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Assessment of the level of penetration of import dependence
in the context of the import substitution policy in Ukraine

Abstract. Introduction. A situation when factors that stimulate an increase in the volume of imports have a growing impact
and barrier and compensatory countermeasures are not formed is typical of the current stage of development of the Ukrainian
economy. When solving this problem in the context of the import substitution policy in Ukraine, it is necessary to assess the
level of import penetration into the domestic market and to find out the dependence of the national economy on its scale. The
purpose is to conduct an assessment of the level of import dependence when planning the import substitution policy in Ukraine
and to consider the world experience which should be taken into account when implementing it. Methods. As a methodological
basis of the study, the authors use the provisions of statistical, structural system and comparative analyses, as well as theories
of economic growth, along witgh modern concepts of institutional economy and transitional economic systems. Results. The
results of the assessment of the level of penetration of import dependence into the Ukrainian economy are presented in the article,
according to which conclusions are drawn about the country’s high dependence on the flows of imported goods (services) and
the inability of domestic enterprises to produce products which may have a high consumer demand in the domestic market and
can compete and replace similar imported products. The authors of the article emphasise the experience of individual, which
should be taken into account when planning Ukraine’s public policy of import substitution, and suggests a number of appropriate
measures which can be successfully implemented with regard to the real state of the national economy. Conclusions. The article
reveals a high level of penetration of import dependence in the Ukrainian economy and the relevant negative trends. Given the
volume of imported goods (services) flows and the real capacity of the domestic market, the authors determined that the level of
import dependence of the national economy is critical. It fluctuated between 54.1% and 65.7% during the period of 2005-2016,
and the tendency remains in 2017. Such a situation is also evidenced by the faster growth of imports of goods and services
over the country’s GDP and the high share of imported goods (services) in GDP (from 48.1% to 60.6%). It has been proposed
to focus on the formation and strengthening of structural changes in the Ukrainian economy by creating a suitable institutional
environment for this purpose.
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Bacunbuis T. T.

OOKTOP eKOHOMIYHMX HayK, Npodecop, 3asigyBay kadenpw iHaHCiB, KpeguTy Ta CTpaxyBaHHs,

J1bBiBCbKUIA TOProBesibHO-EKOHOMIYHUIA YHIBEPCUTET,

3acTynHuK gupekTtopa P® HaujioHanbHOro iHCTUTYTY cTpaTeridyHux gocnig»keHb y M. J1bBoBi, JIbBiB, YKpaiHa

Jlynak P. J1.

KaHamnaaT eKOHOMIYHUX HayK, AOLEHT, Kadenpa eKOHOMIKH, JIbBIBCbKUA TOProBesibHO-eKOHOMIYHUI YHIBEpcUTeT, J1bBiB, YkpaiHa
Ocapuyk 0. M.

KaHOMAaT eKOHOMIYHUX HayK, BUKNagad, kadenpa giHaHciB, 06niky Ta ayguTy,

XMenbHULBKNIA KoonepaTBHWIN TOProBefbHO-€KOHOMIYHWI IHCTUTYT, XMeNbHULBKNIA, YKpaiHa

OUiHIOBaHHSA PiBHS NPOHUKHEHHS iMMOPTO3aNIe)XHOCTi B KOHTEKCTi N/IaHyBaHHSA Aep>KaBHOI NOMNITUKM iMMOPTO3aMilLleHHS!
YkpaiHu

