ISSN 1728-2667

EKOHOMIKA. 11(152)/2013

~ 89 ~

UDC 336.02
JEL E 62

T. Zatonatska, PhD in Physical and Mathematical Sciences, Associate Professor

Taras Shevchenko National University of Kyiv, Kyiv

THE ROLE OF FISCAL POLICY IN THE SYSTEM OF GOVERNMENT REGULATION
OF INVESTING ACTIVITY IN UKRAINE

This paper highlights the evolution of approaches to fiscal policy formulation and suggests the appropriate measures on how
to provide qualitative changes in the fiscal management of investment activities in Ukraine. The author provides practical
proposals on how to create the fiscal space for investments in Ukraine which is aimed to restore the innovation investment
model of national economy and to increase the efficiency of budget expenditures.

Keywords: fiscal policy, government regulation of investment, fiscal space for investment.

The increase in investing activity is one of the current
restoration processes that determines the pace and quality
of economic growth, as well as country's competitiveness
in the global market. Investing processes are more and
more influencing the technological modernization of enter-
prises, priority industries development, and the national
economy as a whole. J. Stiglitz's, who is the Nobel prize
winner, correctly argues that "if a country stimulates its
economy through investments, the production volume will
increase in future... investments not only raise the current
standard and quality of life, but also contribute to raising
the living standards for the next generation" [1].

It is commonly known that fiscal policy can stimulate
both domestic and foreign investments. The purpose of the
paper is to describe how to provide qualitative changes in
the investment management in Ukraine through the crea-
tion of fiscal space for investments in certain industries.

Economic changes make the ideas in the paper even
more important because of the need to reconsider the ap-
proaches to the fiscal policy tools selecting and defining the
relationship between investment and government regulatory
mechanism. The government investment policy is aimed to
enhance and intensify investing process. So, fiscal policy is
a strong instrument that influences investment policy.

In certain periods of economic growth fiscal and mone-
tary macroeconomic tools played different roles. The most
important tools of economy regulation were the tax system,
government spending, and budget deficit. The usage of
various tools was determined either by the economic doc-
trine which was followed by the leaders in political power,
or by the economic trends and schools which prevailed in
each period of history [2].

John Keynes' theory highlights core principles and pe-
culiarities of investment fiscal regulation. These issues are
also described in the research works of his followers
(N. Kaldor, R. Harrod, E. Domar, E. Hansen) and represen-
tatives of the neo-liberal doctrine (L. Erhard, M. Friedman,
FA Hayek).

Modern approaches to fiscal policy are described in
works of such researches and experts as A. Danilenko,
T. Yefymenko, A. Sokolovskaya, S. Gray, P. Heller and
others.

Fiscal policy determines the main trends in government
spending, expenditure funding and accumulating budget
revenues. Fiscal policy differs from tax and budgetary pol-
icy as in fiscal policy tax and budget tools are considered in
their relationships. In other words, two main instruments of
fiscal policy are changes in the level and composition of
taxation, and government spending in various sectors.

The main features of fiscal policy depend greatly on the
methods applied by the government to regulate the econ-
omy. Fiscal policy also depends on government functions
and their scope, scale and the structure of the public sector.
So, the expansionary fiscal policy involves government
spending exceeding tax revenue, and is usually undertaken
during recessions. The contractionary fiscal policy occurs

when government spending is lower than tax revenue, and is
usually undertaken to pay down the government debt.

To summarise, it should be noted that the creation of
fiscal policy is influenced by tax policy tools, revenue ac-
cumulation at all budget levels, public spending, the struc-
ture of public debt, and budget deficit. The formation of
fiscal policy aimed to achieve economic development in-
volves the optimisation of public spending through tax and
budgetary policy measures.

The relationship between tax and budgetary policy re-
flected in the concept of fiscal policy led to the formulation
of the tax expenditures concept that is based on the inte-
gration of such fiscal tools as tax preferences and govern-
ment spending, and is considered as the logical extension
of the fiscal policy concept. The tax expenditures concept
focuses on the necessity of accounting tax preferences
along with direct expenditures. Accounting will allow to
estimate the total amount of government spending (gov-
ernment subsidies) provided directly and indirectly, as well
as the total amount of government support for certain ac-
tivities and groups of taxpayers.

According to D. Goldberg [3], the theoretical basis of the
tax expenditures concept is that tax preferences of any type
have one thing in common — they are implemented to stimu-
late the capital or labor flows in certain areas. Tax prefer-
ences are effective only if they cause reduction in the tax-
payer's expenses. Therefore, certain provisions of the tax
legislation can be considered as a part of government
spending program implemented through the provisions of tax
legislation. So, revenue decrease as a result of tax prefer-
ences should be considered as subsidy for certain activities
supported by tax policy. S. Surrey determines this type of
"lost" government revenue as "tax expenditures” [4].

