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Valentyna Makohon (Ukraine), Yurii Radionov (Ukraine),
Iryna Adamenko (Ukraine)

INVESTMENT POLICY

OF THE STATE AS A TOOL
FOR ECONOMIC GROWTH
OF THE COUNTRY

Abstract

The investment policy of the state is an important tool for diversifying the economy.
This paper analyzes the share of capital investment in GDP, the index of fixed capi-
tal investment for 2015-2019, and assesses the investment policy determinants of the
state of developed countries and emerging countries. Correlation-regression analysis
methods were used to determine the relationship between real GDP, the share of in-
dustrial output in GDP, and the index of fixed capital investment in countries with
economies in transformation. As a result, it was determined that in the vast majority of
countries studied, the increase in investment in fixed assets contributes to the accelera-
tion of economic growth, and the level of economic growth determines the investment
potential of countries; that the heterogeneity of the impact of investment on the level
of economic growth in countries with transformational economies is due to their raw
material orientation, insufficient level of validity and predictability of the implemented
investment policy of the state; the state’s investment policy is an important tool for
ensuring macroeconomic stability and stimulating economic growth in a recession.
Using the data of the panels for the period from 2015 to 2019, it is substantiated that
the creation of conditions for macroeconomic balance will increase business activity
of enterprises, which is the result of purposeful influence of state investment policy on
economic processes by ensuring quality transformation and innovation of the national
economy. The obtained results show that the level of influence of the state investment
policy on the level of economic growth varies significantly depending on the level of
development of financial institutions in the country and the infrastructure of the fi-
nancial market.

Keywords investments, investing, finance, economy, recession

JEL Classification E20, H54, P33, P45

INTRODUCTION

Investment policy of the state plays an important role in the deep foun-
dations of economic activity. The importance of developing a reasona-
ble investment policy of the state explains the growing challenges and
increased risks violating the financial system’s stability. Accordingly,
it increases the need for state support to economic entities that im-
plement investment and innovation projects and use innovative tech-
nologies. The issues of changing the vectors of the investment policy
of the state and increasing its effectiveness are relevant in the context
of globalization processes to intensify domestic investment projects
since changes in world prices in commodity markets complicate the
situation for the financial and economic condition of individual enti-
ties and the national economy.

One of the most effective reviving investment activity methods in
developed and emerging countries is importing international invest-
ment. This is due to the lack of financial resources for implementing
institutional transformations in the financial and budgetary sphere,
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based on the need to maximize the restructuring of the economy in the context of intensified crisis pro-
cesses and rising inflation. Also, in modern conditions, in the vast majority of emerging countries, the
position of a significant range of economic entities is changing by reducing the share of the economy’s
public sector. These changes raise the issue of improving the system of public management of invest-
ment processes as a basis for accelerating economic growth, increasing the level of competitiveness of

economic entities.

1. LITERATURE REVIEW

The movement of capital inside and outside the
country, investment policy attracts significant at-
tention of politicians and researchers in developed
and emerging countries (Gondor & Nistor, 2012).
Public investment belongs to the category of ex-
penditures most directly related to the accelera-
tion of economic growth. However, their produc-
tivity largely depends on the implemented invest-
ment policy of the state and sources of investment
financing (European Commission, 2012; Ricco,
Callegari, & Cimadomo, 2016).

According to the research, the effective use of
investment policy of the state instruments con-
tributes to the stabilization of macroeconomic
processes (Olanubi, Osode, & Adegboye, 2019;
Lv, Li, Mi, & Zhao, 2020); public investment has
not only a positive but also a stable and signifi-
cant impact on private investment flows (Deleidi,
Mazzucato, & Semieniuk, 2020); public invest-
ment stimulates domestic demand in the short
run and increases production in the long run.
Simultaneously, the expansionary effects of a
larger share of public investment are significantly
enhanced by adaptive monetary policy (Elekdag,
Muir, & Wu, 2020; Abiad, Furceri, & Topalova,
2016; Chugunov, Pasichnyi, & Nepytaliuk, 2019).
At the same time, the uncertainty of the invest-
ment policy of the state has a negative impact on
economic activity (Kim, 2019; Lopez, Galinato,
& Islam, 2011; Bom, 2018).

