Turbines

Generators

Transformers

Boilers

Flour

Meat and meat products, total
Cattle meat, frozen

Meat of poultry, frozen

15,4%

202

13,6%

693

9,6%

2 885
3 225
393

4 327
2 046
1 439
522

11,8%
9,0%
8,8%
8,6%
8,9%
7,9%

10,7%

262

8,4%

493

8,3%

62

5,6%

10518
1 487

24 451

95

35 829

14

7219

4 464

50316

22 991
18214
4 878
3 120
1 113
5 938

16
49

297
34

235
23

2
2
6

13

608
59

138
96
24
7

6

8

75

2

0

3

11 937

8,1%

147 376

394

201

3012

12,7%

23 720

51

6

1 882

9,5%

19 806

273

58
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RATING OF GOODS OF PROCESSING INDUSTRY, PERSPECTIVE FOR THE PRODUCTION IN UKRAINE

Availability of production
bases in Ukraine

Availability of raw
materials in Ukraine

Production

Workforce

Production

635

+

+

+

0

0

+

+

+

73

1
3

+

387

3

+

+

0

+

+

EU’s import-28 in the year of 2014
(external)
Total
916
6

13

245

1 860
1 108
4 235
1 418
2 287
373
130
26
96

6 498

Including
China
0
5
10
140
603
125
65
20
6
1

145

496
374

0

Including
Ukraine

0

4
0
1
1

44

+

+
+
+
+
+

+
+
+
+

Export

+

+

+

+

+

+

+

+

+
+
+
+

+

+

+

0

+

+

+

42

+

+

+

+
+
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The

Markets, million US dollars

average
Promising products

annual

growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports

Cattle meat, frest or frozen

Annual

2005-

World import,
year of 2014

Ukrainian Ukrainian
export,

import,

2014

2014

year of

year of

1 404

6,4%

21 936

24

і

1 249

7,8%

16014

7

15

1 033

6,0%

17 220

16

3

992

12,4%

7 996

4

29

649

5,0%

12 976

11

77

Meat of poultry, fresh or chilled 553

7,7%

7 176

3

0

418

8,8%

4 747

4

5

353

18,6%

1 900

1

7

The products of meat, meat

offal or blood, prepared and
preserved, other than

prepared meals of meat and
Pork, fresh or chilled

Meat and edible offal, other,
fresh, chilled or frozen
Porcine, frozen

Sausages and similar products
of meat, meat offal or blood
Flour, grains and pellets of
meat unfit for human food;
greaves
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Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external
Total

Including
China

1 472

0

1 761

113

12

Production

Including
Ukraine

Workforce

Production

+

+

+

+

+

+

0

+

+

+

217

зо

+

+

+

35

1

0

+

+

+

0

+

+

+

+

+

+

+

+

+

2
9

0

25

0

2

0

Export
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The
Promising products

Markets, million US dollars

average
annual

Annual
growth
rate of

growth of world

World import,
year of 2014

Ukrainian Ukrainian
export,

import,

2014

2014

year of

year of

world

imports in

343

27,9%

1 231

0

Sheep meat, frozen

254

6,5%

3911

0

0

Offal of food poultry

186

247,9%

75

0

Meat and meat offal, other,

food, salted, in brine, dried or
smoked (except pork and

cattle meat); flour and grains

imports

2005-

with meat or meat offal, food

Lamb, fresh or chilled

Pork in cuts, salted, dried or
smoked (bacon and ham)
Offal of food cattle, pigs,

sheep, goats, horses and

other equine animals, fresh or
chilled

Meat of goats, frozen

Meat of bovine animals,
salted, dried or smoked

Meat of horses and other
equine animals, frozen

186

6,1%

3 055

0

159

4,7%

3 391

0

97

8,6%

1 133

0

43

11,4%

373

16

6,8%

241

3

0,6%

477

0
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Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external
Total

Including
China

746

0

Production

Including
Ukraine

Workforce

Production

+

+

+

672

+

+

+

516

+

+

+

+

+

+

7

+

+

+

10

+

+

+

3

+

+

+

43

+

+

+

98

+

+

+

Export
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The
Promising products

Markets, million US dollars

average
annual

Annual
growth
rate of

growth of world
world

year of 2014

export,

import,

2014

2014

year of

year of

20057,9%

1 574

0

7

Pharmaceutical products and 46 027

7,7%

597 757

273

2 580

Electrical lighting equipment 6 055

7,5%

80 734

46

134

Citric acid
Butter

imports
124

imports in

World import,

Ukrainian Ukrainian

633

preparations

Lamps and lighting fixtures

7,7%

8215

20

48

and other (lamp flashes,

4 281

11,9%

35 978

16

38

Lamps and lighting

1 657

6,7%

24 724

17

59

318

2,1%

15 125

10

33

309

6,3%

4 907

3

3

2 391

7,5%

31 879

120

68

Machinery and equipment for 3 974

7,0%

56 774

149

689

Agricultural tractors

1 100

5,3%

20 748

43

200

992

8,8%

11 268

23

43

Agricultural machines, others 511

8,5%

6011

25

66

lights, projectors, etc.)

Light bulbs and electrical
discharge; arc lamps

Parts of lamps and lighting
equipment
Cheese

Soaps and detergents
agriculture

Parts of machines and

equipment for agriculture

3017

7,1%

42 498

89

296
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Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external

Production

Workforce

Total

Including
China

196

165

83 047

4 093

28

10 302

7 625

13

4 464

2 961

8

+

3 889

3 324

1

+

1 286

877

4

+

662

463

0

+

578

0

0

3 406

518

12

184

1 720

212

Including
Ukraine

5

1 686

71

1

732

194

4

212

55

1

+
+

+
+

Production

Export

+

+

+

+

+

+

+

+

+
+

+

+

+

+

+

+

+

+

+

+

+

+

+

+
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The

Markets, million US dollars

average
Promising products

annual

growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports
Machinery for preparing or

Annual

2005-

World import,
year of 2014

Ukrainian Ukrainian
export,

import,

2014

2014

year of

year of

464

9,0%

5 161

38

174

Other machines for harvesting 328

6,7%

4 892

12

59

262

8,6%

3 044

3

26

Harvesters

253

6,1%

4 153

1

96

Trailers for agriculture

71

10,8%

656

4

9

35

7,6%

460

0

2

зо

7,8%

382

1

17

Footwear

8 953

6,9%

129 751

188

387

Lysine

118

6,9%

1 706

0

21

processing ground

Machines for rolling, spraying

or spraying liquids or powders

Machines for harvesting root
crops and tubers

Tractors, led by a man who
comes by (tillers)
Hardware

3 005

6,9%

43 548

47

92

Computers and household

134 895

6,5%

2 075 310

268

1 538

Communication equipment

112 485

17,0%

661 678

192

746

Computers and peripherals

7 497

1,4%

535 490

24

450

electronic products

Electronic Components

47 894

6,1%

785 141

25

290
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Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external
Total

Including
China

Including
Ukraine

286

ш

5

127

22

0

178

59

0

157

1

0

6

1

0

2

0

18

Production

Production

Export

+

+

+

+

+

+

+

+

+

+

+

+

+

+

+

0

+

+

+

3

0

+

+

+

20 860

9 957

97

+

+

+

419

101

0

+

+

+

74818

41 006

97

77 407

48 639

25

5 398

194 937
30 972

846

106 309
8 027

4

+

Workforce

+

+

+
+

+

+

+

135
3
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The

Markets, million US dollars

average
Promising products

annual

reception apparatus for radio-

growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports
Microphones, loudspeakers,

Annual

2005-

World import,
year of 2014

Ukrainian Ukrainian
export,

import,

2014

2014

year of

year of

2 199

7,0%

31 418

18

18

2 061

7,4%

27 857

4

8

394

6,4%

6 155

2

15

Radios

-552

-3,4%

16 242

2

8

reproduction of sound and

-1 303

-11,5%

11 330

0

4

6,4%

91 772

134

264

1 097

5,2%

21 101

71

ЗО

1 078

7,1%

15 182

12

28

telegraph and radio

Other household electrical
equipment

Electronic payments with built
components

Apparatus for recording and
pictures

Lifting and handling equipment 5 873
Parts of lifting and loading
equipment

Derrick vessel; cranes; mobile
lifting trusses, gantry loaders
and trucks equipped with
equipment for lifting and
conveying
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Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external)

Production

Workforce

Production

Workforce

Total

Including
China

Including
Ukraine

3 567

2 556

8

4 665

4 177

3

576

196

0

1 740

969

0

1 193

739

0

4 568

1 544

25

+

+

+

+

1 523

485

15

+

+

+

+

487

236

0

+

+

+

+
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The
Promising products

Markets, million US dollars

average
annual

Annual
growth
rate of

growth of world

World import,
year of 2014

Ukrainian Ukrainian
export,

import,

2014

2014

year of

year of

world

imports in

951

7,8%

12 186

15

17

other handlers; tractors used 863

5,1%

16915

2

48

606

6,1%

9 927

17

84

Lifts, skip lifts, escalators and 511

7,9%

6 470

7

31

12,9%

3 003

3

6

5,9%

3 131

3

11

imports
Equipment for lifting, moving,
loading or unloading, other

Forklift truck with delight, the
on railway platforms

Lifts and conveyors of

continuous action, pneumatic
and other for goods and
materials

moving pedestrian paths

2005-

Winches for mine lifting

installations of over mine

placement; winches specially 387
designed for underground

use; winches, others; capstan
Jacks; lifts designed for lifting
vehicles

185
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Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external)
Including
Ukraine

Total

Including
China

856

76

3

534

272

1

302

37

3

170

102

0

177

50

333

212

Production

+

Workforce

Production

Workforce

+

+

+

+

+

+

+

+

+

+

+

+

+

+

0

+

+

+

0

+

+

+
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The

Markets, million US dollars

average
Promising products

annual

Annual
growth
rate of

growth of world

World import,
year of 2014

Ukrainian Ukrainian
export,

import,

2014

2014

year of

year of

world

imports in

(est.)
162

2014's.,%
9,0%
1 801

0

5

grips for cranes, excavators and 99

4,8%

2 056

4

6

Pipes out of steel

5 541

6,3%

87 953

1 109

136

1 426

8,2%

17 388

15

28

Hoists and lifts

imports

Buckets, scoops, ladles and
similar equipment

Seamless pipes

Fittings for pipes or tubes, not
cast
Pipes and tubes with external

2 278

2005-

6,3%

36 160

730

63

1 307

5,2%

25 144

127

35

than 406.4 mm

565

6,1%

9 260

237

10

Ceramic tiles and slabs

1 134

5,9%

19219

140

90

Televisions

5 862

5,9%

99 362

247

360

diameter not exceeding 406.4
mm, out of steel, other

Pipes welded, circular cross-

section, outer diameter greater

Ceramic sanitary ware

Metal ingots out of stainless
steel
Foundry products

Other products out of ferrous
metals

358
231
699
348

5,9%
5,7%
5,5%
5,4%

6 060
4 057

12 700
6 442

39
67
69
56

12
9

33
26

Project____________________________________________________________________________

273
Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external)

Production

Including
Ukraine

Workforce

Production

Workforce

Total

Including
China

96

40

0

+

+

+

88

33

2

+

+

+

4 741

799

229
173

+

+

+

+

1 308

507

2

+

+

+

+

1 499

100

52

+

+

+

+

506

10

3

+

+

+

+

580

147

6

+

+

+

+

527

222

7

+

+

+

+

9 808

5 526

107

+

+

287

16

30

+

+

+

+

1 581

779

1

+

+

+

+

1 053

496

0

+

+

+

+

1 428

182

_______________________________________________________________Federation of Employers of Ukraine

274
The
Promising products

Markets, million US dollars

average
annual

Annual
growth
rate of

growth of world

World import,
year of 2014

Ukrainian Ukrainian
export,

import, year

2014

2014

year of

of

world

imports in

195

6,0%

3 248

і

4

86

4,2%

2 055

3

2

15,0%

529

0

0

7,6%

195

3

0

-4

-2,5%

142

6

0

-1

-0,9%

89

0

1

Household appliances

7018

5,5%

127 607

251

762

machinery with integrated

1 445

7,5%

19 267

10

91

1 224

5,8%

21 109

43

196

1 088

8,8%

12 359

4

90

689

5,3%

12 999

32

48

Fittings for pipes and tubes of
iron foundry

Pipes out of cast iron

Products for dining, kitchen or

imports

other household items made of 79
cast iron, enamelled

Products for dining, kitchen or

other household items made of 15
cast iron, not enamelled

Radiators and their parts of
cast iron

Baths of cast iron, enamelled or
not enamelled

Electromechanical household
electric motor

Household refrigerators and
freezers

Electrical devices, others
Household electric equipment
for cooking and heating food

2005-
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EU’s import-28 in the year of 2014
(external)
Including
Ukraine

Availability of production
bases in Ukraine

Availability of raw
materials in Ukraine

Production

Production

Workforce

Workforce

Total

Including
China

285

177

0

+

+

+

+

125

16

0

+

+

+

+

63

59

0

+

+

+

+

23

20

0

+

+

+

+

27

7

+

+

+

+

4

4

+

+

+

+

16 966

10 724

93

3 076

2412

0

+

+

2 577

1 128

7

+

+

1 987

1 693

0

1 258

723

2

+

+
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The

Markets, million US dollars

average
Promising products

annual

growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports
Other ovens, cookers, boilers

Annual

2005-

World import,
year of 2014

Ukrainian Ukrainian
export,

import,

2014

2014

year of

year of

663

6,6%

10 038

8

54

358

5,3%

6 763

9

6

314

2,8%

11 221

20

125

224

5,4%

4 139

1

12

206

7,7%

2 673

7

49

189

5,4%

3 505

65

13

187

5,7%

3 272

13

17

hairdressing and hand dryers; 176

3,5%

5 023

3

22

4,9%

3 408

2

10

for cooking; grills and toasters
Parts of household electric
appliances

Washing machines and dryers,
domestic

Household dishwashers
Rapid electric water heating or
accumulated; Immersed
electric heaters

Resistance Heating Elements

Electrical appliances for space
heating and soil heating

Devices of electron-heating
electric irons

Shavers, machines for hair
removal, hair clippers, with
built-in motor

167
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EU’s import-28 in the year of 2014
(external)

Availability of production
bases in Ukraine

Availability of raw materials
in Ukraine

Production

Production

Including
Ukraine

Workforce

Total

Including
China

1 248

би

0

859

519

8

1 383

410

9

565

235

459

302

3

350

100

51

+

+

555

422

4

+

+

934

813

0

427

318

0

+

+

+

+

Workforce

+

+

+

+
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The

Markets, million US dollars

average
Promising products

Fans, air or recirculation

annual

Annual
growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports

year of 2014

2005-

export,

import,

2014

2014

year of

year of

2,5%

5 791

33

п

106

2,5%

4 243

0

16

heating food and similar non-

55

3,5%

1 561

0

3

Electric blankets

24

10,1%

235

0

0

Automotive construction

68 452

4,8%

1 426 089

1 302

2 234

exhaust hoods or cabinets,
household

Microwave ovens
Parts of stoves, tile, devices for
electric domestic appliances

Transport engineering

Manufacture of air and

spacecraft, related equipment
Shipbuilding

Manufacture of railway

locomotives and rolling stock
Production of bikes, children's
and wheelchairs

Production of motorcycles

145

World import,

Ukrainian Ukrainian

103 459

5,4%

1 915912

3 127

2 578

28 259

8,6%

328 590

892

117

3 922

5,1%

76 901

93

24

1 921

6,9%

27 842

837

122

1 743

7,30%

23 876

2

40

861

3,1%

27 764

0

29
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EU’s import-28 in the year of 2014
(external)

Availability of production
bases in Ukraine

Availability of raw
materials in Ukraine

Production

Production

Including
Ukraine

Workforce

Workforce

Total

Including
China

416

325

9

+

+

689

589

0

0

0

148

91

0

36

34

0

150 236

9 990

745

67 489

4 846

639

+

+

59 160

792

29

+

+

13 435

1 704

8

+

+

+

+

1 470

168

69

+

+

+

+

4 903

1 610

0

+

3 324

649

0

+

+
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The
Promising products

Markets, million US dollars

average
annual

Annual
growth
rate of

growth of world

World import,
year of 2014

world

imports in

equipment, not classified

194

7,4%

2616

Production of military vehicles

74

3,3%

2 234

6814

5,3%

3 374

Production of other vehicles and
elsewhere

Machinery and equipment for
mining, quarry work and for
construction

Parts of machines and

equipment for mining, quarry
work and for construction

imports

Loaders bucket front propelled 934
Cutting machines for mining

coal or rock and tunnel-sinking
machines; drill machines or
tunnel, other

700

2005-

Ukrainian Ukrainian
export,

import, year

2014

2014

year of

of

1

11

128 567

188

225

6,7%

50 355

97

63

4,6%

20 297

3

16

8,2%

8 537

14

21
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Availability of production
bases in Ukraine

Availability of raw
materials in Ukraine

Production

Production

EU’s import-28 in the year of 2014
(external)
Including
Ukraine

Total

Including
China

277

220

0

50

0

0

7 134

1 005

23

2 954

775

14

2 098

24

0

234

14

4

Workforce

Workforce

+

+

+

+

+

+

+

+

+

+

+

+

+

+

+
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The

Markets, million US dollars

average
Promising products

annual

sorting, grinding, mixing and

growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports
Machinery and equipment for

Annual

2005-

World import,
year of 2014

Ukrainian Ukrainian
export,

import, year

2014

2014

year of

of

645

6,8%

9 483

53

49

457

4,1%

11 155

3

20

318

6,2%

5 130

6

7

222

3,0%

7412

1

14

143

6,1%

2 338

0

1

and rotary dumps, self-

96

2,3%

4 178

2

6

Scrapers, self-propelled

88

4,0%

2 209

3

1

9

4,6%

202

1

2

similar ground processing,

stone, ores and other minerals
Tamping machines and road
rollers, self-propelled

Machinery and equipment
digging, others

Bulldozer's dumps rotary or
non-rotary

Graders and planners, selfpropelled

Bulldozers with a non-rotary
propelled

Tracked tractors

Elevators and conveyors for

continuous underground work

76

4,7%

1 621

3

8
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EU’s import-28 in the year of 2014
(external)

Availability of production
bases in Ukraine

Availability of raw
materials in Ukraine

Production

Production

Including
Ukraine

Total

Including
China

195

51

і

568

31

280

Workforce

+

+

+

і

+

+

+

69

і

+

+

+

267

4

0

+

+

+

41

2

0

+

+

+

170

2

0

+

+

+

77

18

1

+

+

+

7

6

+

+

+

90

0

+

Workforce

+

+

+
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The

Markets, million US dollars

average
Promising products

annual

Annual
growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports

2005-

World import,
year of 2014

Ukrainian Ukrainian
export,

import, year

2014

2014

year of

of

Shovels, mechanical

excavators and bucket

navantazhu¬vachi one from the

5

0,1%

5 392

2

15

-4

-1,5%

257

0

1

Condensed milk

144

5,1%

2 825

26

7

Furniture

7 498

4,9%

153 022

448

190

top of the rotation of 360 °, selfpropelled, except one bucket
wheel loaders, vachiv
Shovels, mechanical

excavators and one bucket

propelled navantazhu¬vachi

others; propelled machinery for
mining, others
Clothes

Apple juice

Hand electromechanical and
pneumatic
toolssilicon
Semiconductor
Metal rolling
Flat-rolled

Long rentals

Semi-finished out of steel

Paper and paper products
Paper and cardboard

22 221
111

1 021
479

12010
6 868
5 021
306

8 591
2 424

5,0%
4,4%
4,3%
4,1%
3,7%
3,4%
5,3%
1,1%
3,7%
2,1%

444 410
2 520

23 748
11 673

324 595
201 998
94 742
27 854

232 190
115 438

566
161
2
6

10 577
3 383
2 852
4 342
981
329

670
4

96
0

1 004
758
220
26

1 459
870
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Availability of production Availability of raw
bases in Ukraine
materials in Ukraine
EU’s import-28 in the year of 2014
(external)
Including
Ukraine

Production

Workforce

Production

Workforce

Total

Including
China

146

5

і

+

+

+

7

3

0

+

+

+

3

91 561

0
35 608

372

+

+

+

209

14

46

+

+

+

+

+

+

+

+

+

+

15501
3 673

9 084
2 467

81
0

803

72

2

11 912

3 354

975

21 064
5 474
3 320

14 220
4 980

4 331
957
20

2 252
404

+
+
+

2 893

+

377

+

1 540
76
26

+
+
+
+

+
+
+
+
+
+
+
+

+

+
+
+
+

+

+
+
+
+
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The

Markets, million US dollars

average
Promising products

annual

growth
rate of

growth of world
world

imports in

(est.)

