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PUBLIC FINANCE AND PUBLIC INVESTMENTS IN THE CONTEXT OF
INTENSIFICATION OF ECONOMIC DEVELOPMENT

The purpose of this article is to study the interdependence of the state, local governments, institutional investors
and the level of foreign direct investment in Ukraine's economy in conditions of instability. The article examines the
role of institutional investors and clarifies the main trends in attracting investment resources into the economy of
Ukraine, taking into account the European integration vector, the state investment policy of Ukraine should include the
main aspects of the main goals and objectives of the new generation investment policy, which takes into account the
latest trends and needs of the world economy. In this context, it is especially important to establish the optimal ratio of
foreign direct and domestic investment. In the context of European integration processes and ensuring investment
security in Ukraine, it is necessary to protect domestic markets from monopolization by foreign investors by setting a
limit on foreign direct investment in each sector.
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kadenpa ¢inancis,

JIwoaincska Axanemist BIHEI (Pecny6aika Iosbina)

IIYBJIYHI ®IHAHCHU TA IIYBJITYHI IHBECTHUIIII B KOHTEKCTI
IHTEHCU®IKALIII EKOHOMIYHOI'O PO3BUTKY

MeToro cTaTTi € JOCHIIKEHHS B3a€MO3AIIe)KHOCTI POJIi JIep)KaBH, OPraHIB MiCIEBOTO CaMOBPSIyBaHHS,
IHCTHTYLIHHUX iHBECTOPIB Ta PiBHA MPSIMHUX IHO3EMHUX IHBECTHUIIIl B eKOHOMIKY YKpaiHU B yMOBaX HeCTaOUILHOCTI. Y
CTaTTi MPOAHANI30BAHO POJIb THCTUTYIIHHUX iHBECTOPIB Ta 3'ICOBAHO OCHOBHI TEHJCHII 3ay4eHHs IHBECTHIIITHUX
KOIITIB B EKOHOMIKY YKpaiHH.

MeETOmONOTIYHOI0 OCHOBOIO JTOCTIKCHHS € TEOPETUYHI ITOJIOKEHHS SKOHOMIYHOI Ta ()iHAaHCOBOi HayK, Mparli
BIZIOMHMX BYeHHX. J[I1 BUpIMICHHS NOCHIAHUIBKHUX 3aBAaHb y pOOOTI BUKOPHCTAHO IiaJEKTUYHHHA METOJ HayKOBOTO
Mi3HAHHS, METOAM EMIIPUYHOrO Ta TEOPETUYHOI'O JOCIIJDKEHHs, 30KpeMa, KOHIENTYaJbHO-JIOTIYHUH aHaii3 Ta
CUCTEeMHUIl MIAXiN; CTAaTHCTHYHI METOIYM TI'PYIyBaHHS, IMHAMIYHHMX IOPIBHSHb, rpadiyHOr0 300pa)KeHHs, METOIH
(dopmaitizariii Ta y3araJibHEHHSL.

B pesynbraTi MpPOBEACHOTO IOCITIIKECHHS BCTAHOBJICHO, IO IHBECTUINIHA iSUTBHICTH BHMAra€ peryJIrOBaHHS
IHBECTHUIIITHOTO TPOIECY SIK HAa MaKPOCKOHOMIYHOMY, TaK 1 Ha MIKPOCKOHOMIYHOMY piBHsX. ITiKpeciieHO poJib
cyOperioHabHOTO PIiBHS JEP’KaBHOTO YHIPAaBIIHHA y (piHAHCYBaHHI iHBECTHIIHHOI MiSUTPHOCTI, y3aralbHEHO IOCBIiJ
€BPONEHCHKAX KPaiH Ta MOMJIMBI HATIPSMHU HOTO iMIDIeMeHTamii B YKpaiHi. BcraHoBieHo, oo myOmigHi opraHu BiIagu
SIK IHBECTOPH, BU3HAYAIOTh HAIPSIMKH CIIPSIMYBAaHHS BIIaCHUX (DiHAHCOBHX pecypciB, OKpPiM TOTO, BOHH BIUIMBAIOTH Ha
XapakTep Ta MICIe PO3TAIIyBaHHS MPUBAaTHUX IHBECTUIIH Ta SKICTh >KUTTS 3arajioM. TakuM YMHOM iX iHBECTHI[IHHUH
BHOIp BHU3HAYa€ MOXKIUBOCTI €KOHOMIYHOTO PO3BUTKY, QK€ NEpKaBHI 1HBECTHUINl MOXXYTh CIPHATH 3POCTAHHIO Ta
3a0e3MeunTH HAJIEeXKHY IHPPACTPYKTYPY Ul CTUMYJIIOBAaHHS IIPUBATHUX iHBECTHILIH.