The validity of public investment as a tool to
overcome the recession and stimulate long-term
growth is determined. In particular, it is noted
that during an economic downturn, increased
public investment has a positive effect on produc-
tion, employment, wages, and consumption; cre-
ates conditions for the growth of demand for la-
bor in the private sector, which leads to higher real
wages and increased consumption. In the medium
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term, an increase in public investment increases
private investment, thus creating the effect of ad-
verse supply. Simultaneously, public investments
financed by the formation of the budget deficit do
not increase the share of public debt in GDP be-
cause they are self-financed. At the same time, the
increase in public consumption does not stimu-
late economic processes and leads to an increase
in the share of public debt to GDP (Petrovi¢, Arsic,
& Nojkovi¢, 2020).

There is a strong causal relationship between the
level of uncertainty in the investment policy of
the state and foreign direct investment flows. The
importance of predictability of investment poli-
cy of the state for investment decisions by trans-
national corporations is substantiated (Hsieh,
Boarelli, & Vu, 2019; Deleidi, Iafrate, & Levrero,
2020); the validity of the redistribution of public
investment between the leading industries (Aray
& Pacheco-Delgado, 2020; Zhang, Xie, Huang, Li,
& Dai, 2020). It is noted that in the conditions of
uncertainty of the investment policy of the state,
the interrelation between the cost of capital and
investments decreases. The unfoundedness of the
state investment policy, its uncertainty, and mul-
ti-vector cause a decrease in the level of sensitivi-
ty of investments to the cost of capital, especially
for businesses dependent on public funding, es-
pecially in countries with transformational econ-
omies and a significant share of the public sector.
It is determined that the growing level of uncer-
tainty in the investment policy of the state de-
stroys the relationship between the cost of capital
and investment (Drobetz, El Ghoul, Guedhami,
& Janzen, 2018).

Itis substantiated that the development of the social
and institutional environment affects the change
in the economy’s architecture. Accordingly, the
impact of public investment on economic growth
varies depending on the level of development of
financial institutions (Papagni, Lepore, Felice,
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Baraldi, & Alfano, 2019; Chugunov & Pasichnyi,
2018). In particular, the dynamic economic trans-
formations at this stage of social development
have led to the search for balanced approaches to
investment policy, determining effective methods
of reproduction and development of the scientific
and technological potential of the country, which
involves a combination of public and private in-
vestment (Pierrakis & Saridakis, 2017). It is advis-
able to note that the impact of public investment
on private investment differs across countries
based on the level of risk the failure of the secu-
rity of private investments. Accordingly, an im-
portant task to stimulate economic growth is to
reduce the impact of relevant risks (Ouédraogo, R.
Sawadogo, & H. Sawadogo, 2020; Bahal, Raissi, &
Tulin, 2018), ensuring the optimal level of public
investment, which may vary depending on the lev-
el of socio-economic development of the country
(Chen, Yao, Hu, & Lin, 2017; Turnovsky, 2015).

2. GENERALIZATION
OF THE BASIC PROVISIONS

At the current stage of development of society, the
investment policy of the state plays an important
role, as it is an effective tool for the effective de-
velopment of leading sectors of the economy, sta-
ble functioning of basic infrastructure, achieving
macroeconomic stability, and stimulating eco-
nomic growth. At the same time, the productiv-
ity of public investments is important, which can
be characterized as the degree of influence of their
involvement in the change in capital productivity.

The formation and implementation of the invest-
ment policy of the state is a set of steps to iden-
tify trends in the investment environment and
investment conditions forecasting, analysis, and
evaluation of problems that prevent escalating in-
vestment potential, their structure and study are-
as, indicators, mechanisms for implementing this
policy. The model of public management of in-
vestment processes is carried out based on special
methods of direct and indirect financial and man-
agerial regulation.

