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MECHANISM OF STRATEGIC IMPORT SUBSTITUTION
IN UKRAINE’S ECONOMY

The article outlines the tools that make up a common mechanism of industrial policy. It reveals
the results of implementing the policy of import substitution in countries with different types of open
economy. It justifies Ukraine’s focus on the development of domestic production through its diversi-
fication and modernization, more efficient use of the existing capacities and improvement of their
technological level, significant improvement of regulatory environment for business, implementation
of a mechanism to stimulate resource efficiency and innovations, directing investments at the intro-
duction of new models of resource and energy efficient techniques and technologies, organization of
HR training and incentives to engage private capital in these processes. Conclusions regarding the
advisability of forming a mechanism for strategic import substitution in Ukraine are made.
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Harania B. IkumeHKko
MEXAHI3M CTPATET'TYHOTI'O IMITOPTO3AMIIIIEHHA
B EKOHOMIIII YKPATHI

Y cmammi eusnaueno incmpymenmu, AKi ckaadaromo €OUHUI MEXAHIZM NPOMUCA080T NOAI-
muxku. Buseaeno pezyabmamu enposaodiicenns noaimuxu iMnopmo3amitieHHs 6 Kpainax 3 piznu-
Mu munamu 6ioxkpumoi exonomixu. Q6rpynmosano, wo 6 Yxpaiuni npiopumem mae naoagamucs
PO3BUMIKY GHYMPIWHL020 GUPOOHUUMEA WASAXOM 1020 Oueepcuixauii ma modepuizauii, Giavut
eheKkmuen020 GUKOPUCMAHHA OIF0MUX GUPOOHUMUX NOMYNCHOCMEN Ma NIOGUWEHHS IX MeXHO010-
2IMH020 PiGHA, CYMMEBO20 NOKPAUEHHA PecYAAMOPHO20 cepedosula 045 6edeHns Oi3Hecy, anpo-
GAOMNCEHHS MEXAHI3MY CHUMYAI0BAHHS Pecypco3tepedceHtss ma IHHO8AUIIH020 PO36GUNIKY, CIPs-
MYGAHHS IH6eCMUIIHUX PecypPCié 0epicasu Ha 6NpPo6adICeHHs HOBUX 3DA3Kie pecypcosbepizaiouoi
ma enepzoegexmueHoi mexuixu i mexnoao2ii, opeanizayii cy4acrnoi nio2omoexu Kadpie ma cmu-
MYAI0BAHHA 3AAYHEHH 00 UUX NPOUeCié NPUeamno2o kanimaiy. 3po6aeHo 6UCHOBKU w000 douilb-
Hocmi ghopmyeannsa 6 Yikpaini mexanizmy cmpamezitHo20 iMnopmo3amiweHts.

Karouosi caosa: imnopm; ekcnopm,; npomucioga nOAIMuKa; iMROPmMo3amMiujeHHsI.
Puc. 1. Jlim. 10.

Harampa B. Axkumenko
MEXAHU3M CTPATETMYECKOI'O UMITIOPTO3AMEIIIEHUA
B Y KOHOMMUMKE YKPANUHBbI

B cmamye onpedeaenvt uncmpymenmot, cocmagasiouiue eOUHbLIL MEXAHUIM NPOMbIULICH-
HOUl noaumuxu. Bolseaenvt pesyasmamot 6HedpeHUs ROAUMUKU UMNROPHIO3AMEULCHUS 8 CINPAHAX
C pa3AUMHBIMU MUnamu omkpovimoi sxonomukxu. Qbocrosano, wmo 6 Ykpaune npuopumem 004-
JHCeH NPedocmasAstmvCs pa3euUNUIo 6HYMPEHHE20 NPoU3E00cHea nymem e20 ousepcuurauuu u
Modepruzayuu, 6oaee 3PHEKMUeH020 UCNOAb306AHUSL CLICMEYIOULUX NPOUIEO0CHIBEHHBIX MOUY-
HOCMell U NOGLIMEHUS UX MEXHUMECK020 YPOGHS, CYUWICCINGEHHO20 YAYMULCHUS Pe2yAsmOopHOl
cpeobl 0451 6edeHust GusHeca, 6HeOPEHUs. MEXAHUMA CHUMYAUPOGAHUS Pecypcoclepedcenus u
UHHOGAUUOHHO20 PA3GUMUSL, HANPAGACHUS UHECCMUNUUOHHBIX PECYPCO8 20Cydapcmea Ha eHedpe-
Hue HOBbLX 00pa30e pecypcocoepearouieli u FHep2oIhhexmueHoli mexXHUKU U MexXHOA02UIL, 0Op2a-
HU3auUU COBPEMEHHOU NO020MOBKU KAOPO8 U CIUMYAUPOSAHUE NPUBACHEHUS K IMUM NPOUECCAM
uacmnozo kanumaaa. Coeaanst 6616006t 0 ueaecoobpasnocmu opmuposanus ¢ Ykpaune mexa-
HU3MA CIpamMe2u4eck020 UMNOPMO3AMeuleHUsL.
Karouesnie crosa: umnopm; 5Kcnopm; nPOMbIUACHHAS ROAUMUKA; UMHOPMO3AMeUeHue.
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Problem setting. The main goal of public policy in the short term should be the
modified model of economic development oriented towards domestic market, reco-
very of industrial activity with a focus on attracting investments. This should provide
the formation of a more sustainable economic model with developed domestic pro-
duction, consumption market and financial sector allowing more stable response of
the economy to possible changes in the global dynamics. Today, the structure of
national economy is dominated primarily by the industries extracting raw materials or
producing goods with low level of processing for export, the load capacity of which
depends on external demand. Ukraine’s consumer market is increasingly filled with
foreign products. Today, high-tech industries are on the edge of survival; a significant
part of the research potential was lost. For a long time, these negative structural
changes were accompanied by job losses and deteriorating quality of life of the coun-
try’s population. Development of domestic production and domestic market satura-
tion with competitive products is a necessary condition for increasing the country’s
economic stability and reducing its dependence on imports.

