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MEXAHI3M JEPKABHOI'O PET'YJIIOBAHHSI PO3BUTKOM INEPEPOBHOI
MPOMUCJIOBOCTI YKPATHUA

Axmyanvnicms. B Vkpaini 6i00ysacmuvcsa cnpoweHHs CmpyKmypu YKpaincoKoi npomMuciogocmi ma 3HUMNCEHHs. il
MEeXHONI02IYH020 PIi6HA, 3POCMANHHA 3HOWEHOCMI OCHOBHUX 3AC00i6 | 3MeHWleHHs iHeecCmuyil, NO2IpUleHHs CMaHy
BUPOOHUYOT, MPAHCNOPMHOT Ma enepeemuyHol iHghpacmpykmypu, peepec iIHHOBAYIIHO20 NPOYeCy, NOSIPUIEHHS MOBAPHOT
cmpykmypu excnopmy. Yce ye o006ymo8ni0€ HeoOXiOHicmb MOOepHi3ayii 0epiHcasHoi NpOMUCIO80i NONIMUKU ma
OHOBNEHHS | PO3BUMKY MEXAHIZMY 0ePAHCABHO20 Pe2yNI08aAHHA PO3GUMKOM nepepobHOi npomuciogocmi Yrpainu.

Mema oOocnioycenns. Po3pobka Konyenyii Mexawizmy 0epicagno2o pecyniosanHs PO3GUMKOM NepepooOHoi
NPOMUCIOB0CMI 8 KOHMEKCMI 020 CReYianbHUX (OyHKYILL.

Mamepianu ma memoou. B pobomi 6ynu 6UKOPUCMAHI 302ATbHOHAYKOGI Ma CNeyidanbHi Memoou OOCHIONCEHH.!
NOPIGHSIHHS, V3A2ANIbHEHHS, CUHME3Y, CUCTNEeMHO20 aHANI3Y, N02IKO-0laieKmu4Ho2o ananizy ma inwi. Ingpopmayitinoro
6azor docriodcenns € monoepaghii, cneyianvua aimepamypa, iHQOPMAYiiHO-AHANIMUYHI Mamepiany, eimyusHaHI ma
3apy0isxcHi nepioduyHi HayKosi eudants, oai Jlepoicagnoi ciyxcou cmamucmuxku Yrpainu.

Pesynomamu. B cmammi posensanymo nOHAMMS «YNPAGHIHHAY | «Pe2yII08aAHHLY Ma CNIGGIOHOULEHHS MINC HUMU.
Busnaueno cmpykmypy mexaHizmy 0epircasHo20 pe2ynio8antsa po3gUmMKoM nepepoobHOi NPOMUCIO80CMI AK CYKYNHICIb 6
CKNa008UX: Yinboeda, cyO e€KmHua, (QYHKYIOHANbHA, [THCMPYMEHMANbHA, HOPMAMUEHA ma pecypcha. Buxodsauu 3
BUSHAYEHHST Memu mda aHali3y GIMYUBHAH020 MA I[HO3eMHO020 00CGI0Y, GU3HAYEHI CchneyianvHi QYHKYIl Mexanizmy
0epacasro20 pe2yniogants po3sUmKy nepepobHoi npomuciogocmi Ykpainu: npomekyioHizm; 3anyyeHHs iHeecmuyii,
niOMpuUMKAa 8IMYUHAHUX BUPOOHUKIG, PO3BUMOK GUCOKO | CEPEOHbO BUCOKOMEXHONIOTUHUX 2aly3ell; IMNOPMOo3amiujenHs
ma JoKanizayis GUpPOOHUYMEA; PO3GUMOK HeCUPOSUHHO20 exkcnopmy. 30ilicHeHo ananiz cmauy nepepooHol
npomuciosocmi Ykpainu 6 konmexcmi peanizayii cneyianbhux QYHKYitl MEXAHIZMY 0EPIHCABHO20 Pe2YTIO8AHHS POZGUMKY
nepepobnoi npomuciosocmi. Poszensnymo Ilnan possumxy nepepobnoi npomucnoeocmi Yxpainu na nepioo 2023-2032
DOKU.

Bucnoeku. Buxoosauu 3 amanizy 6imuusHaAHO20 ma IHO3eMHO20 00CGI0Y, 3aNPONOHOBAHO KOHYENYil0 MeXAaHi3My
0€poIcABHO20 PecyNto8aAHHs PO3BUMKOM NepepoOHOi npomuciogocmi YKkpainu, eusHaueHi 11020 cneyianvHi (QyHKyil,
30IUCHEHO aHANI3 He2aMUBHUX MeHOeHYTll PO36UMKY NepepoOHOL NPOMUCTIOBOCHE 8 KOHMEKCMI CReyiatbHuxX QYHKYI.
Peanizayis Ilany pozeumxy ma mpancgopmayii nepepoonoi npomuciosocmi Yrpainu na nepioo 2023-2032 poku
nosuHHa 3abe3neuumu 3pOCmans Yacmku nepepooroi npomucnosocmi y BBII 3 9,5 % y 2022 poyi oo 21,8 % y 2032
poui.