The priority tasks of the investment policy of the state

are specified in the relevant development strategies
of the countries, taking into account the real nation-
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al conditions of economic development. In particu-
lar, the State Program of Industrial and Innovative
Development of the Republic of Kazakhstan for
2020-2025 aims to “stimulate the competitiveness
of the manufacturing industry, aimed at increasing
productivity and increasing exports of processed
goods. Important measures to saturate the domes-
tic market with the necessary funds are the imple-
mentation of a new policy to attract foreign invest-
ment, focused on improving both targeting and ef-
ficiency of work with foreign companies, creating
an attractive investment climate” (State Program
of Industrial and Innovative Development of the
Republic of Kazakhstan for 2020-2025, n.d.). Under
the Kazakhstan Strategy 2050, the direction “of the
financial sector development policy to improve the
investment climate based on the modernization of
regulation and interaction with investors, strength-
ening the protection of their rights, projective attrac-
tion of domestic and foreign investments, improve-
ment of infrastructure for attracting investments”
(Kazakhstan Strategy 2050, n.d.).

The EU External Investment Plan aims to “stim-
ulate investment in partner countries’ economies
to increase economic growth, create jobs, and sus-
tainable development. Significant attention is paid
to targeted investment in socio-economic sectors:
transport; energy; water supply; information and
communication technologies; social infrastruc-
ture; environmental protection; human capital”
(European Commission, 2017).

According to the Strategy for the Development
of Innovation Activity for the period up to 2030,
Ukraine’s important tasks are “increasing the
share of investments in intangible assets in cap-
ital investments; creating a favorable investment
climate to stimulate the development of high-
tech industries” (Strategy for the Development of
Innovation Activity for the period up to 2030, n.d.).

Given the limited public financial resources at this
stage, an important area of the investment pol-
icy of the state in both developed countries and
emerging countries is to increase the share of in-
vestment in GDP and direct them to support pilot
sectors and real economy projects to stabilize and
revive production. In 2015-2019, the share of in-
vestments in the EU countries’ GDP was 21.27%
(Table 1).
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Table 1. Share of investments in GDP of individual EU countries, %

Source: Based on the data from the official site of the Statistical Office of the European Commission — http://ec.europa.eu/eurostat

Countries 2015 2016 2017 2018 2019
EU - 27 countries (from 2020) 20.59 20.81 21.12 21.43 2238
2005 2036 20.66 2086 2167
........... 20.15 20,51 20.82 21.09
16.94 17.17 17.48 17.84
15532 15.49 1678 17.54
2477 22.87 22.41 20.97
372 21.00 21.16 20.94
21.23 22.72 23.24 23.89
"""""""" 23.76 24.18 2516 25.85

Table 2. The share of investment in GDP of individual CIS countries, %

Source: Based on the data from the official site of the CIS Interstate Statistical Committee — http://www.cisstat.com/

Countries 2015 2016 2017 2018 2019
Azerbaijan 29.34 26.10 24.78 21.52 21.04
Armenia 955 808 773 702 79
Belarus 23040 1984 198 2044 21.83 ..........
Kazakhstan 1718 1653 1613 1800 18.1§ ..........
kyrgysstan 2957 2845 737 2648 2742
Uzbekistan 2132 2113 2385 3055 3711
Ukraine (Member'l‘JHr'1“'L;i'IW1H9.05.2018) """""" 1373 1506 1503 1625 15.7d ..........

In emerging economies, this figure varies sig-
nificantly. In particular, in Uzbekistan, the share
of capital investment in GDP for 2015-2019 is
26.79%; in Armenia — 8.07% (Table 2).

The revival of economic growth in emerging coun-
tries involves the optimal use of fixed assets, re-
placing obsolete funds with new, more productive,
and less capital-intensive funds. In this view, in-
vestment in fixed capital, which is needed to renew
and expand production, is the most important

factor in reviving business activity and stimulat-
ing economic growth (Table 3).