AHoTauif. Y cTaTtTi NpeacTasneHo pesynstatyl OUiHIOBaHHA PiBHA MPOHWKHEHHS iMMOPTO3aNeXXHOCTi B eKOHOMIKY YKpaiHu,
3a AKMMU OOBEeAEeHO KPUTUYHY 3anexHICTb Aep>XaBu Bif iMNopTyBaHHSA ToBapiB (NOCnyr) Ta cnabKicTb KOHKYPEHTHNX NO3unLil
NPOAQYKUii BITYNSHAHNX NIANPUEMCTB Ha BHYTPIWHbOMY PUHKY. CTaH Ta piBeHb iMMNOPTO3aneXXHOCTi YKpaiHu ouiHeHO 3
BMKOPWCTaHHAM KOMMJIEKCY NMOKa3HWKIB i napameTpis. BpaxoBaHo No3nTMBHIA fOCBIA pAay KpaiH, WO CTOCYETLCS NiaHyBaHHS
Ta peanisauii gep>XaBHOI NOAITUKK iMNopTo3amileHHs. O6rpyHTOBaHO HEOOXiAHICTE BXMTTHA 3axopfiB, peanisauis skux 3
ypaxyBaHHAM peanbHOro cTaHy (yHKLiOHYBaHHsI HauioHalbHOI EKOHOMIKM 3paTHa 3anovaTKyBaTu MPOLECK 3MiLHEHHS
KOHKYPEHTHMNX NO3MNLi BITYNIHAHUX NiGNPUEMCTB Ta NOCTYMNOBOIrO BUTICHEHHS iIMMOPTY 3 BHYTPILLHBOIrO PUHKY HaLLOT Aep>KaBu.
Knio4oBi cnosa: iMnopTo3anexHicTb; iMNOPTO3aMilLeHHsI; AepXKaBHa NosiTMKa; BHYTPILUHIN PUHOK; BiTYA3HAHE BUPOOHULTBO;
KOHKYPEHTOCMPOMOXXHICTb.
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BacunbuuB T. I,
JOKTOP 3KOHOMMUYECKMX HayK, Npodeccop, 3aBeaytowmin kadeapon hrHaHCOB, KpeauTa 1 CTpaxoBaHuUs,
J1bBOBCKIIN TOProBO-3KOHOMUYECKUI YHUBEPCUTET,
3amecTuTenb agupektopa PO HaunoHanbHOro MHCTUTYTa CTpaTermyeckmx uccnegosaHuii B r. JleBoBe, J1bBoOB, YkpanHa
JNlynak P. J1.

KaHanaaT 3KOHOMUYECKMX HayK, AOLEeHT Kadeapbl 3KOHOMUKM,
J1bBOBCKMI TOProBO-3KOHOMUYECKUI yHUBEPCUTET, JIbBOB, YKpauHa
Ocapuyk 0. H.

KaHanaaT 3KOHOMUYECKMX HayK, npernogasaresb, kadenpa hrHaHCOB 1 y4veTa,
XMEeNbHULKNI KOoNepaTUBHbIN TOProBO-3KOHOMUYECKUI UHCTUTYT, XMENbHULKWUIA, YKpanHa
OueHKa YpPOBHSI MPOHMKHOBEHUS WMMNOPTO3aBMCUMOCTM B KOHTEKCTe MJaHUPOBAHUSA FOCYAAPCTBEHHOW MONIUTUKMU
MMMopTo3aMelleHNs YKpauHbl

AHHOTauusA. B cTaTbe npefcTasneHbl pe3ynbTaTbl OLEHKN YPOBHS NPOHUKHOBEHWNS MMMOPTO3aBUCUMOCTA B SKOHOMUKY
YKpavHbl, KOTOpble A0Ka3blBalOT KPUTUYECKYID 3aBWCUMOCTb rocygapcTsa OT MMMopTa ToBapoB (ycnyr) n cnabocTb
KOHKYPEHTHbIX MO3MLUIA NPOAYKUMM OTEYECTBEHHbIX MPeanpusaTUii Ha BHYyTPeHHeM pblHKe. CocTosiHe U YpOBeHb
MMMOPTO32BNCUMOCTIN YKpauHbl OLleHEHbI C UICMOSIb30BaHNEM KOMMEKCA NoKasaTenei u napameTpoB. YUTEH NOTOXXUTENbHbINA
OnbIT psiAa CTPaH, KacaTenbHO NNaHMPOBaHWA U peanu3aunm rocygapCTBEHHON NOMUTUKN UMMNOPTO3aMeLLEeHNs B YKpauHe.
O6ocHoBaHa HEOBXO[MMOCTb MPUHATUS Mep, peann3auns KOTOPbIX C YH4ETOM peasnbHOro COCTOSHWUS (PYHKLMOHUPOBaHUS
HaLMOHanbHON 9KOHOMUKM CMOCO6Ha co3[aTb MPOLECCHI YKPEMNEHNSI KOHKYPEHTHbBIX MO3ULMIA OTEYECTBEHHbIX NPEANPUATIN

N NOCTENEeHHOro BblITECHEHNA NMMNOPTA C BHYTPEHHEro pbiHKa Hawuen CTpaHbl.

