CBITOBA EKOHOMIKA TA MIKHAPOJHI BITHOCHHH Inmenexm XXI Ne 4 2020

CBITOBA EKOHOMIKA TA MIZ’KHAPOIHI BITHOCUHH

UDC 339.9
DOI: https://doi.org/10.32782/2415-8801/2020-4.1

Bilenko Yuriy
Ivan Franko National University in Lviv

EXPORT AND ECONOMIC GROWTH IN CENTRAL
AND EASTERN EUROPEAN COUNTRIES WITH APPLYING TO UKRAINIAN ECONOMY

The article discusses the problem of creating successful strategy of export oriented growth. Exports and export policies, in
particular, are considered to be the most important stimulators of economic growth. Export is an effective mean of introducing
new technologies, both for exporters, in particular, and in other sectors of the economy. In our study, we attempted to meas-
ure the process of export changes and economic growth in Central and Eastern Europe during the opening the economy of
these countries, membership in European Union, global financial crisis 2008. The study included 15 countries: EU countries
Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia, as well post-Soviet
European countries: Ukraine, Russia, Moldova, Belarus and also Albania for the period from 1991 to 2017. We use World
Development Indicators Data base of the World Bank for this period. In order to test the impact of export on economic growth
the Keynesian model of economic development is used. For estimation of this model we used panel GLS regression with fixed
effects for CEE countries for the period 1991-2017 yy. In summary, we investigated the factors influencing economic growth
Jor the entire period 1991-2017. Exports and private consumption remain dominant factors with coefficients of 0.21 and 0.42,
respectively. In the European Union countries economic growth is dominated by private consumption (impact ratio — 0.56 and
exports —0.27). The rest of the CEE countries are growing due to private consumption (coefficient — 0.25) and investment — 0.23.
The results of the study of the impact of EU membership on the relationship between exports and economic growth show that the
economies of countries that have joined the European Union are more export-oriented than European countries that have not
Jjoined the EU , the coefficient of the impact of export growth on GDP growth in the EU countries is more than 5 times higher
than in other CEE countries (0.34 and 0.06, respectively). Thus, the economies of CEE countries acquire the features of the
Keynesian model of economic development,coefficients of determination R2 explain 80-90% of changes in economic growth.

Keywords: export, economic growth, Keynesian model, Central and Eastern Europe, Ukraine, panel GLS regression
with fixed effects.

