-

View metadata, citation and similar papers at core.ac.uk brought to you byj: CORE

\\//
VERSITA 10.2478/cer-2013-0032

NAZARIY LYPKO *

Comparative Analysis Of Balances Of Payments Of Ulaine And
Poland In The Post-crisis Economic Environment

Abstract

The condition of a country’s balance of paymenta rucial factor for
effective development in small open economies, aadAoland and Ukraine.
Because of their dependence on the climate inriatemal markets, Poland and
Ukraine are especially vulnerable to fluctuationsthe global situation. Thus it
is essential for both national economies to devedfipctive instruments for
adjusting their balance of payments accounts. Heisessity in turn requires
research into the main mechanisms used for makmgnbe of payments
adjustments for developing countries, since not aspects have been yet
explored. A comparative analysis of the balancpayfments situations in these
countries is conducted in this article, which aitosprove external similarities
between both countries and explain why Poland htsned greater success in
the process of overcoming the consequences ofldbaldinancial crisis. Such
conclusions can be used as a roadmap for Ukraingsoway to adjustment of
its balance of payments account. The main reasosuoh exploration is that
Ukraine’'s balance of payments is still operatingdaficit conditions, which
negatively affects the overall state of the nati@mnomy of the country.

Keywords: balance of payments, current account, capital aotosmall open
economy, adjustment of balance of payments
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1. Introduction

The main economic challenge facing the world irerecyears has been
the global financial crisis. Disturbances in baksof payments constituted both
one of the reasons and one of the consequencdse afrisis. Almost every
country in the world has suffered because of ttdirke in the global financial
markets. However, the so-called ‘unstable econ@ystems’ have been among
the biggest victims of the crisis, mainly becauseytare mostly small open
economies and vulnerable to external disturbances.

All these factors have strengthened the need &mareh into the external
equilibrium and balance of payments accounts in timstable economic
systems. This is because the external componentiseomajority of national
economies of the world are still in negative caodis, which is reflected in their
balance of payments. This in turn emphasizes thed ne explore those
processes that define the conditions of balanceayfments, and to make
practical recommendations for the purpose of afigadhe current situation.

The subject under consideration has long been pttofif discussion for
representatives of almost every school in econan@eeestions related to the
problem of balance of payments adjustments have éem®ng the central issues
in the works of such famous economists as J. KeyRebundell, M. Obstfeld,
K. Rogoff, A. Thirlwall, T. W. Swan, etc. Also, atlof practical researches and
reviews are devoted to the problem of balance gheats. The International
Monetary Fund (IMF) uses the state of a countrgkaibce of payments as the
main indicator for evaluation of its economic pglia the process of providing
financial assistance to a country.

Despite the great number of articles that focushis problem, there are
some aspects that are still not sufficiently iniggged and about which too little
is known. Above all, this concerns research intdtate of balance of payments
accounts in the modern conditions of the globarial crisis. Secondly, there
is a need to provide recommendations on how to on®rthe conditions of
balance of payments in the changing environmenintdrnational finance.
Another important aspect is detection of the maattgons in the area under
consideration for the so-called unstable econongggng which Ukraine and
Poland can be singled out. These patterns can dx tosdevelop an effective
strategy for influencing the external aspect ofdbentries.

The mission of this paper is to identify and explaimilarities and
differences in the dynamics and conditions of badaof payments accounts of
Ukraine and Poland; to analyze their influence be tevelopment of their
national economies; and to analyze Poland’s expegien overcoming problems
similar to those faced by Ukraine. For the purposéshis analysis it is
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necessary, first of all, to evaluate the similastor differences in the processes
that define the conditions of balance of paymentgarticular, special attention
will be paid to the character of export-import agaéms in both countries and to
the intensity of inflow of foreign investments inthe respective national
economies, since these issues undergird the mjowi of foreign currency in

a country. Secondly, the dynamics in balance ofrts of both countries for
the last several years will be explored. Thirdlye tinfluence of balance of
payments conditions on the state of a national @ognwill be considered.
Finally conclusions will be drawn concerning thdeex to which Ukraine can
draw on Poland’s lessons and experiences for itepawposes.

2. Methodology

Traditional methodological instruments have beesdusy the author to
explore the problem and issues under consideralio.period for analysis has
been chosen from the end of the twentieth centnhgn some vivid patterns
and regularities in the balances of payments dfi botuntries were formed. All
the calculations and evaluations were based owialffstatistical information
taken from national statistical bureaus, nationahks and other regulatory
bodies, and international organizations such agMike

The research faced several methodological chalferfg@bably the most
difficult challenge was the definition and treatrhef the concept “unstable
economic system”. The term “unstable economic gy5te a bit different from
the traditional and usual term “transition econoniy’fact, it is possible to say
that the transition period had already ended foe ttountries under
consideration, but they are still characterizechwihstable economic processes
and features. Among the main features of an ‘utestabonomic system’ the
following may be pointed out:

1. Unstable economic systems are characterized bytichanod dynamic
fluctuations of the main economic indicators, suh GDP, inflation,
unemployment, etc;

2. Unstable economic systems are vulnerable to fltictos of the global
economic situation. Usually the national econonuésuch countries are
very open and their performance depends on that®ituon the world’s
markets;

3. Unstable economic systems are characterized bywadkegree of self-

sufficiency. This means that crisis events takeadong term and severe
character in such economic systems, and these mwesoreturn to
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equilibrium conditions only after a quite long petiof time, with the help
of governmental interference;

4. Unstable economic systems have not yet formed ¢neea institutional
mechanisms of a market economy. Some of the matitutions are simply
missing, while others function in an imperfect wayso, many vestiges of
the past are present in unstable economic systems;

5. Unstable economic systems, unlike developed magkehomies, do not
have built-in mechanisms for automatic adaptatiomd aadjustment
following certain disturbances. Usually, post-aiadjustment requires deep
governmental interference and even the supporhtefnational financial
organizations.

The above are the main, but not all, features olastable economic
system. It is believed that both Ukraine and Polahdre these features. For
instance, one of the main characteristics of artabies economic system is
imbalance in the external sector and significantttlations in the balance of
payments. Also, unstable economic systems are taeffeby the so-called
“Thirlwall's law”. A. Thirlwall developed the welknown model of balance-of-
payments-constrained growth. According to this nhaaleurrent account deficit
and, respectively, balance of payments disequilibrcan be a serious restrictive
factor for economic growth in unstable economicays. The essence of this
law can be described in the following quote:

“According to Thirlwall's well-known model of balaa-of-payments-
constrained growth, output growth is demand-deteedj provided demand is
below supply capacity, which is normally the casecapitalist economies.
However, the balance-of-payments situation carriot¢he growth of aggregate
demand because a country cannot persistently uodamy ever-increasing
current account deficit'(Lopez et al., 2000, p. 477).

It is believed that Thirlwall's law is especiallghierent in Ukraine, where
a strong correlation between the current accoulainba and pace of economic
growth is observed. Generally, this is the resfithe production specialization
of the country, with its focus on raw materialstte long term perspective, the
effect of Thirlwall’'s Law may lead to significanegative effects for a national
economy, which has been proven by experience afitdes in Latin America.
These countries have a lot of common with Ukraime Roland in the context of
balance of payment adjustment and its influencthemational economy.

‘The econometric evidence regarding the validawdThirwall’s Law in Latin
America suggests that even though there are diffeperiods of external
adjustment, it has not been possible to rejecnthé proposition of Thirlwall’'s
Law. In other words, no single economy is immumenfits external sector
constraint. Our approach suggests that Latin Ansriceconomies need to
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implement significant changes in their speciali@atof production if the goal is
to achieve sustainable long-run growth rates, whietuires an increase in the
growth rates of exports together with lowering tineome elasticity of the
demand for imports(Holland et al., 2004, p. 45).

3. Results

The first task of the research is to analyze thecesses that define
conditions of balance of payments. It is an obvidast that export-import
operations are probably the main driver of a badaot payments deficit or
surplus. The dynamics of and correspondence betRelmd’s export and import
is illustrated in the following Figure. Numbers @revided in millions of USD.

Figure 1. Dynamics of Poland’s export and import
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Source: National Bank of Poland,http:/mww.nbp gifien.aspx?f=/en/statystyka/bilansplatniczy.html

First of all, an interesting symmetry is seen betvéhe country’s export
and import operations. In fact, this means thatcthentry’s balance of payments
account is developing according to typical and itiaahl laws of balance of
payments fluctuations. Secondly, the overall sikexports and imports has
been constantly growing from the beginning of neentary. The only
exceptions were in 2008 and 2012. Such growth spedible with the general
growth of a national economy, since the role oemdl trade is significant in
the country’s economy. The dynamics of Ukraine’paek and import is
provided in the following Figure. Numbers are pd®d in millions of USD.
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Figure 2. Dynamics of Ukraine’s export and import
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Source: National Bank of Ukraine, http://mwww.barak.gia/control/uk/publish/category?cat_id=44464.

As can be seen from the Figure above, Ukraine’smimport operations
are characterized by the same pattern and symmstBoland’s external trade.
However, the last year was more successful for id&rthan for Poland. And as
it can be seen from the Table below, Ukraine’s reetetrade is characterized by
a higher pace of change in the size of export-impperations.

Generally, this proves the fact that external trpldgs a more important
role in the national economy of Ukraine, despite flact that Poland is
a member of a large international union with a #adous market. Ukraine’s
access to such markets is limited. Even the madetrpartner of Ukraine —
Russia - continually puts forward challenges todite.