OCHOBHi BHUKITHKH, 3 SIKHMH CTHKAIOTBCS YPSIU €BPONEHCHKUX KpaiH MpH 3MiHCHEHH] JIepKaBHUX 1HBECTHIIHHUX
MPOEKTIB: SKICTh YyHOpaBmiHHA, €(EeKTUBHICTh MyONiYHMX iHBecTHIil, moTpeba B 30iUIbIIEHHI OIOIKETHOTO
(iHaHCYBaHHA IHBECTHIIIH Ta iHIII.

3Ba)kalouM Ha BEKTOP €BPONEHMCHKOI iHTerpariiii, JepkaBHa iHBECTHIliffHAa MOJITHKAa YKpaiHW Ma€ BPaxOBYBaTH
OCHOBHI aCTIeKTH ITJIell Ta 3aBAaHb IHBECTHIIHOI MOJIITHKH HOBOTO ITOKOJIIHHS 3 ypaXyBaHHSAM HOBITHIX TEHACHIIIH Ta
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moTped CBITOBOI EKOHOMIKH. Y IIbOMY KOHTEKCTi OCOOJIMBOrOo 3HAaYeHHS HaOyBa€ BHU3HAYCHHS ONTHMAILHOTO
CHIBBITHOIIIGHHSI NPSIMHUX IHO3EMHHMX Ta BHYTPILIHIX IHBECTUIIH. 3 MeTOIO 3a0e3NeyYeHHs 1HBECTUIIHHOI Oe3neKu B
VYkpaiHi HeoOXiZTHO 3aXMCTUTH BHYTPIIIHI PUHKH BiJl MOHOMOJMi3allil iIHO3EMHUMH 1HBECTOPAMH LIISIXOM BCTAHOBJICHHS
JIMITy Ha NpsAMi iHO3eMHI iHBECTHLIT B KOXKHY Tajly3b €KOHOMIKH.

KuarouoBi cioBa: ¢inancu, aepxkaBHi (iHAHCH, IHBECTHINIi, IHBECTHIIHHA MisUIbHICTh, IHBECTHUIIIMHUIA KIIIMAT,
JiepKaBa.

Introduction. Improving the investment climate and increasing the efficiency of investment processes
are one of the main directions of public policy at the present stage.

Today, the volume of domestic financial resources is insufficient for the economic development of
Ukraine. As a result, foreign investors are becoming more attractive. Ensuring sustainable economic growth
is possible only on the basis of such components of economic potential as fiscal, budgetary, regional,
monetary, institutional and innovation instruments. The decisive factor for growth is the mobilization of
domestic savings into investment potential. Foreign investment at the same time serves as an auxiliary
source of structural adjustment of the economy.

Theoretical background. The impact of public finances in general and public investment on economic
growth is revealed in many studies. Robert J. Barro and Xavier Sala-1-Martin [8, p.645-646] examined the
effects of fiscal policy on long-term growth. Balassa [1] establishes the relationship between public finance
and economic development through aspects such as the budget deficit (or surplus), the size of the public
sector and public investment. Susanna Martins & Francisco Jose Veiga [3, p. 579] analysed the impact of
government size and the composition of government spending on economic development. Sharon J.
Erenburg [9] based on empirical evaluation revealed the interdependence and impact of rising public
investment spending on increasing private investment.

