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MEANS OF STATE POLICY TO REDUCE THE IMPORT DEPENDENCE
OF UKRAINE’S ECONOMY IN THE CONTEXT OF REORIENTATION
OF FOREIGN TRADE TO THE MARKETS OF THE
EUROPEAN UNION

Lupak R.%, Vasyltsiv T.}, Nakonechna N.2

'Lviv University of Trade and Economics, Ukraine
ZLviv State University of Internal Affairs, Ukraine
DOI: 10.31891/monograph/2021-10-22

1. Introduction

At the present stage of its socio-economic progress, Ukraine has experienced
a number of critically negative and threatening risks and threats to national
security. We are talking about external military, political, economic, informational
and other aggression, annexation of Crimea, uncontrollability of the Donbass
territories, loss of about a quarter of the potential of the real sector of the economy.
At the same time, Ukraine has received unique opportunities to qualitatively
change the vector of its economic development, integrating into a much more
capacious and intellectually innovative market, which is the market of EU
countries. According to the implementation of the Association Agreement between
Ukraine and the EU in the near strategic perspective, EU markets should become
the object of interest of domestic industrial enterprises that create added value,
intend to join the development and formation of a competitive national economy.
Moreover, as a result of the formation of a free trade zone with the EU, the borders
of Ukraine’s internal market are actually expanding on the territory of the EU.

However, the macroeconomic preconditions show that domestic actors in the
real sector of the economy have difficulties and need resource and economic
support for their own progress and expansion into EU markets. The situation will
become more complicated every year, because the end of the preferential stage is
approaching, when zero duty is applied to domestic exporters and a similar regime
will be established for imports to Ukraine from the EU [1, p. 13-17; 2, p. 117-123].
It should be noted that the state resource and economic support and
assistance to exporters is implemented in almost all countries that have achieved
success in the development of foreign economic activity. And its volume, of
course, depends on the state of socio-economic development and financial and
investment opportunities of states, but it is implemented everywhere, and the role

of the state is important in these processes.
~ 206 ~



In addition, it is necessary to highlight other factors (arguments) that prove
the importance of implementing the state policy of strengthening the resource
support of the real sector of the economy in the face of changes in the foreign
economic vector of the state.

First, the objectively high level of complexity and cost of access to foreign
markets, including the EU. This requires significant financial costs for marketing
research, certification, adaptation to conditions of high competition, logical costs
and so on.

Secondly, these are the shortcomings of the economic and legal environment
of foreign economic activity in Ukraine, in particular the imperfection of the VAT
refund mechanism, the immaturity of the export credit insurance system, including
with state support, weak institutional and resource capabilities of domestic
financial services market.

Third, these are much worse preconditions for the competition of domestic
actors of the real sector of the economy with the enterprises of the EU countries.
Thus, in the real sector of the economy, businesses have a critically low financial
and economic condition, as evidenced by the high level of losses, low profitability,
suitability of fixed assets and turnover of current assets.

The opportunities of the subjects of domestic financial and investment
infrastructure remain weak, the instruments of alternative financing (leasing,
factoring, promissory notes) are inefficiently used in contrast to the high
availability of EU enterprises to the services and resources of financial and
investment, insurance and other infrastructure.

Thus, the factors that hinder the formation and implementation of tools for
resource support of the real sector of the economy in Ukraine for foreign economic
activity in the EU markets include: 1) imperfection of the regulatory framework
that establishes and regulates the development and functioning of the system of
economic resources; 2) lack of a system of strategy and planning to create in the
state a system of organizational and economic support for exporting entities of the
real sector of the economy; 3) underdeveloped infrastructure and limited resource-
intensive entities that provide investment services necessary for representatives of
exporters of the real sector of the economy; 4) relatively high cost of bank credit
resources, especially for operations related to foreign economic activity; 5) limited

~207 ~



practices of budgetary and financial support of exporters of the real sector of the
economy.

The need to strengthen the resource support of domestic actors in the real
sector of the economy in the face of changes in the foreign economic vector of the
state is obvious. Accordingly, there are a number of tasks, the implementation of
which would allow them to realize their full competitive potential in foreign
markets. Obviously, efforts should be directed primarily at eliminating the causes
and factors that prevent this.

2. Levels of state policy to reduce the import dependence of the economy
by providing support to the real sector of the economy

In this regard, the proposals should address the activities of central
government, regional and local, sectoral, as well as functional aspects of the
economic system of the country and directly business entities. Only with such a
systemic approach is it possible to form an economic resource in a state where
there is a war and where budgetary and private-legal finances are objectively
limited.