Knrwouogi cnosa: mexanizm, pezynio8auts, cmpykmypa, po3gumox, nepepooHa npomMuciogicme, cneyianvii QyHxyii
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REGULATORY STATE MECHANISM FOR THE DEVELOPMENT OF PROCESSING
INDUSTRY IN UKRAINE

Topicality. Ukraine is experiencing a simplification of its industrial structure and a decline in technological
sophistication, along with increasing depreciation of fixed assets and declining investment. The country faces
deterioration in production, transportation, and energy infrastructure, regression in innovation, and a worsening export
commodity structure. These challenges necessitate the modernization of industrial policy and the development of an
effective state regulatory mechanism to support the growth of Ukraine’s processing industry.

Aim and tasks. To develop a conceptual framework for a state regulatory mechanism governing the development of
the processing industry, focusing on its specialized functions.

Materials and Methods. The study employs general scientific and specialized research methods, including
comparison, generalization, synthesis, system analysis, and logical-dialectical analysis. The research is based on
monographs, specialized literature, analytical materials, domestic and international academic journals, and data from
the State Statistics Service of Ukraine.

Research results. The article examines the concepts of “management” and “regulation” and their interrelation. The
structure of the state regulatory mechanism for the development of the processing industry is defined as comprising 6
components: target, subject, functional, instrumental, regulatory and resource. Based on an analysis of domestic and
international practices, the study identifies key specialized functions of this mechanism: protectionism; investment
attraction; support for domestic manufacturers; development of high- and medium-tech industries; import substitution
and production localization, and expansion of non-resource exports. Additionally, the research examines the current state
of Ukraine’s processing industry in the context of the implementation of these special functions. The Plan for the
Development of the Processing Industry of Ukraine for the period 2023-2032 is considered.

Conclusion. Based on the analysis of domestic and international experience, the study proposes a conceptual model
for the state regulatory mechanism of Ukraine’s processing industry, identifying its special functions, and analysing
negative trends within the sector. Implementation of the Development and Transformation Plan for the Processing
Industry of Ukraine for the period 2023-2032 is expected to increase the industry’s share of GDP from 9.5 % in 2022 to
21.8 % in 2032.

Keywords: mechanism, regulation, structure, development, processing industry, special functions

Problem statement and its connection with and lack of equipment modernization, slow

important scientific and practical tasks. The
transformations that have taken place in Ukraine's
economy and public administration system since
independence have led to a number of negative
consequences in the processing industry. First of all,
it is a low level of investment, gradual depreciation

adoption of advanced technologies and innovations
in the processing industry. The primary causes of
these issues are ineffective national industrial policy
and the absence of an effective mechanism of state
regulation for the sector.

Analysis of recent publications on the
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problem. The conceptual development of a
regulatory mechanism for the processing industry
has been the subject of scientific research by
numerous Ukrainian scholars, including O.
Amosha, Y. Bazhal, I. Bulieiev, B. Burkinsky, V.
Vyshnevsky, V. Heets, A. Hrytsenko, L. Deineko,
Y. Zaloznova, L. Zbarazska, S. Ischuk, M. Kyzym,
Yu. Kindzerskyi, S. Kniazev, O. Popelo, O.
Salikhova, S. Tulchynska, D. Cherevatskyi, I.
Pidoricheva, Y. Shvets, H. Shevtsova, L.
Shynkaruk, N. Shlafman and others. However,
further refinement is needed, particularly
concerning the specialised functions of this
mechanism.

Allocation of previously unsolved parts of the
general problem. Economic and administrative
changes in Ukraine that have taken place since its
independence have led to a number of negative
consequences, including a decline in the gross
regional product per capita, deindustrialization,
inefficiencies in public administration, and reduced
investment attractiveness. Ukraine continues to lag
in labor productivity, energy efficiency, and value-
added production. The lack of investment and
modernization in the processing sector, slow
adoption and  development of advanced
technologies and limited innovations contribute to
rising labor migration and loss of human potential,
particularly among young, highly educated
professionals.

To address the above issues and achieve the
main goals of the National Economic Strategy for
the period up to 2030, it is extremely important to
stimulate investment in the processing sector,
enhance resource efficiency and establish an
effective state regulatory mechanism for the
development and structural transformation of the
processing industry.

Formulation of research objectives (problem
statement). The purpose of the research is to
develop a conceptual framework for a state
regulatory mechanism that supports the growth and
modernisation of Ukraine’s processing industry
with emphasis on its specialised functions.

Materials and Methods. The study employs
general scientific and specialized research methods,
including comparison, generalization, synthesis,
system analysis, and logical-dialectical analysis.
The research is based on monographs, specialized
literature, analytical materials, domestic and
international academic journals, and data from the
State Statistics Service of Ukraine.

