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AHOTALIA. Y cmammi po3ensitHymo numaHHs 3anexHocmi memrig i nporop-
Uil eKOHOMIYHO20 PO38UMKY YKpaiHu 8i0 sikocmi cycrinbHUX ma 0ep)xasHux iH-
cmumymis. [JosedeHo, W0 cymmeese 3HUXeHHs1 obcsizie supobHUymea rnpomsi-
2om 1990-2013 pokie euknukaHoO HeOOCKOHanol Mooesnsno nepexody 8id
aoMiHicmpamueHo-KoMaHOHOI 00 PUHKOBOI €KOHOMIKU. P03pobrieHO peKoMeH-
Oauji, 3acmocyeaHHs1 siKux, Ha OyYMKy aemopise, cripusmume yCriluHoMy ricrisi-
B0EHHOMY 8IOHOBIEHHIO KpaiHU.

AHHOTALUA. B cmambe paccmMompeHb! 80MpoChbl 3a8ucuMocmu memros u
nporopyuli 3KOHOMUYECK020 pa3gumusi YkpauHbl om kadecmea obujecmeeH-
HbIX U 20CydapCcmeeHHbIX UHcmumymos. [oka3aHo, 4mo Cyu,eCmeeHHoe CHuU-
JKeHue obbemos rpouszsodcmea 8 medeHue 1990-2013 20008 8bI38aHO HECO-
sepwieHHol Mmoldenbio rnepexoda om adMuHUCMPamMuUeHO — KOMaHOHOU K
PbIHOYHOU 3KOHOMUKe. Pa3pabomaHbi pekomeHAauuu, NpUMEeHeHUe KOmophbix,
o MHeHuto asmopos, 6ydem criocobcmeosame ycriewHOMY M0OCIIEE80EHHOMY
80CCMAaHOB/IEHUK CMPaHsbI.

ABSTRACT. The article is devoted to analysis of dependency between economic
development growth and proportions and quality of public and state institutions. It is
proved that a significant decline of GDP volume during the years 1990-2013 was
happened due to imperfect model of transition from a command to a market economy.
The substantial recommendations oriented fto public and state institutions
improvement are formulated. According to the authors, its implementation would
contribute significantly to successful post-war reconstruction of the country.

INTRODUCTION

In August 2014 Ukraine has celebrated the 23nd anniversary of its
independence. Unfortunately, this time could be considered as successfil,
at least from the economic as well as social points of view. Since 1991,
Ukraine experienced the longest and one of the deepest declines of GDP
among all the transition economies. In particular, the first half of the
decade 1991-2000 was marked by the extreme macroeconomic
instability and hyperinflation, in the second half of the same decade
progress in disinflation and currency stabilization was seriously damaged
by the 1998 financial crisis caused by the unsustainable fiscal policy.

Since 2000 the Ukrainian economy entered into a period of growth
and relative macroeconomic stability. As a result, in the early 2000s,
Ukraine experienced an economic boom with average growth rates of up
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to 7 %."! However, even this quite rapid and intensive economic growth
could not compensate serious degrease of the national economy
aggregate indicators during the first decade and, as result, Ukraine
experiences the longest and one of the deepest declines of GDP among
all the transition economies of the ex-Soviet Union countries except
Armenia (- 35 per cent in 2009 in comparison with 2000, see Table 1).

Table 1
SOME INDICATORS OF THE EX-SOVIET COUNTRIES
DEVELOPMENT IN 1990-2012
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Azerbaijan | 1992 79,1 (-21,9) 89,8 0,29 0,9 310,3
Armenia 1992 60,0 (—40,0) 71,7 0,1 0,14 140,0
Byelorussia | 1999 80,0 (-20,0) 80,3 0,85 0,78 91,8 (-8.2)
Kazakhstan| 1999 77,3 (-22,7) 86,5 1,35 2,65 196,3
Kyrgyzstan| 1999 75,0 (-25,0) 92,2 0,12 0,08 66,7 (-33.3)
Moldova 1999 70,6 (-29,4) 88,5 0,18 0,1 55,6 (44, 4)
Russia 1998 66,9 (-33,1) 73,6 2,55 2,65 103,9 (-21,4)
Tajikistan 1992 74,1 (-25,9) 96,2 0,13 0,09 69,2 (-30,8)
Ukraine 1999 76,2 (-24,8) 65,0 4,04 2,35 58,2 (-41,8)

Source: developed by authors

In addition it is necessary to add that the significant economic growth
during the years 20002008 was largely driven by particularly favorable
external conditions that allowed the country to reap quick wins in the
metals and chemicals sectors on the back of the global commodities boom.
Soaring steel prices and, for much of the period, cheap natural gas imports
from Russia supported significant improvements in the country’s terms of
trade, while highly liquid international capital markets simultaneously
fuelled foreign direct investment (FDI) infows into the country.