EKCIIOPT TA EKOHOMIYHE 3POCTAHHS B KPATHAX IIEHTPAJIBHOI
TA CXIJHOI €BPOIIH 3 MPOEKIIIEIO HA YKPATHCBKY EKOHOMIKY

Binenko I0.1.
JIvgiecokul nayionanvuull ynieepcumem imeni leana @panxa

Y cmammi pozenaoacmuoca npoonema ghopmysannsn ycniwinoi cmpamezii eKCnopmoopieHno6ano2zo 3pocmant. 30Kpema,
eKCnopm ma noimuKa eKCRopHy 66aXcalOMbCs HABANCTUGIAUMU OBUZYHAMU eKOHOMIUHO020 3pocmannA. Excnopm e eghex-
MUGHUM 3ACO00M YNPOBAOICEHHA HOBUX MEXHONO02II AK 0Nl eKCHOPMePié, MAaK i 01 IHWUX 2a1y3eil eKOHOMIKU. Y nawiomy
00Ci0HCeHHI MU CRPOOYBANU GUMIPAMU NPOUEC 3MIH eKCROPHIY ma eKOHOMIYH020 3pocmanna y Llenmpansuiit ma Cxionii
€sponi nio uac eiOKpumMma eKOHOMIKU YUX Kpain 00 ceimosux punkis, unencmea é €gponeiicvkomy Coro3i, céimoeoi ginan-
coeoi kpuszu 2008 p. /1o oocnioxncenns 6yno exmoueno 15 kpain: kpainu €C: boneapia, Yecvka Pecnyonixa, Ecmonis, Yzop-
wiuna, Jlamein, Jlumea, Ilonvwa, Pymynia, Cnosayuuna ma Cnoegenis, a maxoc nOCIpaoancybKi €6poneiicyki Kpainu: Yxkpa-
ina, Pocin, Monooea, binopyce, a makosc Anoanin 3a nepioo 3 1991 no 2017 p. Mu euxopucmosyemo 6azy oanux Ceimosozo
oanxy WDI Data base npo nokasHuKu c6imogozo po3eumky 3a yei nepioo. /[na nepesipku 6niusy eKcnopniy Ha eKOHOMiuHe
3POCHMAHNA BUKOPUCHOBYEMbCA KEUHCIAHCLKA MOOeNb eKOHOMIUHO020 po3sumky. /lna oyinku uiei modeni mu euKopucmo-
gyeanu nanenwvhy pezpecito GLS i3 ¢hikcosanumu egpekmamu ona xpain LJCE 3a nepioo 1991-2017 pp. Mu docniounu yun-
HUKU, W0 6NIUGAIOMb HA eKOHOMIYHE 3pOCmants, 3a éeco nepioo 1991-2017 poxkie. Excnopm ma npusamue cnoyicueanus
3anumiaiomuca oominyrouumu paxmopamu 3 xoegivicnmamu 0,21 ma 0,42 ionogiono. Y kpainax €sponeiicokozo Coro3y
6 eKOHOMIYHOMY 3POCIANHI nepesaricac npueamue cnoxcueants (Koegivienm enaugy — 0,56 ma excnopm — 0,27). Peuuma
kpain IJCE 3pocmaromys 3a paxynox npueamnozo cnodxcuganns (xoegivienm — 0,25) ma ineecmuyiit — 0,23. Pesynomamu
oocnioxncennn enaugy unencmea ¢ €C na 63a€mM036'130K Mixc eKCHOPIMOM MA eKOHOMIYHUM 3DOCIAHHAM NOKA3YIOMb, W0
eKoHOoMIKa Kpain, AKi npueonanuca oo €gponeiicvrozo Corozy, 6invur opicHmosana Ha eKCnopm, aniX3@c €6pOneiicyKi Kpainu,
AKi He ecmynunu 00 €C, Koeghivyicum ennugy 3pocmanns excnopny na 3pocmannsn BBII y kpainax €C dinvuie nizicy n’amp
paszie eunquil, anixe y inuwux kpainax I[CE (0,34 ma 0,06, éionosiono). Exonomixu kpain L{CE nadysaroms puc KeitHciancbKkoi
Mo0eni eKOHOMIUHO20 PO36UMKY, Koeginicnmu demepminauii R2 noacnroroms 80-90% 3min ekonomiunozo 3pocmannsi.

Knrouosi cnosa: excnopm, exonomiuHe 3pOCMAHHA, KeUHCIAHCbKA mooens, Llenmpansna ma Cxiona €spona,
Vkpaina, nanenvna peepecia GLS i3 gpixcosanumu epexmamu.
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Inroduction. The study of the experience of economic
transformation of developed countries, especially in the
postwar period, will allow our further analysis to identify
certain strategies in economic reforms in Central and East-
ern Europe to achieve such economic results as achieved
by developed countries of the European Union. Classical
works in the field of structural transformations in the world
economy can serve as a basis for determining the level
of imbalance, inconsistency of the economic structure of
post-socialist countries in comparison with developed mar-
ket states.

Literature review. The concept of economic structure,
structural changes has aroused considerable interest of
economists, especially in the context of economic growth
of states, increasing its efficiency and optimization.

The accumulation of physical and human capital, as
well as shifts in the structure of demand, trade, production
and employment, according to H. Chenery, is the main core
of transformation [1].

The processes of industrialization, as the basis of struc-
tural change in countries, have long prevailed in economic
analysis.

The well-known economist H. Chenery, who was
engaged in the optimization of the sectoral structure of the
economy, identified the universal factors on the basis of
which the structural transformation of the state economy
is formed.

Among these universal factors: 1) common technolog-
ical knowledge; 2) similar human desires; 3) access to the
same import and export markets; 4) accumulation of capi-
tal, if the level of income increases; 5) increasing the level
of skills, education with increasing income [1].