An outline of the main results and their
justification. Structure of the mechanism of state
regulation for the development of the processing
industry in Ukraine. Analysis of academic literature

suggests “management” is a broader concept than
“regulation”. Regulation is seen as one of the
functions of management, alongside analysis,
forecasting, planning, implementation, control, etc.
When discussing management, it primarily refers to
the direct intervention of the management entity in
management object through targeted instructions,
orders and commands. In contrast, regulation is
associated with norms, rules, restrictions and
prohibitions that are established in the form of laws,
regulations and instructions, meaning it exerts an
indirect influence (Prykhodchenko L.L., 2008;
Rudnitska R.M., Sydorchuk O.G., Stelmakh O.M.,
2005; Amosov O.Yu, 2001; Kuznetsov A.O., 2005;
Rudnitska R.M., Sydorchuk O.G., 2014; Nyzhnyk
N.R., Mashkov O.A., 1998; ESA, 2011; Knyazeva
V.M., Bakumenko V.D. (eds.), 2002; Malinovsky
V.Ya. 2005; Dreval Yu.D. 2009; Chechel O.M.,
2013; Kovalska N., 2013).

Another crucial characteristic of regulation as a
management function is its relationship to property
ownership. If an asset is state-owned, the
government has the full right to manage and dispose
of it. However, if the property belongs to private
owners, the state does not have direct ownership
rights but retains the authority to regulate the
processes and relations concerning the use of
property. Thus, regulation is a type of limited
governance that does not extend to ownership rights
but rather derives from the state role as a legislator,
controller, overseer and guardian of public interest.

Based on an analysis of academic research on
public administration of the mechanism, the
following  conclusions can  be  drawn
(Prykhodchenko L.L., 2008; Rudnitska R.M.,
Sydorchuk O.G., Stelmakh O.M., 2005; Amosov
O.Yu, 2001; Kuznetsov A.O., 2005; ESA, 2011;
Rudnitska R.M., Sydorchuk O.G., 2014; Nyzhnyk
N.R., Mashkov O.A., 1998; Knyazeva V.M.,
Bakumenko V.D. (eds.), 2002; Malinovsky V.Ya.
2005; Dreval Yu.D. 2009; Chechel O.M. 2013;
Kovalska N. 2013):

1. The core component of the state regulation
mechanism is the goal (or a set of goals). This goal
may have a hierarchical structure, often represented
as a “goal tree”.

2. Functions are derived from the goal(s).

3. Functions are categorised into general and
specialised. General functions are not specific to the
regulated object and remain consistent across all
state regulation mechanisms. These include
analysis, forecasting, planning, organization
(implementation), and control.  Specialised
functions, on the other hand, vary depending on the
specific domain in which the mechanism operates.

4. The implementation of each function is
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facilitated by a distinct set of tools.

5. Functions determine both the
organizational structure of the state regulation
mechanism and the necessity for particular
regulatory entities.

6. The subjects of regulation include public
authorities, enterprises and institutions responsible
for executing the functions of the mechanism.

7. The normative component establishes and
governs (or constrains) the operational framework
of the state regulation mechanism. It encompasses
norms, principles and values that serve as both
limiting and stimulating factors, forming the
foundation upon which regulatory entities operate.

8. An crucial prerequisite for the effective
operation of the state regulation mechanism and the
fulfilment of its functions is the availability of
adequate human, financial and material resources.

9. There exists an intrinsic interdependence
between the organizational and functional structures
of the mechanism, which in practice results in their
integration into a unified, cohesive organizational
and functional structure.

10. An essential characteristic of the public
administration mechanism is its information nature.
It consists of a structured set of procedures for data

.

Goal (goals)

Functions

processing and information exchange.

Several key issues require further research,
including following:

1. While the primary focus is on the
components  (elements) of the regulatory
mechanism, their descriptions remain rather
generalized.

2. Limited attention is given to the
interrelationships among the components of the
mechanism.

3. Quite often, the goal(s) and subjects of the
regulatory mechanism are not clearly distinguished
as separate components.

4. There is lack of well-defined relationship
between the purpose, functions of the mechanism
and its structure.

Based on these considerations, the structure of
the state regulatory mechanism for the development
of the processing industry should be conceptualised
as a system comprising 6 components (Fig. 1):

- target component - the goal (set of goals)
toward which the mechanism is directed;

- subject component - a set of regulatory
authorities responsible for achieving the goal;

- functional component — the functions of the
mechanism that are essential for goal attainment;

The subjects of regulation

A

General functions
Specialized functions

A

Tools

Norms (regulations)
principles, values

Resources (human, financial,
material)

Figure 1. Generalized structure of the state regulatory mechanism for the development of the processing
industry

Source: compiled by the authors

- instrumental component - a set of tools
necessary for implementing the mechanism’s
functions, including directive and regulatory
measures influencing the object of regulation;

- regulatory component - a set of principles,
legislative and regulatory acts, norms, and rules that
govern the functions and activities of regulatory

authorities;

- resource component - a set of physical,
intangible, financial, human, and natural assets used
to support the production process and regulatory
activities.