Table 1. Dynamics of export-import turnover in Ukraine and Poland

2007 2008 2009 2010 2011 2012
o Export | 127.39%| 133.779 63.37% 127.65% 128.29%  H0A.(
;‘:E) Import | 135.35% | 138.549 56.23% 130.30P6 133.48%  BI6.9
- Export 126% 123% 80% 116% 117% 97%
§ Import 130% 127% 73% 119% 116% 94%

Note Calculations are made by the author, basing sedan information from the National Bank of Poland
and National Bank of Ukraine

Source:http://imww.nbp.pl/homen.aspx?c=/ascx/subger&navid=5088,http://mww.bank.gov.ua/
control/uk/publish/category?cat_id=44464
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Export and import operations should be analyzedamdy in terms of
absolute size or dynamics. Special attention shbalgaid to the commodity
and geographical structure of these operationsanalyzing the commodity
structure of Poland’s export-import flows for 20itlis essential to note that
Poland mostly imports the following groups of condities: machinery and
technical appliances (22.09%), mineral products5a%), transport equipment
(9.97%), base metals and articles thereof (10.9%gQcording to the
Governmental bureau of statistics of Ukraine, tr@nntomponents of national
imports for Ukraine for 2013 are the following: raimal products (27.6%),
machinery and technical appliances (16.7%), chdmindustry products
(10.7%), base metals and articles thereof (6.3#n)sport and vehicles (8.3%).

As we can see from the above analysis the commeditygrns of import
of both countries are quite similar. The main difgce is in the great share of
mineral products in Ukraine’s import, which inditlgaeflects the lower level of
energy efficiency of the national economy and tve dlegree of national oil and
gas management. In fact, Ukraine’s dependence eniniport of gas from
Russia is among the leading factors deterring deweént of the Ukrainian
national economy. The price of Russian gas is al¥d®0 for Ukraine per
thousand cubic meters, while Poland pays about $#&0 thousand cubic
meters. While the price for Poland is higher, ibd be noted it is located
almost 1,500 km further from the Russian borden tb&raine. In fact the price
of gas is always an instrument in the different pyditical and economic
discussions between Russia and Ukraine, and onehvdariously defines the
direction and pace of development of the Ukraimeonomy.

The fact that the greatest share in Poland’s img®roccupied by
machinery and technical appliances is notewortlopfari®l imports equipment
that is going to boost further development of paiabun in the country and
guarantee economic development. Hence its defiétsicurrent account can be
characterized as self-sufficient, since it is gdimdpe covered via further growth
of production in the country. Unfortunately, Ukrais import has mainly a raw
materials character, and cannot be characterizestl&sufficient. As a result,
the Ukrainian government and National Bank are €ddr¢o use so-called
‘policies of adaptation and accommodation’ to mantwe deficit in the current
account. It is quite difficult to evaluate the fivalue of the social and economic
expenditures needed to manage such fluctuatidhg icurrent account. However, it
can be noted that they seriously harm Ukraine’s pheconomic development.

The commodity pattern of Poland’s export is thdofwsing: machinery
and technical appliances (23.52%), transport eqeipinil5.97%), base metals
and articles thereof (11.87%). The commodity stmectof Ukraine’s export is
the following: base metals and articles thereof.{2w®6), mineral products
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(12.9%), machinery and technical appliances (10.x¥gmical industry products
(7.8%), and vehicles and transport (7.2%).

The commodity structure of Ukraine’s export alscs haa strong raw
materials character. The country exports mainly roodiities with a low value
added. Such commodities are characterized by Uestkmand and prices on
international markets. As a result, the countryasy vulnerable to fluctuations
in international trade. For instance, the exportgain has always played an
important role in Ukrainian economy. In generalthbthe conditions of Ukraine’s
balance of payments and its national economy depemificantly on weather
conditions. This is not the right path for a coymtith such resources as Ukraine.

On the other hand, Poland exports mainly machindgrgnsport
equipment, etc., which allows the country to gefhler profits on international
markets. Moreover, these profits are quite stabid &ss dependent on
international market fluctuations. A brief desdigptof the commaodity structure
of both countries’ export-import operations is pd®d in Table 2 below.

Table 2. Commodity structure of Poland’s and Ukraire’s export-import turnover

Poland's export
2008 2009 2010 2011 2012
Base metals and articles thereof 12.82%  10.37%  9.5812.12% | 11.87%
Machinery and mechanical appliancegs 21.74%  20.66%1.6126 | 20.61%| 23.52%
Transport equipment 19.28%  20.43%  18.41%  18.6P% 97%.
Poland's import
2008 2009 2010 2011 2012
Mineral products 11.56% 9.35% 11.49%  13.85% 13.537%
Machinery and mechanical appliancegs 22.45%%  23.52%2.922% | 20.64%| 22.09%
Transport equipment 13.05% 11.50% 12.36%  11.38% 60%2.
Ukraine's export
2008 2009 2010 2011 2012
Mineral products 10.36% 8.14% 10.79%  12.43% 12.90%
Base metals and articles thereof 36.49% 28.47% 29.4227.66% | 27.70%
Machinery and mechanical appliances 11.69%  14.529%2.55% | 11.37%| 10.10%
Ukraine's import
2008 2009 2010 2011 2012
Mineral products 26.0099 32.46% 32.34% 32.49% 27.60%
Products of chemical industry 8.99% 12.67%  11.67%0.90% | 10.70%
Machinery and mechanical appliancegs 16.56%  14.49%3.72% | 15.93%| 16.70%

Note Calculations are based on information from thenistiy of Economy of Poland and Ukraine’s
Governmental Statistics Bureau.