International trade has a significant impact on the produc-
tion structure of the national economy, especially the open
economy. In closed economies, the structure of production
is identical to the structure of demand, with increasing open-
ness, the specialization of production changes. M. Sirquin
emphasizes the size of the economy as a basis for the for-
mation of its dependence on foreign trade. The smaller the
economy, the more specialized it is, which in turn is due to
the availability of natural resources, the structure of factors
of production and government policy [2, p. 265].

The foreign economic policy of large countries is
focused on import substitution, which allows to achieve
certain structural changes in the direction from raw materi-
als to industrial, and this is achieved at relatively low levels
of gross domestic product. In small countries, export spe-
cialization in raw materials can actually take a long time,
and the reorientation to industrial goods occurs with a sig-
nificant increase in government revenues.

If we analyze the contribution of domestic demand,
international trade, cost ratios to change the share of indus-
try, then foreign economic relations are the main factor con-
tributing to the decline in the share of service industries and
growth of industrial production. Export-expanding policy in
the countries of Southeast Asia has extremely strongly stim-
ulated industrialization in these countries, income growth.

Export-driven growth is a term used to describe a
strategy to encourage and support export production. The
rationale lies in the belief of many economists that foreign
trade is the engine of economic growth, in the sense that it
can promote a more efficient allocation of resources within
countries, as well as transfer growth in different countries
and regions.

Exports and export policies, in particular, are consid-
ered to be the most important stimulators of economic
growth. Export is an effective mean of introducing new
technologies, both for exporters, in particular, and in other
sectors of the economy. In addition, export growth plays
an important role in the growth process by stimulating
demand, stimulating savings and capital accumulation.

The impact of exports on economic growth has been
studied by many scientists and described in many eco-
nomic concepts. It is safe to say that export growth plays
a leading role in increasing GDP, and therefore stimulat-
ing export supplies, supporting export-oriented industries
based on the production of high-tech products are the main
tasks of the state if its goal is successful and stable eco-
nomic growth.

The countries of Southeast Asia and some Western
European countries pursued export-oriented economic
policies during the second half of the 20" century. The
results of their economic development and achievements,
which led to the growth of general welfare and economic
power, indicate that this model has proved effectiveness.
After the Second World War, these countries were either
underdeveloped or devastated by war. Applying the model
of export-oriented growth, they were able to achieve sig-
nificant economic development in a short period of time.

In each country, this model had slightly different mod-
ifications, but the main advantage, and perhaps a condi-
tion for the success of this model was the focus on non-
raw, high-tech industrial exports. The development of
the industrial sector became a priority during the period
of economic restructuring. Significant human resources,
interest to these countries from such powerful states as
the United States or Japan, attracting foreign investment —
all this has also contributed to successful economic deve-
lopment in Southeast Asia.

World experience testifies the important role of indus-
trial, high-tech exports in ensuring high rates of economic
growth and transition to a higher level of economic deve-
lopment. Economic development of Southeast Asia has
become possible due to a balanced and well-thought-out
policy of state export promotion based on the use of cus-
toms and tariff policy instruments, financial and tax incen-
tives, international scientific and technical cooperation,
government cooperation with private business, attracting
foreign direct investment in strategic areas , implementa-
tion of state programs to promote the development of high-
tech industries.

Export policy in cee. Reforms of the trade policy in
transition economies took place in two different ways: the
first way — the rapid liberalization of foreign trade, the
second way — the gradual transformation of foreign trade
(so-called gradualism). The countries of Central and East-
ern Europe and the Baltic states have chosen the first fast
way, and the CIS member states — the second one.

The synchronicity and pace of foreign trade liberaliza-
tion varied from country to country, but they all introduced
a uniform exchange rate and introduced a convertible
national currency, gave the private sector full autonomy to
operate in international markets, and abolished export con-
trols. In addition, all these countries have introduced new
tariffs, customs duties and protectionist procedures.