2014's.,%

imports
Paper mass

Annual

year of 2014

export,

import,

2014

2014

year of

year of

5,8%

40 537

0

46

2 298

7,4%

31 049

172

353

cardboard, paper and cardboard 1 295

5,6%

23 117

123

92

Products made of paper and

438

3,2%

13 678

28

70

Wallpaper

202

9,2%

2 193

324

13

3 498

2,7%

129 568

879

315

Paper products for household
and hygiene

2 351

2005-

World import,

Ukrainian Ukrainian

Corrugated paper and
packaging

cardboard, others

Stationery products, paper
Wood products

Wood, sawn or planed
Other wood products

105

1 063

1,7%

2,1%

6 178

50 609

5

393

15

9

763

4,4%

17 337

28

33

724

2,0%

36 192

289

213

carpentry

532

2,8%

19 002

88

44

wooden containers

154

4,0%

3 849

27

3

Float glass

35

0,6%

5 883

0

87

Plywood, wood boards and

panels, veneer
Other wooden constructions and

Shield parquet

57

2,2%

2 579

55

12
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EU’s import-28 in the year of 2014
(external)
Total

Including
China

5 165

38

1 107

368

1 622

Availability of
production bases in
Ukraine

Availability of raw
materials in Ukraine

Production

Production

Including
Ukraine

Workforce

Workforce

+

+

+

+

29

+

+

+

+

817

12

+

+

+

+

626

220

5

+

+

55

16

4

+

+

+

639

388

1

+

+

+

11 684

3 087

563

+

+

+

+

3 637

207

247

+

+

+

+

3 540

1 668

49

+

+

2 697

566

195

+

+

+

+

974

285

15

+

+

+

+

325

22

27

+

+

+

+

163

24

0

+

+

+

+

511

340

ЗО

+

+

+

+

+
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APPENDIX

3

Uncontrolled Manufacturing and food chains of promising products
1)

Manufacturing and food chain of grain processing

Ukraine is a major producer and exporter of grain from the positive
dynamics of development. Thus, during the last 10 years, grain production in
Ukraine almost doubled (from 33-35 million tons / year to 60-63 million tons /
year), while exports rose from 5.10 million tons / year to 24-27 million tons /
year . The main types of grain grown and exported to Ukraine - wheat and
corn.
In the segment of grain processing promising products are wheat flour,
corn deep processing products (gluten and sugar syrups) and biotech products
(lysine and citric acid).
Today Ukraine has Grinding production, but major part of them is built
during the Soviet era and features a high level of physical and moral
deterioration and high energy consumption. To achieve global competitiveness
they need to be upgraded in terms of improving the quality of flour (according
to the parameters of international standards), increasing resource and energy
efficiency (to reduce cost).
For the production of gluten, sugar syrup, citric acid and lysine Ukraine
should build a new enterprise with the obligatory use of modern technology
and attracting leading foreign engineering companies.
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It should be noted that the organization of grain processing will
significantly increase the volume of added value, which is being formed in
Ukraine. Thus, the cultivation and export of one ton of wheat creates ~ 110 US
dollars of added value, while its processing into flour provides additional ~ $
40. $ / T, and deep processing - another ~ $ 120. $ / T of value added. Thus,
growing and deep processing of one ton of grain will ensure the creation of ~ $
270 US dollars of value added.
Grinding of 1 million tons / year wheat grain into flour and deep processing
of 0.5 million tons / year of wheat grain and corn into gluten and sugar syrups,
with the further export of the resulting product will provide an additional ~ 120
million US dollars / year of value added.
Organization of lysine and citric acid production using biotechnology will
increase the technological orderliness of national economy.
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2) Manufacturing and food chain of meat processing
In Ukraine annually about 2.5 million tons of meat (not included meat,
grown by people for their own consumption) is being harvested, and for the
past 10 years a positive dynamics of this figure's increase is being noticed.
In the meat processing segment, promising products are frozen meat, chilled
meat, meat preparations and meat products.
Now Ukraine is represented by chilled meat and frozen meat on the global
markets and, especially poultry, and export of meat semis and products is
scarce.

Production of meat preparations and meat products provides creation ~ 900
US dollars of value added per tonne of processed meat. Thus, processing of
150 thousand tons / year in meat preparations and meat products with their
subsequent export, will provide ~ 135 million US dollars / year of value added.
Also, in the rusult of the meat processing animal fat is formed, which is a
valuable raw material for the production of soap, which also belongs to the list
of promising products.
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3) Manufacturing and food chain of kaolin clay processing
Ukraine annually produces about 2.5 million tons of kaolin clay, of which
almost a third (~ 700 ths. Tons / year) is exported. Importing countries of that
raw produce sanitary and ceramic products, supplying them also in Ukraine
(import volume - 100-120 million US dollars / year).

the
segment of kaolin clay processing, promising products are sanitary ware,
ceramic tiles and electrical insulators. Organization of new modern productions
of this product will contribute to particular import. But they should also focus
on exports (global competitiveness), because only focus on the domestic
market will not provide market stability to projects.
In

Kaolin clay processing, depending on the type of product, provides the
creation of value added in the amount of ~ 150-180 US dollars per 1 ton of
clay. Thus processing of 700 thousand tons / year of clay, which is annually
exported, is able to provide 90-126 million US dollars / year of value added.
6) Manufacturing and food production chain of sheet float glass and
products made out of it
The only one in Ukraine manufacturer of sheet float glass- Lisichanskiy
Plant "Proletary" is down, the demand for glass on the domestic market is fully
satisfied by imports. The lack of domestic production of float glass restrains
the development of further industries, including avto glass, hardened and
reinforced glass, the demand for which is increasing on both the domestic and
foreign markets.
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Ukraine has sufficient reserves of high-quality sand for one or more new
productions of float glass. The presence of internal and external markets,
diversify market risks of such projects.

It should be noted that 100% dependence on imported float glass bears
substantial market and price risk after the recovery of the investment process
and the growth in construction in Ukraine.
4) Manufacturing and grocery chain of steel industry
Ukraine traditionally is a major manufacturer and exporter of steel
products, including metal-roll and pipes, due to the presence of its own iron
ore, coking coal and inherited from the Soviet Union major steel mills.
However, the current nomenclature of domestic enterprises including semifinished products (billets and slabs) and metal production of ordinary medium
steel and low quality. Demand for high-quality metal and pipes on the domestic
market is covered by imports (1.2-1.5 billion US dollars / year).
In Ukraine there is no production of automotive sheet (used in the
automotive and manufacturing household and computer equipment), and clad
galvanized sheet products. Also, despite having produced metal, there is no
modern production products (import 90-100 million US dollars / year).
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It should be noted that the production of automotive sheet is necessary for
development of automotive, agricultural engineering and manufacture of
household and computer equipment with a high level of localization in Ukraine
Production of galvanized rolled and clad is necessary for the production
of metal sheets and profiles, which are important structural materials in modern
construction.
Because of the significantly higher price level production of automotive
sheet, galvanized sheet rolled metal clad and will provide greater volume of
value added in Ukraine compared to the current production of finished
products and raw metal roll
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5) Manufacturing-food chain in the production of iron and steel castings
Ukraine has a foundry, but the bulk of the capacity was built during the Soviet
era and features a high level of physical and moral deterioration (resource and
energy consumption). Ukrainian casters are extremely poorly integrated into
the global market, particularly due to lack of certification by international
standards. However, the presence of metal and cast iron production, convenient
logistics, create favorable conditions for the organization of a modern foundry
Ukraine and its integration into global chains of the world leading machinebuilding corporations, which order the casting products on outsourcing.

6) Manufacturing and food chain of titanium production
Titan has several properties that determine its scope in two ways - a metal
(titanium bars and titanium alloys) and chemical (titanium dioxide - a white
pigment). Metallic titanium is used in aircraft, defense industry, energy tional
mechanical engineering, automotive, shelf oil and gas, manufacturing, sports
equipment and more. All of the above belong to the field of modern industries,
and the use of titanium significantly increases the reliability of production
processes and final products. In some areas it is critically indispensable
because titanium access is an important component for establishing
competitive high-tech industries. Taking into consideration all mentioned
above, the role of titanium in new production processes will inevitably grow.
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In the chemical industry titanium dioxide is used as (TiO2) as a white
pigment in paint, white paper, plastics, rubber products, ceramics and more.
Demand for titanium pigment in the world is growing every year. Ukraine has
considerable reserves of titanium, there is a production of titanium raw and
production of metal (sponge hardness) and chemical (carbon dioxide) titanium.
At the same time promising is the organization of production of rolled titanium
and titanium forged products, which is subject to integration with leading
companies (Boeing, Airbus, Rolls-Royse), similar to the development of two
other producers of CIS countries - VSMPO-Avisma (Russia) and UKTMK
(Kazakhstan ). The latter are joint production of rolled titanium, according to
Boeing and Airbus.
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7) Manufacturing and food chain of soap and detergent production
In Ukraine there is the production of soaps and detergents, but the bulk of
the capacity was built during the Soviet era and features a high level of
physical and moral deterioration. Nomenclature product does not meet modern
requirements and standards, resulting in limited exports, and the demand for
quality products is covered by imports.
However, availability of raw materials and production of core component
base create good conditions for the organization of modern enterprises in
Ukraine, which will also contribute to import substitution. It is important to
note that the new production should focus on the ability to export (global
competitiveness), because only focus on the domestic market will not provide
market stability projects

8) Manufacturing and food chain of pesticides production
Pesticides are indispensable in modern agricultural production and
demand for them is steadily growing in the world.
Ukraine is a major consumer of pesticides and nowadays demand is
largely met through imports (600-800 million US dollars / year).
However, the availability of raw materials and component base create
good preconditions for production of pesticides in Ukraine, which will
also contribute to import substitution. New production should focus on
the ability to export (global competitiveness), because the orientation
only on internal market will not provide market stability projects.
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APPENDIX
Product group/Goods

Footwear

Clothes
Electrical lighting equipment
Light bulbs and electrical
discharge; arc lamps

Lamps and lighting

Status

4

Current
Promising
Current
Promising

Current
Promising
Current
Promising
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THE POSSIBILITIES OF UKRAINIAN ECONOMIC INTEGRATION IN GLOBAL CONTROLLED OF CREATION
OF VALUE ADDED FOR THE INCREASE IN EXPORTS AND SUPPLY TO DOMESTIC MARKET
Activities to create added value

R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods
Lamps and lighting fixtures and other (lamp flashes,
lights, projectors, etc.)

Status
Current

Promising

Current

Boilers

Promising

Computers and household electronic products
Current
Computers and peripherals

Promising

Current
Apparatus for recording and reproduction of sound
and pictures (except for TV)
Promising

Current
Communication equipment

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status
Current

Microphones, loudspeakers, reception apparatus
for radio and radio-telegraphy

Promising

Current
Electronic payments with built components

Promising

Current
Radios

Promising

Current
Electronic components

Promising

Current
Other household electrical equipment

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status

Machinery and equipment for mining, quarry work
and for construction
Current
Bulldozers with a non-rotary and rotary dumps,
self-propelled

Promising

Current
Bulldozer's dumps rotary or non-rotary

Promising

Current
Graders and planners, self-propelled

Promising

Current
Elevators and conveyors for continuous
underground work

Promising

Current
Mechanical shovels, excavators and loaders
others; propelled machinery for mining, others

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status
Current

Mechanical shovels, excavators and loaders
others; propelled machinery for mining, others

Promising
Current

Machinery and equipment for sorting, grinding,
mixing and similar ground processing, stone, ores
Promising
and other minerals
Current
Machinery and equipment digging, others

Promising
Current

Tamping machines and road rollers, self-propelled

Promising
Current

Loaders bucket front propelled

Promising
Current

Scrapers, self-propelled

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status
Current

Tracked tractors

Promising

Machinery and equipment for agriculture
Current
Agricultural tractors

Promising

Current
Tractors, led by a man who comes by (tillers)

Promising

Current
Harvesters

Promising

Current
Machines for harvesting root crops and tubers

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status
Current

Other machines for harvesting

Promising

Current
Machinery for preparing or ground processing

Promising

Current
Machines for spreading, spraying or spraying
liquids or powders

Promising

Current
Trailers for agriculture

Promising

Current
Agricultural machines, others

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status

Lifting and handling equipment
Current
Forklift truck with delight, the other handlers; tractors
used on railway platforms
Promising

Current

Derrick vessel; cranes; mobile lifting trusses, gantry Promising
loaders and trucks equipped with equipment for lifting
and conveying
Jacks; lifts designed for lifting vehicles

Current

Promising

Current
Buckets, scoops, ladles and grips for cranes,
excavators and similar equipment
Promising

Winches for mine lifting installations of over mine
placement; winches specially designed for
underground use; winches, others; capstan

Current

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods
Lifts, skip lifts, escalators and moving pedestrian
paths

Status
Current

Promising

Equipment for raising, conveying, loading or
unloading, other

Current

Promising

Lifts and conveyors of continuous action, pneumatic
and other for goods and materials

Current

Promising

Hoists and lifts

Current

Promising

Project____________________________________________________________________________

315
Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status

Household appliances
Devices of electron-heating hairdressing and hand

Current

Promising

Current
Fans, air or recirculation exhaust hoods or
cabinets, household

Promising

Current
Rapid electric water heating
Immersed electric heaters

or

accumulated;

Promising

Current
Shavers, machines for hair removal, hair clippers,
with built-in motor
Promising

Current
Electric blankets

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status
Current

Electrical appliances for space heating and soil
heating

Promising
Current

Resistance Heating Elements

Promising
Current

Electromechanical household machinery with
integrated electric motor

Promising
Current

Household dishwashers

Promising
Current

Washing machines and household dryers

Promising
Current

Microwave ovens

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status
Current

Other furnaces, ovens, boilers for cooking; grills
and toasters

Promising
Current

Electrical heating devices, others

Promising
Current

Household non-electric equipment for cooking and
heating food
Promising
Current
Household refrigerators and freezers

Promising
Current

Hand electromechanical and pneumatic
Instruments

Promising
Current

Televisions

Promising
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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Product group/Goods

Status

Transport engineering
Current
Automotive construction

Promising
Current

Production of bikes, children's and wheelchairs

Promising
Current

Production of main railway locomotives (electric)

Promising
Current

Production of motorcycles

Promising
Current

Shipbuilding

Promising

• developed activities
activities developed largely
activities developed partly
activities present fragmented
no activity
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Activities to create added value
R&D

Design

Raw

Parts

Mass
production

Marketing/
distribution

Service
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APPENDIX

5

THE TOP 10 COMPANIES IN THE WORLD, INVOLVED IN CONTRACT MANUFACTURING AND OUTSORCING
SERVICES
Company

Branch

Electronics

Country

Sales billion dollars.
USA

Number of

employees, thsd.

Foxconn

Taiwan

59,3

611

Flextronics

Singapore

30,9

160

Quanta

Taiwan

25,4

65

Compal

Taiwan

20,4

58

Wistron

Taiwan

13,9

39

Inventec

Taiwan

13,5

ЗО

Jabil

USA

13,4

61

TPV Technology

Hong Kong

8,0

24

Celestica

Canada

6,5

35

Sanmina-SCI

USA

5,2

32
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Automotive

Pharmaceutics

Denso

Japan

32,0

120

Robert Bosch

Germany

25,6

271

Aisin Seiki

Japan

22,1

72

Continental

Germany

18,7

148

Magna International Canada

17,4

96

LG Chem

Korea

13,1

13

Faurecia

France

13,0

58

Johnson Controls

USA

12,8

130

Delphi

USA

11,8

147

ZF Friedrigshafen

Germany

11,7

60

Catalent Pharma
Solutions

USA

1,6

9

Lonza Group

Switzerland

1,3

4

Boehringer
Ingelheim

Germany

1,1

6

Royal DSM

Holland

1,0

4

Piramal Healthcare India

0,7

7

Jubilant Life
Sciences

India

0,7

6

NIPRO Corp.

Japan

0,6

10

Patheon

Canada

0,5

4

Fareva

France

0,4

5

Haupt Pharma

Germany

0,4

2
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Production of
Semiconductor

TSMC

Taiwan

9,2

26

UMC

Taiwan

2,9

13

Chartered
Semiconductor

Singapore

1,5

4

Globalfoundries

USA

1,1

10

SMIC

China

1,1

10

Dongbu HiTek

Korea

0,4

3

Taiwan

0,4

3

Israel

0,3

2

Samsung Electronics Korea

0,3

н/д

IBM icroelecrtronics USA

0,3

н/д

VIC

TowerJazz

Outsourcing IT
services

International
Business Machines

USA

38,2

190

Hewlett-Packard

USA

34,9

140

Fujitsu

Japan

27,1

18

Xerox

USA

9,6

46

Accenture

Ireland

9,2

204

NTT Data Corp.

Japan

8,9

35

6,5

45

Computer Sciences
Corporation
USA
Cap Gemini

France

6,1

109

Dell

USA

5,6

43

Logica

Great Britain

5,5

39
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Company

Branch

Consumer Electronics

household appliances

Country of headquarters locations

Apple

USA

Samsung

South Korea

Hewlett Packard

USA

Canon

Japan

Hitachi

JAPAN

Philips

Holland

Panasonic

Japan

Nokia

Finland

Western Digital Corp..

USA

Sony

USA

Haier Group

China

Whirlpool Corp.

USA

AB Electrolux

Sweden

Gree Electric Appliances Inc.

China

BSH Hausgeräte GmbH (BSH
Bosch & Siemens)

Germany

LG Corporation

Korea

Samsung

Korea

General Electric Co (GE)

USA

Indesit Co SpA

Italy

Panasonic Corp

Japan
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Toyota

Japan

General Motors

USA

Volkswagen Group
Ford
Automotive

Korea

Fiat Chrysler

Italy/USA

Nissan

Japan

Daimler AG

BMW

LEVI STRAUSS & CO.
Gap Inc
Nike

Ralph Lauren Corporation
Inditex SA

Adidas AG

Christian Dior SA

Germany
Japan

Germany
USA
USA
USA
USA

Spain

Germany
France

Kering SA

France

PVH Corp

USA

VF Corporation
Adidas AG

Boss Holdings
Brown Shoe
Camper
Footwear

USA

Hyundai

Honda

Clothes

Germany

Coach, Inc.
Converse
Crocs

Cydwoq Inc
Deckers Outdoor Corporatio
Etnies

USA

Germany
USA
USA

Spain
USA
USA
USA
USA
USA
USA
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Mattel, Inc.

USA

Lego Group

Denmark

MGA Entertainment

USA

Hasbro
toys

Playmobil

Jakks Pacific, Inc.

LeapFrog Enterprises

USA
USA

Canada

Nike

USA

Adidas AG
Puma

VF Corporation

USA

Germany
Germany
USA

Jarden

USA

Amer Sports

Finland

Pacific Sunwear of California,
Inc.

USA

Pfizer, Inc.

USA

Asics

New Balance Athletic Shoe, Inc.

Japan
USA

Novartis International AG

Switzerland

F. Hoffmann-La Roche AG

Switzerland

Sanofi S.A.
Pharmaceutics

Germany

Mega Bloks

Melissa & Doug

Sport Goods

USA

Merck & Co., Inc.

Johnson & Johnson

France
USA
USA

GlaxoSmithKline plc

Great Britain

Gilead Sciences

USA

AstraZeneca plc

Takeda Pharmaceutical
Company Lt

Great Britain/Sweden
Japan

_______________________________________________________________Federation of Employers of Ukraine

330

APPENDIX

6

INVESTMENTS EFFECT IN REPLACEMENT OF WORN PARK OF
GONDOLA OF UKRZALIZNYTSIA FOR INDUSTRIAL PRODUCTION
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CHAPTER 4.
HOW TO WIN THE
COMPETITION FOR
INVESTMENTS AND
FOREIGN MARKETS
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CHAPTER 4. HOW TO WIN THE COMPETITION FOR
INVESTMENTS AND FOREIGN MARKETS
4.1. NEW POLICY OF INVESTMENT INCENTIVES. INSTRUMENTS
AND INSTITUTIONS
Within 24 years of independence, Ukraine adopted dozens of laws aimed
at promoting investment activities. These laws have undergone many changes
during their action. Some of them were cancelled; others are de facto deprived
of their promoting function.
In general, these laws have achieved the goal of assistance in attracting
domestic and foreign investments only in fragments, without providing
massive inflow of the investments. In some cases, particularly in special
economic zones, attracting significant investment occurred. At the same time
attracting investment instruments had a number of flaws that led to the
establishment of the schemes of tax and customs duties evasion, contributed to
distortion of the competitive environment, withdrawal of capital from Ukraine
and others.
Ultimately, these flaws caused the authorities followed the way of law
cancellation or deprivation of their incentive functions instead of modifying the
laws to get rid possibilities of their use in the schemes. Regarding the flaws of
the investment incentive laws, it is possible, for example, to remember a bad
experience of creating special economic zones – especially in the customs
territory of Ukraine (not at the border and not in the ports). The state failed to
ensure control over special customs regimes of the import/export of the goods
to/from these areas, which actually led to the legalization of smuggling.
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At the end of 2015 there were 12 current laws in Ukraine aimed at
encouraging investment activities and attracting investment. However,
domestic investment fell down and foreign ones were removed from Ukraine.
Thus, in the first half of 2015 capital investments amounted to 5.6 billion
US dollars – two-thirds the size compared with 8.6 billion US dollars in the
first half of 2014 and 2.3 times less compared with 12.9 billion US dollars in
the first half of 2013. Foreign direct investments as of 01.07.15 cumulatively
amounted to 42.9 billion US dollars, while as of 01.07.14 their volume was 50
billion US dollars, and as of 01.07.13 – 55.3 billion US dollars.
Thus, it is obvious that current legislation does not encourage the
involvement of either domestic or foreign investments and, therefore, requires
making deliberate changes. After all reviving innovation in Ukraine is one of
the main ways of the national economy development.
The main role is given to the investment in the processing industry in the
policy of the accelerated economic growth. However, there is no proactive
investment policy in Ukraine at present. In this case it loses its competition for
investments to other countries.
Investment incentives are only effective in terms of providing economic
freedoms, predictable legislation, macroeconomic, political and social stability,
which should be provided with the general policy measures and are discussed
in Chapters 1 and 2.
In paragraph. 3.3.5 three types of sectoral policies incentives are defined:

1. Policy on manufacturing standard goods.
2. Policy on goods produced in the controlled by the foreign TNC chains
of added value.
3. Policy on goods, in the production of which Ukrainian producers retain
possibilities to control the chains of added value because of R&D.
Considering the factors that affect the investors’ decision to invest within
the selected groups of the promising goods, there is a set of tools and measures
in each of them (Chapter 3 Appendix 2).
The components of the specialized incentives for each group of the goods
are as follows:
 The production of the standard industrial goods
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It requires access to the production infrastructure. It is also important to
reduce investment and operating costs and support exports. The reduction of
the investment and operating costs is possible by introducing a special regime
of investment and innovation activity (SRIIA). Quick access to the land
property with the production infrastructure can be realized through the Institute
of Industrial Parks. Export policy should promote export (see. Paragraph 4.3.).
The organization of the production of certain standard goods requires
additional measures too. For example, in the production of sunflower oil –
maintaining export duties on sunflower seeds; in the production of ceramic and
sanitary ware – introducing export duties on kaolin clay and others.
It should be noted that tariff restrictions on the exports of raw materials
should be introduced in accordance with WTO rules. Otherwise there is a
threat of the trade sanctions against the Ukrainian exports of the finished
products (anti-subsidizing investigation).
 The production of the goods that are produced in the controlled by the
foreign TNC chains of added value

Ukraine should ensure competitive conditions with other countries to
attract TNCs to the creation of the processing industries. They are export
processing zones for export-oriented industries, which operate under the terms
of extraterritoriality and have special tax treatment.
The Government of Ukraine should also become an active participant in
the negotiation process with major TNCs by creating an agency to attract
investment. The aim of the negotiations should be the inclusion of Ukraine in
the ”short list” of the countries where the defined companies consider the
location of their production. It is also important to inform the local industrial
enterprises about the possibility of international cooperation in the format of
the non-auctioneer control models of the chains of added value.
 The production of the goods where Ukrainian producers retain
possibilities to control the chains of added value because of R&D

In addition to measures to support exports, domestic enterprises, which
retain possibilities to control the production chains and global competitiveness,
need:

Project____________________________________________________________________________

337

1. State co-funding of R&D (up to 50%).
2. Promotion of domestic demand.
The demand for the competitive domestic products is advisable to
encourage by two ways: through the implementation of the infrastructure
projects and government order.
The investments in the infrastructure development and created demand for
the products of the domestic enterprises are discussed in Paragraph 3.3.
A stable government order is especially necessary for the products of
defense industry, aviation and space industries.
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TABLE 4.1 TYPES OF THE SECTORAL POLICIES FOR MANUFACTURING
AND INTEGRATION INTO THE GLOBAL CHAINS OF ADDED VALUE
Product group

Standard goods

Production

1. Food products and ingredients (sunflower oil,
gluten, sugar syrup, flour, meat and meat products,
milk-powder, butter, cheese, condensed milk, apple
juice);
2. Biotechnology products (lysine, citric acid);
3. Soaps and detergents;
4. Construction materials, ceramics (tiles,
sanitary ware, float glass);
5. Metal and metal products (rolled titanium,
steel pipes, metal bars of stainless steel, casting
products, rolled metal products);
6. Paper and paper products;
7. Wood products
8…etc.
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Policies
General
 Ensuring
economic
freedoms
(protection
of
private property,
fair trial, equal
conditions
of
competition,
deregulation);
 Macroeconomic
stability
(low
inflation, budget
consolidation,
exchange
rate
stability);
 Monetary and
banking policy
(credit cost to
10%);
 Predictability in
the
legislation
and stability of
the
regulatory
environment;
 Fiscal
policy
(easy taxation);
 The introduction
of international
standards
for
technical
regulation;
 The availability
of
social
infrastructure

Specialized

 Easy access to
land
and
infrastructure
 Lower
investment costs
(exemption from
import duties and
VAT
of
equipment import
and
equity
contributions)
 Reducing
operating
costs
(accelerated
depreciation,
reduced
Single
Contribution,
preferential tax
rate on land)
 Export support

Tools and Institutions
General
Specialized

 Special regimes
of investment and
innovation
activity (SRIIA)
 Industrial parks
 Development
Bank
 Export
credit
agency
 Agency
for
attracting
investments

 Woodworking
– export duties
on
wood,
simplification of
auction sale of
wood;
 Sunflower oil
– saving export
duty
on
sunflower seeds
 Food industry
–
changing
support of the
agriculture
production
in
favour
of
livestock
 Ceramics
–
export duty on
kaolin clay
…
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Goods that are
produced
in
the
controlled
by
the
foreign TNC chains of
added value
Goods in the
production of which
Ukrainian producers
retain control of the
chains of added value

Clothes, shoes, cars, motorcycles, bicycles,
computers and household electronic products, household
appliances, televisions, electric lighting equipment,
machinery and equipment for agriculture, hand
electromechanical and pneumatic tools, lifting and cargo
handling equipment, children's and invalids’ wheel chairs,
furniture, pharmaceutical products and medicines,
pesticides, semiconductor silicon, etc.
1. Production of energy engineering (turbines,
generators, transformers, compressors)
2. MIC, aircraft and rocket engineering (weapons,
military transport and regional passenger aircraft, launch
vehicles)
3. Shipbuilding (ships)
4. Mining equipment
5. Transport engineering (vehicles for quarries,
railway wagons)

*NMC – non-corporate models of control of the chains of added value used by TNCs. They are
presented by various contract agreements, namely, contract manufacturing, outsourcing services,
franchising, licensing and others that enable TNCs to coordinate and monitor the activities of the partner
companies in the defined countries.
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-//-//-

-//-//-

 Free
customs
zone
regime
(exemption from
import duties and
VAT)
 Reducing
operating
costs
(accelerated
depreciation,
reduced
Single
Contribution,
preferential
tax
rate on land)
 Easy access to
land
and
infrastructure
 Active
involvement of the
investors
in
Ukraine with the
participation of the
government
 Involvement of
local companies to
work in NMC*
format
 Export support
 State
cofunding of R&D
 Promoting
domestic demand,
state order

 Export
processing zones
 Agency
for
attracting
investments

 Training
and
retraining of the
staff
…

 Techno parks
 Industrial parks
 Export
credit
agency
 Development
Bank
 SRIIA

 For energy and
transport
engineering
–
reforming
the
infrastructure state
monopolies
 For
MIC,
shipbuilding,
aircraft and rocket
engineering – state
order
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INVESTMENT INSTRUMENTS UNDER THE OFFERED SECTOR POLICIES

Special regime of investment and innovation activity in the territory of
Ukraine

It is offered to introduce legally a new model of special regimes of
investment and innovation activity (SRIIA) to overcome negative situations in
the investment activity for a period of 5 years. The intended model is fully
consistent with Ukraine's obligations under WTO and Association Agreement
with the EU. It also meets an approach of program funding in the EU by 2020
for certain sectors or areas of the economies of the EU countries, including
such as research and innovation (Horizon – 2020), the development and
unification of transport, energy and IT infrastructures of all EU member states,
projects on youth employment and support of the European business
competitiveness (COSME1).
Special conditions of implementation of the investment and innovation
activity in priority for Ukraine industries, business areas (types of economic
activities) are set according to the new model of introducing a special regime
of investment and innovation activity in the defined territory, including:
 exemption from import duties when importing new machinery,
equipment and component items for the realization of the investment and/or
innovation projects;
 the use of the tax anticipation bills with VAT on the import of new
machinery, equipment and component items with a maturity of 1095 days;
 the use of the accelerated depreciation or sharing the risks with the state
at depreciation of the new main means (100% in the first year) purchased for
the realization of the investment and/or innovation projects;
 the use of the land tax relief in the amount prescribed by local
authorities;
 special regime of the social security tax payment for obligatory state
social insurance – the application of a reduced rate of Single Contribution by
50% for the payroll of additional jobs in enterprises;
Competitiveness of enterprises and SMEs

1
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 special payment arrangements on foreign trade contracts – freeing businesses
from the mandatory sale of foreign currency and increase in terms of
payments in foreign currency to 180 days;
 exemption of the companies from payment of share participation in
infrastructure development of the settlement;
 qualification requirements for investments in priority sectors of the
economy:
 minimum amount of 500 thousand euro and 250 thousand euro for depressed
areas;
 the number of new jobs – not less than 25 and not less than 15 for depressed
areas;
 the average salary in the company or its structural units should be at least 2.5
times higher than the legally established minimum wage.
Special regime of investment and innovation activity can be applied to
new enterprises, existing enterprises, separate units of the existing enterprises
and business under contracts on joint activities without a legal entity.
The administration of the areas operation with special regime of
investment and innovation activity will be carried out by the SRIIA Councils
created by regional and local councils.
The introduction of a new model of the special regimes of investment and
innovation activity will promote:
 creating the attractive investment environments for foreign and
domestic investors and due to this the realization of the investments
in priority sectors of the economy and priority areas of economic,
including innovation, activity in Ukraine;
 creating new jobs and solving the employment problems;
 intensifying the economic development of the regions and Ukraine in
general due to the introduction of the elements of the investment and
innovation model;
 facilitating the involvement process of the new domestic
technologies in the national economy, which will increase the
competitiveness of the goods and services;
 improving the regional system of the investment and innovation
infrastructure.
The Federation of Employers of Ukraine drafted the law “On Special
Regimes of Investment and Innovation Activity with the Application
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of the Principle of Subsidiarity in Ukraine” and the relevant amendments
to the Tax and Customs Codes of Ukraine, which contain the above provisions.
The adoption and implementation of the draft law with the introduction of
SRIIA do not require additional financial costs from the state budget of
Ukraine.
Industrial parks

The industrial parks are considered as an instrument of the territorial
development and development of small and medium businesses. In accordance
with the best international practices, the investor does not incur any costs
associated with the infrastructure development. Government or local
authorities provide the investor with the land property and necessary energy
and transport infrastructure. In the absence of budgeted funds for the
infrastructure development, the format of public-private partnership is used,
where the contribution of the state/local government is to release the investor
from paying income tax and personal income in the form of wages to the
amount of investment in the infrastructure improvements.
At present the connection of a new enterprise to the electrical and gas
networks is a long and expensive process for the investor in Ukraine. The
existing method of determining the price of the connection to the electric grid2
for the enterprise enables energy supply companies (regional monopolists) to
“cheat” the cost of the connection. A similar situation on the timing and cost of
the connection is with the gas network.
The investor should also deduct an additional 10% of the investments in
the local infrastructure. As a result, the total cost of the infrastructure may
reach 30-40% of the project cost. It reduces the economic efficiency of the
project and burdens the investor’s decision making. It is especially critical for
the projects of small and medium businesses.
Therefore, the industrial parks should be primarily considered as an
instrument for creating a productive platform with infrastructure. It can be done
in the framework of public-private partnership, where the contribution of the
state/local government is to release the investor from paying income tax and
personal income in the form of wages to the amount of investment in the
infrastructure improvements. In other words, conventional public expenditures
occur only after achieving
Calculation methodology of the charges for the connection to electrical
power networks, NERC Decree of 12.02.13. №115
2
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specific results of the industrial parks. At first, new production will be
organized, which will create new jobs and generate taxes to the budgets of all
levels, and then the state will perform its financial obligations according to this
draft law from the amount of the additionally generated taxes. The calculation
should be done regarding its socio-economic and fiscal performance at the
stage of offers submission by local authorities for the organization of the
industrial park.
A special regime of investment and innovation activity that is described
above should be applied to the industrial parks too.
Additional investment incentives for the industrial parks are:

 subsidy for each new work place created and/or retraining (while
maintaining a workplace for 6-12 months). A mandatory requirement
for the investor – the achievement of the required level of
localization/degree of processing (to avoid semi knocked down
assembly);
 immutability (not worsening) of the business conditions in the
industrial park for the period of its existence.

The industrial parks should have a specialization on the basis of the
vertical integration (cluster-based).
The mentioned incentives require changes in the current law “On industrial
parks” (Table 4.2.).
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TABLE 4.2. SUGGESTIONS TO EXISTING LEGISLATION ON THE
INDUSTRIAL PARKS (IN TERMS OF THE STATE STIMULATION)

Current law
Article 12. Sources of
funding
for
the
installation
of
the
industrial park
Sources of funding for the
installation
of
the
industrial park can be
funds of the state and
local budgets allocated in
the manner and amounts
prescribed by law, funds
of the private investors,
including those involved
in the model of publicprivate
partnerships,
borrowed funds, including
loans from banks and
other
financial
institutions, funds from
other
sources
not
prohibited by law.

Necessary amendments
Funding is carried out by
a
private
investor
(Management Company)
in the terms of publicprivate partnership. State
contribution
in
this
partnership is to release
the investor from paying
income tax and personal
income in the form of
wages to the amount of
investment
in
the
development
of
the
industrial
park.
International
auditing
companies are attracted to
determine correctly the
amount of investment and,
consequently, the amount
of tax benefits for the
investor.
The introduction of the
rules on the payment of
the state subsidies for the
investors for each new
work place in the amount
of 6 (six) minimum wages
(in 2014 the minimum
wage is 1218 UAH × 6
months = 7308 UAH)

Remark
The construction of the
infrastructure for the
industrial park is a key
factor for its successful
activity. Due to lack of the
budget funds, the state
cannot
finance
the
installation
of
the
industrial parks at present.
It is therefore suggested a
funding mechanism for
the state from future tax
revenue derived from the
activities of the industrial
park. Thus, the state
cannot be in a financial
loss.
The source of the
subsidies is invited to
consider
the
Social
Insurance
Fund
(unemployment benefits).
The
unemployed
employment reduces the
expenses of the fund.

Export processing zones

Export processing zones are extra-territorial export-oriented industrial
zones with a special economic regime. They are used by
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many countries of the world to attract investment, especially global TNCs.
Terms of functioning of the export processing zones in Ukraine must not
be worse than in the competing countries – Turkey, China and other countries
of Southeast Asia.
Therefore, export processing zones legislation should provide the
following regulations:

• free customs zone treatment (extraterritoriality) – exemption from import
duties and VAT on import of the equipment, component units, raw
materials; VAT refunds in case of importation of the equipment,
component units, raw materials from Ukraine;
• exemption from the single social contribution for the companies that
export not less than 85% of the production (by value);
• exemption from income tax or preferential tax rate for 5-7 years;
• a mandatory requirement for the investor – to achieve the required level
of the localization of at least 50% within 5 years beginning from the start of the
production to avoid semi knocked down assembly;
• no restrictions on repatriation of the profits;
• immutability (not worsening) of business process conditions in the
territory of the export processing zone for the period of its existence.
Export processing zones provide employment, thus, they should be
considered as an instrument for the development of the depressed areas. The
places of export processing zones location in Ukraine can be border regions,
especially border areas of the western regions, maritime areas of the southern
regions, territories of seaports, etc.
Export processing zones enable the creation of jobs and foreign currency
revenue in the country’s economy.
TECHNO PARKS

Technology parks (techno parks) is a development instrument of the
industrial scientific production clusters. Techno parks are organized along with
the research institutions, and they combine the facilities of the scientific and
design institutions with the production enterprises. They provide transfer of
new technologies and developments in the industry.
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Techno parks forming is a foreground job in the implementation of the
cluster initiatives. They should provide competitive advantages for the
attraction and maintenance of the business ideas, recruiting and training skilled
workers, productivity increase, innovation development, and improving
workplace conditions. Ukraine needs such a tool for the development of
scientific capital, maintaining the scientific and engineering personnel of the
country, the commercialization of R&D.
The main economic sectors for the creation of technoparks in Ukraine are:
• energy and ecology (alternative energy);
• military-industrial complex (MIC);
• information technologies, software and programming;
• engineering;
• chemical industry;
• metallurgy and metal-working.
Currently, Ukraine has a law “On special regime of innovation activity of
the techno parks” the conditions of which require the improvements.
In particular, it is necessary to provide additionally:
• state co-funding of R&D (50% of their value);
• partial exemption (up to 50%) from the single social contribution,
payment for the land and property;
• state order for the innovative production which is manufactured in the
technology parks.
INVESTMENT ATTRACTION AGENCY
A very important thing is an adjustment of systemic, practical work with
the investors. For this purpose, Investment attraction agency should be created,
using the best international practices in its work.
The agency is to promote Ukraine in the world as an advantageous area for
the investment projects, and to act on behalf of the foreign investors in their
dealings with the tax authorities and other public institutions, having certain
commissions (e.g. suspension of disputed taxes collection, conducting baseless
inspections or any other unfavourable actions of the public officials).
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An important change in the role of the Agency in comparison with those
which functioned before, is that its purpose is not only to attract investment but
also to give a support and active protection for the investors in solving their
everyday problems related to the implementation of the investment projects
and operating activities.
To make the Agency work the most efficient and flexible, it is important to
concentrate all the issues concerning investments under one roof and provide
the investors with the services through the “single window”. Agency should
have a head office and a network of the regional branches.
The main functions of the Agency:
• popularization of Ukraine as an attractive place for the investment;
• supplying information and consultations on the potential investment
opportunities in Ukraine (regular sectoral and regional reports);
• preparation and negotiation support of Ukrainian senior officials with
large TNCs on the question of manufacturing location and other forms of
cooperation in Ukraine;
• cooperation with the government officials on behalf of the foreign
investors on the purchase/lease of land, infrastructure development and so on.
Impeding of the corruption requirements and mediation between the authorities
and investors;
• coordination of the cooperation between foreign companies and
Ukrainian universities, research institutions and other enterprises to
disseminate technologies and “know-how” (it can be achieved especially
through the creation of new technology parks along with Ukrainian universities
departments);
• consultations on solving legal issues;
• provision of feedback from the investors and their protection from
institutional problems in Ukraine. To this end, the Agency should be given
special rights, particularly in the suspension of the collection of disputed tax
liabilities, etc.
The Agency funding should be accomplished from the state budget. Due to
the previous negative experience, a mandatory Agency reporting to parliament
must be provided. The target indicators in reporting should not be a number of
presentations or “road-sow”. Concrete practical results are essential, for
instance, a list of companies that invested in Ukraine, the projects and the
volume of the attracted investments.
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4.2. INNOVATION POLICY OF THE ACCELERATED ECONOMIC
GROWTH
Innovations are an important factor for the successful socio-economic
development. The economy of the developed countries is characterized by a
high level of implementation of the innovative processes and products that
provide enterprises with the growth of their revenues and expansion to the new
markets. The level of innovative activity of the Ukrainian companies is
significantly lower than the level of innovative activity in the EU countries“outsiders” (Latvia, Bulgaria) and approximately three times less than the level
of the leading EU countries. It defines low rate of renewal of the goods and
improvement of the production processes in the Ukrainian economy. In turn,
such situation leads to low competitiveness of the Ukrainian commodities and
services in internal and international markets and specialization on relatively
“simple” types of the products with a low level of processing and value added.
Innovation policy as a part of the integrated policy of the growth should be
focused on ensuring balanced interaction of scientific, technical and production
potential, development and implementation of the mechanism of the innovative
activity of the business entities, maximum diffusion of the innovations in the
economy sectors and areas of public life, and primarily – traditional basic
industries.
The main objectives of the state innovation policy are:

encouragement of the innovation activity of the economic agents;

purposeful support of the innovative entrepreneurship, the results of
which are scientific and technical developments, patents, “know-how” and so
on;

well-defined and logical scientific and technical policy, which
provides systematic organization of the scientific, educational and research and
practice activities.
Normative definition of the technological priorities, that would have
certain preferences with the support of innovation, seems inefficient. The
publication of such priorities, which will be developed on the basis of the
technological foresight, can have only advisory and informational character.
Meanwhile, the selectivity of the state innovation policy can be defined on a
functional basis due to the solution of the practical problems that have strategic
importance. These priorities should be integrated with a forecast of demand
behaviour of the internal market (commercial
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value of projects), state programs of structural modernization (the prospects of
budgetary financing and purchasing), projection of technological development
of the domestic economy (the demand for technological innovations).
In particular, such priorities should be recognized:

quality of life support: available products, medicine, basic services;

energy efficiency;

import substitution;

innovative retooling of basic branches (metallurgy, chemical industry,
power-engineering) and processing industry;

productive efficiency of agricultural production;

low-carbon development and implementation of “green” technologies.
The main tool for assessment of trends of innovation development in the
EU countries in the last 15 years was holding of the specialized innovative
survey using the same methodology and analysis of the relevant indicators.
Such study is conducted on average every 2-3 years and covers all sectors of
economy. In 2008-2009 Ukraine held the first similar survey, in 2012-2013 –
the second one.
According to the results of an inspection of domestic enterprises, made by
the methodology of the EU, in Ukraine only every fifth company implemented
innovative activities during 2010-2012, which actually corresponds to 20082010. In the processing industry, the level of activity was slightly higher –
about 26%, 61% of which were engaged in technological innovations, while
the average for the Ukrainian economy was only 50%. It is noteworthy that in
the services sector there is also demand for technological innovations:
correspondingly 33% and 46% of innovation active enterprises conducted
them.
Comparing Ukraine with European countries, we can note that in the EU
countries the level of innovation activity is higher: almost a half of companies
introduced innovations in 2010-2012, while the rate of activity, in comparison
with the previous period 2008-2010, increased by 4 points. The highest was the
innovative activity of enterprises in Germany (67%), Luxembourg (66%),
Ireland (59%) and Italy (56%), and the lowest one was in Bulgaria, Poland and
Romania (correspondingly 27%, 23% and 20%).
However, the surveys by international methodology in Ukraine expect
obtaining of mainly relative data on a limited number of indicators, that is why
for more detailed analysis it is necessary to return to the traditional
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innovation activity statistics, which covers only enterprises. According to these
data, the part of innovatively active enterprises in Ukraine varies in the range
of 16-17%, and those, which introduced innovations this year – 12-13% (Table
4.3.). In the processing industry, this index number was about 15%. If compare
these data with similar facts in other countries of the world, it is obvious that
Ukraine is maybe not clear outsider in the world, but is much inferior not only
to the developed countries, but also to those countries that rely on the efficient
use of their industrial capacity to ensure economic growth: in Germany – about
60% of the processing industry enterprises are innovatively active, in Belgium
and the Netherlands – more than 50%, in Israel and Turkey – over 33-35%, in
Bulgaria and Lithuania – more than 20%.
TABLE 4.3 THE MAIN INDICATORS OF THE INNOVATION ACTIVITY OF
THE UKRAINIAN INDUSTRIAL ENTERPRISES
Including areas of activity

