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STRATEGIC PRIORITIES OF STATE STRUCTURAL POLICY
OF IMPORT SUBSTITUTION IN UKRAINE

The paper outlines the current trends in the development of the internal market of Ukraine,
which is characterized by the aggravated problem of saturation of both food and non-food product
segments by imported goods. Having examined the international experience in domestic produc-
tion stimulating, it is determined that the state structural policy of import substitution should be
implemented in both economic and administrative areas. Analytical estimation of Ukraine’s retail
trade turnover at posttransformation and post-crisis stages of recovery and development was per-
Jformed and the conclusion was made that there is a significant increase in country’s import depen-
dence, which is backed by the excess of import growth to GDP growth. The purpose and the
sequence of strategic priorities as well as measures and tools of state structural policy of import sub-
stitution in Ukraine are grounded.
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CTPATETTYHI ITPIOPUTETU JEP2KABHOI CTPYKTYPHOI
IMOJITUKU IMITOPTO3AMIIIIEHHA B YKPAIHI

Y cmammi npoananizoeano cyuwacni mendenuii po3eumsy HympiuiHvb020 punky Ykpaiuu,
04151 AK020 XAPAKMEPHO 3A20CMPEHHs NPOOAeMU HACUHEHHS IMNOPMOBAHUMY MOBAPAMU 5K Y Ce2-
MeHmI npo006oavyux, Max i Henpooosoavuux moesapis. Jlocaidusuiu céimosuii doceio cmumyio-
GaHHs GHYMPIWHBOO GUPOOHUUMEBA, GUHAYEHO, U0 0ePIHCABHA CHPYKMYPHA NOAIMuKa imnop-
mo3amiuieHHs NOGUHHA Oymu peanizo6ana 3a eKOHOMIMHUM Ma AOMIHICIMPAMUGHUM HANPAMA-
Mmu. 30iiicneno anasimu4ne ouiHIOG6aHH PO30piGHO20 mosapoobopomy Ykpainu na nocmmparc-
dopmauiiinomy ma nocmkpuz06omy emanax 6i0H064eHHs I PO3GUMKY ma 3p06.AeHO BUCHOBOK NPO
3HAYHe NOCUACHHSI IMNOPMO3AAEHCHOCH MA NepeGUUieHHsl MeMNieé 3POCMAaHHs IMnopmy Hao
memnamu 3pocmanns BBII. O6Tpynmoeano memy ma nocaidoénicmo peatizauii cmpamezivnux
npiopumemie, a maxoxyc 3axoou i 3acoou 0epiHCcasHoi CIpyKmypHoi noaimuxu iMmnopmo3amiuien-
HAa 6 Ykpaini.
Karouosi caosa: imnopmosamiujents; iMnOPMO3ANeNCHICMb; 0eplCA8HA CIMPYKMYPHA NOAIMUKA,
cmpameeiuri npiopumemu,; 8iMuU3HAHE SUPOOHUYMEO; IMNOPMHA NPOOYKYisL.
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Tapac I'. Bacuasmms, Pycaan JI. JIymak .
CTPATETNMYECKHUE ITPUOPUTETBI TOCYJAPCTBEHHOU

CTPYKTYPHO! NOJUTUKA UMIIOPTO3AMENIEHUA
B YKPAUHE

B cmamve npoanaausupoeanvt coepemennble MeHOCHUUL PA36UMUS BHYNIPEHHE20 PbIHKA
Yikpaunot, 015 Komopozo xapaxmepro o6ocmpenue npod.aemvl HACHIUECHUS UMNOPHIHbLMU MOBA-
pamu Kak 6 cezmMeHme Npo0080AbCMEEHHLIX, MAK U HEnpo0080LbCMEEHHbIX HMO8APOE.
Hccaedosas mupoeoil onvim cmMumyaupoGanuss 6HYMpPeHHe20 NPou3B00CHed, onpeodeieHo, 4no
20cy0apcmeennas CMpyKmypHas NOAUMUKA UMNOPMO3AMEUeHUS 00AX%CHA ObiNb Peaiu308and
N0 3KOHOMUMECKUM U QOMUHUCMPAMUBHbIM Hanpaeienusm. Ocyuecmeiena aHaiumu4eckas
OUEHKA PO3HUMHO20 N08APO06OPOmMa Ykpaurot Ha ROCMMPAHCHOPMAUUOHHOM U ROCHIKPUSUCHOM
IMANAX 60CCMAHOBACHUS U PA3GUMUSL U COCAAH 61600 0 3HAUMEALHOM YCUACHUU UMNOPHIO3A-
GUCUMOCU U NPeGbLUEHUN MEMN08 pocma umnopma Hao memnamu pocma BBII. O6ocnosana
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Ueab u nocaedo6ameabHOCHb Peaiu3auul Cmpameuieckux npuopumemos, a maxkice mepol u
cpedcmea 20cy0apcmeeHnol CMpYKMypHOU NOAUMUKU UMNOpMOo3ameujeHus ¢ Yxpaune.
Karouesvle caosa: umnopmosameujerue; UMROPMO3AGUCUMOCHY, 20CY0aPCMEEHHAS CIMPYKMYp-
HASL NOAUMUKA; cmpamezuyeckKue Npuopumemnl; OMe4ecmeeHHoe npou3eo0Cmeo; UMHOPMHAS
NnpooyKuusl.