Among the emerging countries over the past five
years, the highest investment growth rates are
observed in Kyrgyzstan, Kazakhstan, Tajikistan,
Ukraine, and Uzbekistan.

Simultaneously, based on the built models accord-
ing to the annual indicators of 2015-2019, there is a

Table 3. Indices volume of investment in fixed capital (% to previous year)

Source: Based on the data from the official site of the CIS Interstate Statistical Committee — http://www.cisstat.com/

Countries 2015 2016 : 2017 : 2018 : 2019
Azerbajan 889 783 . 1028 . 957 . 977
Armenia ..875 . 1oasd Jloae
Belarus 32. 106.0 105.7
Kazakhstan B i d037 2020 2058 1175 1085
Kyrgyzstan 105.8 . 103.4 105.8
I e S S S
Russia . B 998 . 1048 1 1054 1 1017
Tajkistan 1983 147 5 B0LT o ATS 93T
Uzbekistan & 1094 & 1041 GA1e4 101299 01838
Ukraine 118.0 116.4 115.5
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Source: Based on the data from the official site of the CIS Interstate Statistical
Committee — http://www.cisstat.com/

101,9
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114,1
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119,3
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Figure 1. Dynamics of investment in fixed capital (% to previous year) on average for 2015-2019, %

Table 4. Indicators of regression statistics on the interdependence of real GDP and the investment
index in fixed capital

Source: Based on the data from the official site of the CIS Interstate Statistical Committee — http://www.cisstat.com/

Countries Multiple R R-square ' Normalized R-square ' Standard error
Azerbajan i 074 i 0.55 o 0.39 : 161
Armenia 0.90 0.82 0.76 1.54
Belarus 097 ... 098 092 0.88
Kazakhstan ¢ 067 046 0.27 5.19
Kyrgyzstan &+ 022 005 -0.27 0.43
Moldova ¢ 6w i 603 i -0.29 2.32
Russia 0.99 0.97 0.96 0.35
o s o
Uzbekistan =+ = 026 0.01 1.06
Ukraine 0.94 0.89 0.85 2.18

linear relationship between real GDP, the share of
industrial output in GDP, and investment in fixed
capital (Table 4).

The strongest correlations between real GDP and
the fixed capital investment index are observed
in Russia, Belarus, Ukraine, and Armenia. The
lowest correlations are in Moldova, Kyrgyzstan,
and Uzbekistan. The F-test value in the vast ma-
jority of countries exceeds the corresponding
level of significance so that the corresponding
regression models can be meaningfully inter-
preted (Table 5).

Thus, with the growth of the fixed capital invest-
ment index by one percentage point, real GDP
grows: Azerbaijan - by 0.16 percentage points;
Armenia - by 0.40 percentage points; Belarus —

http://dx.doi.org/10.21511/ppm.18(3).2020.21

by 0.23 percentage points; Kazakhstan - by 2.42
percentage points; Moldova - by 0.04 percent-
age points; Russia — by 0.29 percentage points;
Ukraine - by 0.58 percentage points.

With the growth of the fixed capital investment
index by one percentage point, the share of indus-
trial products in GDP increases: Azerbaijan - by
1.18 percentage points; Armenia — by 1.81 percent-
age points; Belarus — by 3.66 percentage points;
Kazakhstan - by 1.65 percentage points; Russia
- by 1.51 percentage points; Uzbekistan - by 1.49
percentage points (Tables 6-7).

The strongest correlations between the fixed
capital investment index and the share of indus-
trial output in GDP are observed in Uzbekistan,
Belarus, and Kazakhstan.
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Table 5. Indicators of variance analysis (regression) and correlation coefficients between real GDP and

the investment index in fixed capital

Source: Based on the data from the official site of the CIS Interstate Statistical Committee — http://www.cisstat.com/

Countries F Significance F Y-section Variable X 1

Armenia LGA340 oA 30 BA
Belarus 45.69 0.01 78.03 0.23

Kazakhstan S O2L M3 2
Kyrgyzstan L~ N S S .- S ... S
Moldova 0.10 0.77 99.65 0.04

S 17
Tajikistan . 21 110.53 .