Source:http://imww.mg.gov.pl/files/upload/9143/RoHZ82012_20121008_en_druk.pdf,http:/
ukrstat. gov.ua
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In analyzing this structure and its dynamics farerdg years, it becomes
obvious that the overall pattern has not changguifgiantly. This is especially
true for Ukraine. Poland has obtained some bonfrees its entry into the
European Union, but the whole potential in thigpees has not yet been realized
over this quite short period of time. Also, thes@ihas played a negative role,
and in fact last year was quite difficult for Patiémforeign trade.

An important addition to the structural analysislinles such an indicator
as the concentration of export-import operationdath countries, i.e. the so-
called commodity and geographical concentratione Tdllowing indicator is
used for the analysis — G-4 ratio, which is calmdaas the overall share of four
leading regions or commodity groups in the struetaf exports and imports,
together with characterization of the intensity tbkir concentration. This
indicator will be calculated for commaodity groupscarding to CN (Combined
Nomenclature) classifications. Simply speaking, Gw@ad Nomenclature is
a form of classification that is used by EU to sl§sall goods that are the
objects of foreign trade. “All goods imported irdpexported from the EU must
be classified for Customs purposes. Each separateugt is assigned
a particular classification code. The Combined Noohgture (CN) sets out the
general rules for the classification of goods taayht-digit level and is updated
on a yearly basis” (Classification of Goods).

The G-4 for Polish exports and imports in commodéyms was 58.12%
(overall share) and 56.54% (intensity of concemmtin 2011. Ukraine is
characterized by the following values of the mame indicators in commodity
terms in 2013: G-4 — 62.9% and 63.3% accordingisstlly, it is obvious that
Ukraine is characterized by a quite high degreeooicentration of commodity
export, where the main role is played by commaoslitiith low value added and
low competitiveness on international markets, ngntgy base metals and
articles thereof. Such a concentration increases nhtional economy’s
dependence on fluctuations in the international roodities markets. In fact,
this was proven by the recent global financialisri¥he decline in prices of
steel industry products was among the key driviecsgs in Ukraine in 2008-2009.

Poland is characterized by a lower degree of cdratgon of
commodities export. In fact, it may be said thathsa situation totally responds
to popular laws of international specialization obuntries. Yet Poland’s
specialization can be considered as more compeiitithe modern conditions.
Ukraine will be forced to change its specializatiorthe near future in order to
avoid further fluctuations in its balance of paytseand increase the overall
competitiveness of its national economy.

With respect to the geographical concentrationgfods-imports of both
countries, the leading trade partners of PolargDii were the following: exports —
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Germany (26.12%), France (6.12%), Italy (5.34%gaBBritain (6.45%) and Czech
Republic (6.25%); imports — Germany (22.4%), Rugs03%), China (8.66%),
Italy (5.41%) and France (4.18%). Ukraine’s shafd@aland’s exports is 2.46%.

It is important to mention that Germany has been¢hding trade partner
for Poland for the last 18 years. Russia plays mpoitant role mainly in
Poland’s imports, primarily due to imports of gblawever, this share has been
consistently declining in recent years.

Russia is Ukraine’s leading trade partner accordinthe Governmental
Bureau of Statistics for 2013. Russia account2802% of Ukraine’s exports.
Among the other trade partners in exports are thwing: Kazakhstan
(3.47%), Poland (3.89%), Germany (2.43%), Turke91%o), Italy (4.18%) and
China (4.49%). Russia accounts for 29.31% of Ukaainmports, with other
importers being: Belorussia (4.72%), France (2.67a)y (2.51%), Germany
(8.55%), Poland (4.94%), Turkey (2.4%) and Chink{%%). As can be seen,
Poland’'s share in Ukrainian imports is 4.94%, andekports 3.89%. Trade
relations are in favor of Poland.