Problem statement. The level of import dependence of Ukrainian economy is
high. It is confirmed by the presence of decrease in the shares of distribution in the
retail trade turnover of goods produced in Ukraine, and the increase in imported
products distribution. During 2005—2012 the share of domestic goods distribution
decreased from 70.5% to 58.9% (by 11.6%). The situation is especially critical in the
field of non-food products, where the share of goods, manufactured in our country,
decreased by 15.7% during this period, to 41.9%. Decline, although to a lesser extent,
is also noticed for food products (The Statistical Yearbook Ukraine’s foreign trade,
2013).

At the same time the state policy of countering import dependence in our coun-
try remains inefficient. Crudity of valid methods for the estimation of import depend-
ence level of the national economy, especially by commodity groups and positions,
has a special place among the reasons of this inefficiency.

Latest research and publications analysis demonstrated that the assessment of
import dependence, its impact on socioeconomic development and management has
got considerable attention of such scientists as V. Geets and V. Semynozhenko
(2006), R. Grabowski (1994), Y. Kindzersky et al. (2009), N. Lang (1992),
A. Mazaraki and T. Melnik (2012), S. Pazizina (2012), K. Pazizina and S. Pazizina
(2013), L. Shynkaruk et al. (2011), V. Tochilin et al. (2009), A. Sukhorukov and
T. Krupelnytska (2013), Y. Zhalilo et al. (2012).

However, the problem of improving the methods of import dependence estima-
tion and the reasons behind this issue have been insufficiently studied.

Unresolved issues. The increase of import dependence has been a characteristic
problem for the national economy of Ukraine for many years. Food domestic pro-
duction has been losing its market share for many years. The loss in positions of
Ukrainian manufacturers of non-food products was more substantial, from 57.6% to
41.9% (15.7%). Moreover, the downtrend in domestic goods distribution was typical
for the whole analyzed period. The only exception was 2009, when domestic produc-
ers were able to increase the market share of non-food products by 3.5%. But such
recovery didn’t last long — next year, 2010, the figures dropped even lower than in
2008.

The situation is rapidly deteriorating, only in the last year the share of domestic
non-food distribution in retail turnover decreased by 5.3%, for food products — by
0.9%, and in total commodities — by 3.0%. Therefore, we should admit the rapid
plunging of our economy and the crisis of import dependence.

The situation is especially difficult for non-food product since it causes signifi-
cant negative consequences for national economy. Noteworthy here, distribution of
non-food products in our country have grown rapidly in 2000—2012 (except for the
crisis year of 2009), in particular due to growth of population incomes and improved
purchasing power, reaching 242.5 bin UAH in 2012. Last year only the index
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increased by 28.7 bln UAH (13.4%), and even in 2009 the figure rose to 104.0 bin
UAH (75.1%).

Despite a slight decline in the share of distribution of non-food products (the
decline started in 2007 and still goes on; during this period the share of non-food
products decreased from 65.0 to 59.8% (5.2%)) and increase of food products share
in the retail turnover, the volume of this market segment still remains significant and
will grow with the improvement of the purchasing power of population and renewal
of consumer credit. It means that retail sales of non-food goods are a huge market
that grows rapidly, despite many things.

This increases the need to determine the strategic priorities and improve tactical
tools for the implementation of more effective state policy of import substitution in
Ukraine.

The research goal is to characterize the current development trends at the inter-
nal market at its posttransformation and post-crisis stages, and also grounding the
objectives and strategic priorities of the state policy of import substitution in Ukraine.

Key research findings. It should be noted that the presence of imported products as
such and a certain dependence of national economy and the internal market on import-
ed goods and services is not a dramatic negative feature at all. Everything depends on
volume, level and structure of import, sold at the internal market. In particular, the
presence of high-quality and competitive imported products creates healthy competi-
tion to domestic goods and makes local producers do better planning, quality manage-
ment and improvement of basic goods characteristics as well as implement innovations.
Otherwise, local manufacturer gets used to the protectionist policy of the government
preventing foreign goods and services enter the market, and thus is less interested in the
improvement of own production and simplification of business processes.