At the current stage, the objective of the state
regulatory mechanism for the development of
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Ukraine’s processing industry can be defined as
follows: the advancement of high-tech and medium-
high-tech industries, increasing their share through
protectionist measures, attracting investment,
supporting domestic entrepreneurship, fostering
innovation, promoting import substitution and
production localization, developing human capital,
and stimulating of non-resource exports.

An analysis of economic structures across
various countries demonstrates a strong correlation
between the share of the manufacturing industry in
GDP and the overall level of economic prosperity.
In 2021, the share of manufacturing in Ukraine’s
GDP was only 10%, whereas the OECD defines the
standard benchmark for this indicator at 20%. To
attain developed country status, Ukraine must
double this figure. Achieving this objective requires
national unity and commitment, as it represents the
fundamental goal of economic and industrial policy.
Increasing the production of goods Ukraine already
manufactures while developing the capability to
produce new goods for both domestic consumption
and export is essential. Moreover, strengthening the
processing industry presents an opportunity to
create millions of jobs and reduce dependency on
imports, particularly in the security and defence
sectors. Ensuring economic self-sufficiency in the
manufacturing industry is a key strategic priority.
The economic aspect of the “Made in Ukraine”
policy seeks to shift the country’s economic
structure from a raw material-based economy to an
industrial one. Accordingly, the priorities include
fostering  domestic  production, encouraging
investment in the real sector, and promoting non-
resource exports.

Based on the defined objectives and analysis of
domestic and international experience, the
following specialised functions of the state
regulatory mechanism for the development of the
processing industry in Ukraine can be identified:

- protectionism;

- investment attraction;

- support for domestic producers;

- development of high- and medium-tech
industries;

- import
localization;

- expansion of non-resource exports.

Specialised functions of the state regulatory
mechanism for the development of the
processing industry in Ukraine. Protectionism
function. Historically, the countries that have
reached the top of the global economic rankings —
such as the United Kingdom, the USA, Germany,
and Japan - actively employed protectionist
measures to support domestic producers, despite

substitution and  production

their contemporary advocacy for free market and
free trade policy. As early as the 16th century, King
Henry VII of England introduced an export duty on
wool, which facilitated the country’s transition from
a raw material-based economy to a manufacturing
economy. This shift enabled England to move from
exporting raw materials to exporting finished goods,
significantly contributing to national wealth. The
introduction of export duties on wool increased the
cost of cloth production abroad while making
domestic wool processing more profitable. As a
result, customs revenues rose from 30,000 to 40,000
pounds, and cloth exports increased by 60%. In the
of the 16"-century economy cloth production
played a role comparable to that of the automotive
and electronics industries in today’s global
economy.

Over the three decades preceding the 2008
global financial crisis, the rapid expansion of global
trade positively impacted Western economies and
improved living standards. However, economic
globalization has primarily benefited industrialized
nations and multinational corporations,
exacerbating issues such as market monopolization,
economic dependence of poor countries and partly
transition economies, unemployment, poverty,
hunger, and environmental degradation. In essence
economic globalization represents a form of
corporate protectionism, shielding multinational
corporations from the regulatory frameworks of
democratic societies. By prioritizing narrow
corporate interests, a relatively small number of
global corporations have gained disproportionate
control over resources and influence over the
international economy, raising concerns about the
long-term viability of the nation-state as sovereign
political entities.

Industrialized countries — including the United
States, major EU member states, China, and others
— actively employ both overt and covert
protectionist tools to protect their strategic (and
other) sectors. In nearly all developed economies,
the machine-building industry has emerged not
through free market forces but as a result of targeted
government interventions, including protectionist
policy measures. Blind adherence to the concept of
the “invisible hand of the market” in the absence of
truly free market conditions is detrimental to
Ukraine's manufacturing and machine-building
sector. Following its declaration of independence,
Ukraine rapidly integrated into economic
globalization by joining the WTO and signing a free
trade agreement with the EU. These steps led to the
reduction or elimination of tariff and non-tariff
barriers that previously protected the domestic
market.
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Since 2013, several additional factors have
exacerbated the challenges facing Ukraine’s
machine-building sector, including

- the loss of traditional markets for domestic
engineering products in the russian federation;

- difficulties in redirecting production and
exports to developed markets due to the high
competition and strict customs protection;

- insufficient development of the domestic
market for machine-building products and the
passive government approach to addressing this
issue;

- aglobal increase in protectionist trends in
trade while Ukraine maintains a liberalized
domestic market for foreign products.