Notwithstanding this period of strong growth, the country’s weaknesses
in terms of institutions’ development, governance and business climate
remained unaddressed. The absence of major structural reforms,
deteriorating investment conditions, and low competitive pressures in the
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market created an extremely fragile economy which became heavily
dependent on a few commodity-based exports for growth. Not only did
this model limit the tremendous entrepreneurial potential of the country’s
educated workforce, but it also constrained the country’s ability to adjust to
and benefit from shifting dynamics in the world economy.

The impact of the 2008 global economic crisis illustrated the
vulnerability of this model: Ukraine’s GDP contracted by almost 15 % in
2009 (versus a 3.7 % average in OECD countries), and was followed by a
slow recovery in the ensuing years. The drying up of cross-border capital
flows as capital markets became more risk averse, persistently high
corruption and poor public management further weakened the country’s
unsustainable fiscal situation. Amid the current geopolitical crisis, Ukraine’s
economy is extremely fragile and dependent on significant external support.

The reforms that the former Ukrainian President Yanukovich started
introducing immediately after the world economic and finance crisis in
2010 were clearly intended to strengthen what has been known from
Russia as ‘the vertical of power’ and to weaken the key non-presidential
institutions of the Ukrainian Parliament and the judiciary. All mentioned
above provoked so-called fiasco in Vilnius with following massive protests
of the Ukrainian people, President Yanukovich regime collapse, Crimea
annexation and Russian invasion into two Eastern provinces of Ukraine.

As a result, top concerns for Ukraine now are the developments in
peacekeeping efforts and the state of the global economy together
with resolution of the political crisis in the country and problems
related to the post-war rehabilitation.

On external side, beyond the Russian aggression, the main risk is a
protracted crisis in Europe, leading to lower demand for exports and
more difficult access to global capital markets. Domestically, the main
risk is a failure to implement macroeconomic rebalancing (preferably
anchored in a program with the IMF). Delays in macroeconomic
adjustment could mean that the forced adjustment will be much
sharper. Ukraine’s access to financing is already limited by investor
concerns over the sustainability of its macro framework, political and
military situation and the poor investment climate.

All mentioned above gives a reason to affirm that Ukraine is facing
an economic and finance crisis, and the country needs first of all to
make urgent and extensive measures to its institutional system to
reverse the progressive crisis of the national economy. The global
economic crisis hit Ukraine very seriously with severe increase of
unemployment and decline of the living standard.
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MAIN PART

Central to all these challenges is the imperative to build the more
supportive institutional environment based on effective cooperation
among all stakeholders. The matrix of improving national institutions,
combined with external economic forces, sketch out the framework
for the most optimistic scenario of the country’s further development.

In its latest outlook on the region, the European Bank for Reconstruction
and Development notes: “Economic and political institutions play a key role
in defining a country’s long-term growth potential. Countries with a
stronger institutional environment — effective rule of law, a good business
climate, more secure property rights and market-friendly social norms —
are better positioned to attract investment, to participate in trade and to
utilize physical and human capital more effciently.”®

Nonetheless, Ukraine, as well as other post-Soviet countries in
Eastern Europe and Eurasia, has weaker institutions than countries
with similar levels of economic development. The difference is
particularly stark when comparing Ukraine with its neighbors that
joined the European Union or even with those that are so far from this
process. for instance, Russia and Belarus (see Graph 1).
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Graph 1. Correlation between institutional quality and income per capita

Source: EBRD Transition Report 2013: Stuck in Transition? http://wiiw.ac.at/ebrd-
transition-report-2013

More deep analysis of the institutional systems’ main components
in different countries (e.g. rule of law, transition indicator, regulatory
quality, government effectiveness, control of corruption, distance to
the frontier) indicates that quality level of all these components in
Ukraine is much more lower that in great majority of European
countries (see Graph 2).
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Graph 2. Main components of the national institutional systems

Source: EBRD Transition Report 2013: Stuck in Transition? http://wiiw.ac.at/ebrd-
transition-report-2013