On the other hand, excessive import dependence is even worse, because in the
long term it depresses domestic production and creates increased dependence of con-
sumer market from imported goods and services. The situation may be complicated
to the limit when entire sectors and industries stop producing domestic goods and
import imposes the price and the quality standards. Of course the market can correct
the situation by activation of domestic production, but it may happen with a signifi-
cant time lag.

So, there are two key alternative directions in state structural policy of import
substitution here:

1) economic — encouraging the development and strengthening the competitive
position of domestic production;

2) administrative — implementation of protective measures to prevent or limit
the access of imported goods and services to the internal market.

Both options have a number of advantages and disadvantages, and, therefore,
supporters and opponents. In particular, the representatives of liberal school not only
emphasize the advantages of the economic approach to combating the problems of
import dependence, but strongly criticize any protectionist action up to their prohi-
bition. As a proof of their correctness they provide the example of post-war Germany,
which, having suffered critical damage, destruction of physical infrastructure and
leading industrial companies, did not close its internal market, but, in contrast, chose
stimulation of domestic production under healthy external competition and relative-
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ly quickly increased its GDP, having rationalised the structure of export and import
and becoming one of the leading European and world economies (Kindzersky, 2009;
Mazaraki and Melnik, 2012; Pazizina and Pazizina, 2013).

In the early 1970s the policy of import substitution has been criticized perhaps
the most for its violation of the principle of comparative advantage. It means that the
introduction of artificial direct or economic constraints of import provokes other
countries take countermeasures and implement similar restrictions on goods from the
country restricting import. We will add that the first man, who paid attention to this,
was J.S. Mill (1980), who formulated the dependence of import on export, showing
that the country trades to its benefit at foreign market if it covers its import at the cost
of its export. Export-oriented development strategy was successfully implemented
after the WWII by Japan and the Asian tigers, and since the beginning of 1980s also
by China (Lang, 1992).

At the same time there are many people who support protectionism. Not only its
advantages but also objective necessity increases at such stages of the economic cycle
as decline, recession and depression, and for developing countries as well. Crisis leads
to the deterioration of financial and economic opportunities, the reduction of pro-
duction output and the loss of the competitive position of domestic producers. Under
such conditions they are not able to stabilize internal and external situation by them-
selves and have the real need for government support.

If such support is selective and flexible according to the situation, then normal-
ly local production has sufficient capacity for establishing and further development
because of availability of such competitive advantage as local material and human
resources, smaller logistics and transportation costs. Thus own production of import-
substituting goods may be fully justified. An example of the benefits of such a strate-
gy is the positive experience of some countries of South America. However, we should
emphasize the discretionary nature of administrative direction in import substitution
policy and the selective approach to its implementation in those sectors of economic
activities where natural and acquired potential of development is available as well as
the advantages of international labour division (Grabowski, 1994). For example, for
Ukraine such sectors are agriculture aviation and aerospace engineering, food pro-
cessing, textiles, furniture, leather, pulp and other industries, transport and commu-
nications, services (Pazizina, 2012).

At the moment the economy of Ukraine is at a difficult posttransformation and
post-crisis stage of the recovery and development, and the presence of imported
goods and services in most segments of the internal consumer market is excessive.
This proves the necessity of at least partial administrative state regulation and the
solution of the import dependence problem.

The confirmation of the severity of this problem is the trend of GDP and import
volumes’ change in our country (Figure 1). As can be seen, the pace of import growth
throughout the period of 2000—2013 exceeded the rate of GDP growth. The only
exception was 2009, when the financial and economic crisis led to the decline in
GDP and foreign economic activity slowdown. In turn, particular aggravation of
import dependence of the national economy was observed in 2003, 2005, 2007—2008
and 2010—2011, when the growth rate of import exceeded GDP growth rate from
22% to 37%.
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Figure 1. The ratio of GDP and import growth rate in Ukraine, 2000-2013
(The Statistical Yearbook of Ukraine, 2013)

In our opinion, the complexity of import dependence problem within national
economy allow, on the one hand, insist on the implementation of administrative
measures of import substitution policy, but international experience, on the other
hand, proves high efficiency of economic measures. Therefore, we argue that the
approach to state regulation of import substitution should be mixed, at least at the
early stages. We are talking about the restriction of import for specific commodities,
as well as boosting the formation, development and strengthening local production
competitiveness.