Another logical development of the fiscal policy concept
is the concept of fiscal space.

The World Bank and the International Monetary Fund
researched the creation of fiscal space in order to increase
the efficiency of budget expenditures. In 2005 P. Heller
formulated the definition of fiscal space. According to
P. Heller, fiscal space is "a room in a government's budget
that allows to provide resources for a desired purpose
without jeopardising the sustainability of its financial posi-
tion or the stability of the economy". [5]." Fiscal space can
be created in several ways, such as raising certain taxes,
involving foreign grants, reducing the expenditures of sec-
ondary importance, borrowing money (from citizens or for-
eign creditors), or borrowing from the bank system (which
at the same time can increase the money supply) [6].

Another follower of the fiscal space concept is
Sh. Gray. He considers the creation of fiscal space through
government expenditures. So, according to Sh. Gray, fiscal
space can be created through spending shift form pro-
grams of secondary importance to programs that perform a
significant impact on economic growth. Another way of
creating fiscal space is through public spending efficiency
increase which also would help to achieve higher socio-
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economic returns on certain programs [7]. This concept
involves fundamentally new approaches to fiscal impact on
economic activity based exactly on budget expenditures.

Research into the creation of fiscal space in Ukraine
has become significantly important because fiscal space
ensures the economic development and successful imple-
mentation of economic reforms and innovation capacity [8].

Fiscal space is usually discussed within the context of
financial resources reserves as a financial foundation for
economic growth. They refer to budget revenue, as well as
to budget expenditure and the increase in efficiency. Ac-
cording to T. Yefymenko, depending on the purpose of the
overall economic and fiscal policy, the government can
create the necessary fiscal space in the following ways:

a) increasing the revenue (legitimizing revenues, im-
proving tax and fees administration, raising tax rates, elimi-
nating tax preferences);

b) new targeting internal and external loans with better
service;

c) involving external grants;

d) restructuring public spending and increasing their ef-
ficiency [9].

At the same time the fiscal space concept includes
searching for budgetary resources to stimulate investments.
The fiscal regulation of investment and the investment mar-
ket of Ukraine are characterised by low investing activity, the
wide range of tax preferences and the implementation of
public investment programs (projects). It evidences for the
absence of the effective fiscal regulation that could attract
investors. In order to ensure the synergetic effect from the
tax and budget tools of fiscal policy, it is proposed to focus
policy decisions on the creation of fiscal space.

Investment fiscal space must be considered as an inte-
gral concept that reflects the relations between tax and
budget tools of investment resources accumulation. These
tools include income tax rates, investment-related income
tax privileges, investment-related VAT privileges on trans-
actions connected with machinery and equipment import,
investment tax credit, special tax regimes, public invest-
ment, government loan and guarantee, public procurement.
Some of these tools (so-called tax expenditures) stimulate
private investments, while others refer to investment-
related expenditure. Defining investment fiscal space can
help to improve the governance of investing process.

The conducted study proves that public expenditure is
an effective tool for enhancing the private sector activities.
Public expenditures stimulate the economy because the
indicators of economic activity are directly connected with
budget expenses.

Public investment stimulates private investment through
the development of infrastructure and transport connections,
and technology funding. Moreover, the government can boost
private investment through tax preferences. However, the
effectiveness of the latter depends on the transparency of the
tax preferences' allowance and monitoring mechanism.

Theoretically, the tax preferences system creates fa-
vourable prerequisites to accelerate business growth. The
types, forms and value of tax preferences are determined
by the key characteristics of the subject and object of taxa-
tion, and their economic importance.

Tax preferences, in theoretical terms, are important for
the socio-economic stabilization. They are commonly used
to save jobs, especially in single-industry regions. How-
ever, in practice, tax preferences lead to the economic dis-
tortion because some people take an advantage of tax
benefits for which they want others to pay.

Tax preferences have a direct, as well as an indirect ef-
fect on the economic grows. The direct effect results in the
revenue reduction, while the indirect one often leads to
welfare losses. Tax preferences considerably complicate

tax administration and compliance. The existence of tax
preferences creates incentives for the abuse of benefits.
So, tax preferences may cause tax evasion in case an en-
terprise carries on fake innovation activity. Sometimes tax
preferences are directed only to the limited range of enter-
prises reserves, the investment activities of which are not
of great importance for economic growth.