100
80
60
40

20

2009 2010 2011 2012 2013

- Ukraine's passive stance in protecting its
national interests amid deepening foreign trade
liberalization has led to a surge in imports of
machine-building products while simultaneously
reducing gross value added, production, and exports
in  this  strategically  significant  sector.
Consequently, Ukraine has experienced a widening
trade deficit in machineObuilding. between 2009
and 2018, the import-to-export coverage ratio for
machine-building products fell to 20%. The first
significant decline occurred after Ukraine joined the
WTO in 2008, and the second - in 2014 after the
conclusion of the free trade agreement with the EU
(Figure 2).

28,9

24,2
21,8

2014 2015 2016 2017 2018

Figure 2. Import coverage ratio of machine-building products by exports in Ukraine (2009-2018), %

Source: Ishchuk S., Caputa W., Sozanskyy L. (2022)

Function “investment attraction”. An essential
prerequisite for the development of Ukraine’s
processing industry is an increase in capital
intensity and, accordingly, the attraction of
investments. Ukraine significantly lags behind
developed countries in terms of the provision of

workers with fixed assets — by a factor of 5 to 10.
This limitation restricts the ability of workers to
fully realize their skills, competencies, and
knowledge across various economic activities,
leading to a relatively low technological level of
production (Table 1).

Table 1

Fixed assets per capita in Ukraine and developed European countries as of January 1, 2006 (in thousand USD,
at current prices)

Country Fixed assets
Ukraine 18,2 Ha 01.01.2011 p.
Austria 185,5
Ireland 162,0
Italy 158,6
Netherlands (01.01.2002p.) 144,0
Germany 163,0
Slovenia 95,4
Finland 170,1
France 1449
Source : Bobukh 7.M. (2010), SFAS (2011)
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A critical issue facing Ukraine’s domestic
machine-building industry is the urgent need for
modernization of production. The depreciation rate
of tangible assets in Ukrainian machine-building
enterprises  exceeds  70%, compared to
approximately 53% in Poland. In Ukraine, this
indicator is particularly alarming in the production
of electrical equipment (92.5% in 2020) and other
vehicle manufacturing (87.3%).

The high degree of asset depreciation is a direct
consequence of insufficient capital investment. In
2020, capital investment in Ukraine’s machine-
building sector (€220.9 million) amounted to only
36.4% of the 2012 level (€607.0 million). For
comparison, in 2019, capital investments in
Poland’s mechanical engineering sector reached
€6269.6 million — 16.4 times higher than in Ukraine

30

(€381.9 million) (Ishchuk S., Caputa W., Sozanskyy
L., 2022).

The process of gross fixed capital formation in
Ukraine between 1997 and 2021 can be divided into
2 distinct periods. The first period, from 1999 to
2008, saw an increase in gross fixed -capital
formation from 17.4% of GDP in 1998 to 28.2% of
GDP in 2008. However, beginning in 2009, a period
of decline ensued. Over the following decade (2010-
2021), this downward trend persisted, with gross
fixed capital formation falling to just 13.4% of GDP
in 2021. These figures indicate that since 2008,
Ukraine's economy has experienced adverse trends
related to the shrinking investment base, which is
essential for the country’s socio-economic
development (Fig. 3).

10

1999 2001 2003 2005 2007 2009

135 134 134

2011 2013 2015 2017 2019 2021

Figure 3. Gross fixed capital formation, % of GDP

Source: Statistical Yearbooks of Ukraine

Foreign direct investment (FDI), on which was
initially expected to be a key driver of economic
growth, has instead resulted in a net outflow rather
than an inflow to the country. The total volume of
FDI decreased from USD 67.0 billion in 2013 to
USD 48.9 billion in 2021. In 2021 alone, the
outflow accounted for nearly 30% (Vlasyuk V.,
2022). Furthermore, the share of funds from non-
resident investors in total capital investment in 2021
was only 0.1% (SSS, 2022).

Low levels of investment in fixed assets, coupled
with high asset depreciation rates and the outflow of
foreign direct investment, have resulted in a
significant lack of capital equipment in Ukraine.
This indicator per employee in Ukraine is 4 to 5
times lower than in EU countries, leading to
considerably lower labor productivity. Moreover,
the technological structure of production remains
predominantly low-tech and medium-low-tech
(IMPEER, 2014).

The function of “support for domestic

producers”. Providing preferential treatment to
domestic enterprises in public procurement can
serve as an effective tool for supporting national
industries. However, the efficiency of this measure
depends on a rational approach to determining the
range of goods and products subject to such
policies. If not carefully implemented, this state
regulatory instrument may foster corruption and
reduce competition based on product quality.
Additionally, if Ukrainian-made products do not
surpass those of foreign competitors in terms of
technical sophistication and quality, their higher
prices may necessitate additional financial burdens
on Ukrainian consumers or increased reliance on
taxpayer subsidies (Kalita Petro, 2014).