The main role of investments in the economy and their crucial importance not only for sustainable
economic growth, but, above all, for innovative development, for the creation of new, high-tech industries
and entire industries.

The expediency of this process is due to the fact that foreign investment contributes to the formation of
its own market infrastructure, and additional investment prevents other enterprises and farms from emerging
from the crisis, so the study of investment activity is practical and scientific.

In the current conditions, the state cannot independently invest in all spheres of the economy due to the
lack of budget funds. In this regard, one of the most crucial modern scientific problems is the creation of
economic conditions for foreign investment projects, given that recently they are significantly reduced.

Results and discussion. Total investment (public, private and household) in European countries
averaged 22% of GDP in 2022 (Fig. 1). However, there is significant variation between countries, in
particular from 12% in Greece to 27% in the Czech Republic and 30% in Turkey. Public investment in
European countries remained relatively stable, from 2009 to 2022 on average within 3% of GDP. However,
it should be noted that there are significant differences between the countries, related to both the level of
their socio-economic development and the consequences of fiscal consolidation caused by the crisis in the
country's economy.

Public investment of more than 5% of GDP in European countries is observed in Hungary, Norway,
Estonia, Latvia and Cyprus, the lowest share - in Ireland and Spain, accompanied by more significant private
investment. Note that in Italy, the Netherlands, Germany and Finland and Cyprus, households play an
important role in investing.
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Fig. 1. Investment by institutional sectors in EU, % share of GDP, 2022
Source: own elaboration on the basis [Eurostat: https://appsso.eurostat.ec.europa.eu/nui/show.do]

By redistributing GDP, the state gets opportunities for budget investments. The ratio of government

size, expressed in general budget expenditures in% to GDP and budget investment, shows that among the
group of countries with a high level of redistribution of GDP, Norway, Sweden and Hungary stand out,
where the level of public investment is higher than other countries (Fig. 2). Among the countries with an
average level of public spending should be singled out Cyprus (5.8%), Estonia (5.3%) and Latvia (5.4%),
which are also characterized by the allocation of more financial resources for investment purposes.
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Fig. 2. Public finance and public investment as % share of GDP, 2022
Source: own elaboration on the basis [Eurostat: https://appsso.eurostat.ec.europa.eu/nui/show.do]

Public authorities, as investors, determine the direction of their own financial resources; in addition,

they affect the nature and location of private investment and quality of life in general. Thus, their investment
choice determines the opportunities for economic development, as public investment can promote growth
and provide the appropriate infrastructure to stimulate private investment.

The main challenges faced by European governments in the implementation of public investment

projects: the quality of management, efficiency of public investment, the need to increase budget funding for
investment and others (Fig. 3).
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Challenges of public
investment Insufficientinvestment by local governments causes gaps in infrastructure

Climate change and population growth require significant updating of the
infrastructure

The impact of publicinvestment on economic growth depends significantly on the
quality of governance

National, regional and local authorities need to increase investment efficiency

The lowlevel of institutional quality reduces the level of efficiency of public
investment

Fig. 1. Challenges of public investment based on the experience of European countries
Source: Organisation for Economic Cooperation and Development URL: http://www.oecd.org/gov/public-investment.htm

Local governments play a significant role in financing economic development by making appropriate
investments in EU countries. At the same time, there are obvious differences among countries both in the
amount of directed investments and in key areas of investment. This is largely due to the size of the
subregional government, their powers, as well as key benchmarks for their development and the country as a
whole. Note that in federal countries, subnational governments are key investors in economic development.
Poland, Lithuania, the Czech Republic and Romania should be singled out among the unitary countries.

In general, the level of the ratio of subregional expenditures and funding in% to GDP in 2022 can be
divided into three groups of countries (Chart 4):

- 1 quadrant - countries with a significant amount of subregional costs and a significant share of
investment (Denmark, Sweden, Finland);

- 2nd quadrant - countries whose subregional level is lower than the EU average, but make a significant
share of investment in GDP (Poland, Czech Republic, Romania, etc.);

- 3 quadrant - (Cyprus, Malta and federal countries, as the subregional level of local self-government is
taken into account, and the main share of investments is made at the regional level).