Table 3. Geographical structure of Poland’s and Ukaine’s export-import turnover

Poland's export
2008 2009 2010 2011 2012,
Germany 28.35%| 29.029 25.18%  26.25% 26.12%
United Kingdom 7.44% 7.12% 6.98% 6.65% 6.45p6
Czech Republic 5.89% 6.02% 5.94% 6.03% 6.25%
Poland's import
2008 2009 2010 2011 2012,
Germany 20.18%| 21.659 22.00% 22.12% 22.34%
Russian Federation 10.89%  11.65p0 11.59% 11.88% .03
China 7.80% 8.32% 7.96% 8.549 8.66%
Ukraine's export
2008 2009 2010 2011 2012
Russian Federation 24.02%  23.65p6 22.84% 22.96% 23.02
Turkey 6.32% 5.85% 4.96% 5.629 5.91%
China 5.02% 4.85% 5.32% 4.569 4.49%
Ukraine's import
2008 2009 2010 2011 2012,
Russian Federation 30.02%  32.56P6 30.56%  30.82% 2931
China 12.04%| 13.45% 11.96% 12.00% 11.7%%
Germany 9.03% 8.85% 7.96% 8.45% 8.55%

Note Calculations are based on information from thenistiy of Economy of Poland and Ukraine’s
Governmental Statistics Bureau

Source:http:/mww.mg.gov.pl/files/upload/9143/RoH202012_20121008_en_druk.pdf,
http://ukrstat.gov.ua
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Looking at the commodity and geographical structafrboth countries, it
can be seen that these structures have not chaiggeficantly in recent years.
However, this is a good sign in the case of Polaviile Ukraine’s export-
import operations show that the structure of itsiomal economy remains
underdeveloped.

A quite interesting fact is that both countries éav similar pattern of
imports in the terms of trade partners. Therewrerhain features which should
be noted here. First of all, the import of oil agab plays an important role in the
trade relations of both countries. Secondly, tingdst regional neighbor has the
role of leading trade partner for both Ukraine (&apsand Poland (Germany).

The G-4 ratio in geographical terms of Ukrainiapats and imports is
37.6% and 54.55% respectively. Poland’s G-4 ratiqgeéographical terms is
44.93% (exports) and 48.43% (imports). Therefoamd is characterized by
a slightly higher degree of geographical conceintnabf its export-import
operations. This is particularly visible in exportshere 26.12% of exports
involve trade relations with Germany.

It is also important to mention the reliance of thabuntries on their
biggest and most economically powerful neighboes,Russia (for Ukraine) and
Germany (for Poland). In fact, these countries thee centers of commercial
gravity in their respective areas — Western andefagurope.

An important task is to evaluate the role whicplesyed by export-import
operations in their respective national econonlié® export quota for Ukraine
was 50.92% in 2012, and its import quota was 51.Z@#cthe same year.
Poland’s export and import quotas were 46.17% a583186 respectively in
2012. Thus it may be concluded that the nationahemy of Poland is less open
and, correspondingly, less vulnerable in the modemditions of globalization,
which is an important conclusion for further resbarAlso, both countries can
be considered as small open economies. Countribsavémall open economy
are considered as the so-called ‘price takershiarnational trade, i.e. they are
not able to affect prices in international trade father accept the existing trade
terms. Such countries, including Poland and Ukraame especially vulnerable
to fluctuations in international conditions. In &duh, international relations
play an important role in the development of tingitional economies.

Another indicator that characterizes the externpérations of both
countries is the dynamics of foreign direct investin(FDI). Since gaining its
independence Ukraine has mustered almost $54i6rbHDI. Mostly Ukraine
gets foreign direct investments from Cyprus (31.,7%ermany (11.6%),
Netherlands (9.5%) and Russia (7%). Ukrainian itorssinvest their money
mainly in Cyprus (89.2%) and Russia (5%). The dVvemaount of Ukraine’s
investments abroad for the period of its independeis only $6.5 billion.
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Generally, we can say that Ukraine’s native citz¢gconomic agents) do not
invest abroad. Almost all the existing FDI amouats the result of seeking
schemes for optimization and maximization of finahdlows. In fact, this
money is financial resources of native businessrirerthe end. It is a great
methodological and theoretical challenge to evaltla¢ real amount of foreign
direct investment in Ukraine.

Poland, as of the third quarter of 2012, has reckimore than $183
billion of foreign direct investments. Germany, lemxburg and Spain are among
the main investors in Poland’s national economyoeting to the National
Bank of Poland. Here it would be appropriate to adgw words about the so-
called ‘built-in stabilizer’ of Poland’s nationalcenomy, which allows for
effectively influencing the conditions of exterreduilibrium. In particular this
refers to the free economic zones, stated as fellow

“According to the National bank of Poland foreigmredt investments for

6 months of 2009 were 962 min Euro. In choosingpthee of realization of an

investment project, foreign investors prefer thecalled free economic zones.
Despite the fact that the privileges that existsirch zones were significantly
limited from 2001 to meet requirements of the Hiferest in realizing some
projects on their areas has not decreased. Thugrets experience shows that
free economic zones can effectively exist in thaidbe a powerful instrument
for attracting foreign investmeritéUkrexport).