The percentage
of the enterprises
that introduced
innovations, %

Year

%

Total cost*

Including
Research and
developments

Internal
External
research and research and
developments developments

Purchase of
other
“external”
knowledge

Purchase of
machine
Other
equipment and expenses
software

Million UAH

2007

14,2

10821,0

986,4

793,5

192,9

328,4

7441,3

2064,9

2008

13

9297,8

964,0

743,3

220,8

327,0

5941,7

2065,1

2009

12,8

5473,1

582,9

436,0

146,9

79,8

3424,8

1385,6

2010

13,8

4871,5

603,3

495,6

107,7

85,7

3058,8

1123,7

2011

16,2

7599,9

572,6

441,8

130,7

172,2

5561,4

1293,8

2012

17,4

5636,2

587,3

473,8

113,5

23,1

3952,9

1072,9

2013

16,8

4501,0

771,2

617,6

153,6

41,0

2610,6

1078,3

2014**

16,1

3157,1

719,8

501,1

218,7

19,4

2098,4

319,5

*) in comparative prices of 2007

**) the data are presented excluding the Autonomous Republic of Crimea, Sevastopol city and the zone of ATO
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It is notable that since 2007 there has been a slight increase in the
innovative activity of the industrial enterprises, but it was not reflected in the
growth of the expenses of these enterprises. Thus, since 2007 the amount of
these expenses decreased from nearly 11 billion UAH (in 2007 prices) to
almost 3 billion UAH, or 3.6 times, mainly by reducing costs of machinery,
equipment and software (– 5.4 billion UAH). The costs of research and
development (R&D) results purchasing decreased during the same period only
by 30%. It is noteworthy that the cost of “external” R&D even increased by
almost 14%. Taking into account the dynamics of spending on the innovation
activity in terms of trends, it is possible to assume that in spite of modern
difficult conditions enterprises are trying to form, or at least to keep the
potential for their further development.
Analysing the sources of financing the innovative expenses, it should be noted
that during the critical phase of economic crisis in Ukraine financing from other
sources (mainly bank loans) was sharply decreased. In general, it corresponds to
the “natural” reaction of the banking sector to the economic crisis, still exactly in
this period of crisis tendency of banking sector to lend projects or activities that
have increased extent of risk decreases. In addition, considerable volatility in
attracting foreign investors to finance innovative projects is observed, due to the
small number of prospects from the investor's point of view.
Another trait that characterizes the innovative development of domestic
industry reflects the rate of business expenses on R&D in % to GDP.
Since the mid-2000s fairly significant reduction in scientific and
technological activities of the business sector was happening while the rate of
economic growth started to slow down. This can have a negative impact on the
process of economic recovery in the country.
Generally, in Ukraine at the state level a clear vision and effective
mechanism for implementation of innovative policies was not formed and its
role in the economic development in general also was not defined. Since the
moment of gaining of independence, central government authorities, which had
to form and implement scientific and technical, and innovation policy, have
been reorganized and liquidated. In addition, contacts and agreement
mechanisms were not formed between different types of policies, in particular innovation, industrial, fiscal and so on. In fact, the implementation of economic
policy was mainly focused on achieving of short-term goals, while mediumand long-term goals dropped out of sight of people, who made decisions at the
state level. Strictly speaking, the consequence was the cancellation of
incentives for innovative enterprises,
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provided with the law of Ukraine “About innovation activity”.
However, international experience shows that the effectiveness of
innovation policy will be low, if at least a number of macroeconomic
preconditions will not be achieved, among them:


sustainable growth of individual incomes, which creates demand for
complex high-tech products;

strengthening of competitive pressures in the domestic market,
which is connected with the increased openness of the economy, the influx of
foreign investment into the country, the relevant import of technologies and
with the increased number of competitors, that motivates business to
innovative reorientation of production;

limitation of the possibilities to use the traditional tools for gaining
competitive advantages: reduction of the prices (due to rising costs, the spread
of market pricing and the inability of asymmetric access to cheap resources),
obtaining tax preferences (by means of regulation of tax legislation,
cancellation of unjustified tax benefits), lowering costs by means of law
violation (due to restoring the order in budget expenditures, increasing of
financial, technical control, etc.);

human capital development (raising the level of general education,
culture, quality of life), which promotes proper staffing of innovative
industries, on the other hand - improves the demand for high technology
innovation products;

reducing the volatility of economic dynamics, which contributes to
the medium and long term plans for the development of economic agents.
In this context, it is necessary to note empirically established
interdependences of macroeconomic and innovative processes that determine
the optimal contours of innovation and science and technology policy:


financial support of the scientific and technical, and innovation
activity should not be substantially dependent on the budgetary gap, if it does
not exceed 5% of GDP;

the cost of the borrowing funds, especially real interest rate directly
determines the innovative activity of the business sector.
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As international experience shows, the most favourable is a rate that does not
exceed 5%.
The interaction between them has been always equally important for
innovation activity of enterprises, and especially the interaction between small
and medium companies with the big ones.
It is important to emphasize that innovation policy should not be limited to
industry only. The service sector should be in focus of innovation policy, as the
transition to an innovative model of development is associated with the
increasing role of business services, especially those that include knowledge, in
ensuring the efficiency of economic entities functioning. Among the policy
instruments that prove their effectiveness, first of all, it is possible to
distinguish support of research activities in the service sector, for example
special systems that facilitate decision-making, measures to improve the
quality of education, the introduction of new technologies to stimulate
cooperation between enterprises in the service sector and the industry, and so
on.
Finally, there is a need to develop and improve the monitoring and
evaluation of innovative development systems to the standards of the European
Union, due to the Association Agreement between Ukraine and the EU. First, it
is necessary to create a permanent system of long-term measurements of
innovation activity, including the opportunity to access to the detailed
information concerning the functioning of innovation active enterprises. It is
necessary for a better understanding of the innovation processes, efficiency
determination of the influence of the innovation policy in general and
instruments, particularly, on enterprises.
THE MAIN TARGET EFFICIENCY INDICATORS OF THE
INNOVATION POLICY AT THE MACRO LEVEL:

level of the innovative activity of the Ukrainian companies (aim for
five years – the level of Central and Eastern Europe, or at least 30%);

increase of export of the high-tech products in the exports of
manufacturing industries (aim – not less than 10%);

the volume of the venture capital investments (aim – at 60-70% of
the average for the EU countries, or at least 0.015% of GDP);

growth of the volume of the expenses in the business on research
and developments (aim – 1%);
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growth rate of the innovative expenses of the industrial enterprises
(aim – 10% annually at constant prices).
REFORM OF THE INNOVATION SPHERE IN GENERAL MAY
INCLUDE THE FOLLOWING STEPS:
Step 1 (to the end of 2016):


The adoption of the complex legislative changes, primarily – The
Innovation Activity Act, and the relevant changes in the tax code.

The introduction of the amendments to the laws, particularly – the
laws that governing activity of the techno parks, technological transfer and
some others associated with them.

The inventory of the innovative and scientific and technological
state programs and developing of the offers for the general structure and
content of such programs.

Joining the major EU initiatives for the development of the
innovation infrastructure.
Step 2 (to the end of 2018):


The introduction of the experimental measures to stimulate
innovation activity.

The implementation of the changes in the system of the government
to create control bodies that can manage innovative and industrial development
of the development institutions that are aimed at the promotion of the
innovation activity.

The development of the offers and implementation of the adjusted
standards to support innovation activity.

Full-scale implementation of the innovative, scientific and technical
state programs (based on the introduction of the principles of security of
funding levels determined at the stage of program application).
Step 3 (to the end of 2020)

Adjustment of the content of government programs to support
innovation, scientific and technological activities and the development of the
offers for their further improvement.
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4.3. EXPORT POLICY
In the policy of the accelerated economic growth the increase in revenue
from export will increase the purchasing power of the residents, which, in turn,
will stimulate domestic demand.
Ukrainian economy is critically dependent on the external markets. The
share of the exports of the goods and services in GDP during the 2000-2014 is
within the limits of 43-62% (in Poland in 2014 – 47%, in Turkey – 28%). The
decline in exports during the recent years is a major cause of the economic
downturn.
Economic growth in other countries was largely achieved by the
accelerated growth of the export (Table. 4.4.).
TABLE 4.4. AVERAGE ANNUAL GROWTH RATE OF GDP AND
EXPORT IN 2000-2014, % *
2000-2004

GDP

2005-2008

Export

GDP

2009-2014

Export

GDP

Export

Poland

3,1

9,8

5,2

10,6

3,1

5,9

Slovakia

4,0

12,7

7,7

13,1

2,6

9,3

Turkey

4,2

8,9

5,1

6,1

5,4

6,7

Ukraine

8,3

12,2

5,0

-2,2

0,5

-4,5

*in comparative prices.
Source: World Bank.

Ukraine has an experience of the export growth in the early 2000s. Then
the main export products were goods from metallurgical, chemical and
engineering industries. During the recent years, the effect of this factor was lost
due to the loss of competitiveness of the domestic enterprises
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in Asian markets (steel, fertilizers) and policy of import substitution in Russian
Federation (mechanical engineering products). This led to the decline in
export. However, the proportion of raw materials increased in the structure of
export, and it is a source of high natural rent of Ukraine. While exporting raw
materials, Ukraine does not use the possibility of creating added value on its
territory.
Thus, the essence of modern export policy for Ukraine should be the
promotion of processing industry products to foreign markets with high added
value instead of exporting rent. More specifically targets of Ukrainian export
strategy, for example the agricultural sector products, are as follows: to become
a leader in the global markets of food and food ingredients (not grain), using
natural competitive advantages – cheaper raw materials, available labour
resources with appropriate qualifications, profitable logistics.
In Ukraine, as of November 2015 there is no effective government policy
to support and stimulate export. There is no national export strategy as the
main document of export policy.
Ukrainian Export Policy should consider the following factors and trends
of the international trade:

Export is a continuation of industry, but in Ukraine, the range of
processing industry products is very limited. The experience of trade with the
EU in the mode of autonomous trade preferences, in the 2014-2015 showed
that Ukraine has a limited range of manufactured goods that can be competitive
in the markets of European countries. The reasons for this is the low
technological level of domestic production, outdated range of goods, product
discrepancy of the EU technical regulations and a lack of marketing skills in
foreign markets.

The liberalization of the international trade – unimpeded expansion
of the international movement of goods and services, capital and information.
It is reflected in the reduction of customs barriers, removal of quantitative
restrictions on trade between the countries and the conclusion of international
agreements on free trade. At the same time, against the background of
reduction of tariff regulation countries use non-tariff barriers in the form of
technical regulation and trade investigation that are allowed by WTO rules.

During the last decades in the volume of the international trade, the
proportion of goods produced within global value chains is increasing,
reaching the levels of over 60%.
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In particular, over 13% of the world trade takes place within the global
value chains that are controlled by TNC using non-equity models of
contractual collection, licensed production, franchise. The share of this
segment of trade increases. In the format of contract collecting dominates
production of the following products: toys, sporting goods (90% of world
production), consumer electronics (80%), automobiles and vehicle components
(60-70%), pharmaceuticals (20-40%)3. In the developing countries, the number
of employed in the manufacture on license provisions and contracts with TNC
is more than 16 million people4.

Nowadays markets in countries with a large population are rapidly
growing. It is about developing countries – China, India, Southeast Asia,
Middle East, Africa and Latin America. Large population and increasing
prosperity in these countries are factors of the growth of consumer demand,
particularly for food.

Ukraine has significant potential for increasing export of goods of
higher technological structures (equipment, home appliances, electronics,
cardboard and paper products, wood products, building materials) based on
growing global demand and the possibility of integration into the global value
chains (see Paragraph 3.1.).


Risks for the development of the Ukrainian export are:
 further curtailing of trade with the Customs Union, because of
Russia position;
 expansive export policy of China (intensive export financing,
subsidizing of transport logistics);
 increasing competition from other developing countries, where
investors open new export-oriented production (India, Brazil, Vietnam,
Indonesia, Malaysia, Bangladesh, etc.).

One should also pay attention to the current problems of internal
procedures for export operations.
3 World Investment Report 2011, UNCTAD, p. 134.
4 World Investment Report 2011, UNCTAD, p. 134.
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Ukrainian entrepreneurs’ polls concerning obstacles in export activity
revealed the following problems5:


delays in refunding VAT. As of 1/11/15 budget arrears on VAT
refunds to taxpayers accounts was 23.9 billion USD;

NBU requirements concerning obligatory sale by exporters 75% of
foreign exchange earnings;

limited period of repayment of currency earnings (within 90 days).
It is especially harmful to export of engineering products, where production
can be up to one year or even longer term;

lack of affordable trade finance ( in Ukraine cost of bank loans is
20-35% annually in hryvnia and 11-15% in foreign currency, while the value
of export financing abroad - 3.5%);

complicated and long customs procedures. According to the World
Bank, the time spent on processing of export documents per one export
delivery in Ukraine is on average 96 hours, while in the OECD – 5 hours6;

lack of information concerning the foreign economic activity
(customs procedures, access to markets, search of customers);

high cost of logistics in ports. The cost of container handling in
Ukrainian ports is 300-350 dollars per unit, which is three times higher than the
cost of similar services in Europe, Turkey and China.
Based on these objectives, trends in global trade and the existing obstacles,
the following stages are offered:
1. the creation of the export infrastructure instruments;
2. the creation of the integration instruments into the global chains of
added value;
3. simplifying an access to the foreign markets;
4. optimization of the internal procedures.
The content of these stages is described below.
Ukrainian export: framework conditions and obstacles. From point of
view of small and medium business. Institute of Economic Research and Policy
Consulting, Kyiv, 2015.
6
Doing Business 2015, World Bank.
5
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Export infrastructure instruments:

the creation of the state export credit agency, which will insure
export transactions. It will allow to credit export on reasonable terms;

the creation of the state export promotion agency under the Ministry
of Economic Development and Trade of Ukraine, whose functions will be:
 the information and analytical support of the exporters – providing
information about markets and business conditions abroad (via the
appropriate web-portal);
 training of small and medium business representatives rules and
principles of the foreign trade and marketing skills of their products in
the foreign markets (export consulting);
 organizational and financial support for the participation of the
Ukrainian enterprises in the exhibitions, fairs, business forums,
conferences and seminars abroad.
The evaluation criteria of the Agency – the dynamics in export amount in
general and by all countries, the number of new enterprises-exporters.


Opening of Trade Representative Offices in the countries that are
trading partners of Ukraine, providing their effective contact with the national
industry. This body should provide Ukrainian producers with the information
about the events in the country (exhibitions, fairs, conferences, etc.), always
maintain a database of potentially attractive projects, to present information
concerning domestic production, and accompany negotiation process and so
on. Evaluation of their work – the results of the increased trade between
countries.

The creation of the regional network of information and consulting
centres for the Ukrainian certification procedures according to the new
technical regulations and standards of the EU. These centres are primarily
required for small and medium enterprises in the regions that are not able to
conduct a certification process of their products alone. Funding may be on
account of the state budget and technical assistance of the EU.
Integration tools into the global chains of added value:
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The creation of the export processing zones is a tool for the direct
integration into the global chains of the added value that are controlled by
foreign TNCs. Export processing zones are an attractive area for foreign direct
investment and arrangement of the production capacities to perform a contract
and licensed production (see Paragraph 4.1.).
Optimization of the internal procedures:

Ensuring VAT refund in the automatic mode and increased fiscal
responsibility services for delayed refunding of VAT.

Longer term for repayment of the currency earnings from 90 to 365 days.

Simplifying and acceleration of the customs procedures. Key measures in
this direction:

reducing a number of the regulatory bodies that govern the export-import
operations;

the introduction of automatic processing of the customs declarations and
the risk assessment system that provides reasonable grounds for a selective
control of the goods;

introducing the principle of “single window” providing customs services
in order to avoid duplication of the functions and the abolition of requirements
for the use of paper documents for the purpose of crossing the border of
Ukraine and customs and related controls;

introducing the principle of “silence – a sign of consent”, according to
which in the absence of state agency response to the request within the
specified time, request is regarded as consent of state bodies.

The introduction of the state-owned banks practice of “forfeiting” in the
foreign operations – reception of guaranteed promissory note of non-residentbuyers of the Ukrainian goods that will provide additional funding for the
domestic exporters.
Simplifying access to the foreign markets:

Rapid harmonization of the technical regulations, standards and
conformity assessment according to the requirements of the Association
Agreement/FTA of Ukraine with the EU, which will allow Ukraine to export
the products to the EU under the same conditions in which there is a trade
within the EU.

Using the opportunities to export in the markets of the USA,
Canada, Japan and Turkey in terms of the generalized system
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of preferences (GSP) in these countries. Thus, the US offers conditions for
duty-free import of 3500 products, including mainly industrial and agricultural
products. Ukrainian exporters use GSP potential of the United States only on a
quarter. Ukrainian Government should inform business about the practical
possibilities of duty-free export to these countries.

Intensification of negotiations concerning the abolition of
protective anti-dumping restrictions against Ukrainian products introduced at a
time when Ukraine did not have the status of market economy. The question is
about the abolition of the following anti-dumping sanctions:
 The USA: carbamide – a/d fee 68,26% (introduced in 1987); hotrolled flat-rolled products not in coils – a/d fee 81,43-237,91% (1997);
ferrosilicomaganese – a/d fee 163% (1994); ammonium nitrate – a/d
fee 156% (2001); fittings – a/d fee 41.69% (2001); hot-rolled flatrolled coils – a/d fee 90.33% (2001);
 Canada: flat section – a/d fee 77% (2001);
 EU: ropes and cables – a/d fee 51.8% (1999).

The conclusion of the free trade agreements with the countries that
are the most promising trade partners of Ukraine. Ukraine has a free trade
agreement with the European Free Trade Association (EFTA), Canada, CIS
countries, as well as Montenegro, Macedonia, Georgia, Azerbaijan,
Uzbekistan, Tajikistan, Turkmenistan. Since 1st January 2016 a free trade
agreement with the EU will fully work, which since April 2014 has actually
performed by the EU in the mode of the autonomous trade preferences for the
goods from Ukraine. It is necessary to investigate the appropriateness of
concluding the agreements with such important trade partners.
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CHAPTER 5.
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ECONOMIC GROWTH
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CHAPTER 5. EMPLOYMENT POLICY IN A MODEL OF
ACCELERATED ECONOMIC GROWTH
At the modern stage of country’s development, one of the indicators of
efficiency of state social and economic policy is the national regulation of
employment quality. The effectiveness of this process is directly linked with
the state of country’s economy, and its content must reflect the full range of
active and passive governmental measures at the labor market as well as the
most effective methods and means of national regulation.
Gradually, the country begins to estimate the core of the problem and its
objectives of employment regulation in a new way, which emerges from the
general state of its social and economic development. One of the principles
of modern approaches to employment policy must be given to its systemic
nature that takes into account the changes which occur at the level of the
objects of governmental influence. The systematic approach should provide
the identification of management models at their national, regional and local
levels as well as provision of their coordinated interaction. And given the
fact that employment is a complex problem neither government authorities,
nor civil society institutions can put it aside. All of them to various extents
have to be involved in the development and implementation of national
employment policy. Only under such conditions it would be possible not
only to provide subordination of employment policy to the objectives of
society’s development as well as its state economy, but also establish social
peace and an acceptable level of society’s loyalty, in particular by
guaranteeing the realization of a human right to a decent work, achievement
of citizens’ common welfare and improvement of living conditions.
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All of us have witnessed how the continuous ineffective economic
policy can lead not only to a decrease of workplaces, but also to shadow
economy and labor relations, in particular to the distortion of the
employment structure and, eventually, to the loss of opportunities of finding
a decently-paid job. As a result, the active part of the population emigrates
abroad and, therefore, the economic and labor activity of citizens decreases
dramatically. Under such conditions, there is a gradual loss of labor potential
of the society as well as the degradation of workforce, the skillset and
diligence of which has until recently been one of the competitive advantages
of Ukraine. That is why the modernization of state policy in the sphere of
employment should be accomplished in the direction of the extensive
support of the economically active population, especially of those who can
make investments. Moreover, the creation of conditions for self-fulfillment
of active entrepreneurship is needed and it should, in general, comply with
the slogan that was successfully established by the Munich employment
program: “It is better to finance work than unemployment”.
5.1. SOCIAL AND LABOR SPHERE OF UKRAINE:
PROBLEMS AND STRUCTURAL CHANGES
There is a logical connection between the structure of production, type
of a country and employment structure of its population. The analysis of the
three-sector model of economy demonstrates that in the national economy
there is an increase in the share of service sector and reduction in the share
of industry and agriculture, which is reflected in the structure of
macroeconomic indicators. These trends encourage the corresponding
reallocation of labor force. And in the structure of the employed population,
the share of employment in service sector increases due to a reduction of the
number of employees in industry and agriculture (Table 5.1.).
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TABLE. 5.1. THE STRUCTURE OF GDP AND EMPLOYED POPULATION IN
UKRAINE

Type of economic
activity

2001

GDP

100

100

100

Agriculture

14

10,5

Industry and Construction

29,1

Service sector

44,9

2003

2005

2009

2011

2013

100

100

100

100

8,9

6,3

6,9

8,2

8,7

29,5

29,4

29,9

24,2

24,2

21,9

49,3

49,4

51,6

56

53,5

56,6

GDP structure

The structure of the
employed population

2007
%

%

Total employed

100

100

100

100

100

100

100

Agriculture

21,6

20,6

19,7

17,6

15,8

15,3

17,2

Industry and Construction

27,3

25,2

24,6

24,3

23,5

21,8

20,6

Service sector

51,1

54,2

55,7

58,1

60,7

62,9

62,2

Source: State Statistics Service of Ukraine

As it is seen from the table, over the period of 2001–2013, the structural
changes in the economy of Ukraine coincided with the global trend. The
share of service sector in creating GDP has increased by 11.7 percentage
points (pp.) with a corresponding reduction of the share of industry,
construction and agriculture.
Thus, as a result of economic reforms, the share of the industry in the
structure of gross domestic product decreased by 5.9 pp. and the share of
agriculture in the structure of Ukrainian GDP decreased from 14% in 2001
to 8.7% in 2013. The following trends can be observed in the structure of the
employed population: the share of employment in industry and construction
decreased by 6.7 pp., in agriculture – by 4.4 pp. whereas the share of
employment in the service sector increased by 11.1 pp.
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Global trends of employment in the developed countries also indicate a
low share of employment in agriculture, a slight decrease in the share of
employment in industry (on the whole, in material production from 20% to
30% are employed) as well as the positive trend of employment in the
service sector, which is characterized primarily not by growth in such
traditional sectors as education, health care, but in financial, marketing,
consulting and other spheres.
Therefore, a high level of industrial development in these countries
demonstrates the increased level of labor intellectualization and engaging of
an increasing number of employees exactly in the sphere of corresponding
service provision.
In Ukraine, as it is typical for developing countries, a significant share
of employment in the material production (46%) remains unchanged. At the
same time, it should be noted that there is a gradual increase in the number
of people, involved in working in the non-production sphere. A largely
growing sector here is primarily trade (Table 5.2.). In terms of market
economy, this process is useful, yet it cannot compensate for the lack of
development of employment in the areas related to improving of the
production’s quality.