KnioueBble cnoBa: MMNOPTO3aBUCMOCTb;
0TEeYeCTBEHHOE MPOU3BOACTBO; KOHKYPEHTOCMNOCOGHOCTb.

1. Introduction

There must be certain prerequisites to ensure the deve-
lopment of the country’s economy and to achieve the ne-
cessary level of economic security, which will allow to realise
the relevant tasks and maintain the positive dynamic. In such
a case, it is necessary to efficiently use national wealth in or-
der to create a fair and equitable competitive environment, to
increase the investment attractiveness and innovativeness of
the economy, to reduce the share of shadow economy, to im-
prove citizens’ social security, etc. Thus, it is essential to es-
tablish a national economic complex with a good balance re-
garding all areas of social production, distribution, exchange
and consumption.

However, it is rather difficult to reach such an optimal
balance in countries whose economies are poorly deve-
loped and who do not progress and cannot maintain sta-
bility due to the rapid technological development of the
world economy. Under such circumstances, their external
dependence on individual groups of goods and services,
technological developments, energy resources, etc. mani-
fests itself. At the same time, this trend is accelerated when
structural changes and institutional reforms in the econo-
my are ineffective, non-systemic, unbalanced and have no
comprehensive impact.

Thus, the import dependence of Ukraine, which manifes-
ted itself immediately after the proclamation of the country’s
independence and the establishment of the market economy
principles, should be considered and clearly expressed. It is
a negative trend that the situation is becoming worse every
year, especially in the areas in which all the prerequisites for
domestic production equal to the imported one seem to exist.

2. Brief Literature Review

Much attention has been paid to the problems of im-
port dependence penetration in the works by H. Yilmazku-
day (2017) [1], G. Felbermayr, B. Jungc, and M. Larchc (2015)
[2], H. Kasahara and B. Lapham (2013) [3], P. Collier and
A. Venables (2011) [4], S. Cook and Ph.Watson (2011) [5], and
K. Barhoumi (2006) [6].

The results of the studies by R. Corupay (2016) [7], G. Pav-
lov (2016) [8], S. Kokarev (2015) [9], A. Zahid, S. Anwarb and
A. Valadkhanic (2012) [10], D. Dollar and A. Kraay (2004) [11],
V. Alekseev (2004) [12], M. Patibandla, D. Kapur and B. Peter-
sen (1999) [13], L. Serven (1995) [14], and W. Baer (1972) [15]
are a valid theoretical and applied basis for planning and im-
plementing the public policy of import substitution.

Domestic scientists among whom A. Vlasyuk (2016) [16],
A. Sukhorukov and T. Kropelnytska (2015) [17], N. Karasev
(2015) [18], V. Kremets (2014) [19], N. Tiurina and N. Karvatska
(2013) [20], O. Soskin (2013) [21], J. Zhalilo (2012) [22], V. Hor-
bulin and A. Kaczynski (2010) [23], and S. Varnalii (2007) [24]
have also studied the influence of import dependence on the
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economy of the state, as well as its self-sufficiency, stability,
autonomy and ability to develop.

3. The purpose of the article is to assess the level of pe-
netration of import dependence in the context of planning the
public policy of import substitution in Ukraine and to consi-
der the world experience which should be taken into account
when implementing it.

4. Results

In Ukraine, there is a situation when the flows of impor-
ted goods penetrate the domestic market without any bar-
riers and countermeasures, which is facilitated by both the
poor quality of the organisation and the inefficient use of pro-
duction capacities, as well as the expansion of the domestic
market capacity, the development of market infrastructure
and the growth of citizens’ income. Moreover, the growth
of import dependence is intensified by the aggravation of
the military and political situation within the country, the re-
duction of direct foreign investment, the shadowing of the
business environment, the misrepresentation of consumer
needs, etc. We should also mention the high power inten-
sity of production processes, the worn-out fixed assets, the
decline of branch science and the inefficient use of budget
funds allocated to support the economic sectors.