Free economic zones play the role of peculiar artwus instruments
involved in foreign investments, which positivelyfluences the conditions of
external balance. Free economic zones were usddkipine in the past, but
their efficiency was low, since they were mainlyedsas an instrument for
optimization of tax advantages once again. For riéson they were cancelled
by the relevant regulatory bodies.

Summarizing what has been presented with respetietsimilarities of
the external relations of both countries, one maytpout the following main
features and similarities:

1. Ukraine and Poland are both small open economibihware vulnerable
to fluctuations in international markets. Moreovitiey are the so-called
‘price takers’ on the international business arena;

2. The international arena and international tradatieais play a crucial role
in the development of the national economies dfi lsountries;

3.Poland and Ukraine have a quite similar geographacal commodity
structure of their export and import operations;

4. Both countries can be called net creditors, baseth® conditions of their
current accounts over the last several years;
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5. The global financial crisis has significantly daredghe conditions of the
national economies of Poland and Ukraine. The m@gtre consequences
have been depreciation of the national currencglirtein GDP, and the
negative state of balance of payments;

6. Taking into account all the above-mentioned, ipassible to state that
there are a lot of similar factors that define domditions of balance of
payments of both countries. It is possible to sgppthat the balance of
payments of both countries may be characterizedsibylar features.
Finally, it seems reasonable to study the expeeieicboth countries to
find some effective and common instruments to manhglance of
payments fluctuations and their impact on the mati@economy.

According to the definition of the International Netary Fund, “Balance
of payments is a statistical report, which systetaly summarizes for some
particular period of time the economic operatioha pational economy with the
rest of the world.”

Thus, technically balance of payments is an acaoginteport which
reflects transactions of a country’s residents wittnresidents. Balance of
payments reflects the character and orientatiorexdérnal performance of
a country, the degree of its integration into thrnational economy, and the
external balance or imbalance of the national eegndn addition, by assessing
the conditions of balance of payments accounis jossible to judge the overall
state of a national economy.

Ukraine experienced a surplus in balance of paysnieai 2000 to 2007.
The biggest surplus was in 2005 (22.43% of GDR)abse of the record inflow
of foreign direct investments, in the amount ofS¥Fillion. A deficit in balance
of payments was brought about by the global firelnmiisis in 2008 and 2009.
The biggest deficit was in the third quarter of 20612,173 million, or 19.47%
of GDP.

In discussing the relationship between the curemtount and capital
account, it's essential to mention that, startirgrf 2005, the capital account has
been making a larger contribution in the inflowfofeign currency to Ukraine,
since balance of export-import operations has legative in Ukraine during
that period. This has happened mainly becausesahtitease in the dynamics of
inflow of foreign investments into Ukraine afteretlpolitical and economic
successes of 2004-2005.

The current account has been negative since 2d@6hws caused by the
prevalence of imports over exports. This can beéagxpd by the rise in prices of
oil and gas, which are imported by Ukraine, and &g liberalization of imports
over the last several years. However, it had bessiple, prior to the financial
crisis, to maintain a positive balance of payménasks to the inflow of foreign
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capital, which has become impossible in the comastiof the global financial
crisis. It is more reasonable to talk about thdlowrt of foreign investors from
a national market. Additionally, the conditions imernational markets have
been not favorable for Ukraine’s export after thebgl financial crisis. The
dynamics and correspondence between Ukraine’s mtuared capital accounts
are provided in the following Figure. Numbers arevded in millions of USD.

Figure 3. Dynamics and correspondence between Ukred’s current and capital balance of payments
accounts
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Source: National Bank of Ukraine, http://www.bark.gia/control/uk/publish/category?cat_id=44464

Poland, with the exception of 2001 and 2008, hgseeanced a stable
balance of payments surplus. The biggest surplssiw@007 (2.99% of GDP)
and the biggest deficit was in 2008 (0.78% of GD)e balance of the current
account is negative. It is possible to concludet thath countries are net
importers in commodity terms. A more time signifitainflow of foreign
currency in the countries is guaranteed by foraigrestments and external
borrowings. The dynamics and correspondence betwedsnd’s current and
capital accounts are provided in the following FeguNumbers are provided in
millions of USD.
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Figure 4. Dynamics and correspondence between Potés current and capital balance of payments
accounts
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Source: National Bank of Poland, http://iwww.nbipihen.aspx?f=/en/statystyka/bilansplatniczy.html

In analyzing the dynamics of Poland’'s balance ofnments it is
impossible to overlook the fact that positive ches)in the capital account have
taken place after 2004, when Poland became a meaibEuropean Union.
Foreign direct investments have doubled since 200aus, entry into an
integrated market like the EU not only presentstaf challenges to a national
economy, but also provides instruments of financlmhnagement and
management of a real sector. This should becomadditional argument for
Ukraine on its path towards the European community.