2013

2012

2011

2010

2009

2008

2014**

Agriculture,
Forestry, Fishing
and Hunting

2007

Type of
economic
activity

2000

TABLE 5.2. THE EMPLOYMENT DYNAMICS OF UKRAINIAN POPULATION BY
TYPES OF ECONOMIC ACTIVITIES, 2000–2014.

4367,0

3484,5

3322,1

3131,0

3094,5

3410,3

3506,7

3577,50

3091,4

%*

21,6

16,7

15,8

15,5

15,3

16,8

17,2

17,53

17,1

Industry

4598,3

3973,0

3871,4

3546,9

3461,5

3352,7

3303,6

3274,80

2898,2

%*

22,8

19,0

18,5

17,6

17,1

16,5

16,2

16,05

16,0

Construction

903,6

1030,2

1043,4

966,2

943,0

924,5

902,2

888,80

746,4

%*

4,5

4,9

5,0

4,8

4,7

4,5

4,4

4,36

4,1
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Trade, Hotel and
Restaurant business

3121,3

4564,4

4744,4

4729,1

4832,0

4865,0

4894,1

4914,00

3965,7

15,5

21,8

22,6

23,4

23,8

23,9

24,0

24,08

21,9

1 355,0

1451,9

1465,8

1387,9

1389,7

1379,5

1361,3

1408,52

1113,4

%*

6,7

6,9

7,0

6,9

6,9

6,8

6,7

6,90

6,2

Finance

166,1

344,4

394,9

351,4

332,8

350,6

324,3

318,10

286,8

%*

Real estate, Rental,
Engineering and
related service
provision

0,8

1,6

1,9

1,7

1,6

1,7

1,6

1,56

1,6

815,9

1134,7

1150,4

1148,9

1153,2

1187,5

1202,5

1227,30

286,1

%*

4,0

5,4

5,5

5,7

5,7

5,8

5,9

6,01

1,6

State management

1198,6

1036,4

1067,5

1078,6

1223,8

1055,5

1079,4

1025,30

959,52

%*

5,9

5,0

5,1

5,3

6,0

5,2

5,3

5,02

5,3

Education

1609,7

1693,7

1702,4

1698,4

1688,3

1677,6

1672,9

1690,90

1587,7

%*

8,0

8,1

8,1

8,4

8,3

8,3

8,2

8,29

8,8

Health and Social
Care

1379,6

1359,0

1369,9

1348,1

1341,4

1320,8

1309,9

1256,70

1150,5

6,8

6,5

6,5

6,7

6,6

6,5

6,4

6,16

6,4

659,9

832,5

840,1

805,0

805,8

800,2

797,4

822,18

N/A

3,3

4,0

4,0

4,0

4,0

3,9

3,9

4,03

N/A

%*
Transport and
Communications

%*

Provision of
communal and
individual services;
cultural and
sporting activity.
%*

Total, thousands of
people

20175,0 20904,7 20972,3 20191,5 20266,0 20324,2 20354,3 20404,1 18073,3

* a percentage of the total number of employed people aged 15-70
** data according to CEA–2010 without temporarily occupied territories of Crimea
and Sevastopol

At the beginning of market reforms, employment growth in the service
sector was expected, but for the Ukrainian labor market, services presuppose
primarily trade, hotel and restaurant business. The reduction of employment
in the industry could be viewed as a generally positive phenomenon
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provided that the employment in the information and communications
sector, which is singled out by CEA–2010, would increase at the same time.
Yet, unfortunately, the following tendencies are not available in the country.
Therefore, it is possible to conclude that the structure is both non-optimal
and non-innovative.
In recent years, a decrease of the share of employees in the financial
sector namely in the real estate sphere is observed. This meets the National
Bank policy concerning the reduction of financial market entities. Yet, on
the other hand, there is a clear dynamic of an increase in the employment
share in the sector of transport, warehousing, postal and courier activities,
i.e. in non-productive service areas. Strengthening defense capabilities will
require employment growth in the power structures that are represented by
public administration sphere.
The analysis of structural changes in the labor market, carried out using
general indicators of structural changes, shows that the sectoral structure of
employment is quite conventional and only slightly modified, however such
uniformity does not indicate either sufficient opportunities for employment
or low unemployment rate in Ukraine.
Another destabilizing feature of Ukrainian labor market is an imbalance
of labor market along with educational services, resulting in distortions of
quantitative and qualitative structure of the labor market and discrepancy in
skill levels needed by employers. The phenomenon of both excessive and
deficient labor as well as an increase of the structural component’s share of
unemployment, on the one hand, encourage labor migration and, on the
other, stimulate employment unrelated to one’s specialty.
The educational system is the source of supply of skilled labor in the
market, but the lack of efficient adaptive structure of training to the needs of
the market deepens structural imbalances in this field.
Constant high demand for educational services is linked not so much to
the needs of the economy in specialists with a high level of education as to
the expectations of both students and their parents that the gained diploma
will guarantee their employment on a well-paid, prestigious and interesting
job.
According to the survey "Formation of economic activity among the
Ukrainian youth" which was conducted by the Ukrainian Institute for Social
Research named after O. O. Yaremenko in August and September of 2013,
the division of young people by their educational levels showed that almost
31% of them have complete higher education. The ones prevailing in this
_______________________________________________________________Federation of Employers of Ukraine

372

group are the people aged 25–29 and females aged 30–35 constitute 35.2%
of the respondents. This data demonstrates the significant role of higher
education for young people aged 20-24. Accordingly, the share of those with
undergraduate and complete higher education at this age constitutes 45.3%
due to the fact that the most common educational strategy in this age group
is connected with its acquisition.
FIG. 5.1. THE EMPLOYMENT RATE OF UKRAINIAN POPULATION AGED 15–64
BY EDUCATIONAL LEVEL IN 2010–2014, %

Complete
higher

Undergraduate
higher

Undergraduate

Complete
general

Basic general

Primary,
no education

Thus, the performance levels of employment by education indicate that
employers positively respond to market signals of educational services in the
form of a diploma as well as prefer people that have attained higher
education.
Experience proves that higher education does not necessarily guarantee
a decent employment for young people. It is not uncommon that young
professionals start working out of their area of expertise or even below their
qualifications. According to sociological estimates, only 36% of
professionals work in their certified profession. The most successful were
those who received their education in the field of marketing, management
and law whereas the ones with teaching specialties have to adapt to the needs
of the labor market: 83% of them do not work in the specialty40. On the
Ukrainian labor market there is, on the one hand, a major disparity between
the number of jobs and, on the other, the number of employees with a certain
40

The results of the survey conducted by the Research center of International recruitment portal HeadHunter, Ukraine
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specialization. According to the survey, only 36% of employees work in the
specialty, the work of the 20% of population is related to the attained
specialization while 44% of workers, in general, changed their profession.
The dynamics of employment in Ukraine by professional groups shows
that even in times of economic growth, employers preferred workers with
low qualification as their share in the employment structure is the greatest
(Table 5.3).
In addition, as the data in the table demonstrates, in 2014 compared to
2000, the share of experts and skilled workers decreased significantly (–2.8
pp.). At the same time, there was an increase in the share of people
employed in the sector of trade and services (by 4.6 pp.) as well as in other
elementary occupations.
Yet, it is a rather negative fact that in the recent years there is a tendency
for reducing a number of employees in the category of “Specialists”, which
includes engineers and technicians who perform ordinary management as
well as provide technical, organizational and economic management of
production processes. To this professional group belong engineers,
economists, accountants, legal advisers, norm setters, technicians, etc.
In 2000, the number of specialists reached 3048.6 thousands of people,
which amounted to 15.0% of total employed population. With each year this
number became less, resulting in a decrease of specialists’ proportion by
3.8% in 2011 and then, by the end of 2014 their share in total employment
amounted to 12.2%. By contrast, the share of elementary occupations grows,
indicating the amplification of deformation changes in the employment and
consistent lag of its innovation model.
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Legislators, senior officials,
directors, managers
(executives), %*

2014

2013

2012

2011

2010

2009

2008

2005

Professional groups

2007

TABLE 5.3. THE DYNAMICS OF PROFESSIONAL AND QUALIFICATION
STRUCTURAL CHANGES IN THE ECONOMY OF UKRAINE

7,2

7,1

7,6

7,5

7,9

8,1

7,9

7,9

7,7

8,0

Professionals, %*

12,9

12,0

12,6

13,0

13,6

14,0

15,5

14,9

14,9

17,1

Specialists, %*

15,0

12,2

11,4

11,5

11,9

11,8

11,2

11,3

11,4

12,2

Technicians, %*

4,1

3,7

3,6

3,5

3,5

3,4

3,1

3,2

3,3

3,2

Market sales and service
workers, %*

11,3

13,1

13,6

14,1

14,5

14,9

15,0

15,3

15,5

15,9

3,0

1,6

1,3

1,1

1,0

1,1

1,0

0,9

0,9

1,0

13,4

13,1

12,6

13,5

12,1

12,0

11,8

12,2

12,2

12,8

Metal, machinery and related
trade workers, %*

15,4

13,0

12,6

12,6

11,9

12,0

11,6

11,7

11,3

11,4

Elementary occupations, %*

17,7

24,3

24,7

23,2

23,6

22,7

23,9

22,6

22,7

18,3

Skilled agricultural, forestry,
fishery workers, %*

Craft and related trade workers,
%*

* a percentage of the total number of employed people aged 15-70

The analysis of the professional structure of Ukrainian employment by
the types of economic activity enabled segregating the areas, which have a
significant demand for low-skilled labor. The leaders here are agriculture
and light industry. Likewise, the relatively high level of low-skilled labor is
observed at the enterprises specializing in food production as well as the
sphere of transport and communications.
Ukrainian realities in the sphere of professional development are not
optimistic. Currently, according to the State Statistics, as of end of 2014,
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only 11.2% of registered regular staff are covered by the system of
professional training, retraining and enhanced training.
In the context of a small scale staff development, there is a permanent
reduction in the number of workers trained for new professions and workers
who underwent enhanced training (Fig. 5.2.).
In particular, the number of people training for a new profession
decreased from 302.6 thousand of people in 2007 to 152.5 thousand of
people in 2014. Notably that the most significant was the reduction in their
numbers in the industry as a result of inability to provide professional
training using the financial resources of enterprises.
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FIG. 5.2. THE DYNAMICS OF LEARNING NEW PROFESSIONS AND ENHANCED
TRAINING OF WORKERS IN UKRAINE, IN % TO REGISTERED REGULAR STAFF
trained for a new profession

enhanced professional competence
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The opportunities of enhanced training also depend on the financial
standing of enterprises and, thus, the number of workers who underwent
such a training decreased from 1071.2 thousand of people in 2007 to 1020.9
thousand of people in 2013 (it is especially relevant for processing
enterprises where this index decreased by 21%).
FIG. 5.3. THE STRUCTURE OF STAFF TRAINING BY PLACES OF TRAINING, IN
% TO THE NUMBER OF EMPLOYEES THAT UNDERWENT TRAINING
trained for a new profession at production sites, %

Communal and individual services;
culture, transport

trained for a new profession at educational establishments, %

Health and social care

Education

State management

Real estate, Rental, Engineering
and related service provision
Finance

Transport and communications
Hotel and Restaurant business

Trade; Repair of motor vehicles,
household and personal goods
Construction

Electricity, gas and water

Processing industry

Mining industry
Agriculture, Art

As is seen from the data (Fig. 5.3.), in most cases, employers preferred
professional training at production sites (excluding health care, communal
services, real estate and construction, which are significantly based on
learning a new profession at various educational establishments).
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Needless to say, such form is more effective for development of
knowledge and skills necessary for meeting the current production objectives
as the training content can be adapted to the needs of a particular company.
However, learning directly in the workplace in many cases is ineffective for
the development of fundamentally new knowledge, because it prevents an
employee from abstracting from the current situation in the workplace and to
go beyond the usual employment behavior.
Professional and qualification imbalances of labor market make the
deformalization of social and labor relations worse, indicating the presence
of a significant layer of shadow employment. Currently, according to the
approximate estimates, from a quarter to a half of the working population is
involved in informal employment relationship. Comparative trends of formal
and informal employment in Ukraine for the period from 2005 to 2014 are
presented in Figure 5.4.
FIG. 5.4. THE DYNAMICS OF FORMAL AND INFORMAL EMPLOYMENT IN
2005–2014
Employment in the informal sector of
economy, % of total employment

Employed population aged 15-70,
% of population by age groups

The employment rate of the population aged 15-70 in Ukraine for the
period from 2005 to 2014 changed from 55.7% to 56.6%. At the same time,
the employment in the informal sector grew rapidly and increased from
21.5% in 2005 to 25.1% in 2014, i.e. the level of informal employment
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increased by 10.3 pp. According to a sample survey of population on
economic activity, the number of people employed in the informal sector in
the course of 2005-2014 increased by 1555.8 thousand of people and in 2014
accounted to 4540.9 thousand of people, or 25.1% of total number of
employed population at the ages from 15 to 70. For reference, in 2005 there
were 2985.9 thousand of such people (21.5% of total employment).
Agriculture is the main type of economic activity of the informal sector
of economy (65.3% of all informal workers employed in this sector, or
75.04% of all employees in this type of activity). Other common types of
economic activities in the informal sector of the economy were construction,
trade, repair of motor vehicles, household and personal goods, hotel and
restaurant business, etc.
Overall, more than two thirds of people employed in the informal sector
are villagers and it is notably that 60.3% of them are involved in personal
subsidiary husbandry (PSH) as self-employed workers or family members
who work for free. Therefore, the agricultural sector accounts for 65.3% of
total employment in the informal sector (according to the data of 2013).
The main reason for a high level of informal employment in rural areas
is the lack of alternative employment in personal subsidiary husbandry and
small-scale informal enterprises in rural areas. The level of employment in
the informal sector in rural areas is higher than in urban areas, it is
respectively 48.3% and 11.5%. Furthermore, the level of informal
employment is reduced with increasing level of education both in urban and
in rural areas.
The main component of informal employment in rural areas is
employment of private farms’ employees, where labor productivity is low
due to the inability to use the expensive modern agricultural techniques and
technologies. Production in agriculture is largely based on archaic methods.
That is, focusing the regulatory state influence on support of cooperation of
small farmers businesses and creation of conditions for increasing their
capital-labor ratio may achieve greater productivity in agriculture and
support the competitiveness of this sector.
The structural asymmetry of Ukrainian labor market is also due to the
practice of using unusual adaptation mechanisms of employers to changes in
economic situation. That is, the change in production volumes is not
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accompanied by a similar trend in employment. Hence, for example,
decrease in labor demand during the global economic crisis of 2008–2009 is
quite logical as it is, primarily, due to a decrease in production.
However, the extent of reduction in production and employment in
Ukraine are different: in 2009 real GDP decreased by 14.8%, employment
by only 3.7%. To compare, similar indicator values in developed EU
countries and the USA can be provided. Thus, for instance, in 2009 upon the
5%–fall in real GDP in Sweden and the UK (5.03% and 5.17% respectively),
a decrease in employment amounted to 2% (2.41% and 1.63% respectively).
The economy of France demonstrated a decline in real GDP in 2009 by
3.15% and employment – by 1.3%. In the US at the same period, a decline
reached respectively 3.1% and 3.7%.
The situation of sustaining the stability of employment in the Ukrainian
labor market can be explained by the practice of employers to use several
adaptive mechanisms.
The first mechanism is the change in hours of work, including its
reduction which is carried out mainly through conversion of employees to
part-time schedule or forced leave. Thus, in 2008–2009 the number of
workers employed part-time rose to 2.34 million of people (for comparison,
in 2007 their number amounted to 633 thousand of people) and people who
were forced to be on leave on initiative of the administration increased to
300 thousand of people from 127 thousand of people in 2007.
The second mechanism for Ukrainian employers that enabled the
maintenance of a relatively stable employment is the use of flexible wages.
The latter was realized in several ways. Firstly, by inflationary depreciation
of earnings, including the period of decline of the economic activity and high
inflation when nominal wage was increasing less than rising prices
(particularly in the 2009 consumer price index for goods and services totaled
115.9% while the growth rate of average wages for the period – only
105.5%). Secondly, in remuneration structure of Ukrainian workers there is a
fairly significant proportion of remuneration for production performance and
other incentive payments. Their size depends largely on the economic
performances of the company, thus, it is possible to increase or decrease the
salaries of staff based on the latter. Thirdly, such scheme as delay in
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payment of wages is widely used. For example, the amount of wage arrears
during the crisis grew more than two-fold compared to pre-crisis indicator.
Using the above-mentioned adaptation methods is possible in the short
term perspective. However it is very unlikely that the following regular
practice would create conditions for the effective restructuring of
employment, productivity and quality of work in the long run.
Still, the workers after undergoing retraining and skill enhancing could
well be a potential resource for improving the quality of labor.
The impact of the crisis on wages so far is very significant, because the
employers (including government as a major employer) has often managed
various financial problems by a direct reduction in wages. In order to stay
afloat, local employers were forced to make sacrifices, and they did so
primarily owing to labor costs. All possible arrangements namely the
inflationary depreciation of real wages, bonuses’ cuts, delay in payments and
reduction of "shadow" payments provide rapid labor cost-cutting.
This is attested by the data that shows the extent to which both absolute
and relative levels of Ukrainian workers’ earnings during the crisis
decreased (Table. 5.4.).
2008

2011

2012

36,7

29,2

29,7

33,7

5,5

20

17,6

14,9

7,9

6

Real wages, rate
changes, %

20,3

18,3

12,5

6,3

-9,2

10,2

8,7

14,4

8,2

-6,5

Wage arrears rate
(beginning of year,
mln. UAH)

1111,2

960,3

806,4

668,7

1139

915,2

830,1

* data from 2014 are as of 1 January / December 1

2014

2007

Nominal wages,
growth rate, %

1188,7 1390,8

2013

2006

2010

2005

Indicators

2009

TABLE 5.4. THE DYNAMICS OF AVERAGE MONTHLY WAGES

753/

2366,9*

Chronic poverty is characteristic for most spheres of the public sector
and for some areas of extra-budgetary sector (textile industry, wood
processing industry). The highest poverty rates are in the countryside, in
forestry and fishery (the highest proportion of those who receive salary
lower than the minimum living wage and low average earnings). This is
primarily due to inadequate low wages in these industries.
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Sectors of the economy with low wages are primarily agriculture, light
industry, postal and courier services, accommodation and food services,
public sector (education, health care). Agriculture along with budget sphere
makes the greatest “contribution” to the poverty of the working population.
One of the reasons for the low average wages is a low minimum wage.
World practice shows that the best possible is the ratio when the minimum
wage is 50-60% of the average one.
The key social and economic process that encourages a high level of
poverty is a significant level of social and economic inequality. The
discrepancy in salaries between sectors, regions and various professional
groups of the population that has increased dramatically in recent years
shows not just a gap between labor cost and its value, but also the
degradation of labor potential of those sectors of the economy where work is
paid at and below a low minimum wage.
In order to regulate the labor market, a significant importance is given to
a grounded multisectoral differentiation of wages. Figure 5.5 demonstrates
those types of activities where wages are higher than the national average.
This is finance and real estate. As for the lowest rates, they are characteristic
for agriculture and the private sector.
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FIG. 5.5. WAGE DIFFERENTIAL BY TYPES OF ECONOMIC ACTIVITY IN 2014
Arts, sports,
entertainment
and recreation

Agriculture, Forestry
and Fishing

Industry

Health care and
social assistance

Construction
Wholesale and retail trade;
repair of motor vehicles
and motorcycles

Education

Transport,
warehousing, postal
and courier services

Public Administration,
Defence and Compulsory
Social Security

Accommodation and food
services

Administrative and
support service activities
Professional, scientific
and technical activities