The taxpayers who want to benefit from the prefer-
ences have to submit to the appropriate government entity
the documentary evidence of eligibility for a certain type of
preference. As a result, the complicated verification proc-
ess leads to higher administration costs.

It is important to say about the cross-industry distribu-
tion of tax preferences. For example, it is preferable that
metal manufacture, mining industry and machinery are
developed through public-private partnership (concession
agreements). Tax preferences in this case may lead to
budget losses and low capital returns. At the same time,
tax preferences are considered as a key factor of agricul-
ture development. Today the preferences in this area in-
clude fixed agricultural tax, VAT, corporate income tax for
agriculture. According to the Ministry of Finance of Ukraine,
16,000 agricultural companies got tax preferences in 2012;
the total agricultural tax preferences amounted to 14.7 bil-
lion USD in 2012. Thus, agricultural tax preferences play a
crucial role in creating investment fiscal space.

As mentioned earlier, the main purpose of creating in-
vestment fiscal space is the accumulation of investment
resources in selected priority areas. The priorities are iden-
tified by the Law of Ukraine "On stimulation of investing
activity in priority sectors of the economy to create new
jobs" that came into force on 1 January 2013 [10], and
"The budgetary policy guidelines for 2013" [11].

According to the Law of Ukraine "On stimulation of in-
vesting activity in priority sectors of the economy to create
new jobs", the priority economy areas are those which
meet such important society's needs as the competitive
high-tech environmentally friendly products, quality ser-
vices that implement the state policy on the development of
industrial and export potential, creating new jobs. The prior-
ity areas list of economic activities is to be determined by
the Cabinet of Ministers of Ukraine.

It is important to discuss in more details the components
of investment fiscal space and how to apply them to specific
priority area of the economy. Today, the Tax Code of
Ukraine provides the following tax tools to stimulate invest-
ment: lower income tax rates, investment income tax breaks,
special VAT rates for equipment and machinery import. At
the same time, the experience of developed countries evi-
dences that fiscal stimulus can strengthen research and
development potential. So, the Tax Code of Ukraine pro-
vides tax incentives for the following R & D areas:

¢ when determining the income tax object, taking into ac-
count such types of R & D expenses as research and techni-
cal support, the invention and rationalization of business proc-
esses, experimental and development activities etc;

e tax exempt status for non-profit research and devel-
opment organisations;

e encouraging charity towards a taxpayer who carries
out research and development;

¢ VAT exempt status for the following transactions:

a) payment for basic research and development activities;

b) donating instruments, equipment and materials;

¢ landing tax exempt status for research farms, agricul-
tural research and educational institutions;

e water tax exempt status for research institutions that
take water for research in the field of rice cultivation and
production of the elite seeds of rice.
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Also, the Tax Code of Ukraine provides considerable
incentives for the implementation of energy saving tech-
nologies, ensuring energy security through environmentally
friendly energy sources, energy development etc. In par-
ticular, the Tax Code introduces 5-year income tax prefer-
ences for the implementation of energy saving technolo-
gies. The Tax Code of Ukraine specifies tax preferences
for technoparks that develop technological innovations:

¢ the implementation of energy saving technologies;

¢ using energy — efficient equipment;

e alternative energy production.

In order to expand fiscal space for investment in
Ukraine it is proposed to increase public investment effi-
ciency through the following tax incentives:

e investment tax credit for research and development
activities in the field of technological innovation;

e investment tax credits for companies which imple-
ment technological innovations and have innovation cen-
tres to conduct fundamental research.

Taking into account the different impact of taxes on in-
vestment and innovation, it is important to take the follow-
ing facts into consideration:

e income tax preferences should be applied to compa-
nies that implement innovations;

e shifting tax burden from income to consumption will
enhance innovation and the rational use of labour, capital
and natural resources;

e changing tax rates and structure, it is necessary to
determine the impact of the current tax burden on industry
development (constraining, neutral and stimulating),
sources of added value, the perspective of innovation de-
velopment and competitiveness on the domestic and for-
eign markets.

Increasing the efficiency and development of invest-
ment fiscal space through institutional mechanism requires
constant monitoring of current legislation. Investment legis-
lation has an active role to play in the development of the
public policy that stimulates investment and regulates pub-
lic investment projects. In this context, main issues to solve
have been identified:

e improving the methodology of development, evalua-
tion and selection of investment projects;

e defining the principles and mechanisms of public invest-
ment for projects that require government financial support;

e developing selection criteria for the investment pro-
jects that require public investment or government financial
support, taking into account sectoral distinctive features;

 ensuring the development of direct public investment,
particularly in terms of co-financing;

e ensuring the transparency of public financial support
for the investment projects that address the priority of the
social and economic policy;

e implementing the public
mechanism;

e improving the efficiency and increasing the transpar-
ency of public-private partnerships.