Such trends have led to a sharp decline in the share of
goods manufactured in Ukraine in the structure of retail turno-
ver. If in 2005 the share amounted to 70.5%, it decreased by
more than 14.0% within the next ten years, and its value in
2016 was 55.8% (Figure 1). Obviously, such changes nega-
tively affect the economic security of the state which cannot
saturate the domestic market with domestic goods and, thus,
cannot provide a sufficient level of the complex internal eco-
nomic functionality. Moreover, social and economic norms of
public life are violated, as, on the one hand, it cannot funda-
mentally change the situation and there are no sufficient re-
sources for this. On the other hand, its adaptation leads to
an even greater increase in the country’s import dependence,
while preserving the effectiveness of market principles of sup-
ply and demand.

It should be noted that in recent years the situation has
stabilised and even improved. In 2013-2015, the share of do-
mestic goods in retail turnover increased by 0.9 percentage
points. Yet, given the trends that occurred during this period,
one cannot assert that there occurred some restoration of
production capacities of enterprises in Ukraine. Here, rather
the decline in the purchasing power of the population and the
business activity of importers in the context of the ongoing
military and political conflict became the main reason why
the indicator grew.

A similar trend was observed during the period of the
2008-2009financial and economic crisis, when the share of
domestic goods in retail turnover increased by 4.3 percentage



Fig. 1: The share of goods produced in Ukraine in the retail turnover
of the distributive network of enterprises in 2005-2016

Source: [25]

points. At that time, significant currency fluctuations occurred
in the economy of Ukraine (the exchange rate of the hryvnia
to the US dollar decreased by almost 50 percentage points)
and, accordingly, the cost of imported goods increased sig-
nificantly, which prevented their sale on the domestic market.

In 2005 the volume of retail sales of domestic goods
amounted to EUR 9.9 billion. At the same time, the import
of goods was EUR 28.9 billion, which is EUR 19.0 billion or
by 2.9 times more (Figure 2). This trend persisted through-
out all the years. For example, in 2016 the difference was
EUR 25.2 billion, which is EUR 6.2 billion or by 32.6 percen-
tage points more than it was in 2005.

Fig. 2: Volumes of sales of goods manufactured in Ukraine through
the distributive network of enterprises and imports of goods,
taking into account the value of the national currency in 2005-2016

Source: [25-26]

The intensive growth of sales of domestic goods took
place in 2005-2008 - by EUR 10.3 billion or 2.1 times. Howe-
ver, that was more due to the growth of the consumer price in-
dex (by more than 10.0% annually), as well as by the improve-
ment of the purchasing power of the population (the income
of the population increased by 2.2 times), major capitalisation
of the economy (capital investment increased by 2.5 times),
an increase in the volume of raised foreign direct investment
(by 3.3 times), etc.

Other trends also indicate the ineffectiveness of the plan-
ning of the public policy of import substitution in Ukraine.
In particular, the volume of sales of goods manufactured in
Ukraine through the distributive network of enterprises in-
creased by 12.0 percentage points slower than the volume
of imports of goods in the national currency, whereas the
volume of imports of goods in foreign currencies decreased
by more than 31.0 percentage points. Therefore, one can-
not speak about a significant increase in the volume of sales
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of domestic goods, when the level of their
competitiveness and consumer demand
is low enough and significantly inferior to
imported goods. Unfortunately, domestic
goods are not considered in society as a
successful alternative to quality imports,
and they are bought mostly because of a
decrease in the level of income and the
need to consume goods from a lower price
category. In particular, we consider the ma-
jority of food products and a significant part
of non-food products. Today’s problems of
import dependence in the Ukrainian eco-
nomy are largely solved by achieving low
production costs, not at the expense of re-
ducing the material and energy intensity of
production, but rather because of the low
labour cost. Also, inefficient protectionist
policies continue to be carried out, which
often lobbies the interests of powerful busi-
ness groups and in no way leads to an in-
crease in sales of domestic goods. A successful example is
the automobile industry, in which products do not meet the
established market standards of quality and price, and in-
stead of this the access of the population to imports with a
high level of quality is artificially complicated. Therefore, it is
necessary to clearly prioritise the groups of imported goods
and to decide which of them must be substituted promptly,
and which of them should and can be substituted in the near
future or cannot be substituted due to natural and techno-
logical reasons.