Recent research and publications analysis. The problem of import substitution
policy is widely covered in national literature. The works of V. Besedin and
A. Muzychenko (2013), Yu. Kindzerskyi (2013), A. Mazaraki and T. Melnik (2012),
G. Ortina (2014), T. Vasyltsiv and M. Tsap (2014), Ya. Zhalilo and V. Gatsko (2006)
and others are devoted to the main aspects of this problem. Thus, by analyzing the
structure and the dynamics of imports in Ukraine’s economy, the authors show its
role in reproduction processes, identify opportunities for the development of domes-
tic markets and ground recommendations for import substitution in Ukraine.

Unresolved issues. Analysis of the research results by the above scientists has
identified the feasibility of focusing on the study of mechanisms which foster the
development processes in the industrial sector of Ukrainian economy in the context
of the implementation of import substitution strategy. Thus, the purpose of this arti-
cle is theoretical justification of strategy formation of import substitution in Ukraine’s
economy and development of recommendations on the creation of an appropriate
organizational mechanism to implement it using a network of industrial and logistics
centers.

Key research findings. Industrial policy should be considered as a strategy of
development and improvement of industrial production efficiency, increase in the
competitiveness of domestic industries, sectors, companies and products both at
external and domestic markets ensuring sustainable economic growth in the long
term. Industrial policy is a tool to influence economic growth through the structure
of industrial production. These tools, which make up a common mechanism of
industrial policy that meets the requirements of complexity and consistency, include
macroeconomic, institutional, information and resource ones:

1) macroeconomic tools are aimed at the formation of general economic envi-
ronment necessary for the development of real production, especially achieving
financial stability, overcoming budget deficit and reducing inflation, ensuring the po-
sitive balance of payments and maintaining stable exchange rate of the national cur-
rency;

2) information tools are directed at the provision of economic agents and rele-
vant authorities with structured data on socioeconomic environment treated using
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scientifically based methods allowing more efficient solutions in production (includ-
ing investment and innovation) and commercial areas;

3) resource (supplies) tools are aimed at the provision of market actors with
reproductive resources to meet challenges of industrial development;

4) institutional tools relate to the formation of the relevant market principles and
objectives of the industrial policy of legal, organizational and economic environment.

Industrial policy in actual practice always takes the form of a structural policy.
Experience in the implementation of industrial policy in developed countries con-
firms the existence of basic models, which are the vectors of industrial development,
export-oriented, innovation-oriented models and the model of import substitution.
Industrial policy of import substitution provides filling the country’s domestic market
mainly through the development of national production, often using protectionist
policies. The main constraint to import substitution is usually domestic effective
demand. In the case where the dynamics of domestic market growth lags behind the
dynamics of global situation, the policy of import substitution may adversely affect
the competitiveness of import-substituting industries. Export promotion policies in
developing countries is usually only a phase of trade policy to be implemented at va-
rious stages of industrialization, usually after the stage of import substitution. In
recent years, the key areas of industrial policy were measures to increase investments
in fixed assets, R&D and human capital. In practice (the experience of South Korea,
Japan, China), these models of industrial policy are not mutually exclusive and can
be effectively combined to achieve the goals of sustainable economic development. In
this case, success in the long run is determined not by the focus on a particular model,
but by an integrated approach to the development of a long-term development strat-
egy based on understanding of country’s competitive advantages, economically justi-
fied determination of priorities in the development, formation of centers responsible
for the implementation of this strategy and development of clear rules of behavior for
economic agents, while ensuring macroeconomic stability.