In order to improve the public investment management,
the Decree of the Cabinet of Ministers of Ukraine of
18.07.2012 Ne650 was adopted. The Decree "On Approval
of the State Register of Investment Projects and Project
(Investment) Proposals" enables the government to accu-
mulate pending investment proposals and determine the
optimal sources of funding. The register is an integrated
public information system for investment projects and pro-
ject (investment) proposals.

Considering the above-mentioned issues, it is neces-
sary to create investment fiscal space by combining public
investment and private sector investment resources in the

investment evaluation

framework of public-private partnerships. In order to effec-
tively implement public-private partnership the following
conditions should be met:

» develop appropriate policies;

e set up the list of public-private partnerships that
should be included to the state register;

« simplify and clarify public procurement process;

¢ provide government guarantee on the investment risk
of the private partner;

e ensure the coordination between government agen-
cies for investment attraction;

e implement modern evaluation and monitoring meth-
ods for public-private partnerships;

¢ develop new forms of public-private partnerships and
promote interindustrial cooperation.

The main objectives to be realised when creating fiscal
space are:

e favourable investment climate through the implemen-
tation of effective measures of tax and fiscal policies;

e equal conditions for all domestic investors through
gradual elimination of tax preferences and the implementa-
tion of investment tax credit. These measures will reduce
the budget loss and ensure the targeted use of tax prefer-
ences limited to the priority sectors;

e special tax regimes for the implementation of the stra-
tegic investment projects that meet certain government
priorities;

e clear procedure for defining the eligibility of the project
to receive government assistance (government loans, share
of budget investment in a PPP, government guarantee).

Suggested proposals for the creation of investment fis-
cal space are aimed to restore the innovation investment
model of national economy, and increase the efficiency of
public expenditures. In the long-term perspective, it is nec-
essary to conduct financial forecasting and planning of
investment fiscal space. The above-mentioned measures
should be based on the public revenue analysis and cer-
tain priorities of social and economic development.
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T. 3aToHaubkKa, KaHa. di3.-maT. HayK, Aou.
KHY imeHi Tapaca LLleB4eHka, KuiB

POJb ®ICKANbHOI NnoniTUKKU B CUCTEMI [IEP)KABHOI'O PEIYNIOBAHHS
IHBECTUUIWHOI OIANBbHOCTI B YKPAIHI

Y cmammi euceimneHo esosnoyiro nioxodie do po3pobku ¢hickanbHOT MOMIMUKU, @ MaKoX 3arnpornoHoeaHo 8idnoeioHi 3axodu wyodo 3abesne-
4YeHHs1 AIKICHUX 3MiH y cucmemi ynpaesniHHs iHeecmuyiliHoto OdisibHicmio 8 YkpaiHi. Aemopom 3anpornoHoeaHo fnpakmuyHi pekomeHdauyii wjodo
cmeopeHHs1 hickasibHO20 npocmopy iHeecmuuitiHoi dns disnbHocmi e YkpaiHi. [lodaHo npono3uyii wodo ghopMyeaHHsI hickanbHO20 npocmopy
iHeecmuuyitiHoi dissmbHOCMI, crnpsiMog8aHO20 Ha 8iOHOBJIEHHSI iHHOBauyiliHO-iHeecmuyiliHoi Modesni po3eumKy HayiOHa/llbHOi €KOHOMIKU, @ MmaKoXx
nidsuwieHHs1 egpekmueHocmi 6100XxemHuUx eumpam.

Knroyoei cnoea: ¢pickanbHi nonimuka, depxxaeHe 2epynroeaHHs iHeecmuyiliHoi dissnbHocmi, ¢hickanbHUll npocmip iHeecmuuyitiHoi dissnibHOCM.