In addition, the purpose of state regulation of import substitution should not be
reduced to the increase of the share in the distribution and consumption of domestic
goods (services) and displacement of imported products. It should be more global and
connected with irreversible processes of rational structural changes at internal con-
sumer market with a subsequent transition to the abandonment of import substitution
policy in favour of strengthening the competitive position and export potential. That
is why we consider it expedient to determine such a general purpose of state structur-
al policy of import substitution in Ukraine: ensuring necessary structural changes in
the ratios of consumption of domestic and foreign products by strengthening the
competitiveness of domestic goods (services), improvement of qualitative character-
istics in functioning and development of internal market and the implementation of
the export-oriented production policy.

In our opinion, it is necessary to determine the following strategic priorities of
the state policy of import substitution in Ukraine, in accordance with above-men-
tioned purpose (Figure 2): critical decline of import and improvement of its structure,
decrease of monopolization and competition development at the internal market,
reduction of the shadow sector and creation of a transparent and fair competitive
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environment for production and commodity turnover, development of a balanced
system in retail, increase of public procurement of domestic goods and services.

Strategic priorities

1. Critical decline in the share of import (dependence) of mass consumer goods,
industrial goods and energy

1.1. Strengthening the competitiveness of domestic production.

1.2. Development of domestic production of basic and alternative energy products,
improvement of the structure of commodity supply in production, wholesale and retail
consumption.

1.3. Strengthening the innovative component of domestic goods (services)
competitiveness, intellectualization of the real economy.

1.4. Development of interdisciplinary, cross-functional and cross-sectoral cooperation,
technological development of special economic zones, commercial and industrial sites,
systems of management quality of enterprises of industrial territorial and sectoral
production systems (clusters).

1.5. Reduction of transaction and transformation costs of home producers and
intermediaries specializing in promotion of domestic goods (services).

1.6. Improvement of the public procurement system

2. Decline in monopolization of commodity markets and their segments, access to
H» commercial networks, formation of fair competitive environment in the sphere of
production and turnover

3. Critical reduction of the shadow sector, in particular import, at the internal
consumer market

4. Creation of a balanced spatial and species network of retail facilities, focused on
B the development of internal market and distribution of domestic products, enhancement
of trade in the processes of import substitution

5. Improvement of the supply structure and sales pattern of imported goods
(services) at the internal market

Figure 2. Strategic priorities in the implementation of state structural policy
of import substitution in Ukraine, authors’

The key priority for the state structural policy in this field is to be focused on ra-
dical decline of import. Radical decline means reduction of imported goods ratio up
to a certain scientifically based level, determined by such factors as resource capabi-
lities, production capacity and domestic production potential, historical experience
and practice of Central European states concerning consumption patterns for domes-
tic and imported goods of certain groups and types, mentality of population.

We suppose that state administration bodies that carry out economic and, in
particular, industrial and trade policy should split the import into 3 major sectors:
1) energy products, 2) industrial products, 3) mass consumer goods and services.
Accordingly, they should be in the focus of structural policy measures to reduce the
dependence of national economy and consumer market in Ukraine on imported
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products, as well as mechanisms and regulatory instruments should be differentiated
along these directions.

As for the energy sector, significant dependence of our state on natural gas, oil,
coal and electricity is well known. Ukrainian economy does not only spend signifi-
cant funds to purchase energy, but also is politically dependent on price behaviour. As
a result, energy commodities compose excessively great part in the structure of
domestic consumption of imported energy and their high unfair prices lead to the
growing cost of domestic production, thus reducing its effectiveness.

The problems of import substitution of energy resources are particularly topical
for the people who have to pay the high cost of expensive resources and services.
Therefore, implementing active state structural policy is of critical importance in
Ukraine. Firstly, the market of production, storage, distribution and consumption of
energy resources has to be streamlined and become more transparent, and, secondly,
development of domestic energy production should be promoted, including alterna-
tive energy. To do this, we should use the experience of developed countries that have
already built financially stable fuel and energy complexes. In particular, European
countries actively use alternative sources of energy supplies according to the principle
of at least three sources of almost equal volumes (one-third of the total volume) to
balance their energy markets.

We should note that Ukraine over the period of its independence has significant-
ly lost its opportunities in production and distribution both internally and at foreign
markets of goods and industrial products, in particular designed for the use in tech-
nological process, raw materials, natural fuels, machinery and equipment, auxiliary
equipment and tools, semi-finished products and components. Possibilities to pro-
vide services on maintenance and repair of equipment, engineering etc. are also par-
tially reduced.

Government should guarantee free organization of activities for small and medi-
um-sized enterprises through creating platforms for cooperation of foreign manufac-
turers of machinery and equipment with the representatives of the domestic sector,
organization of production processes by subcontracts, thus substituting imported
industrial products by own production to restore capacities and thus to increase the
share of domestic production of goods and services.