It is objective that the main tasks of state policy at the central level are to
improve institutional and legal support in the field of economic and resource
support of domestic enterprises, introduction of strategic planning of these
processes, formation of a national system of financial support (refinancing,
subsidies, risk insurance and guarantees), as well as attracting investment resources
from abroad. The effectiveness of such a vector of public policy will be evidenced
by the gradual minimization of state participation in project financing, the active
involvement of private investors in financing under state guarantees.

At the regional and local levels, efforts should be focused on building
regional infrastructure of state support, activity of small businesses, formation of
elements of private-public investment support, formation of export-oriented
clusters, involvement of business associations, promotion of investment
attractiveness.

At the sectoral and infrastructural level, it is appropriate to intensify efforts
to strengthen the capabilities of domestic financial services market participants. In
particular, public authorities should take on the main coordination functions in
creating and developing a network of credit and financial organizations to support
foreign economic activity, ensure higher efficiency of basic functions of
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Investment support institutions, form platforms for cooperation of foreign
economic activity and financial services market, create conditions for wider use of
Insurance opportunities, to expand the practical use of alternative investment
support instruments.

The complexity of the state policy of support of the real sector of the
economy in terms of changing the foreign economic vector of the state will be
evidenced by the rational choice and application of a set of tools in accordance
with certain levels and areas of implementation [3, p. 105-112; 4, p. 855-864; 5, p.
39-45].

3. The system of state policy tools to support the real sector of the
economy in the context of reducing the import dependence of the economy

The following should be directly included in the instruments of state policy
at the central level.

First, improving the institutional and legal framework for financial and
economic support of the real sector of the economy. Here it is expedient to note the
significant progress of public authorities, which managed to develop and
implement (legislate) procedures to ensure large-scale expansion of exports of
goods (services) of domestic origin by insuring, guaranteeing and reducing the cost
of export crediting. Thus, it is planned to create an export credit agency, the main
mission of which will be to provide state institutional, organizational and financial
and investment support to domestic exporters. Such a state institution will function
in the form of a public joint-stock company, will have an initial authorized capital
and will be provided with permanent budget funding.

Domestic legislation also needs further improvement with: 1) creation and
functioning of the subjects of the infrastructure of financial and investment support
of foreign economic activity of the enterprises of the real sector of the economy;
2) formation of the system of state management of export support, creation of
unified centers of coordination of financial and credit and information and
marketing support, attraction of foreign direct investments; 3) introduction of tax
benefits for manufacturers-exporters of high-tech products and other incentives for
exporters; 4) ensuring the development of institutional and legal bases for
cooperation between public and private institutions to support exports and attract
foreign direct investment.
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Secondly, it is the adoption of “vertical” strategies and state, regional and
sectoral programs of financial and investment support of the real sector of the
economy with an emphasis on modernization and development of production,
technical and technological base and intensification of foreign economic activity.

Third, it is the expansion of budget and financial support and the formation
of its infrastructure. These include: 1) the development of the already mentioned
export credit agencies and export promotion organizations; 2) creation of an export
credit insurance fund (including with the involvement of insurance business
entities); 3) creation of specialized venture funds for financial and investment
support of priority export-oriented projects; 4) development of consulting
infrastructure for the provision of information services, promotion of business
reputation of enterprises; 5) initiating the practice of subsidizing exporters for
short-term export financing, lending by the exporter to the importer, lending to
“new” exports; 6) expansion of the practice of state guarantee of cases (non-
payment of the importer, loan security, counter-guarantees, investment protection
against political risk, on letters of credit).

Fourth, it is the effective use of investment and innovation opportunities
from cooperation between Ukraine and the EU. It should be emphasized that in the
framework of the implementation of the provisions of the Agreement there is a
relevant section, which provides for the provision of EU investment support to
domestic exporters. And this should be used. Moreover, the participation of
domestic enterprises of the real sector of the economy in EU public procurement is
envisaged.

Fifth, it is financial and economic support for domestic producers by
replacing part of their export costs when entering EU markets. We are talking
about the active integration and convergence (but also the adaptation of domestic
enterprises) of the national system of standardization and certification to European
norms and standards. Thus, the produced domestic products will simultaneously
meet domestic standards and norms and will be ready for European requirements.