T. 3aToHauKas, KaHA. u3.-MaT. HaykK, AoL,.
KHY nmenu Tapaca LLleB4eHko, KueB

POJlb ®UCKANIBHOW NONUTUKN B CUCTEME rOCYOAPCTBEHHOIO PEIYJINPOBAHUSA
MWHBECTULUMOHHOW OEATENbHOCTU B YKPAUHE

B cmambe packpbima 3eosntoyusi nodxodoe k paspabomke puckanbHOU MONUMUKU, a makxe npedsioxeHsl coomeemcmeyrowue Mepsl 1o obec-
reYyeHUro Ka4YecmeeHHbIX U3MEHeHUl e cucmeme yrnpaesieHusi UH8eCMUYUOHHOU desimeslbHOCMbIO 8 YkpauHe. AémopoMm rpedrioxeHbl npakmuyeckue
pexomeHdayuu o co30aHuto bUCKaNbLHO20 MPOCMPaHCMea UH8eCMUUUOHHOU Or1si desimenbHOCMU 8 YKpauHe. BHeceHbI npednoxeHus: KacamesibHO
chopmupoeaHusi  huckanbHO20 MPOCMpPaHCmMea UHEECMUUUOHHOU OesimenibHOCMU, HarpaesnieHHo20 Ha 0CCMaHoesieHUe UHHOBaUUOHHO-
UHEEeCMUYUOHHOU MOJesu pa3eumusi HaYUOHAaIbLHOU 3KOHOMUKU, a MaKXe NoeblweHus1 3¢hghekmueHocmu 6r00KemHbIX pacxodoe.

Knroyeenle criosa: ¢puckanbHasi monumuka, 20cy0apcmeeHHoe pe2yniupoeaHusi UHEECMUUUOHHOU dessmenbHOCMU, (hucKkanbHoe npocmpan-

€cmeo uHeecCmMuyUoHHOU dessmesibHOCMU.
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FINANCING OF THE INNOVATIVE PROJECTS IN THE AGRO-INDUSTRIAL COMPLEX
OF KAZAKHSTAN

In the article are considered theoretical and practical issues of financial support of innovative development of agriculture in
Kazakhstan. Defined system-wide problems that impede the full development of innovative agro-industrial complex of Kazakh-
stan. It is established that a promising start innovative development of agriculture of Kazakhstan are the reproduction of agricul-
tural innovation and development in the mass practice of improved methods of agricultural production.

Keywords: innovation project in agriculture, agricultural science funding in Kazakhstan, financing innovation in agriculture.

Statement of the problem. On the modern stage, in
the agro-industrial complex (AIC) of the Republic of Ka-
zakhstan, there are system-wide problems, among which
we can mention:

¢ the backwardness of agricultural technologies, physi-
cal and moral depreciation of the means of production;

e excessive loss of irrigation water, undeveloped com-
mercial fish farming, as well as inefficient use of other natu-
ral resources;

¢ small commercial farming;

e low levels of genetic potential of the seed used, and cattle;

e lack of quality raw materials for industrial processing
and the low share of domestic value-added products in the
domestic food market;

e the availability of essential food products, which have
not met the domestic needs;

¢ low level of attracting investments in the agricultural
sector;

e insufficient development of rural cooperation [1, 2].

In addition, financial, and then the food crisis revealed
additional problems that affected the investment activities
of the industry, and now, when the financial sector prob-
lems are at the stage of remission, agriculture in Kazakh-
stan is one of the most promising sectors of the economy.

Analysis of recent research and publications. Theo-
retical and practical issues of innovative development of
agriculture as a whole, and in particular the agricultural sec-
tor, as well as the problems of the financial and investment
support were the subject of separate publication of L.Abalkin
[3], E. Yasin [4], B. Bautin [5], M. Konkov [6], M. Bunin [7],
0.Sabden [1] A. Taubayev [8]. But despite the presence of a
significant amount of research and publications in the given
direction, some issues of the development of financial and

investment maintenance of the national system of agriculture
through the use of a specially created state development
institutions not adequately addressed in the modern eco-
nomic science. Especially the unique experience of Kazakh-
stan in the establishment and operation of similar organiza-
tions are just beginning to yield its first results.

The purpose of the study of the system of financing of
innovative projects in the agro-industrial complex of Ka-
zakhstan is to identify the existing problems in the financial
and investment support for promising innovative projects in
the field of agriculture and to offer recommendations for
improving the of an existing financial mechanism for the
implementation of innovation projects through the devel-
opment of specialized of state development institutions.

Selection of the unsolved aspects of the problem.
In addition to system-wide problems, noted the existence of
problems hindering the pace of innovation development of
agro-industrial complex:

e insecurity of modern scientific research organizations
material and technical infrastructure. For today most of the
buildings and facilities (71.1%) has been in operation for
over 30 years and 22.1% — more than 20 years, to be writ-
ten off 71.4% of all available agricultural machinery [9, 10];

e limited financial resources to carry out research and
development work (grant size does not exceed 0.2% of the
gross output of agriculture (2009), while in countries with
developed agriculture, the figure is between 1% and 4%);

¢ low level of entrepreneurial culture based on the use
of new technology and innovation, low innovation activity of
subjects of agriculture;

e low competitiveness of scientific products and tech-
nologies on the international scientific market. Due to the
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