Real estate

Information and
telecommunications technology
Financial and insurance
activities
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5.2. EMPLOYMENT FORECAST IN PROFFESSIONAL AND
QUALIFICATION SECTORS OF THE ECONOMY
The forecast of employment structural changes is based on assumptions
about the acceleration of economic growth in the average annual terms to the
level of 5% provided that there are new economic policies, aimed at
acceleration of economic growth.
Predicted dynamics of investments, which involves their increase in
nearly 1.8 times in 2020 in comparison with 2015 year, suggests the pace of
labor productivity growth in the future, namely an increasing demand for
specialists of a specific qualification level. Thus, the national economy is to
experience a substantial need in the workforce. Yet, the demographic factors
will impose significant limitations on the employment dynamics and the
labor market.
Concurrently, an increase in the demand for labor force will strengthen
the growing need for skilled workers. The transition to new labor-saving
technologies will lead to changes in the professional and qualification
structure of labor demand. Moreover, the employment changes presuppose
restructuring and diversification of economic sectors.
Calculations on the sensitivity of changes in labor demand to changes in
the production (services) in terms of economic activity confirm a peculiar
feature of a local labor market, namely that the employment dynamics
respond rather poorly to changes in production volumes. The most sensitive
were areas such as agriculture and finance. The relatively high rate is in
construction, industry and trade as well as in hotel and restaurant business
whereas the lowest rates have public services, health care, transport and
communications.
We arrived at a conclusion that these trends demonstrate a derivative
nature of the employment demand from the demand for a finished product
(service). Consequently, the product markets of agriculture, industry,
construction, finance, trade as well as hotel and restaurant business tend to
be more competitive. Namely, they are characterized by a higher elasticity of
output (services), which, in turn, increases the elasticity of demand for
inputs, including labor.
Furthermore, a demand for goods (services) of monopolized and noncompetitive markets is less flexible since it is rather difficult to replace their
products (services) for a consumer. Therefore, the employer’s demand for
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labor at monopolized and non-competitive markets will also be less elastic
(transport and communication, health care, communal services).
For such sectors as agriculture, industry, transport and health care, there
is an inverse relationship between the volume of production and number of
employees. For industry, transport and communications as well as public
services, the fixed-capital investments have a labor-saving nature.
Provided a high level of infrastructure, the expansion of employment in
the corresponding sectors is possible. The strategy to improve the country's
defense will result in the increasing prestige of the military and,
subsequently, in the growth of the share of people, employed in public
administration and defense.
We expect the productivity growth in agriculture and industry owing to
the use of modern and advanced technology. Their introduction is provided
by an increased investment activity that will lead to a reduction of their
shares in the overall structure while a predictable investment dynamics
suggests a productivity growth in the future as well as further redistribution
of the employed population by types of activity.
The gradual recovery of internal and external demand for domestic
products of investment nature will be a major factor in the development of
processing industry of Ukraine.
The investment recovery as well as the integration into the European
economic space is likely to result in demand changes for flexible forms of
employment and prevalence of distance employment, which subsequently
will help to narrow the informal sector. The service sector, which is
characterized by a considerable complexity, is most likely to absorb an
additional labor force as well as the labor that is to appear at the expense of
productivity growth. Consequently, an increase in the employment share in
such sectors as construction, health care, education, sports, entertainment
and recreation is expected.
Thus, the analysis of the current status of the identified trends and
patterns as well as the establishment of causation in employment and the
economy enables a prospective evaluation of possible changes in the number
of employees and their professional structure.
As can be seen from the data (Table 5.5.), according to our forecast, the
number of the employed population will increase by 200 thousand of people.
In order to insure this employment growth only, it would be necessary to
invest 20 billion of US dollars in the economy. This is within our forecast
upon the condition of a 5% growth during 2016-2020 years.
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TABLE 5.5. THE EMPLOYMENT AND ITS RATE FOR UKRAINIAN POPULATION
IN 2014–2020

2014

Employed population
The employment rate of the
economically active
population aged 15–70

2015

mln people

%

mln people

% till 2014

18,1

100

18,3

1,3

–

56,6

–

59,2

The employment of the
productive population aged
15–60 for men and 15–56
for women

–

64,5

–

71,4*

Ukraine

8,3

12,2

5,0

-2,2

* for women and men in 2020 the selected periods are approximately equal

In addition, as we can see from Table 5.5., according to our forecast of
economic growth, the employment rate of economically active population is
to increase by 2.6 pp. while working-age population, taking into account the
dynamics of change in the retirement age of women, by 6.9 pp.
With growing rates of skilled manpower, the effective employment will
be ensured by the creation of jobs in new innovative projects and industries
as well as construction. This will, accordingly, lead to the development of
scientific and technological infrastructure as well as increase the need for
more qualified specialists with new knowledge and skills. Thus, the national
economy will experience a significant need in the workforce. Subsequently,
such an increase in the demand for labor force will strengthen the growing
need for skilled workers. The transition to new labor-saving technologies
will lead to changes in the professional and qualification structure of labor
demand. These employment changes presuppose restructuring and
diversification of economic sectors.
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As for the employment structure by occupation, then by the end of the
forecast period, despite a slight decline, a significant demand for unskilled
labor, which does not require a high educational level, still remains. This is
evidenced by the data presented in Table 5.6.
However, professional and qualification structure of the employed
population, despite the expected changes, still does not meet the standards of
the innovative society. Therefore, the most important task and criterion for
the efficiency of the structural employment policy has to be the creation of
workplaces with decent salaries.
By 2020, it is expected that an established trend of economic growth,
which will help to ensure the creation of more jobs and a gradual increase in
the number of employees, will be formed. By the end of 2020, the number of
employees is to reach 18.3 million of people according to the 5% scenario.
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Professionals

Legislators, senior officials,
directors, managers

TABLE 5.6. FORECAST OF THE EMPLOYMENT STRUCTURE IN
PROFESSIONAL AND QUALIFICATION SECTION BY TYPES OF
ECONOMIC ACTIVITY FOR 2020 (5%)

Agriculture, Forestry, Fishing and Hunting

1,9

3,8

Mining and Quarrying

9,5

8,9

Manufacturing

8,4

14,1

Electricity, gas, steam and air conditioning supply

8,3

23

Water supply; sewerage, waste management

12,9

16,2

Construction

3,7

6,9

Wholesale and retail trade; repair of motor vehicles

14,1

7,4

Transport, warehousing, postal and courier services

6,7

6,5

Accommodation and food services

7,7

3,6

Information and telecommunications technology

11,1

53,1
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Elementary occupations

Metal, machinery and related trade
workers

Craft and related trade workers

Skilled agricultural, forestry
workers

Market sales and service workers

Technicians

Specialists

389

2,5

0,5

3,5

6,1

2,2

10,3

69,2

100

7,9

0,8

3,2

0

47,1

17,5

5,1

100

7,5

0,7

3,9

0,3

26,8

21,7

16,6

100

11,7

2,3

3,4

0

32,2

7,2

11,9

100

10,9

1,8

3,7

0,2

22,7

15,9

15,7

100

6,3

0,6

0,9

0

57,1

4,7

19,8

100

8,7

3,3

50,3

0

5,9

4,4

5,9

100

10,5

6

7,4

0

5,9

50,5

6,5

100

7,3

7,3

60,9

0

1,1

1

11,1

100

15,9

15,2

2,6

0

1,2

0,5

0,4

100
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Financial and insurance activities

9,9

58,2

Real estate

10,3

19,1

Professional, scientific and technical activities

12,4

62,9

Administrative and support service activities

11,1

10,3

Public Administration, Defence and Compulsory Social Security

10

56,1

Education

4,7

50,6

Health care and social assistance

1,7

22

Arts, sports, entertainment and recreation

17,3

33,7

Other services

5,7

12,1

TOTAL

8,8

24,4
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Total

Elementary occupations

Metal, machinery and related
trade workers

Craft and related trade workers

Skilled agricultural, forestry
workers

Market sales and service
workers

Technicians

Specialists
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6,4

20

4,2

0

1,1

0,2

0

100

21,3

5,3

5,8

0

14,7

3,8

19,7

100

12,9

2,9

3,4

0,5

3,2

1,1

0,7

100

10

4,9

27,5

0,4

14,9

4,1

16,8

100

11,1

1,3

15,2

0,1

0,4

4,9

0,9

100

17,9

0,9

11,2

0,2

1,6

2,5

10,4

100

51,9

1,2

16,9

0,1

0,8

3,1

2,3

100

26,9

9,9

4,8

0,3

0,6

1,7

4,8

100

10,3

3,9

47,6

0,3

12,5

4,1

3,5

100

13,6

4,6

14,3

0,5

13,3

8,5

12

100
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5.3. METHODS OF MINIMIZING THE NEGATIVE EFFECTS OF
STRUCTURAL IMBALANCES

The main objective is to develop regulatory instruments for restructuring
of the labor market, which would have a market nature. The optimal are the
instruments enabling the regulation of the employment from the perspective
of demand and supply. Nowadays, the employment policy has to focus on
the transition of the economy of demand to the economy of supply, based on
increasing investment and job creation.
The main objective, aimed at job creation, provides for the achievement
of the economic policy priorities, namely:

 ensuring the successful implementation of national projects;
 realization of investment and innovative projects in the areas of
economy that presuppose employment of highly skilled workers;
 development of industrial clusters;
 formation and development of infrastructure projects;
 formation of small and medium enterprises.
Ensuring the effective employment requires introducing innovative
methods of employment state regulation. The main tools of the state
regulation include:
 improving labor law;
 providing supply and demand balance on the regional labor market;
 providing professional and territorial labor mobility;
 improving job quality;
 reforming the payment system.

Improving labor legislation must comply with the current trends in
employment due to the change in the content of work, forms of its
organization in various sectors of the economy, the implementation of
structural reforms as well as the creation of high-tech industries and
infrastructure.
Primarily, there is a need of legislative regulation of the use of
“temporary employment” and other new forms of employment that will
contribute towards an increase of labor market flexibility. These could be
considered: expanding the scope of the term of labor and civil contracts, an
increased usage of part-time modes, optimization of work by increasing the
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employment flexibility of an already employed staff (including increasing
the share of part-timers), increased employment of “remote employees” who
work by the means of information and communication technologies.
By increased flexibility, it is not meant a return to market mechanisms
but instead, it presupposes a necessity to use new forms and methods of
regulation. Otherwise, it will lead to discrimination in employment, reducing
of workplace health and safety as well as non-compliance with guarantees.
This approach is seen in the acts of the International Labor Organization.
According to the ILO experts, some work flexibility is acceptable in cases
when it does not disrupt the standard working relationship and is based on
the labor market guarantee, presupposing providing protection when
changing a workplace.
Apart from training, it would be appropriate to introduce a mechanism
for transit jobs, not necessarily in the profession (specialty), related with the
acquired education, but for youth and other categories of citizens who have
additional employment guarantees.
All measures aimed at increasing the flexibility of labor relations, has be
carried out while ensuring and monitoring the compliance with labor laws.
Improving sectoral and territorial labor mobility is important. Nowadays
the Ukrainian realities make it impossible to ensure free territorial labor
mobility. That is, it is necessary to address the issue of citizen’s accessibility
to the housing market. For this purpose, normative legal regulation over
rental facilities should be provided. Living rent should match the decent
standard of living. In addition, of primary relevance is enacting of
regulations concerning the rights and obligations of all subjects of residential
lease (tenant, landlord and intermediary firms).
Providing labor-scarce regions, where the production capacity of
strategic industries is expanded by workforce, is possible by means of
temporary social housing provision and mortgage arrangements. The
development of regional housing programs should be carried out with the
participation of employers, oriented at using the labor of migrants, and with
due regard to the interests of local communities.
It is necessary to ensure a continuous monitoring of structural
unemployment in an industrial and territorial aspect. Apart from that, under
the condition of a reasonable need in employees of a particular qualification
level, a state compensation for the relocation costs should be provided.
The improvement of jobs quality is possible only provided that there is a
contractual regulation of the labor market. This can be achieved by entering
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into general and sectoral agreements according to which the terms of
payment, organization and job safety as well as the social security of
employees are defined. In addition to monitoring compliance with labor
laws, the government should encourage conscientious employers that
improve working conditions, work towards the prevention of occupational
accidents and diseases.
The reform of the payment system at its first stage should be conducted
in at least three directions:
 reviewing and improving the methodology for minimum wage standard
as well as the methodology for determining a minimum living wage;
 state regulation of the ratio between the minimum and the average
wages;
 realization of the employer’s right to determine the payment system, yet
ensuring the differentiation of payment based on the complexity and
volume of work performed.
It is also advisable to review a significant unjustified differentiation in
payment in the public sector as well as gradually implement the sectoral
standards and the minimum wage mechanism through sectoral agreements.
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CHAPTER 6. DEVELOPMENT OF HUMAN RESOURCES AND LABOUR MARKET
6.1. QUANTITATIVE RESTRICTIONS OF LABOUR SUPPLY IN UKRAINE’S LABOUR MARKET
GENERAL DESCRIPTION OF RESTRICTIONS

The main factor in the formation of human resources is population of
20-64 years: a lower limit is determined by the modal age of completion of
primary vocational educational preparation, and the top – the real age of
retirement provided entitlement to a full pension at age 60.
As of 01.01.2015 the population of 20-64 years (excluding the Crimea)
was 27561.1 thousand people of the total amount of population of 420 759.6
thousand people, that is 64.5%. This contingent exceeds actual supply of
labor more than 1 million people at the expense of economically inactive
contingent (who due to health or other social and economic reasons, do not
enter the labor market).
An important factor in this process is the aging of motherhood, due to
the fact that women get vocational education, participate in economic
activities and "build a career" mainly for having children, a factual
(statistics, unfortunately, does not reflect it) break in careers during periods
of birth and upbringing of the minor child(ren) and subsequent return to the
labour market. If in the early 1990s an average maternal age at birth was
equal to 24.5
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years, in 2014 – 27.4; it is expected that in the coming years this figure will
increase.
Changing the situation to a large extent and increasing the scale of
labor supply is possible by reducing premature mortality, especially men. In
terms of average life expectancy at birth Ukraine lags behind EU member
countries by an average of 9.5 years, the tender difference in life expectancy
is 10 years (compared to 5-6 years in developed EU member countries); the
majority of premature deaths takes place at working age; healthy life
expectancy, or the average number of years that a person can expect to live
in full health in Ukraine in 2013 was 63 years for both sexes (to compare, in
Sweden – 72, Vietnam – 66 years), for men the figure is 8 years less than for
women (59 years versus 67 years).
The lack of attention to the potentially economically active population
as a part of the economically inactive population from science, social policy
and employment policy is a serious strategic miscalculation.
This must be corrected if the government chooses the policy of
orientation to flexibility and innovation oriented labour market.
Considering the extremely high volume of turnover in the labour
market, significant mobility of transitions from inactivity, employment and
unemployment, fairly flat distribution of qualitative characteristics of labor
among the employed and the unemployed and inactive population is beyond
doubt. This means that the Ukrainian economy is unable to effectively select
and retain top quality staff.
Demographic aging (according to the most common indicator of the
aging population – the proportion of people aged 60 and older – Ukraine is
now one of the thirty oldest countries of the world), which will increase (a
generation born in the 1990's will enter the working age, and a 65-year limit
will be crossed by numerous generations born in the 1950s, during the postwar recovery in birth rates) will cause an increase in demo-economic (and
therefore tax) burden on the working population; reducing opportunities for
financial welfare of older citizens in a general increase in demand for social
services from the elderly; the increasing role and importance of the use of
the employment potential of older people, especially in an overall reduction
in the working age population contingent and a small number of generations
entering the job market and starting working career.
Severity of accelerated aging in Ukraine is aggravated by the existence
of problems such as low level of participation of population in the labour
market and social
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insurance, massive informal employment, relatively low share of wages
in income structure, lack of private funded pension programs and others.
Considering rather rigid labor market territorial localization an
important factor in the development of human resources is a continuing
process of unbalanced urbanization that will lead to concentration in some
cities of surplus human resources and leaving rural areas by the most quality
personnel; deepening regional disproportions of temporary residence and
permanent settlement; leaching from the labour market of educated and most
skilled young contingent because of their departure abroad.
TERRITORIAL MOBILITY OF ECONOMICALLY ACTIVE POPULATION

By 2014, the predominant direction of Ukrainian labour migration
was going abroad. The scope of labour migration is more than 2 million
people, although before the events in 2014 there was decline in the
proportion of migrant workers aimed at Russia and instead there was
increase of the proportion of those working in the EU – affected with the
difference in working conditions and payment.
As a result of the annexation of the Crimea and Donbas events in
the country a fundamentally different category of migrants appeared –
internally displaced persons (IDPs), whose number exceeds 1.1 million
people. Most of these persons is located in central government-controlled
areas of the Lugansk and Donetsk regions in the Kharkiv region,
Dnipropetrovsk, Zaporizhia, Kyiv regions and the city of Kyiv. Overall, the
share of IDPs in the total population of their placement regions consistently
decreases with increasing distance from the ATO zone.
Unfortunately, Ukraine – and its economy – suffered irreversible
losses due to departure abroad of the population of the temporarily occupied
territories – according to the UNHCR nearly 400 thousand people sent a
request for recognition of refugees and another 750 thousand are in
neighboring countries on the other grounds. Most likely these people will not
return to Ukraine, and consequently, their labour is lost to the national
economy. The difficult economic situation is causing large-scale emigration
trend especially among young people.
In Ukraine the regions with consistently positive and stable
negative trade balance of registered migrants are formed.
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FORECAST OF NUMBER AND COMPOSITION OF POPULATION OF UKRAINE TO 2030

The number of people in Ukraine will decrease in 2030 and will
amount to approximately 40.4 million people. Reduction of the number will
primarily be due to low fertility. Unfavorable effect of structural factors will
be felt, as the most active reproductive age there will be relatively
innumerous generation of women born in the late XX - early XXI century.
Although in the prognosis positive balance of migration is
incorporated, it can not eliminate the effects of low fertility and the impact
of structural factors. The number and proportion of the population aged 2064 years in Ukraine in the medium term will be reduced.
The ratio of those aged 20-64 years and those aged 65 and older will
increase from about 1/2.4 in 2015 to 1/3.4 in 2030.
Thus, in the short term the economy of Ukraine will inevitably face:

reduction of the total population of economically active real age that
can offer their labour in the labour market;
• further increase of the educational level of human resources of the
economy, that under other equal conditions will open prospects for
introduction of the economy of modern technology;
• increase of the proportion of people of retirement age and increase of
the ratio of retirees and working people, which can create problems for the
entire system of state social insurance, including pensions;
• fairly rigid division of territory on labour superfluous and labour
deficient parts, which should cause regional restrictions on the placement of
new enterprises.
•
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6.2. STRATEGIC TASK FOR THE IMPROVEMENT OF THE EDUCATIONAL
CHARACTERISTICS OF HUMAN RESOURCES

In the conditions of inevitable reduction of quantitative parameters of
human resources, the need to introduce modern technologies that require
skilled creative workforce, and rapid obsolescence of knowledge and skills
there is an urgent need to develop a modern lifelong learning system,
professional qualifications system, improvement the quality of secondary,
vocational and higher education and improvement of vocational guidance.
According to all the ratings one of the basic competitive advantages of
Ukraine is the level of education of its citizens, and one can not allow the
loss of this benefit. On the other hand, education and its focus on the
formation of creativity of people have to outpace the current needs of the
economy – otherwise decline is inevitable.
ESTABLISHING MODERN LIFELONG LEARNING SYSTEM

Lifelong learning fundamentally extends the capabilities of acquisition
of new knowledge and skills and thus ensures proper competitiveness in the
labour market; creates a foundation of extremely important increase of
labour mobility.
The main goal of lifelong learning is to promote the establishment in
Ukraine the economy based on knowledge innovation, competitive, dynamic
society. It is important to use formal educational structures and mechanisms
as well as informal, which are largely determined directly by employers. In
addition, the modern system of lifelong education implies the involvement of
people with disabilities, which in accordance will increase quantitative
parameters in labour supply.
Lifelong learning is implemented through a system of institutional,
legal and social mechanisms.
To institutional mechanisms, in particular, belong:

• optimum availability of network of educational institutions of all
education levels to the population of the state;
• the balance of powers of the authorities that form and realize
educational and qualification policy in the State;
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• National Qualifications Framework that allows you to acquire,
improve and validate the necessary labour market and society development;
• independent quality assurance system covering secondary, vocational
and higher education sectors;
• the national system of vocational guidance, which should provide the
necessary amount of knowledge and skills for productive employment for all
interested people;
• structured bodies and employers' organizations, other professional
business organizations that form supply for training programs and plans,
participate in external quality assessment of knowledge and skills as well as
form supply of the necessary qualifications to relevant sectors of the
economy;
• effective system of forecasting needs in the workforce, based on
national development priorities, modern mathematical model of forecasting
development of the labour market and effective dialogue of authorized for a
state body forecast with professional organizations and bodies of the labour
market;
• network of private agencies qualification to provide quality vocational
education qualifications.
To regulatory mechanisms, in particular, belong:

• modern complex (not fragmentary) regulation of social relations
emerging in the field of education;
• regulation of the development, acquisition and confirmation of
professional qualifications;
• mechanisms to correlate knowledge and skills acquired during the
training, including informal, with the current level descriptors of the
National Qualifications Framework.
The social mechanisms, in particular, include:

recognition of the significance and importance of the working,
engineering, physical and mathematical occupations, which is supported by
state and social means;
• separate programs (special textbooks, teaching materials, teaching
staff) for training and verification of qualifications of persons with
disabilities;
•

_______________________________________________________________Federation of Employers of Ukraine

404

• implementation of business social responsibility practices related to
the training of personnel in the workplace, the formation of modern
knowledge and skills of workers and students.
FORMATION SYSTEM OF PROFESSIONAL QUALIFICATIONS

The system of professional qualifications is a component of the
National Qualifications Framework and is focused on:
• the person acquiring the knowledge and skills needed primarily for
self-realization in the labor market;
• confirmation of acquired by a person knowledge and skills regardless
of the manner and place of acquisition;
• increasing labour mobility in the labour market.
The system of professional qualifications is one of the mechanisms of
implementation and lifelong learning and aims to meet the growing needs of
individuals, employers, society and the state in the development of
professional knowledge and skills.
Structure of the system of professional qualifications should include:
• national regulator;
• sectoral council;
• centers of confirmation of qualifications (qualification centers).
System structure of professional qualifications:

• National Qualifications Framework;
• professional standards and qualification characteristics;
• state registers of professional standards and qualifications;
• professional qualifications;
• evaluation tools of professional qualifications.
The system of professional qualifications should be regulated by a
separate law and provide a separate body – the national regulator that is
responsible for its development and operation.
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MODERNIZATION OF GENERAL SECONDARY EDUCATION

According to European recommendations1, at the time of completion
of compulsory (general secondary or vocational) education young people
have to acquire the key competences at a level sufficient to adulthood, in
particular for further education and employment, to provide the necessary
adaptive capacities. Therefore, the standards of general secondary education
have to experience radical changes.
High school should be profiled. Accordingly a student’s choice of
learning profile should be motivated, based on his readiness to further
conscious determination of profiling study, obtaining of pre-professional
(with the prospect of future professional) and / or vocational training. This
includes the availability of appropriate consultations and information about
jobs.
MODERNIZATION OF VOCATIONAL EDUCATION

Initial vocational training and education should guarantee obtaining a
specialized / professional (for future profession) and key / general
competencies that will allow individuals who are trained to continue
education and training in the framework of vocational education and higher
education. Knowledge, skills and competence acquired during vocational
training should provide opportunities for professional and career
development, and play an active role in society.
Measures should be taken for subsequent profiling of vocational
education, making more emphasis on the presentation of professional
subjects. It seems expedient to provide complete secondary education only in
schools, depriving vocational education system of the right to give complete
secondary education.
Traditional initial training in vocational schools must be complemented
by flexible programs of professional education, adapted to the needs of
specific employers, especially small businesses, and different target groups,
including vulnerable groups.
Vocational education system in Ukraine should be part of lifelong
learning, provide a person with additional ways for self-realization in
professional and personal aspects, be aimed at
1

Key competences for lifelong learning, recommendation of the European Parliament and the European Council in 2006 http://eur-

lex.europa.eu/legal-content/EN/TXT/?uri=celex:32006H0962
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the direct employment of graduates in the labor market. Among the
priority tasks of development of the systems of vocational education is also
ensuring internal mobility of employees, ensuring availability of professional
education and training at all levels, high attractiveness and excellent quality,
high role in promoting equal opportunities, social integration and civic
participation, creativity support and capacity for innovation and enterprise.
The role of employers in the development and implementation of
programs of professional education has to increase significantly. Periods of
intensive practical training, introduction of new approaches to the
educational process (dual training, mentoring, etc.) should be possible for
students (pupils) of vocational schools and employees.
It is important to maintain the free of charge principle on vocational
education in state and municipal institutions, if it is acquired by citizens for
the first time. However, the procedure of competitive selection of applicants
for places provided for public order needs improvement and greater
transparency.
A joint financing of studying of a direct customer and a person who
receives vocational training seems possible; effective mechanism for the
implementation of such an individual contract may become mandatory
condition of subsequent employment of skilled workers or junior specialist
for this period.
MODERNIZATION OF HIGHER EDUCATION

One of the key aims of the modernization of higher education
systems is recognized as "improving the readiness of graduates to
employment for life."2. However, higher education quality and preparation
horizon should work to advance the current needs of the labour market, to
some extent laying the directions of its further development. In this context,
forecasting of the labour market, at least for the medium term, becomes
extremely important.
Acquisition of required competencies by graduates is a
prerequisite for their full employment, further professional and career
development.
It is necessary to ensure readiness for employment of graduates
who have received higher education at each of its stages, which is especially
important
2

Erevan communiqué, 2015 http://bologna-yerevan2015.ehea.info/files/YerevanComminiqueFinal.pdf
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for younger bachelor's degrees and bachelor's degrees. Readiness for
employment is also important for applicants of levels of so-called "third
cycle" of higher education – doctors and candidates of sciences (PhD).
To build an effective modern system of higher education it is
important to ensure the integrity of its structural elements, the relationship
between the national qualifications framework, higher education levels,
requirements for quality assurance, higher education standards,
qualifications and programs of higher education, vocational and higher
education. However, the general principles of quality assurance should be
applied.
The system of financing of higher education will also require
changes. New approaches to finance local educational institutions in addition
to funds for educational services (in the form of state order or public grants
for specialist training) should touch a wider range of issues: reasonable
volume of capital investment, ensuring rational scale and proportions of
higher education through the regulation of licensed educational places,
participation in higher education of socially vulnerable groups, funding of
research activities and projects on a competitive basis, reducing
administrative expenses of establishments, procedures to external monitoring
of the quality of higher education promoting academic mobility and
overcoming the isolation of higher education system from international
educational space3.
FORMATION OF PROFESSIONAL ORIENTATION FOR INDIVIDUALS OF ALL AGE GROUPS

Integral components of vocational orientation system is its publicprivate nature, integration with the list of areas of knowledge and specialties,
according to which candidates of higher education are trained, and the list of
professions for training qualified workers in vocational educational
institutions, focus on the different categories of the population, in particular
to:
• pupils;
• vocational educational establishments;
• students, graduates;
• demobilized;
3

In particular through the implementation of practice of obtaining fluent foreign language by teachers and university graduates.
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• unemployed;
• employees;
• persons with disabilities;
• released from punishment;
• internally displaced persons;
• young mothers and others.

PRIORITY ACTIONS FOR MODERNIZATION OF EDUCATION SYSTEM

1. Provide in project of Law of Ukraine "On Education" a section of the
"Lifelong Learning", in which to give a definition of its main components
and link all areas of education.
2. Provide in the state standard of general secondary education the
development by graduates of secondary school 8 key competences at a level
sufficient for further education and training for employment (professional)
activities as mandatory requirements for secondary education program.
3. Introduce the practice of regular review of the state standard of
general secondary education, providing a clear link between the programs of
general secondary education and requirements of training programs and
higher education.
4. Accelerate the transition to profile high school.
5. Provide modular structure of vocational education programs that will
promote its gradual gaining and full qualifications confirmation.
6. Provide in the professional education state standards a mandatory
obtaining of key (general) competences, including entrepreneurship
competence and vocational competence and the criteria for their evaluation.
7. Support the implementation of vocational education within the
framework of a dual system of vocational training, expansion of mentoring,
training at the workplace, organized in partnership with enterprises and
organizations of professional government.
8. Introduce a credit system of vocational education and training,
compatible with the European credit system of Higher and Professional
Education (ECTS and ECVET) and the credit system of higher education in
Ukraine.
9. To recommend to the Ministry of Education and Science of Ukraine
together with those concerned to develop a National plan for reforming
vocational education.
10. Determine as a general requirement for components of higher
education programs, regardless of their level and orientation, availability of
components of practical training (skills-oriented education, training, work
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placements, dual form of training, mentoring, etc.), as well as training
entrepreneurship.
11. Recommend higher education institutions to track the
trajectory of employment, career development of graduates with the release
of the structured information on their websites.
12. Recommend higher education institutions to develop a quality
assurance system in accordance with the provisions of the Standards and
Guidelines for Quality Assurance in the European Higher Education4.
13. To accelerate the launching of activity of National Agency for
Quality Assurance in Higher Education and scientific-methodical
commissions.
14. Diversify forms of budgetary financing of obtaining vocational and
higher education, including through the introduction of realization of a
voucher system.
IN ORDER TO FORM A NEW SYSTEM OF PROFESSIONAL QUALIFICATIONS

15. Develop a project of the Law of Ukraine "On the system of
professional qualifications."
16. Improve the procedure for developing, reviewing and storing
professional standards.
17. Define the term "professional qualification", establish criteria for
inclusion of qualifications into professional and academic;
18. View the National Qualifications Framework to update descriptors
and the number of levels.
19. Ensure the obligatory comparison of existing and new
qualifications with qualification levels of the National Qualifications
Framework (NQF) and take into account the requirements of professional
standards in the development of qualifications (standards) of education.
20. Ensure the matching universities curricula to developed
professional standards.
21. Encourage the establishment of sectoral councils, provide funding
for their activities on grant (tender) basis, including the state budget.
22. Define the list structure of state registers, including state registers
of professional standards and professional qualifications, appraisers of level
of
professional
skills
and
procedure
for
their
use;
StandardsandGuidelinesforQualityAssuarancefortheEuropeanHigherEducationArea,2015https://www.eqar.ua/fileadmin/documents/e4/ESG_endorsedMay201
5.pdf
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23. Establish broad opportunities for adult education on the basis
of existing general educational establishments outside the classroom
(evening courses, "Weekend courses") for the purpose of acquiring
necessary life skills (courses of electronic literacy, financial programs,
courses of professional skills, etc.).
24. Develop a program of training specialists for evaluation of
professional skills, provide them with certification and maintaining of a
relevant registry.
IN ORDER TO FORM A NEW SYSTEM OF VOCATIONAL GUIDANCE

25. Actualize the concept of vocational guidance and accompanying
glossary.
26. Create a single online system of vocational guidance of population,
filling it with professional consultation mechanisms, modern programs of
professional and intellectual testing of various population groups, with
special attention to schoolchildren, persons with disabilities, members of
other vulnerable groups.
27. View functionality and composition of the Council for professional
orientation of population in order to determine areas of vocational guidance
and coordination of involved authorities and other bodies.
IN ORDER TO ENCOURAGE EMPLOYERS TO TAKE ACTIVE PART IN
IMPLEMENTING EDUCATION POLICY

28. Modernize the national concept of business social responsibility
and submit into it provision related to practices and training of workers
involved in shaping and implementing the educational process as such
belonging to CSR practices in the Ukraine.
29. Develop a set of measures that would encourage employers to
actively participate in vocational work and the development of vocational
education.
30. Join the international initiative WorldSkills.
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6.3. MANAGEMENT OF HUMAN RESOURCES OF INNOVATIVE ECONOMY
FORECASTING OF THE DEVELOPMENT OF LABOUR MARKET

The first step in creating an integral management system of human
resource development should be forecasting the labour market. The
corresponding forecasts should be developed by the authorized state body
for the medium term with distinguishing the long term key parameters and
provide forecasts of labour supply, forecasts of demand for it (forecasts of
the number of jobs) and forecasts of self-employment and micro-enterprise
development.
Today forecasting of the labour market is based on the the Law of
Ukraine "On the formation and placement of state orders for preparation of
specialists, scientific, educational and labour force, advanced training and
retraining of personnel."
The main tool is a midterm forecast demand for specialists and
workforce in the labour market, which is created by the central executive
body providing formation and implementing state policy in the sphere of
public order, on the basis of national statistics, governmental agencies,
regional administrations, national and sectoral academies of Sciences of
Ukraine, supply of employers' associations and trade unions.
However, the formation of this forecast today is insufficient for proper
and systematic forecasting of the development of the labour market.
However, this system suffers from poor quality of information supply
of forecasting of needs of the economy in the labour force by occupation,
lack of coordination between educational levels and training areas with the
classification of types of economic activity and occupational groups – on the
one hand, and the imperfection of the institutional cooperation between
central and local executive bodies, social partners, experts on calculating the
forcasting demand for specialists and workforce in the labour market – on
the other.
Medium- and long-term forecasts of the labour market development
should form the basis of state regulation, which should first of all be focused
on preserving the balance of the labour market of the regions of Ukraine and
restrain flows of labour migration and emigration.
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In conditions of decentralization of public power, the region as a
structural unit of the state acquires specific importance in economic terms,
there will be an internal competition between regions for resources, in
particular labour. In these conditions the task of authorized state power
bodies has to be alignment of regional imbalances and prevention of
excessive concentration of resources, including labour, in some regions.
REGULATION OF EXTERNAL MIGRATION

Apparently in the near future there is no reason to expect
noticeable repatriation flows. Due to the difficult economic situation the
return of migrant workers slows down, the attractiveness of Ukraine for
foreigners, including foreign students, will reduce. Moreover, migration
flows directed to the Russian Federation, almost inevitably will be refocused
to the EU, which means the replacement of circular migration to prolonged
(for several years) migration.
Thus, external migration factors in the formation of human
resources will be unfavorable. Counting on the implementation of an
effective policy to return migrants can only be on condition of a cessation of
hostilities and improving the economic situation in Ukraine.
But by themselves these circumstances will not change migration flows
– pre-formed, embodied in legislative base public policy in this area is
required.
Its strategic objectives should be:

• increasing the level of reversibility of external labour trips, ensuring a
gradual return of migrant workers who are willing or under certain
conditions may be willing to re-emigration;
• reducing immigration sentiment and preventing mass immigration;
• effective involvement of migratory money into the economy of
Ukraine;
• returning migrant workers – citizens of Ukraine who have high
professional qualifications;
• improving information support for migration policy.
Changing the focus in external migration relations of Ukraine and the
EU to long-term circular migration will not only become an important
resistance to reduce the number of human resources of Ukrainian economy,
but also contribute to improving their quality. This includes not only direct
professional competencies, but also behavioral knowledge and skills.
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OVERCOMING EXCESSIVE LOCALIZATION OF THE LOCAL LABOUR MARKET

Tough localization of the local labour market has the effect of limited
scale movement of labour force outside the region of residence.
Accordingly, the availability of jobs in one territorial labour market is
completely not balanced with the presence of unemployed labour force in the
other labour market. Consequently, the mismatch of labor demand and its
supply according to its professional qualification characteristics is magnified
by territorial discrepancies.
The so-called surplus labour regions, which are characterized by largescale unemployment, and areas where the labour force is not enough to meet
the needs of the economy are formed in the country. With economic
recovery the indicated imbalance will inevitably increase. Thus, the first
priority of government policy is to develop preventive measures to stimulate
domestic Ukrainian and territorial mobility of human resources.
Excessive localization of local labour markets is related to state policy
of transport, information and social and logistics5 connections. Its basis is
founded by territorial and administrative links of tax administration and
social contributions, obtaining of social transfers, employment, access to
social services (education, health, etc.), as well as the development of
transport and communication links, the housing market. A person even
within a few kilometers from the so-called permanent residence serves as an
actual migrant with all relevant risks.
These barriers should be overcome by:

• creation of adequate information base – demographic, social, tax
registers, connected by canalized exchange protocol and module integration,
protected from unauthorized access;
• development of communication connections by massive
internetization (both personal and public) realized on platforms of stationary
and mobile (phone, the connection point on transport) access points;
5

Material institutional and organizational component of a modern system of social services and establishment of social duties under relatively

mandatory binding to the territorial and administrative units, social groups, businesses and others.
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• accelerated (outpacing overall economic) development of road traffic,
public transport between settlements and the settlement connections,
development of the housing market.
Implementation of the specified actions will ensure effective influence
on internal migration of human resources and, therefore, contribute to
meeting the demand of the labour supply.
REGULATION OF PROFESSIONAL AND QUALIFICATION MOBILITY

The innovative economy needs very frequent change of
profession, qualifications, employment, type of activity and so on. It does
not always mean the increase, in some cases it requires temporary agreement
for a job that needs lower skills in a new field. A prevailing direction of
change is the creation of a new quality of available jobs, new jobs and new
businesses.
A certain part of human resources search and create jobs, they are
a source of interest of employers in their workforce, thereby providing
acceleration of innovation in the economy. Unfortunately, in modern
Ukraine their number is not enough.
The second group, the majority of available human resources, is
in permanent expectation of ready jobs. They have a narrow range of
acceptable conditions and if there is discrepancy in conditions they change to
a prolonged inactivity and gradual degradation of the quality of the
workforce.
An urgent concern is to increase the proportion the first group.
This requires complex economic, social, humanitarian and cultural events.
The first step should be launching its recognition and announcing of sociocultural, emotional and forceful lagging of Ukraine's population behind
demands of innovative development that has to be overcome by:
• qualitative upgrading of the educational component at all stages
of education;
• strengthening career guidance tools, especially while a person is in
the institutions of formal education;
• the introduction of elements of entrepreneurship, even in nonbusiness activities;
• providing learning the basics of business and development of
entrepreneurship skills during formal training.
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REDUCTION IN MORTALITY, DISABILITY AND MORBIDITY OF
POPULATION OF WORKING AGE

The extent of premature mortality in Ukraine is extremely high,
according to the UN, 402 20-year-old men per thousand do not live up to 65
years old, while in Poland – 251, and in Switzerland (European leader in this
area) – 1056. The reserve of the increase of human resources in Ukraine by
reducing the mortality of men of working age is quite obvious.
level:

Urgently needed is the development and implementation of relevant policy documents at the state

• state program of healthy diet;
• state program of of healthy lifestyle;
• state program of of disease prevention, including those related to
dangerous conditions;
• state program of safety.
In the longer term the priority should be the modernization of
labour safety and working environment conditions, improvement of medical
and sanitary control, vocational rehabilitation, and prevention of
occupational diseases. The central guideline of appropriate policies should
be the creation of incentives for employers to implementing ergonomic,
technical and technological improvements of working conditions and
environment, the development of friendly outside the home environment and
jobs for people with disabilities.
APPLICATION OF INNOVATIVE FORMS OF EMPLOYMENT

Available development of new forms of non-standard employment7, as
well as modifications of standard forms of labour law implementation8 gives
grounds
6
7

http://esa.un.org/undp/wpp/DVD/

Modern working from home,tTeleworking (teleworking on-line) coworking, banks of working time, outsourcing, outstaffing, team work centers

(modern artel).
8

Different forms of part-time working hours, informal and pseudo formal employment, partly formal wage or actual alignment of "overvalued"

nominal wages due to delays in payments, unpaid leave, training and probationary periods, forced transfer of long labour relations to a series of fixed-term
contracts; abuse of labour contracts and conditions for freelance constructs in conditions of virtually perpetual employment relationship with full time mode.
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for promising expectations of their further deepening and spreading.
These processes are not only random and objective, but also offer
opportunities to support the previous steps to establish an adequate policy of
providing innovation development of economy of Ukraine with human
resources.
Proper implementation of flexible forms of employment potential
needs the development of culture of their application. General prerequisites
for the appropriate policies success should be clear specification of property
rights of all counterparties relationships of employment, forms of identifying
its components and entities with a simultaneous simplification of the
relevant legal instruments. It is important to make a transfer of emphasis
from officialization of specific forms of employment in practice to
legitimization of their recognition procedures.
The labour dimension of innovation development of economy will
manifest itself not only in a change of the structure of economic activities,
creation of new jobs and transformation of content already known and
increasing qualification requirements, but also new forms of employment.
Their emergence and development are objective. They are caused by new
technology and communications capabilities that simplify and accelerate
organizational processes of unification and separation factors of production.
On the one hand, it can increase the flexibility of personnel management in
enterprises, on the other hand it opens up new possibilities for the
organization of micro and small businesses, modern forms of labour
cooperatives, makes the employment sphere more accessible to excluded
sections of the population.
Underlying mechanisms for correct application of flexible
employment forms should be mandated by the so-called methodology
"flexicurity"9.

To do this in the next 5-7 years in Ukraine the following components
should be formed:
• simplifying the institutionalization of individual labour agreements
with simultaneous strategy of zero tolerance for fraud and manipulation of
organizational and legal forms, concealing labour and civil contractual
obligations;
• comprehensive support of lifelong learning strategies and professional
development.
9

Combination of two fundamental principles of EU social policy – flexibility and security
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STATE ORDER FOR TRAINING OF PERSONNELS

The state order for training, scientific, educational and labor force,
advanced training and retraining, which today serves as a "state regulation of
meeting the needs of the economy and society for skilled workers, increase
of educational and scientific potential of the nation, realization of the
constitutional right of citizens to education", has to become an effective
mechanism for balancing the labour market.
The main problems in this area are related to:
• lack of government priorities for economic development, making it
impossible to ensure the development of the targeted sectors by modern
qualified workforce due to instruments of state order for training of
personnel;
• outdated approaches to the formation of the state order, which is not
oriented to meet primarily state staffing needs;
• lack of different ways to finance the acquisition of professional and
higher education;
• vague determination of criteria for selecting participants (schools) for
training and retraining.
PRIORITY ACTIONS

1. Improve the methodological approaches to forecasting the economy
needs in the workforce by economic activity and occupation with the
priorities of economic development, demographic projections using
CEDEFOP methodological approaches to forecasting economy needs in the
labour force.
2. Amend the Law "On formation and placement of state orders for
training, scientific, educational and labour force, advanced training and
retraining" oriented to:
• approval of the development of state priorities, which are the basis for
state support for obtaining education by persons to meet the needs of the
state and the economy;

_______________________________________________________________Federation of Employers of Ukraine

418

• diversification of sources and funding mechanisms of obtaining
vocational and higher education (state loans, grants, direct funding, etc.);
• placement of state orders at training specialists on a competitive basis
among all institutions of higher education regardless of subordination and
forms of ownership by clear criteria for selection of competition participants.