Institutionally, CEE countries have gone through three
stages in the field of foreign trade liberalization: WTO
membership since 1995, participation in CEFTA, EFTA
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free trade areas and direct accession to the European Union
in 2004. Thus, from unilateral liberalization to joining mul-
tilateral regional integration associations.

Countries that have chosen another path of foreign
trade reform — gradualism, have failed to create conditions
for genuine competition for domestic producers. The pol-
icies pursued by the governments of these countries were
detrimental to exports: all CIS member states had a com-
plex system of export registration and licenses, in addition
to the mandatory surrender of foreign currency earnings
and taxes on hard foreign currency earnings.

Model and empirical research. In order to test the
impact of export on economic growth the Keynesian model
of economic development is used.

The Keynesian model in dynamic is based on the fol-
lowing formula (1):

AY = AC + Al + AG + (AX ~AM)), (1)

where AY — GDP growth; AC — private consump-

tion growth; Al — investment growth, AG — government

expenditures growth; AX — export growth and AM — import
growth.

In our study, we attempted to measure the process of
export changes and economic growth in Central and Eas-
tern Europe during the opening the economy of these coun-
tries, membership in European Union, global financial cri-
sis 2008. The study included 15 countries: EU countries
Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lith-
uania, Poland, Romania, Slovakia and Slovenia, as well
post-Soviet European countries: Ukraine, Russia, Mol-
dova, Belarus and also Albania for the period from 1991 to
2017. We use World Development Indicators Data base of
the World Bank for this period [3].

For estimation of this model we used panel GLS
regression with fixed effects for CEE countries for the
period 1991-2017 yy. Dependent variable is GDPG: —
Gross Domestic Product Growth; independent varia-
bles: GGCG: — General Government Final Consump-
tion Growth; GFCFG: — Gross Fixed Capital Forma-

tion Growth; HFCEG. — Household Final Consumption
Expenditures Growth; /G, — Import of Goods and Services
Growth; EG, — Export of Goods and Services Growth;
indexes t and i mean accordingly year and country.

Firstly we analyzed the impact of exports on economic
growth in the post-socialist countries of Central and East-
ern Europe over the 20-years period up to the global finan-
cial crisis of 2008-2009 (see Table 1). For the whole group
of countries during this period, the impact of exports on
GDP growth is determined by a coefficient of 0,10, which
means that if the change in export growth is 1 percentage
point, economic growth will increase by 0.10 percentage
points.

Differentiation of this indicator depending on the
period is quite significant. Thus, at the beginning of struc-
tural reforms in the transition from a command-adminis-
trative economy to a market, the impact of export growth
of goods and services is law(coefficient is 0.09), and since
2000 until the height of the global financial crisis increased
more than twice. This period is characterized by extremely
high economic growth of post-Soviet European countries,
due to almost threefold increase in prices for steel, oil, gas,
as well as preparations for accession and accession to the
EU in a number of post-socialist CEE countries.

The results of the study of the impact of EU member-
ship on the relationship between exports and economic
growth (see Table 2) show that the economies of countries
that have joined the European Union are more export-ori-
ented than European countries that have not joined the EU
, the coefficient of the impact of export growth on GDP
growth in the EU countries is more than 5 times higher
than in other CEE countries (0.34 and 0.06, respectively).

During the period 1991-2010, there is a tendency to
reduce the impact of private consumption and increase
the impact of investment in fixed assets and exports of
goods and services. Thus, the economies of CEE countries
acquire the features of the Keynesian model of economic
development. Coefficients of determination R? increase

Table 1
Economic Growth By Componets in CEE ,1991-2010
Dependent variable GDPG
. All countries All countries All countries EU members Non EU members
Independent variables 1991-2010 1991-1999 2000-2010 1991-2010 1991-2010