Ukraine’s and Poland’s balance’s of payments dynarmaie quite similar.
The fluctuations in the balance of payments of bmthntries are practically
identical, the only vivid differences being noted2009. Nonetheless Poland has
probably managed to enter the path of stabilizabbrits external relations
sooner than Ukraine. There are a few reasons &r ssituation.

As can be noted from the discussion above, a drug®in the negative
condition of balance of payments has been playetthéygurrent account. There
are two opposite approaches to the relationshiwdssi the state of the current
account and the state budget. One claims that statget deficits will, in the
end, lead to increasing the deficit of the cursatount.

“A variety of models predict a positive relationglbetween government budget
balances and current accounts over the medium t&werlapping generations
models suggest that government budget deficitstteimtluce current account
deficits by redistributing income from future to geat generations (see
Obstfeld and Rogoff, 1998). Furthermore, in theealog of a full Ricardian
offset via private saving, an increase in the gowent budget balance could
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lead to an increase in national saving. In develgpeconomies, where more
agents may be liquidity constrained, this relatlipsmight be expected to be
stronger”’(Chinn et al. 2003, p. 50).

Generally, negative conditions in the current bedaof payments account
mean that both countries use this deficit to fimarmgrowing consumption.
According to Atish (1995), a deficit in the curreattcount can be used as one of
the instruments to smooth consumption over the lang especially in the
conditions where there is a lack of internal finahaesources, which are
intrinsic in unstable economic systems.

Moreover, as it has been mentioned above, Ukraisgé&ialization in
international trade is mainly based on goods vwoth Value added. Markets for
such goods are characterized by a high degreeuofufition. This is why
Ukraine is more vulnerable to changes in the itgonal trade climate than
Poland. Also, such a deficit in the current accocamnot be seen as self-
sufficient. Ukraine is forced to borrow a lot inder to finance the growing pace
of consumption. This leads to significant levelgofrernmental and overall debt
in the country.

Ukraine, unlike Poland, is characterized by a magmeblematic
correspondence between external debt and GDP. Howihere is no need to
discuss the possibility of default at the momerte Tctions of the last three
years have proven the ability of Ukrainian companend financial and
governmental institutions to negotiate with theeditors. This makes it possible
to forecast an improvement of the situation withpect to Ukraine’s external
debt if the situation on international markets ioy@s.

However, it may be more difficult for Ukraine togaen investors’ trust,
since the country is characterized by a worse tutginal and investment
climate than Poland. For instance, issues suclomaption, the low degree of
development of the financial infrastructure, anditjpal instability are typical
features of the Ukrainian business environment.

Generally, the expenditures related to balanceayinents’ adjustment
are higher in Ukraine. The reduction of officiakeeve assets provides good
evidence for this argument. The decline of officeserves in Poland was only
5.423% in 2008, and Poland’s official reserves glbsw29% in 2009. Ukraine
has experienced a decline of 16.83% over the Vestyiears. Therefore, it is
possible to assume that Poland has broader resémvesder to balance
fluctuations in the external area while Ukraine,tba other hand, is forced to
apply to international financial institutions, fekample the IMF, for assistance.
This in turn puts forward new challenges to theama economy of the country.
According to its latest agreements with the IMFr&ike is supposed to reform
its pension system and adjust utility rates in adance with market conditions.
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Looking at Polish statistics, it becomes obviouat fts entrance into EU
was a factor that provided a significant boostit®mational economy. The size
of export and investments has grown significanthces Poland became an EU
Member State. This is probably among the main fadiwat have helped Poland
to overcome the crisis faster and in a more effecthanner than Ukraine. In
turn, Ukraine is currently facing a lot of obstacfeom the Russian Federation,
which is trying to convince Ukraine that its entannto the EU is not necessary
or in its interests.

Ukrainian exporters bring the largest share of iggrecurrency into the
country. Taking into account the high degree of nmgss of its national
economy, this means Ukraine is highly dependemomuitions prevailing in the
international commodity and financial markets. Rdlahaving a lower exports
guota, is characterized by a lower dependence enedlinings of exporters,
which creates better conditions for stabilizatiolfofving the global financial crisis.

It is important to mention that Poland actively siseuch items for
financing its own needs as external loans and bissiged by the public and
corporate sectors. This is possible due to the enighvel of institutional
attractiveness of Poland’s national economy andlatger credit risks as
a borrower on international financial markets. Utinately the political,
institutional and economic hazards associated Whraine do not allow it to
count on such trust of the international communithjch also diminishes the
possibilities for the government to influence thxteenal balance. According to
Bird (1997), countries that have free access termational financial markets
have broader instruments with which to influendam@e of payments adjustment.