It should also be noted that all EU countries with a significant size of the subregional level are powerful
investors in regional development, as none of the countries fell into the 4th quadrant.

It is important for the implementation of the European experience of investing at the expense of public
finances in Ukraine to determine the direction of financial resources. According to the results of financed
investments, we will single them out:

- Albania - infrastructure projects, in particular related to the construction and reconstruction of local
roads and public spaces, as well as the reform of the water and sewerage sector;

- Bulgaria - local investments are directed to housing and utilities, including water supply and sewerage
systems; a significant share falls on economic expenditures, including transport and utilities; education
(construction and maintenance of school infrastructure).

- Croatia - investments are mainly directed to general services and infrastructure in education;

- Poland - local public investment is a significant share of economic costs, environmental support,
recreation and culture [Progress Report by the OECD Investment Committee, 2019].
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Fig 4. The ratio of total costs and investment costs in% to GDP in 2022
Source: own elaboration on the basis [Eurostat: https://appsso.eurostat.ec.europa.eu/nui/show.do

For comparison, in Ukraine in 2019-2022, the vast majority of subregional investments were directed to
"solid" infrastructure, including educational, health and road repair facilities. At the same time, we note a
small number of investment projects of direct economic orientation.

Among the reasons for the low level of functioning of local authorities as investors are the following:

1) incomplete reform of administrative and financial decentralization;

2) different level of financial, personnel and institutional capacity of the united territorial communities;

3) lack of effective tools for attracting financial resources (the practice of inter-municipal cooperation is
not developed, local loan instruments are allowed only for cities of regional importance, etc.);

4) a significant level of deterioration of infrastructure, primarily social, which requires priority
modernization.

5) the impact of COVID -19 and others [2, p. 247-248].

According to OECD calculations, in order to reach the level of current development of neighbouring
countries, in the ten-year period it is necessary to double GDP annually by 2025. This in turn requires an
increase in investment by an average of 2 times per year. Obviously, there is an urgent structural adjustment
of the economy, the focus on the production of products with high added value.

Ukraine can be considered an investment-attractive country for investment, based on the following
factors [5, p. 155]:

1) the presence of high natural resource potential,

2) cultural kinship with other European and North American countries;

3) high level of education of the population and proper professional training;

4) a large consumer market, catching up with the market of highly developed countries.

The dynamics of investments in Ukraine shows that investments come to the country, and their volume
increases every year, but they are still not enough to reach the level of development of European countries.

The peculiarity of investment activity in Ukraine is that it occurs under conditions of economic crisis
and war, growing deficit of financial resources and a number of socio-economic problems.

Conclusions. Taking into account the European integration vector, the state investment policy of
Ukraine should include the basic aspects of the main goals and objectives of the investment policy of the
new generation, which takes into account the latest trends and needs of the world economy. First of all, the
state investment policy in Ukraine should include measures related to the development of the real sector of
the economy. In this context, it is especially important to establish the optimal ratio of foreign direct and
domestic investment. In the context of European integration processes and ensuring investment security in
Ukraine, it is necessary to protect domestic markets from monopolization by foreign investors by setting a
limit on foreign direct investment in each sector.
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It is also worth noting that the russian invasion of Ukraine is a serious economic shock of uncertain
duration. The war in Ukraine causes enormous economic losses to Ukraine as well as to the countries of
Europe and the whole world.

The war, in addition to large human losses and the humanitarian crisis, led to a deepening of financial
instability, a decline in economic growth, acceleration of inflation, an increase in prices for food products,
fuel, other strategic types of products, and the reconfiguration of the global supply chain in the country's
logistics services.

The task at the state level is the liberalization of tax and customs policy and the development of logistics
for military purposes. For this purpose, an agreement has already been signed with the EU, which allowed
Ukrainian companies to provide transport services without permits.
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