0.12 0.12 0,07 0,10 0,14

GGCG, (5.87) (3.04) (2.84) (3:39) (4.44)
0,11 0,08 0,14 0,19 0,10

GFCFG, (10,3) (4,73) (9,01) (12,86) (6,60)
0.45 0.49 0.34 051 0.43

HFCEG, (14,14) (7.82) (10,61) @121) (7.39)
. -0.08 20,09 -0.11 20,30 -0.06

i (-5.01) (-3.90) (-2.88) (-11.25) (-2.69)
- 0.10 0.09 0.20 0.34 0,06
i (4.96) 2.77) (6.01) (13.55) (1.90)
Constant. 20.03 115 0.73 031 20,75

! (-0,2) (-2,24) (3,05) (0,16) (-1,45)
Within R? 0.72 0,61 0.82 0,91 0,63
Between R 0.57 0.75 0,87 0,30 0,79
Overall R? 0.70 0.65 0.83 0.90 0,64
Statistical tests F-test 653 27,0 140,3 311,8 36,96
Number of observations 270 105 165 151 119

*in parenthesis t- statistic.
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almost 1.5 times, explaining 80-90% of changes in eco-
nomic growth.

In 1989, the CEECs’ general trade profile with the EU
was typical for a less developed trading partner. Exports
were mostly labour intensive and energy intensive and
there were substantial deficits in R&D-, skill- and — to a
lesser extent — capital-intensive branches. Over the past
decade, however, the more advanced of the CEECs have
markedly changed their specialization relative to the EU:
specialization advantages in R&D-, skill- and capital-in-
tensive areas have increased significantly, while those in
labour-intensive branches have been substantially reduced
pointed by M. Landessman [ 4, p.114].

In parallel with the change in the pattern of interindus-
try trade specialization, there have also been substantial
changes in the quality of products produced and exported
by CEE producers (i.e. in their position in “vertically dif-
ferentiated” intraindustry trade). In 1989/1990 the CEE
economies were at the very low quality end of the product
spectrum.

From the results presented in Table 2, which analyzes
the economic growth of CEE countries after the global
financial crisis, we can conclude that there is a significant
structural difference in the components of economic growth
of EU member states and CEE countries outside the EU.
The economies of the EU countries have been increasing
their GDP growth rates due to government spending and
exports. In the post-Soviet countries, the statistical signif-
icance of the impact of the components of the Keynesian
model is very low, there is a significant decline in govern-
ment spending, investment, exports.

In summary, we investigated the factors influencing
economic growth for the entire period 1991-2017. Exports
and private consumption remain dominant factors with
coefficients of 0.21 and 0.42, respectively. In the European
Union countries economic growth is dominated by pri-

vate consumption (impact ratio — 0.56 and exports — 0.27).
The rest of the CEE countries are growing due to private
consumption (coefficient — 0.25) and investment — 0.23.
In general, over the 27-year period of our study, the impact
of export operations on economic growth has increased
significantly, which certainly creates grounds for crisis-free
and stable development of CEE countries.

The openness of the Ukrainian economy presupposes
the consideration of the external sector as a decisive factor
in the economic growth of the state. Analysis of the com-
modity structure of Ukrainian exports, which dominated by
capital-intensive goods of standard quality (ferrous metal-
lurgy products), shows that the share of industrial prod-
ucts is declining, comparing to 2000 the share of exports
of food products and raw materials for their production
increased almost 6 times to 40%, that is, industries that use
Ukraine's scarce energy resources (domestic agriculture is
the most energy-intensive in Europe) dominate in export.
A low share is occupied by goods with a high intensity of
human capital.

Another conclusion is that a high level of prosperity
contributes to increasing exports and imports from the EU,
given their significant investment component, as well as a
tool to improve the quality of life of Ukrainians. This gave
hope that fundamental reforms in the structure of Ukrain-
ian production could begin, which unfortunately did not
take place.

Given that the Ukrainian government prefers to use
monetary instruments to regulate the economy in times of
crisis, and especially often uses the instrument of deval-
uation of the national currency, which does not affect the
competitiveness of Ukrainian exports to the European
Union, nor does it reduce imports from the EU, only mon-
etary regulation is ineffective in contrast to the 1998 crisis.