Uzbekistan e 08 038 M08S 7004
Ukraine : 24.11 0.02 : 33.63 : 0.58

Table 6. Indicators of regression statistics on the interdependence of the investment index in fixed

capital and the share of industrial output in GDP

Source: Based on the data from the official site of the CIS Interstate Statistical Committee — http://www.cisstat.com/

Countries Multiple R R-square Normalized R-square Standard error
Azerbaijan . 053 028 2.28
_Armen 0.51 6 7.06
Belarus 0.87 .76 7.40
Kazakhstan 0.3 o OEB 398 ..
Kyrgyzstan 0.52 927 3.97
Russia 0.64 0.40 5.58
Tajiistan 051 o OBS 923 .
Uzbekistan 0.92 0.85 5.65
U | o 008 T

The F-test value in the vast majority of countries
exceeds the corresponding level of significance so
that the corresponding regression models can be
meaningfully interpreted.

The heterogeneity of the positive impact of the
fixed capital investment index on the share of in-
dustrial output in GDP and real GDP confirms the
position on the negative impact of uncertainty in
the investment policy of the state on the level of
economic growth. This is also determined by the
validity of the implemented investment policy of
the state. Therefore, the important tasks of the
transition to a new economic growth model in de-
veloped countries and emerging countries are the
mobilization of investment and their effective use,
justification of socio-economic sectors of targeted
investment, and specific targets for investment
taking into account globalization.

It should be noted that, to some extent, the dispar-

ities in the investment policy of emerging coun-
tries are explained by its raw material orientation.
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Thus, at present, in the vast majority of emerging
countries, a significant share belongs to foreign in-
vestment, which is carried out mainly by subsoil
users. These investments have a low level of multi-
plier effect on the economy.

Thus, an important investment policy task in coun-
tries with transformational economies is to increase
their investment potential. Successful implementa-
tion of the goal of the investment policy of the state
requires, first of all, the solution of the following tasks:
the creation of an effective system of protection and
mechanisms to stimulate savings of the population
and business entities; development of institutional
support for investment activities, increasing the level
of investment activity and improving the infrastruc-
ture of the financial market. It is advisable to conduct
a targeted investment policy of the state aimed at de-
veloping priority sectors of the economy, the range of
which should be more clearly justified.

The need to develop institutional support for in-
vestment is due to the state of the national econ-

http://dx.doi.org/10.21511/ppm.18(3).2020.21
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Table 7. Indicators of analysis of variance (regression) and correlation coefficients between real GDP

and investment in fixed capital

Source: Based on the data from the official site of the CIS Interstate Statistical Committee — http://www.cisstat.com/

Countries F Significance F Y-section Variable X 1
Azerbaijan 1.15 0.36
Armea S 6‘."38
Belarus 9.34,‘,‘,‘,‘ ,,,,,,,, (‘JH.'OG
A R (‘)"_'69
Kyrgyzstan 12 0.37
Russ|a ; e 025
Tajikistan s?0 0.10
Uzbekistan 1749 0.02
Ukrame i S ‘c')‘,'és

omy and the impact of the world economy. To in-
crease investment activity, it is necessary to create
specific macroeconomic conditions that provide
for an increase in capacity utilization, a revival of
business activity, an increase in real incomes, and
the currency’s stability.

The specificity of the inflation recovery in over-
coming the general economic downturn is the
use of short-term investments. Large and long-
term investments require a longer period of capi-
tal accumulation, a cheaper long-term loan mar-
ket, or an active equity market. The level of de-
velopment of the banking system and the stock
market plays an important role in this process,
which contributes to attracting additional cap-
ital to economic development. Venture capital
also plays a role in intensifying investment ac-
tivity. In emerging countries, venture capital is
insufficient and is mainly used at the state level.