In 2017, the Verkhovna Rada adopted in the first
reading of Draft Law No. 7206, known as “Buy
Ukrainian, Pay Ukrainians”, which proposed a
mandatory quota for domestically produced goods
in public procurement. In 2019, the Verkhovna
Rada decided to withdraw this Draft Law from
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consideration. According to the Ministry of
Economic Development and Trade, the proposed
legislation distorted market competition and
primarily served the interests of select producers
under the pretext of protecting domestic
manufacturers.

Many experts argue that the most effective
means of supporting domestic enterprises should
primarily focus on simplifying regulatory
procedures, reducing bureaucratic  barriers,
alleviating pressure from regulatory and law
enforcement agencies, providing access to
affordable long-term loans, and stimulating
investment.

Function “development of high-tech and
medium high-tech industries”. The increasing
globalization of markets, intensification and
complexity of technological processes and
materials, and shorter product life cycles have
significantly heightened the role of innovation in
ensuring  the  sustainability and  global
competitiveness of a country's economy. This trend
is particularly relevant for Ukraine’s manufacturing
sector.

In Ukraine, the share of innovative products in

total industrial output fell to 1.9% in 2020,
compared to 3.8% in 2010. In contrast, this figure
stood at approximately 11 % in Poland, and 22% in
Germany during the same period (Ishchuk S.,
Caputa W., Sozanskyy L., 2022).

Ukraine's economy is gradually losing its
capacity to produce high-tech industrial goods with
significant added value. Instead, there has been an
increasing shift towards a primary-sector-based
economy, characterised by growing share of
agriculture and raw  material  extraction,
accompanied by a decline in the technological
sophistication of the manufacturing industry.

In 2021, the production of computers, electronic
and optical products fell by 25% compared to 2006.
The machine-building industry, a core segment of
the manufacturing sector, experienced significant
losses, with its total output index falling by almost
2 times. Production of metalworking machinery and
machine tools (CEA 28.4) decreased by 5 times,
machinery and equipment for mining and
construction (CEA 28.92) by 6 times, and
production of motor vehicles (CEA 29.1) by almost
12 times (Table 2)

Table 2

Index of industrial production in the machine-building industry in 2021 compared to 2006

. . Index of industrial

CEA Type of economic activity oroduction, %

26 Manufacture of computers, electronic and optical products 25,0

28 Manufacture of machinery and equipment 53,2
28.4 Manufacture of metalworking machines and workbenches 20,5
28.91 Manufacture of machinery and equipment for metallurgy 36,9
28.92 Manufacture of machinery and equipment for the mining 156

' industry and construction '

29 Manufacture of motor vehicles, trailers and semi-trailers 58,7

29.1 Manufacture of motor vehicles 8,6

Source: SSS (2022)

In 2021, the production of other vehicles
declined to 41.6% of its 2012 level (CEA 30), while
the production of railway locomotives and rolling
stock decreased even further to 21.5% (CEA 30.2).

The technological sophistication of Ukraine’s
manufacturing industry  has  deteriorated
significantly. The share of high-tech and medium-
high-tech economic activities in total value added
declined from 36.5% in 2013 to 25.3% in 20203,

A key priority of the new industrialization policy
should be the promotion of innovations and the
stimulation of demand for domestic high-tech
products. Intensifying innovation should be a
strategic objective for both the government and

3 Calculated on the basis of data from the statistical
collections “Activities of large, medium, small and

private sector.

The function of “import substitution and
localization ~ of  production”.  International
experience shows that most countries, at certain
stages of their economic development, have
implemented import substitution policies to protect
specific sectors industries until they achieved
sufficient competitiveness in the global market. For
Ukraine, the necessity of import substitution arises
from its potential role as a catalyst for structural
transformations in the economy, a prerequisite for
innovative development, and a stimulus for
increased business activity.

In 2021, Ukraine ranked among the countries

microenterprises in 20217 and “Activities of business
entities in 2020”
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with the highest share of imports in domestic
consumption of manufactured products, surpassing
only Slovenia, Hungary, Slovakia, and Belgium
(Ishchuk S., Caputa W., Sozanskyy L., 2022).
Compared to Poland, Ukraine exhibited a

significantly higher dependence on imports in high-
tech and medium-high-tech industries (machine
building). Conversely, Ukraine demonstrated a
greater reliance on low-tech and medium-low-tech
industries (Table 3).

Table 3
Share of imports in domestic consumption of manufacturing products in Ukraine and Poland, %
Ukraine Poland
High-tech industries 80,5 71,9
Medium-high-tech industries 79,0 65,8
Medium-low-tech industries 36,9 65,0
Low-tech industries 30,0 33,2
Total manufacturing industry 49,2 34,3

Source: Ishchuk S., Caputa W., Sozanskyy L. (2022)

Additionally, the proportion of imports in
intermediate  consumption of manufacturing

enterprises accounts for approximately 50% (Table
4).