The general conclusion about monetary instruments to
stimulate the competitiveness of the Ukrainian economy

Table 2

Export, Growth, EU membership and Crisis in CEE, 1991-2017

Dependent variable GDPG
. All countries EU members Non EU members EU members Non EU members
Independent variables 1991-2017 1991-2017 1991-2017 2009-2017 2009-2017

0,10 0,06 0,13 0,18 20,01

GGCGq (4.49) (2.33) (3.63) (3.13) (-:0.16)
0,16 0,13 0.23 0.11 0.1

GFCFGq (13,87) (12,4) (9.97) (6.35) (3.59)
0,42 0.56 025 0,49 0.26

HFCEG, (15,98) (19,6) (5.58) (9.96) (4.20)
- 20,14 -0.20 20,08 20,13 0,05

! (-7,8) (-9,81) (-3,09) (-2,70) (1,13)
G 021 027 0.14 031 0,09

i (12,46) (13,94) (5.23) (6,00) (2.23)
Constant 20,03 032 20,02 -0.40 051

i (-0,2) (-0,22) (-0,09) (-1,94) (1,67)
Within R? 0,80 0,84 0.81 0.93 0,90
Between R 0,84 0,75 0,96 0,88 0,88
Overall R? 0.80 0,84 0.82 0.93 0.88
Statistical tests F-test 273 250,0 97,8 194,17 54,96

Number of observations 358 239 119 80 40

* in parenthesis t-statistic.
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can be as follows: temporary containment of imbalances
in the country's foreign exchange market, rather than stim-
ulating the optimal allocation of resources for dynamic
development and creation of new progressive and compet-
itive sectors.

The analysis shows that those industries that are mate-
rial-intensive and energy-intensive account for almost half
of output, providing employment for just over ten percent
of the average number of industrial workers, but these
industries in the Ukrainian economy enjoy state support
and have not been significant until recently. downturns in
production.

Production in mechanical engineering has been declin-
ing sharply in recent times. But it is industries such as
mechanical engineering that determine technical progress
in the country, at least in the medium term. To create a job
in the fuel industry, you need to spend much more money
than in mechanical engineering. In addition, the number of
jobs in the energy and fuel industries is limited. The deve-
lopment of these industries directly depends on how total
output increases. On the other hand, the growth of produc-
tion in mechanical engineering is not strictly limited.

Conclusions. The formation of an expanded free trade
zone with EU countries will be key to changing the produc-
tion structure of Ukraine's industry, forming new high-tech
industries that require significant amounts of physical and
human capital and provide the Ukrainian economy with
long-term dynamic efficiency.

The dynamic effects of economic integration are
observed in the long run [5]. At the heart of these effects
is increased competition and new opportunities for mar-
ket integration, as well as a growing economies of scale
from full capacity utilization, optimal resource allocation

and the introduction of new technologies, which in turn
contributes to increased investment and economic growth.
New investments in physical and human capital are the
foundation of dynamic effects in a free trade area.

In the EU, countries have roughly the same economic
structure, which creates good prospects for competition,
from which consumers and producers benefit, given the
effect of scale. At the moment, the Ukrainian economy
complements the economies of the EU, supplying mainly
raw materials that are energy-intensive and capital-inten-
sive goods, which, in turn, leads to intensive use of scarce
for Ukraine factors of production, and thus their rise in
price.

In the EU, foreign trade based on the model of intra-in-
dustry trade predominates, and in Ukraine, intersectoral
trade, which dominated Europe in the early twentieth cen-
tury, predominates. It should also be noted that it is nec-
essary to use the Ukrainian labor force, which has a high
level of education and skills, so investments, loans should
be directed and stimulated by the state in labor-intensive
technological sectors of the economy.

Our study has shown that if we want to achieve quick
but short-term results, the structure of foreign trade and
domestic production must remain as it is today, and long-
term effects for stable economic growth and high GDP per
capita can only be achieved by increasing the share trade
with more efficient countries of the European Union and
accordingly, the free trade zone with the EU will allow,
first of all, to carry out an investment revolution in Ukraine,
which would allow to use underestimated human capital
and provide an intra-industry model of international trade
without which accession to the European Union is impos-
sible in the near future.
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