Numerous studies on the links between institutions’ quality level
and economic growth indicate that there is a high level of correlation
between these phenomena. For instance, Acemoglu and Robinson
(2012) argue that “the inability of societies to develop effective, low-
cost enforcement of contracts is the most important source of both
historical stagnation and contemporary underdevelopment.”” As a
result, “a cluster of institutions ensuring secure property rights for a
broad cross section of society, which we refer to as institutions of
private property, are essential for investment incentives and
successful economic performance”

Data of Graph 3 indicate very clearly that the correlation between
state institutions’ quality level on one hand and economic growth on
the other hand is quite high. On the other worlds, institutions’ quality
level is a crucial factor that determinate economic growth rates and

proportions.
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Source: EBRD Transition Report 2013: Stuck in Transition? http://wiiw.ac.at/ebrd-
transition-report-2013

Taking this into account, authors reached the conclusion that
actually the most important priority for post-war reforms would be
serious constitutional and institutional changes. Separately it is
important to note that after the recent Parliament elections in Ukraine
the constitutional majority of democratic forces in the Verkhovna
Rada has been created and, as a result, favorable conditions for these
constitutional and institutional changes exist.

In order to perform these constitutional and institutional changes,
the following extraordinary and immediate measures should be
undertaken as soon as possible.

1. Undoubtedly, decisions on those important questions need to be
grounded in a broader long-term vision for the country. First of all,
following the parliament elections, Ukraine needs to build a broad
societal consensus on a compelling modernization strategy (that never
has been developed in Ukraine since the country had obtained the
independency 23 years ago), fostering its long-term economic and
social development. Implementing such a strategy is an extremely
important task that will take time and can only be carried forward with
visionary leadership, wide public support and benefits distributed
equally across society.
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2. Taking into account that Ukraine has tremendous agricultural
potential and could play a critical role in contributing to global food
security, it necessary to create conditions that will help to use this
potential effectively. Obviously that till now it has not been fully
exploited due to depressed farm incomes and a lack of modernization
within the sector. The establishment of a legal framework for secure land
ownership (which requires corresponding constitutional changes),
development of an efficient registration system, and ensuring free and
transparent land markets are important elements of a policy framework
that could facilitate agricultural development in Ukraine.

3. Ukraine’s road safety record remains one of the worst in Europe
in terms of road accidents and fatalities. Substantial portions of the
network need upgrading to European technical and safety standards
(that also require the establishment of a legal framework for secure
land and road infrastructure ownership) Improvrng the efficiency of
the transport sector could play a role in raising economic
competitiveness.

4. Ukraine is one of the most energy inefficient countries in the
region and restructuring and upgrading its energy sector continues to
be one of the key development challenges for the newly adopted by
the Parliament Government. The sector faces problems marntarmng
security, reliability and quality of supply due to delays in energy
sector reform, poor financial condition of energy sector enterprises,
lack of investments, and deferred maintenance in aging infrastructure.
These factors threaten the sustainability of economic growth, degrade
the environment and increase the cost of social services. Improving
them is among Ukraine’s top strategic priorities.

5. To support extremely ineffective and corrupt banking industry,
the Government and the National Bank of Ukraine as well other
financial regulators should pay attention to strengthening the policy
and regulatory role of the state in the financial sector, while
consolidating state ownership of financial institutions.

6. Beyond formal public service institutions, what is currently
lacking is a systemic approach to economic modernization and
market-based incentives for innovation. Small and medium-sized frms
(SMEs) are playing an important role not only in generating
employment, but also in innovation and technology adoptlon

Conditions for SMEs are particularly difficult in Ukraine. On
indicators that pose important barriers for small enterprises, such as
obtaining electricity or paying taxes, Ukraine remains among the
worst performers worldwide in the World Bank’s Ease of Doing
Business Index."
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7. Special and immediate attention should be paid by the
Government to the IT sector, which according to many stakeholders
could become a real backbone of the future Ukrainian economy.
While Ukraine has a large pool of highly qualified programmers,
many of them have been operating in the shadow economy, providing
services for companies elsewhere in the world.

8. The municipal and services sector in Ukraine suffers from
decades of underinvestment and poor maintenance. The need to invest
in water and wastewater utilities is growing dramatically and the
existing low tariff levels are a major limitation to the sustainability of
utilities. The need for rehabilitation is exacerbated by the overall high
energy consumption in water production and wastewater treatment.
Improving service delivery through rehabilitation of infrastructure and
promotion of energy efficiency solutions offers the possibility of
driving utilities towards financial sustainability while providing
improved services.