Main export products in almost all newly industrialized countries (NICs)
became mass consumer products and, above all, products of manufacturing, highly
competitive at foreign markets. This is achieved through the effective use of advanced
techniques and technologies, scientific and technological achievements, modern
methods of production organization, which contributed to a significant increase of
productivity and labor intensity. The process of NICs industrialization can be divid-
ed into 3 stages: a) development of import substitution industries; b) formation of
export potential in key industries; c) development of knowledge-based industries.
The greatest success was achieved by the countries that were increasing their exports
simultaneously with import substitution. High inflation, low levels of savings and
return on investments, problems of external debt and balance of payments and, as a
consequence of all this, low rates of economic growth and welfare were the main rea-
sons for choosing the strategy of import substitution.

According to the results of the implementation of import substitution and import
protection in the countries with different types of open economy, scientists revealed
the following trends:

- achieving self-sufficiency at phase of import substitution;

- decreasing negative foreign trade balance in integration associations;
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- reducing external debt, which occurs mainly in the countries engaged in
import substitution of intermediate products;

- changes in employment structure (Besedin and Muzychenko, 2013).

In terms of progressive development of Ukrainian economy, not always econo-
mic growth is accompanied by positive changes in its structure. Possible increase can
be achieved by increasing the share of mining, industrial and post-industrial sectors
and industries. In Ukraine, the focus should be made on the development of domes-
tic production through its diversification and modernization, more efficient use of the
existing capacities and improvement of their technological level, significant improve-
ment of regulatory environment for business, implementation of a mechanism to
stimulate resource efficiency and innovations, directing investments of the state at the
introduction of new models of resource and energy efficient techniques and tech-
nologies, organization of HR training and incentives to engage private capital in these
processes.

According to the author of this article, an important element in the development
of domestic production in Ukraine is to form and support at the state level the imple-
mentation of the development program of a network of industrial and logistics cen-
ters that will act as coordinators of intelligent and innovative processes in the indus-
trial sector of Ukraine’s economy to contribute to the development of industrial
capacities.

The main tasks of industrial and logistics centers include:

- formation of an integrated system to implement scientific developments into
production;

- coordination of scientific research, technical and technological expertise and
continuous monitoring of innovation and investment activities in accordance with
the priorities of the center;

- analysis of the world advanced experience in the production of equipment,
technologies, organizational and technical solutions in the field of industrial produc-
tion, formation of databases of the latest global models of equipment and technolo-
gies;

- study of supply and demand for innovative developments and determination
of possibilities for their production at domestic enterprises;

- promotion of the development of an effective system of information support
for innovative processes.

Program for the development of a network of industrial and logistics centers
belongs to the program documents of industries and enterprises, the implementation
of which will contribute to socioeconomic development of the state in a long term
(Figure 1).

Thus, these industrial and logistics centers should contribute to solving the key
problems of the development of Ukraine’s industry and effective implementation of
the industrial policy of import substitution, including:

1) formation of industrial and technological basis for the production of a new
generation of competitive world-class high technology products in the field of tech-
nical systems (aircraft and shipbuilding equipment, road transport, engineering,
power equipment) and electronic component base and special materials that will pro-
vide technological independence of the country and development of its economy;
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2) development of technological incentives for economic growth by increasing
the share of high-tech products in the structure of the economy; keeping jobs creat-
ing new ones in high-tech industries;

3) reduction of the overall technological backwardness of Ukraine from the lead-
ing countries while preserving and developing the priority technological areas,
expanding possibilities for international cooperation in the field of high technologies
etc.

/V‘ Strategy for the long term socioeconomic development of the state
v

Strategic forecast State program Strategic

of the socioeconomic of the socioeconomic industry

development of the state development of Ukraine forecasts
v

Strategic Action Plan for the implementation of the state
program of the socioeconomic development of Ukraine

v
v v v v
Programs Regional Programs for the Programs
for the socioeconomic development development of industries, of state property
development of the state programs public sector enterprises privatization

i Program for the development of a network
' of industrial and logistics centers

Figure 1. Place of the Program for the development of a network of production
and logistics centers in the System of program documents to ensure the
socioeconomic development of the state, author’s

Conclusion. Thus, Ukrainian economy should form a mechanism for strategic
import substitution. So, the problem of domestic industry should be considered not
only in its dependence on imports, but also the under-representation of Ukrainian
industry in the system of international labor division. Possibilities for import substi-
tution, weakening industrial dependence on imports are determined by production
modernization, i.e. radical intensification of investment and entrepreneurial activity
in Ukrainian economy. Strategic import substitution requires consistent displacement
of imported raw materials, goods and finished products to lower production levels.
Reducing the production dependence of Ukraine’s economy on imports will provide
effects such as modernization of production, increased value created, mitigation of
the impact of exchange rate fluctuations on the production and financial perfor-
mance of companies. This will also create the grounds for an increase in non-resource
exports and attraction of domestic resource production in Ukraine’s national pro-
duction chains, thus becoming the basis for sustainable economic growth of Ukraine.
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