We should note that perhaps the widest field for activity in the area of import
substitution and, consequently, obtaining positive results, concerns critical decrease
of the share of consumer goods at the domestic market. Perspective fields here are
agriculture and industry, including such sectors as food processing (based on domes-
tic raw materials), light industry (including Ukraine's traditional raw materials — flax,
wool, synthetic fibre, genuine leather), metallurgy industry (mining and processing of
ores of ferrous and nonferrous metals, non-metals, production of cast iron, steel,
rolled iron, steel pipes, metalware, ferro-alloys, hard-alloys, carbon, semiconductor
and some types of chemical products), mechanical engineering (in particular, agri-
cultural machinery and municipal vehicles), chemical and petrochemical industry
(plastics, rubber and other products) (Zhalilo et al., 2012; Sukhorukov and
Krupelnytska, 2013).

The key task of state structural policy, that is to displace the critical import from
internal market, is complicated and cannot be carried out only by restraining import,
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but also involves active measures aimed at competitiveness improvement of domestic
producers and their products. This requires a structural, systematic, balanced, long-
term and integrated state policy. Proposed tools are the formation and effective use of
financial and investment funds for modernization of domestic production, improve-
ment of financial and economic condition and the formation of the resource base,
development of institutional infrastructure of local production and import substitu-
tion, tax incentives for the creation of new industries and employment, development
and strengthening of intellectual potential of entities of all types of economic activi-
ties.

Another priority direction in state structural policy of import substitution should
be limiting the monopolization of merchandise markets and their segments, as well as
the access of domestic products to retail trade networks by creating transparent and
fair competitive environment for all. In our opinion, it can be achieved by expanding
the role of the society and public sector in the control. For this reason the extension
of competences of public and business organizations should be provided (preferably
by institutional means), as well as broader cooperation of NGOs and business organi-
zations, enhanced cooperation between public authorities, business associations and
civil society organizations regarding the identification and prevention of monopo-
lization incidents and illegal use of its advantages.

Large volumes of import enter the internal market of Ukraine and successfully
compete at it including their presence at the huge shadow market. According to va-
rious estimates, the level of shadow economy in Ukraine compose from 40 to 60% or
even more (Melnik, 2012).

Here we have identified another key priority in state regulation of import substi-
tution in Ukraine — the improvement of import structure. We are talking about low-
ering the share of import and the distribution of low quality goods, dangerous to life
and health of citizens, environmentally polluting, counterfeit production, smuggling.

In switching from low-quality to high-quality and high-tech goods activities
should be launched regarding monitoring and quality control of imported products,
fair practices of importers and their partners; anti-dumping and countervailing mea-
sures should be applied to the cases of non-observance of the WTO rules by trading
partners. Domestic market should be protected from the products dangerous to life
and health of citizens; activities should be carried on harmonization of technical
requirements and standards to international standards to meet the parameters of
national security, in particular, food security, protection of life and health of people as
well as the environment. International practice shows that awareness-raising actions
and promotion policies can be useful and effective.

The level of retail trade development in Ukraine is still insufficient and is char-
acterized by a range of drawbacks, which hinder the progress of national economy
and its branches and complicate countering the import dependence (Sukhorukov and
Krupelnytska, 2013). This refers to such disadvantages as the underdeveloped net-
work of retail facilities in rural and remote areas, the lack of specialized shops, includ-
ing the distribution of high-quality domestic goods, and retail outlets specialized in
agricultural products distribution, participation of commercial enterprises in vertical
integration, in particular in the formation of joint funds to finance the modernization
of production. That’s why we consider the development of a balanced spatial network
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of retail facilities to be a major point in state regulation of import substitution in
Ukraine. At the same time, its formation and development should be aimed at the
reshaping the internal market, so that it functions by the rules of international and
European regulations, complying with the principles of sustainable development.

It is necessary to establish appropriate institutional, legal, regulatory and
methodological support for planning of trade relations between producers and con-
sumers, diversification of activities of retail entities, impact on retail trading in its cre-
ation of the social product and development of public production, formation of insti-
tutions for investment and innovation development of retail trade, safe environment
for trade and overcoming market distortions (Geets and Semynozhenko, 2006;
Tochilin et al., 2009).

Conclusions. In our opinion, the achievement of the identified key points will
have a complex effect on the development of the internal market and a strong posi-
tive impact on the Ukrainian economy overall. However, state regulation stipulates
the implementation of specific activities, providing necessary structural changes.
Grounding for such actions and offered institutional reforms is necessary for
achieving these goals.
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