It is positive that at the beginning of 2016 the Law of Ukraine “On
Technical Regulations and Conformity Assessment” came into force, which
actually introduced the transition from certification to conformity assessment of
products, and a number of resolutions of the Cabinet of Ministers of Ukraine and
orders of the Ministry of Economy of Ukraine executive authorities during the
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implementation of technical regulation functions, the procedures for reviewing
appeals against decisions of designated bodies for conformity assessment,
formation and maintenance of a database of technical regulations, as well as
application forms for the appointment of a certification body in the state
certification system, signs of compliance with technical regulations, rules and
conditions their application.

It is also possible to replace part of the costs of exporters when entering the
EU markets through the full implementation of the “single electronic window”
system; promotional support of domestic products, organization of bilateral and
multilateral chambers of commerce, business centers, representative offices in EU
countries.

At the level of regional and local authorities and public administration, in
order to realize the investment and innovation potential of domestic actors in the
real sector of the economy, it is possible and necessary to implement the following
tools. Yes, the infrastructure of financial and investment support needs to be
formed and developed. These are investment and innovation platforms,
communication platforms for producers and investors, technical and
implementation special economic zones and technology parks, project companies,
insurance business entities, investment and information portals, etc.

Executors of the state management system should partially take over the
functions of realizing the export potential of small business entities. It is positive
that in a number of border regions of Ukraine the adoption of a regional Strategy
for the development of small businesses is being actively developed and planned.
It is important in this strategic document, as well as further in the relevant
programs to provide a section that would address the implementation of this area
of potential of small businesses, especially since the regions border on EU
countries.

Thus, regional and local authorities need to form elements of private-public
support for enterprises-exporters of the real sector of the economy. It is a question
of creation of investment funds of support of export projects on branches,
territories, sectors of economy, etc.

Given the changing vector of foreign economic policy, the processes of
initiating and supporting the creation of clusters with the participation of partners
from EU countries, especially in the framework of cross-border cooperation, are of
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great practical importance. Here, the interest of domestic industrial enterprises will
be to gain access to the latest technologies, high-tech equipment, means of rational
use of economic resources, as well as opportunities for cross-border integration
into the scientific, technological and innovative environment.

Along with the implementation of cluster initiatives, active promotion of the
investment attractiveness of territories, in particular their production and export
complex, should be ensured. Accordingly, regional and local public authorities
should engage in information and consulting activities, promote exhibition and fair
activities, trade and political activities, and involve public and non-governmental
organizations of local and national importance for this purpose.

It is important to create incentives and opportunities to involve functional
and infrastructural elements in these processes. We are talking about the creation
and development of credit and financial organizations for investment support of
foreign economic activity. An important aspect is the involvement in these
processes of branches and subsidiaries of domestic banks abroad to attract external
financial resources. Cooperation through an export credit agency with international
financial organizations for the accumulation of foreign investment aid is also
promising.

At the sectoral level, the opportunities of the investment sector should be
used more widely. It could be important to involve leading foreign investment
corporations in cooperation, as well as to create (in the strategic perspective) a
domestic corporation of foreign private investment for investment and guarantee
support of exporting enterprises of the real sector of the economy.

Another defined tool is to strengthen the participation of the insurance sector
in minimizing risks and guaranteeing foreign economic activity, ensuring access of
the real sector of the economy to financial and credit resources, including through
the creation of insurance guarantee funds.

To date, alternative financial instruments, such as seleng, factoring,
forfaiting, and crowdfunding, have not been widely used among enterprises in
various sectoral sectors of the economy. Through selenium activities, industrial
producers will be able to significantly increase the activity of use and renewal of
non-current assets and external intersectoral partnership, investment and
innovation cooperation. Factoring contractual operations allow to solve the
problems of repayment of receivables for sold products, accelerate turnover and
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optimize the structure of inventories, ensure timely reinvestment of capital and
increase its profitability. Forfaiting operations are even more relevant for
enterprises in foreign economic activity, which makes it possible to obtain loans
from foreign investment institutions, use the potential of foreign direct investment
funds, minimize currency and credit risks, reduce transaction costs and facilitate
access to foreign innovation markets. In an effort to implement a variety of
innovative projects, as well as reduce transaction costs for the organization of
financing such projects, companies should conduct crowdfunding operations that
involve attracting through online platforms of financial resources of a large number
of individuals and legal entities.

4. Conclusion

The introduction of such an integrated approach to public policy will
improve the system of resource support of domestic actors in the real sector of the
economy in terms of European integration, and diversify and improve the structure
of the export complex, improve conditions and environment for foreign trade, gain
experience in effective public policy in the field of import substitution, strengthen
Ukraine’s European integration aspirations and strengthen the competitiveness of
domestic producers in the common territory of the free trade zone with the EU.
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