Any analysis of balance of payments without cormsitlen of its
influence on other sectors of a national economgoisitless. It is essential to
evaluate the influence of balance of payments @ ekchange rate of the
national currencies of both countries. There isegative correlation between
balance of payments and the exchange rate of Pslarational currency.
Devaluation of the zloty reached 67.1% during tleakpperiod of the global
financial crisis. The exchange rate has begunremgthen under the conditions
of improvement in Poland’s balance of payments.adile is also characterized
by a negative correlation between the exchangeamatethe conditions of its
balance of payments. Devaluation of UAH was 65.6%he peak period of the
crisis. Ukraine’s positive balance had previoudlpveed it to keep a stable
exchange rate for its national currency for ye#trss not surprising that the
exchange rate has been affected by the declinftapirof foreign currency from
export operations during the global financial isi
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It is a well-known fact that the exchange raterabpbly the main indicator of
performance for national economic agents. Thishy its fluctuations destroy all
their guides for making effective decisions, whirieates negative long term
consequences for the national economy.

The continuing stable deficit of the current acdofances the Ukrainian
government to look for financial support on theemnfational arena. The
country’s debt burden is constantly growing. ThiEhens money away from the
development of national production and the reabradf social initiatives.

Finally, the negative international financial climdeads to a decline in
production by Ukrainian manufacturers, which bringgbout growing
unemployment and budgetary problems. It is not rssing that the pace of
growth of the country’s GDP has been very modest@ent years.

4. Conclusions

The following conclusions can be made, based orrdlearch. First of
all, Ukraine and Poland are countries which ar¢egsimilar in the terms of the
character of their external operations, dynamidsatdnce of payments, etc. The
countries have quite similar commodity and geogiahstructures of their
export-import operations. Both countries tend tdy ren their direct and
economically powerful neighbors. Both countries amet importers in
commodity terms. The financial account plays andrtgnt role in balance of
payments. Also, both countries are characterizedabgegative correlation
between the conditions of balance of payments hadekchange rate of their
national currencies. These are the reasons forsitndar dynamics in their
balance of payments. Moreover, both countries carclassified as unstable
economic systems, as has been explained above.

Also, both countries are characterized by quiteilamgeographical and
commodity structures of their export-import opeyai. In addition, this
structure has remained stable for the last fiversye@his reflects the stable
structure of the national economies of both coastri

However, the two countries have different posgibai to influence their
balance of payments. Poland has better instrumamis, as a result, better
possibilities to embark on the path of stabilizatiollowing the global financial
crisis. This is why it is very important for Ukraro study Poland’'s experience
with the aim of making usage of it for the stafaitibn process in Ukraine.
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Owing to the existence of certain stabilizationtdas (built-in stabilizers),
Poland has managed to enter the path of restorafidts external balance.
Among these factors the following may be pointet! lmwer degree of

openness of the national economy, membership irargel and powerful

integrated market, a higher credit rating for thmurdry and its financial

institutions on international markets, lower cop@sdence between external
debt and GDP, etc. In turn, Ukraine is charactdrizg an orientation toward
raw materials in exports, a higher degree of depecel on international
markets, low quality of its business environmerni. eHence the overall

conclusion can be made that Ukraine has to relid foundations of its

national economy in order to attain balance indktrnal sector. Generally it
may be said that the external imbalance has interigans.
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Streszczenie

ANALIZA POROWNAWCZA BILANSU PLATNICZEGO W POLSCE
| NA UKRAINIE PO KRYZYSIE SRODOWISKA GOSPODARCZEGO

Stan bilansu pfatniczego kraju stanowi jeden podstay miernik efektywnego
rozwoju w matych otwartych gospodarkach takich Faitska | Ukraina. Z powodu ich
zalenaosci od klimatu biznesowego na rynkachedziynarodowych, Polska i Ukraina s
szczegolnie wediwe na fluktuacje mace miejsce w skali globalnej. Takewidla obu
gospodarek narodowych istotny jest rozwdj efektginystrumentow dla dostosowania
ich bilansu rachunkéw pfatniczych. Wymaga teoygrowadzenia badapodstawowych.
Konieczné¢ ta wymaga z kolei prowadzenia badgpodstawowych gtdéwnych
mechanizméw wykorzystywanych do dokonania koreldgsi ptatniczego w krajach
rozwijajgcych sg, poniewa nie wszystkie aspekty z tymgzaine zostaly pidotychczas
dostatecznie zbadane. W niniejszym artykule zosiatzeprowadzona analiza
porownawcza sytuacji bilansu ptatniczego w badangish krajach , ktéra ma na celu
wykazanie zewitrznych podobigstw medzy nimi w tym zakresie oraz wgjéenie,
dlaczego Polska agjneta wiekszy sukces w procesie przezwgamia skutkdw
swiatowego kryzysu finansowego. Whnioski pbmz tej analizy magstanowé rodzaj
mapy drogowej dla Ukrainy na drodze do korekty msla rachunkéw ptatniczych.
Gléwnym powodem pagijia takich badd jest obserwacjae bilans ptatniczy Ukrainy
funkcjonuje w warunkach deficytu, co z kolei negatg wplywa na ogolny stan
gospodarki narodowej tego kraju.