9. Obviously that Ukraine is facing a health crisis, and the country
needs to make urgent and extensive measures to its health system to
reverse the progressive deterioration of citizens’ health. Crude adult
death rates in Ukraine are higher than its immediate neighbors,
Moldova and Belarus, and among the highest not only in Europe, but
also in the world.

10. Literacy and school enrollment rates are high in Ukraine.
However, larger budget allocations to education have not resulted in
improvements in the quality of education. Ukraine’s priority should be
to make better use of the resources allocated for the sector by
significantly downsizing the school network to fit the smaller (current
and projected) cohorts of students.

11. 1t is difficult to achieve integrated regional development
without partnership and cooperation between community and
authorities. The cooperation between local authorities, education, civil
society and business will have great importance.

12. It is vitally necessary to improve the instruments for regional
economic development, such as cluster development, innovative
activity development and technology transfer, rural development as
well.

OVERALL CONCLUSIONS AND RECOMMENDATIONS

The analysis presented in this article indicates that Ukraine has the
potential to position itself as a key player in tomorrow’s global
economy. So far, however, Ukraine has largely been a passive and
reactive player: growing fast during the global commodities boom of
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the early 2000s and then contracting even faster during the downturn
period. Its current economic fragility has also made it dependent on
external assistance, which has been subject to force geopolitical
maneuvering between Russia and the European Union.

External pressures aside, Ukraine now stands at a crossroads with
respect to the socio-economic model it chooses and the strength of the
social contract that it can establish between the government and
society. By building a strong and resilient economy based on
transparent institutions, Ukraine can be in a position to define its own
destiny. The choice is largely up to the main stakeholders in the
Ukrainian economy, who need to find common ground for a strong,
forward-looking agenda for the country and its place in the wider
region.

Deep constitutional and institutional reforms are the main
instruments that Ukrainian stakeholders can use to escape the
country’s current low equilibrium and kick-start the modernization of
the economy. Even while facing the most serious geopolitical
confrontation in recent history, Ukraine’s capacity to foster strong and
agile domestic institutions will define the country’s ability to adjust to
the changing environment and deliver lasting prosperity to its citizens.

The European Union beyond the financial and organizational
support would have to invest in the training of civil servants and
judges and support for peaceful civil society initiatives. The EU
would have to reconsider its focus on exporting its own regulations
and prioritize rebuilding Ukraine’s political system instead.

This will help the GoU to prevent the collapse of the national
economy and the deep decline of the Ukrainian population living
standards.
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STATISTICAL EVALUATION OF THE DEMOGRAPHIC
EXPANSION

AHOTALJIA. B ocmaHHi poku ece 3pocmaroda yeaea npudinsiemscsi Pi3HUM acrek-
mam OemoepachidHoi ekcriaHcii, sika, OyMKy asmopa, y OesiKux KpaiHax cymmeso
er/iusae Ha pieeHb HaujoHaIbHOI be3neku yux KpaiH. B cmammi po3esisHymo Hay-
Ko8i ridxodu 00 oujHIo8aHHs1 demoepacghiyHOI excriaHcii ma rpPoroHyemsCsl asmop-
cbKull rioxio 0o rnobydosu i KOPEKMHO20 3acmocysaHHsI 8i0rnosiOHOI cucmemu
cmamucmuYHUX MoKa3HuKie. 3a 00rMoMoeor0 yjei cucmemu rpoaHarsnizoeaHo OCHO-
8Hi couianbHi ma eKOHOMIYHI HacliOKU rpouecy HepeayibogaHoi Migpauii 8 YkpaiHy
MEeWKaHUi8 IHWUX KpaiH npomsizoM ocmaHHix 15 pokie.

K/TIOHOBI CJIOBA: demoepaghivHa cmamucmuka, O0emozpacgpidyHa be3rneka,
demoepagpiyHa ekcraHcis, cmamucmuy4He ouiHr8aHHs 0emoepaghiyHOI ekcra-
HCIl, cucmema nokasHukie demoepaghiyHoI ekcraHcii.

AHHOTALUA. B nocnedHue 200kl 8cego3pacmaroujee sHuMaHue yoensemcs
pasnuy4HbIM acriekmam O0emozpaghudeckoll aKcrnaHcuu, komopas, No MHEeHUH
asmopa, 8 HEKOMOPbIX CMpaHax CyuleCmeeHHO 6/Usiem Ha ypO8eHb Hauuo-
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