Table 4
Share of imports in intermediate consumption of manufacturing products in Ukraine
in 2013-2021, %
Industry groups 2013 2016 2021
High-tech industries 77,0 72,2 78,8
Medium-high-tech industries 71,1 81,2 72,1
Medium-low-tech industries 427 43,1 26,9
Low-tech industries 22,7 29,0 28,1
Total manufacturing industry 46,2 52,4 47,3

Source: Ishchuk S., Caputa W., Sozanskyy L (2022)

Dependence of the country's economy on
imports of fixed assets. An important dependency
ratio of countries on imports is the share of imports
in gross fixed capital formation. A high value of this
indicator signifies challenges in the manufacturing
industry, particularly:

- alow level of investment in fixed assets;

- ahigh degree of fixed assets depreciation;

- an ineffective policy of renewal of fixed

assets;

- low investment and innovation activity.

Moreover, excessive dependence on imports of

products from industries that produce fixed assets
poses a significant challenge to economic security,
competitiveness, and innovative development of the
national economy. This is because fixed assets,
machinery, and equipment used in production play
a crucial role in fostering technological innovation
and creating competitive advantages. In turn, this
contributes to the overall economic efficiency of
both the industrial sector and the economy. In 2021,
84% of gross fixed capital formation was attributed
to imports (Table 5).

Table 5
Share of imports in gross fixed capital formation in Ukraine, %

Type of economic activity 2013 2016 2021
Manufacture of fabricated metal products, except machinery and 8,8 62,6 30,6
equipment
Manufacture of computers, electronic and optical products 96,7 98,0 98,1
Manufacture of electrical equipment 90,5 83,3 85,4
Manufacture of machinery and equipment not elsewhere classified 91,6 98,8 98,5
Manufacture of motor vehicles, trailers and semi-trailers 88,9 98,3 97,0
Manufacture of other transport vehicles 16,2 23,2 48,2
Manufacture of furniture; other products; repair and installation of | 76,5 68,6 66,7
machinery and equipment
Total manufacturing industry 71,5 85,0 84,0

Source: Ishchuk S., Caputa W., Sozanskyy L. (2022)
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The Ukrainian economy is almost entirely
dependent on imports of computers, electronic and
optical products (98.1%); motor vehicles, trailers,
and semi-trailers (97%). The share of imports of
electrical equipment is critically high (85.4%).

The share of the domestic component in the total

consumption of machine building products in
Ukraine in 2019 amounted to 30.9% compared to
56.6% in 2009 (-25.7 percentage points), while in
Poland the value of this indicator in 2019 was 67.3%
and decreased by only 1.8 percentage points during
this period (Fig. 4).

6091 663 671 672 68,1

2009 2010 2011 2012 2013

——o—o

o o o r—
67,3 67,2 67,4 67,5 67,3
38,1 o = —A—

32,2 32,0 32,4 30.9

2014 2015 2016 2017 2018 2019

Figure 4. Share of the domestic component in the total consumption of machine building products, %.

Source: Ishchuk S., Caputa W., Sozanskyy L. (2022).

An important component of import substitution
is the localization of multinational companies'
production and the encouragement of foreign
companies to establish assembly facilities in
Ukraine with an appropriate localization ratio of
domestic potential. It is proposed that multinational
companies incorporate a certain share of local
resources — such as raw materials, intermediate
consumption goods produced in Ukraine, labor, and
scientific achievements — rather than relying on
imports. This approach will facilitate the formation
and expansion of domestic value chains.

At the initial stage of implementing an import
substitution policy, it is economically justified to
enhance domestic production to replace simple
imports or products for which there is a substantial
current and future demand in Ukraine. This demand
arises from the development of the agricultural
sector, implementation of energy-saving projects,
and the modernization of industrial and social
infrastructure. Import substitution should be
regarded as a comprehensive set of measures aimed
at stimulating the development and utilisation of

domestic potential in the production of industrial
goods for various types of consumption” as well as
fixed capital, to fill potential niches in both
domestic and international markets. An effective
import substitution policy can generate significant
multiplier effects, including jobs creation in the
industrial sector, increased domestic demand, and
expansion of the domestic market. Consequently,
this can lead to higher GDP growth and increased
tax revenues at various governmental levels.

Function  “development of non-resource
exports”. In international value chains, Ukraine has
increasingly shifted toward raw materials and low-
tech segments. Between 2006 and 2021, the share of
commodities in total exports increased from 7.7%
to 35,2 %* Simultaneously, the share of ferrous
metals and products thereof declined from 40.2% to
22.4%, while the share of high-tech goods
decreased from 14.5% to 9,6 %° (Table 6). The
decline in technological sophistication of exports is
indicative of deindustrialization, as Ukraine
transitions from an industrial economy to one
dominated by agriculture.