The experience of Latin American countries has shown
the ineffectiveness of the policy of protectionism of import
substitution in the conditions of slow de-
velopment of the domestic market, low
competitiveness of industries whose
products have high value added and
weak export potential, taking into account
instability and constant differentiation of
the exchange rate. A number of scientists
note that the state policy of import sub-
stitution should be based on the com-
parative advantages of local products,
while import analogues of higher quality
and lower price are discriminated against
the products of the local production of
the inferior quality in the domestic market
[5, 1-15; 11, 22-49; 15, 95-122]. Speaking
about Latin American countries, they un-
successfully used certain advantages of
their own products, and their import sub-
stitution policy did not allow the economy
to be developed as rapidly as it had been
predicted.

However, other conclusions can be
drawn by studying the experience of Ja-
pan, who carried out its public policy of
import substitution based on protectionist principles, the
essence of which consisted in the selection of key industries
(the automotive, electrical, instrument-making and chemi-
cal industries) at the first stage provided by the government
with substantial financial support through budgetary alloca-
tions. At the same time, the entire import substitution poli-
cy was indicative, which implied (1) the development of pa-
ckage plans for the country’s social and economic develop-
ment, (2) the creation of institutional control and planning
bodies for the state policy of import substitution, (3) the for-
mation of high socio-economic responsibility of the country
[1,147-150; 7; 12, 115-174].

It is bad that under the conditions of a hybrid war with
Russia, import dependence still maintains on the part of the
CIS countries whose foreign policy is subject to Russian in-
fluence. However, one should expect it for a long time fur-
ther because of the established technical and economic re-
lations, especially in the chemical, petrochemical and other
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industries. Speaking about some EU member states (28), we
should say that they have high import dependence, the aggre-
gate import from which in recent years amounts over 60.0%.
This refers to Germany (in 2016 the share of imports among
all the EU member states (28) was 25.2%), Poland (15.7%),
France (8.9%), ltaly (7.9%) and Hungary (4.7%) [25]. It is im-
portant for the national economy that such European imports
dominate in the import structure, which will allow changing
the technological structure of intra-production relations in the
country. At the same time, it is necessary to abandon the im-
port of everyday goods, which constitutes the main share,
and to develop production and trade clusters with European
partners and, accordingly, encourage them to invest in the na-
tional industry. Such cooperation has good prospects, which
is confirmed by the proximity of the location of countries, the
scale of the domestic market, sufficient labour qualification of
the population for a rapid return on investment, as well as by
similar social and religious worldview.

At the same time, those countries’ experience in redu-
cing import dependence should be used. In particular, Ita-
ly, France, and Germany used an indicative model similar to
the Japanese one, according to which the economic sectors,
which required substantial capitalisation and the use of tech-
nological innovations, were chosen for each individual five-
year plan [2, 300-305; 4, 203-205; 18, 41-42].

The high level of import dependence penetration in the
national economy of Ukraine is indicated by negative trends
and high values of a number of indicators, which are given
in Table 1. According to the methodological recommenda-
tions for assessing the level of economic security of the coun-
try, approved by the Ministry of Economic Development and
Trade of Ukraine on 02 March 2007 [27], the import share in
country’s domestic consumption was calculated and the con-
clusions were made with regard to the threshold values of the
indicator (optimal - 17.0%, satisfactory - 19.0%, unsatisfacto-
ry - 22.0%, dangerous - 25.0%, critical - 30.0%).

Having taken into account the volume of imported goods
and services flows and the real capacity of the domestic mar-
ket, the authors determined that the level of import depen-
dence of the national economy is critical. In particular, in 2016
it was 63.1%, which is by 0.3% more than in 2014. During the
2005-2016 period, it was between 53.9% and 65.7%. Thus,
domestic enterprises were not able to produce most part of
goods and services that the economy required, and those of-
fered in the domestic market were of poor quality and were
unable to compete with foreign counterparts.