3. Strengthen the role of the authorized state body in the forecasting of
labour market development, its balancing (including at the interregional
level), determining the quantitative and qualitative characteristics required to
meet national priorities of the development of human resources.
4. Establish institutional cooperation between social partners (central and
local authorities, employers and trade unions) in order to create the expert
community on improving methodical approaches to forecasting the
development of the labour market.
5. Improve the process of conducting a broad survey of employers
regarding future demand for educated and skilled labour force.
6. Involve representatives of interested entities – central and local
authorities, employers, trade unions, academics – to the implementation of
expert estimates of perspectives changes of labour productivity by sector,
demand for educated and highly skilled workforce in professions and
qualifications.
7. Develop and adopt the State Program to return labor migrants from
abroad, the State Program of development of internal migration.
8. Simplify procedures for recognition of certificates of education and
qualifications obtained by citizens of Ukraine abroad;
9. Strengthen awareness of the public about the conditions and risks of
employment abroad.
10. Strengthen informing people about the possibilities of voluntary
participation in the system of pension insurance.
11. Encourage the development of internal labour migration as an
alternative to external, particularly to develop the road transport
infrastructure (improve roads quality, expand the route network of suburban
transport) in urban areas, which will allow residents of suburban areas to
work outside their own locality without changing residence.
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12. Apply marketing techniques in implementing remedial effects on the
situation in the education market, including the conduct in education of
sociological surveys, monitoring the dynamics of educational processes
through marketing techniques and technologies; raise awareness of
applicants due to career-oriented activities of higher and professional
educational establishments, aimed at the development and application of
modern diagnosis of knowledge and skills of young people.
13. Establish monitoring of employment and workplace durability of
graduates that provide feedback between education and the labour market.
Implementation of defined areas of improvement should take place at
both national and regional levels. This will promote the balanced
development of the education market and the labour market, solving a
number of social and economic problems, the most important of which is the
ensuring of raising the educational level of the population in order to realize
the interests of both the individual and society, creating conditions for
sustainable economic development and raising living standards.
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Appendix 1

TOTAL POPULATION NUMBER FOR 1 JANUARY 2016, THOUSAND PEOPLE

Men
total

Women
AT AGE

%

total

13 186,2

66,6

22 971,8

20-64

AT AGE
20-64

%

Ukraine

19 787,8

Vinnytsia

739,6

480,7

65,0

863,9

520,5

60,3

Volyn

490,3

312,6

63,7

549,9

333,1

60,6

Dnipropetrovsk 1 496,2

1 001,9

67,0

1 777,1

1 118,2

62,9

Donetsk

1 943,7

1 320,2

67,9

2 340,7

1 485,1

63,4

Zhytomyr

583,3

379,7

65,1

673,4

405,0

60,1

Zakarpattia

603,2

387,7

64,3

653,6

405,1

62,0

Zaporizhzhia

805,9

545,5

67,7

959,3

606,8

63,3

Ivano-Frankivsk 652,0

426,7

65,5

727,8

447,9

61,5

Kiev

531,3

66,7

926,4

579,9

62,6

797,0

14 374,9 62,6
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Kirovohrad

447,6

293,3

65,5

526,6

322,4

61,2

Luhansk

1 013,6

702,5

69,3

1 201,9

768,7

64,0

Lviv

1 193,3

789,3

66,1

1 326,1

821,4

61,9

Mykolaiv

538,2

359,7

66,8

625,5

395,2

63,2

Odessa

1 120,6

740,1

66,0

1 264,8

792,8

62,7

Poltava

662,8

445,2

67,2

778,4

485,3

62,3

Rivne

550,4

347,0

63,0

609,7

364,9

59,8

Sumy

512,9

349,6

68,2

608,4

384,8

63,2

Ternopil

497,7

326,5

65,6

569,0

347,2

61,0

Kharkiv

1 256,4

864,1

68,8

1 459,3

936,7

64,2

Kherson

494,1

329,4

66,7

572,3

359,0

62,7

Khmelnytskyi

601,7

394,8

65,6

696,4

422,2

60,6

Cherkasy

571,2

378,5

66,3

677,0

417,1

61,6

Chernivtsi

426,2

275,8

64,7

480,7

296,4

61,7

Chernihiv

475,1

319,7

67,3

572,0

346,1

60,5

town Kiev

1 315,0

884,4

67,3

1 531,7

1 013,4

66,2
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Appendix 2
THE RELATIVE LEVEL OF ECONOMY’S HUMAN RESOURCES ON
THE RELEVENT SOCIO-DEMOGRAPHIC GROUPS, AGED 20-64 YEARS
The
Average
change in
for the
2009 2010 2011 2012 2013 2014
2014.
2009relative to
2013
2013
Economy's
human
resources

76,3

75,8

75,6

75,8

75,6

75,0

75,8

-0,9

Employed
people

66,0

66,3

66,4

66,9

67,3

63,9

66,6

-2,7

Unemployed
people

6,4

5,9

5,6

5,5

5,2

6,4

5,7

0,7

Passive
3,9
unemployment

3,7

3,6

3,5

3,2

4,7

3,6

1,1
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Appendix 3
LEVEL OF ECONOMIC ACTIVITY OF THE POPULATION AGED 20-64
YEARS (%)

Both sexes

Woman

man

2012

72,3

66,0

79,3

2013

72,5

66,1

79,4

2014

70,3

63,6

77,5
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Appendix 4

FORECAST OF UKRAINE’S POPULATION BY 2030 *, THOUSAND
PEOPLE.
Urban

Countryside

total

MEN

1

2

3

2016

WOME

5

6

WOME

MEN

7

8

9

29339 13463 15876 13243 6254

6989

42582 19717 22865

2017

29268 13437 15832 13168 6228

6940

42437 19665 22772

2018

29218 13421 15797 13086 6201

6885

42304 19622 22683

2019

29161 13403 15758 13015 6179

6836

42176 19582 22593

2020

29100 13385 15715 12944 6158

6786

42043 19543 22501

2021

29028 13363 15666 12877 6139

6738

41905 19502 22403

2022

28954 13340 15614 12804 6118

6687

41759 19458 22301

2023

28879 13320 15559 12733 6096

6636

41611 19416 22195

2024

28798 13298 15499 12662 6075

6587

41460 19374 22086

4

MEN

WOME

total

N

Total

All the population

N

N

10
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2025

28716 13278 15438 12587 6052

6536

41303 19329 21973

2026

28629 13256 15373 12510 6026

6484

41139 19283 21857

2027

28540 13235 15305 12429 5999

6430

40969 19233 21736

2028

28445 13210 15235 12345 5969

6376

40791 19179 21611

2029

28349 13186 15164 12258 5937

6321

40607 19123 21485

2030

28252 13161 15091 12167 5903

6264

40419 19064 21355

* Forecast scenario, one variant, medium-term for urban and rural population in Ukraine without the Crimea and
Sevastopol; The method of forecasting - cohort-component. 01/01/2015 threshold of prediction, the forecast's
horizon - 01/01/2031
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Appendix 5
DYNAMICS OF POPULATION DISTRIBUTION AGED 20-64 YEARS
INTO AGE GROUP CATEGORIES OF HUMAN RESOURCE OF
ECONOMICS

2009
Total

population,

2010

2011

2012

2013

2014

27623,7 27748,4 27908,5 27914,5 27903,5 27781,9

aged 20-64
years,

thousand
including,%

76,3

75,8

75,6

75,8

75,6

75,0

20-34

24,5

24,4

24,3

24,5

24,5

23,4

20-64 years.,% 50-64

15,1

15,6

16,1

16,4

16,8

15,3

The share of
employed

people aged

35-49

The proportion 20-34
of the
35-49
unemployed
aged 20-64
years.,%
Share of
passive

unemployed
aged 20-64
years.,%

50-64
20-34
35-49
50-64

26,3
3,3
2,3

26,3
3,0
2,0

26,0
3,0
1,9

26,0
2,9
1,8

26,0
2,7
1,7

25,2
3,4
2,1

0,8

0,8

0,8

0,8

0,8

0,9

1,9

1,7

1,7

1,7

1,5

1,8

0,9

1,1

0,8

1,1

0,7

1,1

0,6

1,2

0,5

1,1

1,6

1,3
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THE EIGHT KEY COMPETENCIES FOR LIFE-LONG LEARNING
(The eight key competencies for life-long learning):
1. Competence of communication in the mother tongue (Communication in
the mother tongue);
2. Competence on communication in foreign languages (Communication in
foreign languages);
3. Mathematical competence and basic competences in science and
technology (Mathematical competence and basic competences in science
and technology);
4. Competence in digital technologies (Digital competence);
5. Competence in learning to learn (Learning to learn);
6. Social and civic competence (Social and civic competence);
7. The capacity for initiative and entrepreneurship (Sense of initiative and
entrepreneurship);
8. Cultural awareness and ways of expression (Cultural awareness and
expression
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Appendix 7
NATIONAL QUALIFICATION FRAME OF UKRAINE

Level

Knowledge

Skills

Communicatio Autonomy and
n

responsibility

The ability to adequately act in certain simple situations under
direct control. Ready for systematic training

Total

population

aged 20-64
years,

thousand
people,

including,%

The

elementary
general

Performance of

about

certain similar

knowledge
themselves
and the

environment
Understanding

basic tasks in
situations

situational

interaction in a execution of

limited circle of tasks under the
persons with
other

of simplest

respond to

spatio-temporal

message

causal and
relations

direct control

simple verbal
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The ability to perform simple tasks in typical situations in clearly defined structured
field of work or study. Execution of tasks under direct supervision. Willingness to
learn on the next level

Elementary
factual

knowledge

Understanding of
the simplest

concepts of self and
the environment,
fundamentals of
safe behavior

execution of simple
tasks under certain
rules and

regulations in typical
situations using
simple tools

integration into

Execution of tasks

groups

supervision

social

under direct

responding to

limited

oral messages

responsibility

simple written and

individual

Formation of
elementary
judgments
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The ability to perform simple tasks in typical situations in clearly defined
structured field of work or study. Execution of tasks under direct
supervision with the elements of independence

2

performance of
common simple
Basic factual
tasks under
knowledge
certain rules and
acquired during
regulations in
the training and /
various typical
or employment
situations using
tools
Understanding
the basic
(general)
processes in
education and /
or employment
activities

interaction in the
team for the
performance of
tasks

performance of
tasks under the
supervision with
the elements of
independence

Evaluation of the
results of the task
production of
performance
detailed oral and
according to
written
established
communications
criteria, use of
the arguments

Individual
responsibility for
the results of the
tasks of training
and / or
employment
activities

The ability to perform industrial or educational tasks of average
complexity with algorithms defined by the established rules of time and
quality

3

General
systematized
knowledge in
education and /
or professional
activities
Understanding
the basic
(common)
principles,
processes and
concepts in
education and /
or professional

Performance of
common tasks in
ability to work
different
effectively as a
situations by
team. Perception
selecting and
of criticism, advice
applying basic
methods, tools, and guidance
materials and
information
Evaluation of the production of
results of the
detailed oral and
performance of written
tasks according to communications,
criteria that are including
mostly
professional
predetermined activities

independent
performance of
tasks under
minimal
guidance
responsibility for
the results of the
tasks of training
and / or
professional
activities
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The ability to independently carry out complex or specialized industrial training tasks

in a particular industry or professional activities in the learning process, particularly in
unusual situations

Specialized factual
and theoretical

виконання

складних спеціалізованих

knowledge acquired завдань, що
during the training передбачає

здійснення

самостійність у

передавання

професійній

наставництва,

and / or professional прийняття рішень, досвіду
activities
у ситуаціях, що
змінюються,

Understanding of

planning own work
and in the limited

principles, methods, context the

processes, training organization,
and / or professional monitoring,
activities

evaluation and

production of

complex detailed
oral and written

communications,
including

professional

adjustment of other activities

навчанні та/ або
діяльності

responsibility for the
results of training

and / or professional
activities

limited responsibility
for training and the
work of other
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Ability to solve typical tasks specialized in a particular industry of professional

activities or in the learning process that involves the application of techniques of
an appropriate science and is characterized by some uncertainty conditions

Highly specialized
factual and
theoretical

interaction,

solving typical wide collaboration with a
range of specialized wide range of

knowledge acquired tasks, involving the people (colleagues,
during the training identification and
and / or

professional
activities,

use of information

managers,

customers) to carry

for decision making out professional or
educational

limited exercise
administrative
functions and

decision-making in a
familiar environment
with elements of
unpredictability

planning, including

refine their own

analysis, monitoring

professional

resource allocation,
and evaluation of

classroom work and
work of others

academic and / or
activities and

performance of
others

the ability to further
studies with some
level of autonomy
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The ability to solve complex specialized tasks and practical problems in a particular
industry or professional activities in the learning process, which involves the use of
certain theories and methods of the relevant science and is characterized by
complexity and uncertainty conditions
solving complex
problems and
Conceptual

knowledge acquired
during the training
and professional

activities, including

some knowledge of
modern

achievements

unforeseen

problems in

specialized areas of
professional activity
and / or training,

which involves the
collection and

interpretation of

information (data),

choice of methods

and tools, the use of

reports to specialists
and non-specialists
of information,

ideas, problems,

solutions and their
experience in the

field of professional
activity

management of

complex actions or
complex projects,

the responsibility for
decision-making in
unpredictable
conditions

innovative

approaches
Critical

understanding of
basic theories,

principles, methods
and concepts in
education and

professional activity

the ability to form
effective

communication
strategy

responsible for the
professional

development of

individuals and / or
groups

the ability to further
study with a high

degree of autonomy
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The ability to solve complex problems and issues in a particular industry or professional activities
in the learning process, which involves research and / or implementation of innovation and is
characterized by uncertainty and requirements

Specialized conceptual
knowledge acquired
during the training and
/ or professional
activities at the latest
advances that are the
basis for original
thinking and
innovation, particularly
in the context of
research

solving complex
problems and issues in clear and unambiguous
need of renovation and report of their findings decision-making in
integration of
and knowledge and
complex and
knowledge, often
explanations that
unpredictable
under conditions of
justify them, to
conditions that require
incomplete /
specialists and nonnew approaches and
insufficient information specialists, particularly forecasting
and conflicting
to those who study
demands

Critical problem
thinking in education Proceedings of the
and / or professional research and / or
activities and on the
innovation activity
verge of subject areas

responsible for the
development of
use of foreign
professional knowledge
languages in
and practices,
professional activities
assessment of strategic
development team

the ability to further
education, which is
largely autonomous and
independent
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The ability to solve complex problems in professional and / or research and innovation,
providing deep rethinking of existing and new integrated knowledge and / or
professional practice

The most advanced
conceptual and
methodological
knowledge in the
field of research and
/ or professional
activities, on the
verge of subject
areas

communication oninitiating innovative
line with broad
critical analysis,
integrated projects,
scientific community
evaluation and
leadership and
and the public in a
synthesis of new and
complete autonomy
certain area of
complex ideas
during their
academic and / or
implementation
professional activities
development and
implementation of
projects, including
their own research,
which provide an
opportunity to
rethink existing and
create new
integrated
knowledge and / or
professional practice
and solving
important social,
scientific, cultural,
ethical and other
problems

social responsibility
for the results of
strategic decisions

the ability of selfdevelopment and
self-improvement for
life, responsible for
training others
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The ability to identify and solve socially significant systemic problems in specific areas of activity that are
crucial for sustainable development and require a new system-knowledge and advanced technologies
New conceptual and
methodological
knowledge in certain
areas and related
research and / or
professional activities
that are acquired
through personal
comprehensive study
and is the basis for
opening new areas and
to further re search,

Critical analysis of
complex problems, the
synthesis of new and
complex ideas, especially
in interdisciplinary fields
of development and
implementation of
complex projects,
usually within their own
research schools that
allow you to deeply
rethink available and
provide a significant
increase in the new
system of knowledge
and / or upgrading of
professional practice
and solving complex
social problems using
innovative research and
development methods.

Leadership free

initiation of original

communication in

innovative integrated

competent

dialog mode with a

range of professionals
including highly
qualified and

community in a
particular area

scientific and / or

professional activities

research and

projects aimed at

solving complex social
problems, leadership

and autonomy during
their implementation,
awareness and

responsibility for the
scientific

substantiation of

strategic decisions,
forecasting

authenticity of society,
continuous self-

development and selfresponsibility for the

development of others,
including within their

own research schools
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APPENDIX
SYSTEM OF PROFESSIONAL QUALIFICATIONS
NATIONAL FRAME OF QUALIFICATIONS
Nowadays the systems of professional qualifications in various
configurations exist in more than 170 countries. The main feature of their
existence is approved by the National Qualifications Framework - a tool that
provides a systematic description of the qualifications, using descriptors that
describe the knowledge, skills, establish a level of autonomy and responsibility
of the person who has the appropriate level of qualification.
В In Ukraine, the National Qualifications Framework is approved by the
Cabinet of Ministers of Ukraine from 23.11.11 #1341. It consists of 10
qualifications arranged in a hierarchical order, depending on the complexity of
the work, content knowledge and level of autonomy and responsibility of the
individual. в
One of the most important tasks of National Qualifications Frameworks is
to provide a comparison with foreign national qualifications systems..
Domestically, the NQF has to be used mostly as a mechanism to correlate
existing and new qualifications with corresponding levels of the NQF to ensure
the compliance of knowledge and skills that a person acquires within the
educational process.
PROFESSIONAL STANDARTS
The basis of the system of professional qualifications is developed enough
in accordance with the established procedure professional standards documents in which employers systematically set out the requirements for
knowledge and skills in relation to the employee's workplace.
Professional standards as a basis for qualifying components of educational
standards and programs as well as a basic document for confirmation of
system's implementation of proof of professional qualifications acquired,
including in an informal way.
Formed on the basis of professional standards of professional
qualifications is level of professional skill, confirmed by independent centers
of qualification, which aims to increase the competitiveness of persons on the
labor market.
After an appropriate transitional period reference of existing specifications
must be cancelled, replacing them with professional standards. Bit of
qualifications, which is now based on increasing of complexity of work the
employee performs and is now the basis for the increase or payroll, should be
abolished. Instead, payroll and its change must be correlated with confirmed
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employee qualifications and meet the qualification levels of the National
Qualifications Framework.
SECTOR COUNCIL
Sector Council is one of the most effective mechanisms for the
development of professional standards and qualifications. The practice of
organization and activity shows that they act as examples of public-private
partnerships in terms of the functions and tasks, as well as funding.The
functions of the sectoral councils, in particular, include:
• analysis of labor market of relevant industry, sectors in terms of human
resources with appropriate qualifications;
• development, approval and updating of professional standards,
professional qualifications;
• approval of the assignment and confirmation of professional
qualifications in the relevant areas of professional activity;
• participation in the development of training programs at all the
qualification levels;
• participation in the creation of tools performance of evaluation training.
STATE REGISTERS OF PROFESSIONAL STANDARTS
Developed and approved by the appropriate professional standards and
professional qualifications should be stored in a public register (registration),
which aims to:
systematization of developed professional standards and professional
qualifications;
• systematization of meaningful professional standards units for the
purpose of unification and use;
• upgrade of professional standards.
CERTIFICATION CENTER OF PROFESSIONAL QUALIFICATIONS
For impartial and independent determination of the actual level of
professional skill of individual, centers of proof of professional qualifications
are created .
The main terms of the creation of such centers are:
• availability of appropriate financial framework for evaluation of
professional skills;
• availability of certified specialists in evaluation of professional skills;
• Availability of developed and approved documentation for the evaluation
of professional skills;
• accreditation of the competent authority.
The main functions of the center of proof of professional qualifications
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are:

• evaluation of professional skills of people applying for awarding
professional qualifications in accordance with existing professional standards;
• assignment (confirmation) of professionally qualified to a person for the
evaluation of the delivery of the document (certificate, diploma, certificate,
etc.) form;
• Informing the public about the activities in the awarding of professional
qualifications.
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NATIONAL REGULATORS DEVELOPMENT OF PROFESSIONAL
QUALIFICATIONS

The development and effectiveness of the system of professional
qualifications should be provided appropriate national regulator, which in most
countries is a public authority.
The main functions of the regulator, in particular, should belong:

 keeping the register of professional standards and professional
qualifications;
 the development and approval of a typical order confirmation and
assignment of professional qualifications;
 validation of professional standards and professional qualifications;

 coordination of sectoral councils professional standards development
and maintenance of the register;

 participate in the compilation of indicators needs training and
workforce, training and retraining (postgraduate education) for
public order;
 approval of the qualification accreditation centers sectoral councils
on development of professional standards and policies for
professional qualifications, the supervision of their activities;

 coordination of projects of educational programs and standards for
compliance with the requirements of professional standards;

 certification specialists in evaluation of professional skills, keeping
them register;
 the development and adoption of the complaints on the activities of
components of professional qualifications.
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FORMATION OF SOCIAL CONSENSUS AROUND OBJECTIVES OF
STRUCTURAL MODERNIZATION

Implementation of the Plan of modernization of Ukraine is possible
only under conditions of reduction of political tensions and achieving
internal political harmony as one of the basic prerequisites for certain
scenarios. The implementation will be achieved by making the initiation by
all (including the opposition) leading political forces "Anti-crisis pact" – as
an agreement that reflects the consolidated vision of overcoming the major
risks facing the country and agreed areas of economic and social policies in
the medium and long term.
"Anti-crisis pact" should be concise and, in particular, should include:
• a statement of key social and economic problems of a current
situation and the adoption of joint responsibility for the failures of social and
economic policy;
• taking responsibility for the validity of economic programs and
rejection of unjustified populist promises;
• determination of basic social standards and principles of social policy,
which should be guaranteed provided for the citizens of Ukraine, as well as
strategies to reformat the labour market;
• determining the basic guidelines of business environment, compliance
with which should be guaranteed in Ukraine and others.
Identifying the ways of the development of the country should take
place on the basis of the consolidation of civil society. The basis of a broad
social dialogue should be mandated with a definition of basic principles of
new models of social, humanitarian and economic development, the
principles of territorial decentralization, openness components of the
national economy and more.
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Achieving public agreement regarding the inviolability of the principles and
defining appropriate safeguards should open the way for Ukraine out of a
deep political crisis.
Implementation of these components of the economic growth is able,
according to our calculations, ensure the implementation of targeted
macroeconomic development scenario, which envisages achieving in the
period to 2020 the key indicators identified in the target forecast.
To constituents on social consensus around achievement of the
objectives of structural modernization of Ukraine's economy it is also
important to achieve consensus of the National Bank of Ukraine and the
Government to provide changes in the current monetary policy, taking in
consideration that Ukraine is carrying out the macroeconomic stabilization
program with the support of the IMF. Therefore, in process of release,
following the results 2015-2016 years, of Ukraine's economy out of crisis the
negotiations with the IMF should be conducted on the basis of necessary
implementation of the policy of economic accelerated growth.
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