Table 6
Changes in the commodity structure of Ukraine's exports in 2006-2021, %
Goods 2006 pik 2021 pik
1 2 3
Raw materials 7,7 35,2

4 cereals; seeds and fruits of oil plants; livestock and
products of animal origin; ores, slag and ash

5 machinery, equipment and mechanisms; electrical
equipment; means of land transport; aircraft, floating

craft; optical and photographic instruments and apparatus
]
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End of Table 6

1 2 3
including:
grains 3,5 18,1
ores, slag and ash 2,4 10,5
oilseeds and fruits 0,8 3,6
ferrous metals and products thereof 40,2 22,4
high-tech goods 14,5 9,0

Source: SSS (2022)

For the state, there is a fundamental distinction
between the export of raw materials and the export
of processed products, particularly machinery.
While in 2007, the share of processed goods in
Ukraine's exports was 75%, by 2021 this figure had
declined to 36%. Furthermore, the share of the
processing industry in GDP decreased to 8% in
2022.

Development Plan for the Processing Industry of
Ukraine for 2023-2032. One of the general
functions of the state regulatory mechanisms in the
development of the processing industry is strategic
planning. A team of experts, established under the
Verkhovna Rada Committee on Economic
Development to elaborate a plan for the
development and transformation of Ukraine’s
processing industry (CVRED, 2023). The main
areas of development and transformation include:

- increasing the degree of raw material
processing and establishing new value chains;

- promoting the growth of economic sectors
capable of stimulating the expansion of related
industries;

- enhancing  public
domestically produced goods;

- implement import substitution strategies;

procurement  of

- expanding non-resource-based exports.

A significant proportion of Ukraine’s raw
materials are exported without further processing,
including cereals - 60%, iron ore - 57%, titanium ore
- 69%, refractory and kaolin - 67%, wood - 29%,
and oilseeds - 17% (The Verkhovna Rada
Committee on Economic Development). The high
degree of raw material processing could
significantly enhance value-added production.

The following sectors have been identified as
growing sectors of the economy: agriculture, food
production, wood and paper manufacturing,
printing and duplication, electricity, gas supply,
steam and air conditioning, construction, and
transportation.

The public procurement market in Ukraine
accounts for about 13% of the GDP annually. In
2021, Ukraine's nominal GDP amounted to UAH
5.46 trillion, indicating that the estimated value of
the public procurement market was approximately
UAH 700 billion. Notably, around UAH 266 billion
was spent on imported goods. Ukraine has one of
the highest shares of imports in public procurement
in the world (Table 7). This suggests that a
significant potential for domestic production
development remains underutilised.

Table 7
Share of imports in public procurement across various countries
Imports in public Imports in public
Country prgcureme%t, % Country prgcureme%t, %
Ukraine 38,0 Australia 5,8
Taiwan 17,3 EU 5,3
Korea 14,4 USA 4.8
Indonesia 8,0 Japan 4,8
Mexico 7,4 China 47
World 6,7 Canada 4,3
India 6,2 Brazil 3,7
Turkey 6,0

Source: CVRED (2023)

Projected expenditures on machine-building
products over the next 5 years are estimated at
$9143.7 million. The plan for the construction of
new enterprises in the processing industry envisages

52 ECONOMIC INNOVATIONS

investments of about USD 90 billion. Specifically,
the plan includes the construction of over 570 plants
during 2023-2024. The expected outcomes are
presented in Table 8.
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Table 8

Expected outcomes of the implementation of the Ukrainian Processing Industry Development Plan for

2023-2032
GDP - ($113.9 billion in 2020 prices) +73,2%
Output + 108,3%
Industry + 158,1%
Services + 44,9%
Construction industry + 368,1%
Agriculture +6,3%
Exports + 138,2%
Imports + 100,0%
Employment - new jobs + 575 000
Payroll (total for the country) +81,5%
Profit of enterprises +58,1%
Tax revenues (net effect) UHA 384,2 billion

(52,7% from 2020 level)

Increase in tax revenues (2023-2032) UHA 2,7 trillion

Source: CVRED (2023)

According to forecasts, the implementation of
the Plan for the Development and Transformation
of the Ukrainian Manufacturing Industry is
expected to increase the share of the manufacturing
sector in GDP from 9.5% in 2022 to 21.8% in 2032
(CVRED, 2023).

Conclusion and perspectives for further
research.

Based on an analysis of both domestic and
international experience, the conceptual framework
of a state regulatory mechanism aimed at
developing Ukraine’s processing industry has been

proposed. Its specialised functions include:
protectionism; investment attraction; support for
domestic producers; development of high- and
medium-tech industries; import substitution and
localization of production; development of non-
resource exports. The core aspects of these
functions have been analysed. The implementation
of the Plan for Development and Transformation of
the Processing Industry of Ukraine for the period
2023-2032 is projected to increase the share of the
processing industry in the GDP from 9.5 % in 2022
t0 21.8 % in 2032.
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