One of the conditions for increasing investment
activity is developed investment infrastructure
that includes: reducing transaction costs; im-
provement of selection, maintenance, the realiza-
tion of investment projects in the financial and
credit structures; activation of the stock market;
establishment of mechanisms for attracting funds
of individuals for investment purposes; creation
of enterprises and their involvement in invest-
ment processes as participants. Economic condi-
tions and prerequisites for growth can be the ba-
sis for increasing investment in fixed capital. This
will keep consumption growth, although much
slower. It is advisable to note that the growth in
consumer demand provides the current produc-

http://dx.doi.org/10.21511/ppm.18(3).2020.21

tion dynamics, but the steady growth of the in-
dustry is only possible through intensification of
investments. The growth of investment activity
will be facilitated by strengthening countries’ in-
vestment attractiveness (industrial potential, effi-
ciency of investment development programs, the
ability to generate cash flows). In particular, rais-
ing the country’s credit rating can be an impor-
tant tool for attracting investment.

3. DISCUSSION

Financial globalization, which is developing at
this stage of social development, the intensifica-
tion of financial and economic crisis processes,
the Covid-19 pandemic cause disparities in the
world economy. Under such conditions, deter-
mining the way out of the crisis and creating
conditions to ensure macroeconomic stability
and accelerate economic growth is an important
task. Under such conditions, discussions on the
choice of investment policy instruments of the
state become relevant. Various arguments are
put forward on the factors and level of influence
of state investment policy, public investment
on economic growth (Aschauer, 1989; Zhang
& Xie & Huang & Li & Dai, 2020; Petrovi¢ &
Arsi¢ & Nojkovi¢, 2020; Lv & Li & Mi & Zhao,
2020). The question of the optimal share of
public investment in GDP remains debatable.
Aschauer D. A. defines this figure at about 60%
of GDP (Aschauer, 2000). Kamps S. - about 40%
(Kamps, 2005). Checherita-Westphal C., AH
Hallett and P. Rother - from 50% to 80% of GDP
(Checherita-Westphal, Hallett, Rother, 2014.
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However, many studies simultaneously claim a and private investment (Chugunov & Pasichnyi,
nonlinear relationship between public and pri- 2018). growth will contribute to the formation
vate investment (Ari & Akkas & Asutay & Kog, and implementation of sound investment policy
2019) and the linear relationship between public  of the state.

CONCLUSION

The study makes it possible to determine that attracting investment in the economy is considered as the
most important tool for its competitiveness and forms the prospect of accelerating economic growth.
An important task of investment policy in countries with transformational economies at this stage is to
increase their investment potential. The results show that in the vast majority of countries studied, the
increase in fixed assets’ investment contributes to the acceleration of economic growth, and the level of
economic growth determines the investment potential of countries. The heterogeneity of the positive
impact of investment on the level of economic growth in emerging countries is due to their raw material
orientation and insufficient level of validity of the implemented investment policy of the state. One of
the main deterrents to the effective use of investment is political instability, the imperfection of institu-
tional support in the investment and tax spheres.

Disclosure of theoretical, methodological and practical aspects of formation and implementation of
state investment policy as a tool of economic growth allows us to conclude that the important tasks
of transition to a new model of economic growth in countries with transformational and developed
economies are not only investment mobilization but also their effective use. The reasonable relationship
between real GDP, the share of industrial output in GDP, and the index of fixed capital investment in
countries with economies in transformation and the assessment of state investment policy determi-
nants indicate the need to implement public investment policy based on global economic cycles. At the
stage of stagnation, in a recession, it is advisable to increase the share of public investment in GDP. At
the stage of development and growth — the market can self-regulate and intensify investment develop-
ment through private investment.

Future research should be carried out in the direction of finding new scientific approaches and models
for the formation and implementation of the investment policy of the state, taking into account the pe-
culiarities of the development of public relations.
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