Also, the authors estimated the level of import depen-
dence of the national economy relating to the results of calcu-
lating the import quota [19, 86; 20, 32].

In 2016, the share of imports of goods and services in
Ukraine’s GDP amounted to 57.8%. It constantly exceeded
48.0% during the 2005-2016 period, with over 60.0% during
several years (in 2011 the indicator was 60.6%). By compa-
rison, the corresponding indicator equalled 45.0% in Poland,
40.0% in Romania, 38.0% in Germany, 33.0% inTurkey and
32.0% in France [28].

The critical level of penetration of import dependence in
Ukraine is evidenced by outstripping growth rates of impor-
ting goods and services over the country’s GDP. For in-
stance, imports grew by 6.0 percentage points faster than
GDP in 2016, whereas in previous years the trend was the
opposite. The same processes were typical of the national
economy in the periods of 2007-2008 and 2010-2011, when
the national currency was steady, the scale of the domestic
market increased and the purchasing power of the popula-
tion remained high. As a result, it can be argued that the pro-
duction sector of Ukraine in a stable economic situation is
able to withstand competition with foreign economic agents
and produce products that could qualitatively replace im-
ports. Only at the onset of the financial and economic cri-
sis (the GDP growth rate over imports was 1.14 in 2009) or
the political and economic crisis (the indicator exceeded 1 in
2012-2014) the problem of import dependence can be effec-
tively addressed in our state.

Characterising the import dependence of Ukraine and no-
ting its high level, we insist on the opinion that the public poli-
cy of import substitution should be planned and implemented
in order to support key sectors of the economy. It is worth re-
membering a significant success of China and India that be-
longed to countries who had a commodity, low-technologi-
cal and resource-intensive economy in the early 20™ century.

In India, for example, the public policy of import substi-
tution was concentrated on the development of individual in-
dustrial sectors, at which facilities it became possible to or-
ganise high-tech production of competitive products thanks
to significant budgetary financial investments. Its experience
assumes an optimal combination of public and private inte-
rests in various sectors of the economy [13, 10-18; 29].

A similar model was used in China, which, after the 1990s,
thanks to the growth of innovation and manufacturability of
domestic producers, succeeded in replacing imported goods
and exporting its own products. For instance, the decollectivi-
sation of certain sectors of the economy was carried out in the
country, including agriculture. The institutional and legal order
of conducting private business was changed and the financial
and investment mechanisms for national support of R&D was
created [3, 299-305; 6, 930-941; 8, 47-55; 9, 40-45].

5. Conclusions

A high dependence on imported supplies of goods (ser-
vices) has developed in the Ukrainian economy, as evi-
denced by the share of domestic goods in the structure of
retail trade turnover of the distributive network of enterprises
(less than 60.0% in 2016). Although the volumes of sales of
goods manufactured in Ukraine have constantly increased
owing to distributive networks of enterprises, with an ave-
rage of almost EUR 3.5 billion or 27.0% annually during the
period of 2005-20186, this is not enough to reduce the import
dependence of the country’s economy.

Given the volume of imported goods (services) flows and
the real capacity of the domestic market, the authors deter-
mined that the level of import dependence of the national
economy is critical. It fluctuated between 54.1% and 65.7%

Tab. 1: Indicators of the import dependence of Ukraine in 2005-2016

Source: Calculated by the authors according to data of [25]
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during 2005-2016. Such a situation is also evidenced by the
faster growth of imports of goods and services over the coun-
try’s GDP and the high share of imported goods (services) in
GDP (from 48.1% to 60.6%).

Taking into account the world experience, there are
grounds to assert that measures such as the formation of

ECONOMICS AND MANAGEMENT OF NATIONAL ECONOMY

state support institutions for business entities, creation of
standardisation and production quality certification institu-
tions, development of the domestic market and enhance-
ment of the infrastructure to promote domestic products are
considered to be promising in the context of implementation
of an effective public policy of import substitution.
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