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THEORETICAL AND APPLIED ASPECTS OF
RESTRUCTURING THE NATIONAL ECONOMY OF
UKRAINE

Introduction. The article deals with problems and
consequences of the Ukrainian economy deindustrialization under
the neoliberal paradigm dominance in government's economic
policy. The problems of deindustrialization in transition economies
during the period of postindustrial transformation in developed
countries and the neoliberal economic thought dominance has so far
been overlooked. The subject-matter of the study is structural shifts
caused by deindustrialization and diversification of the economy.
The methodological principles of research involve joint application
of a set of well-known common scientific methods as well as special
research methods in economics, such as retrospective analysis
method to investigate the origin of modern neoliberal economic
doctrines.

Aim and tasks. The purpose of the article is to distinguish the
fundamental differences in structural changes in the economy of
Ukraine and developed countries and to identify key areas for
restructuring the domestic economy on the basis of modernization and
reindustrialization policy.

Results. The fundamental differences between dramatic
reduction of the industrial sector share in the Ukrainian economy
and economy diversification with a relative decrease in the share of
industry that occurs in mature economic systems under transition to
the postindustrial stage of development are revealed. It’s proved that
formal signs of a transition to a postindustrial society may reflect
diametrically opposed trends of economic development. A critical
analysis of the theoretical postulates of economic thought that
underlies leading international organizations’ cooperation with
individual countries is conducted. It’s argued that neoliberal
economic paradigm relies on abstract, sterile, and unfeasible
hypotheses based on ideology, not the experience of successful
structural transformations. Key areas of Ukraine's economic policy
transformation include a set of tools of budget, infrastructure, tax,
customs and foreign trade policies to ensure structural changes in
output and export. It’s argued that such measures, as introducing a
local component criterion in public procurements, free connection of
industrial objects to engineering networks, tax incentives for industrial
park residents, barriers to raw materials exports, revision of Ukraine’s
obligations under WTO, launching of an export-credit agency,
deploying a network of official trade missions in key partner countries,
etc., will trigger reindustrialization of Ukrainian economy.

Conclusions. Implementation of a full-fledged industrial
policy in developing countries is hampered by the rule of neo-liberal
economic ideology, which denies the possibility of effective state
governance of structural changes in the national economy. The article
puts forward a critical view on the mainstream economic ideology
and discusses its destructive impact on the Ukrainian economy that is
worth to be introduced in masters’ graduation programs in
economics. Implementation of author’s recommendations on
reforming governmental economic and industrial policy is a basis for
launching reindustrialization processes in the Ukrainian economy.

Keywords: deindustrialization, restructuring, diversification,
globalization, neoliberalism.
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TEOPETHUKO-ITPUKJIA THI ACIIEKTH
PECTPYKTYPHU3AIII HAIIIOHAJIbHOI
EKOHOMIKH YKPATHA

Beryn. Y craTri po3rismaroThes NpOOJIeMH Ta HACHIAKH
NeIHIyCTpiamizamii  yKpaiHChbKOI €KOHOMIKM 33  JOMIHYBaHHS
HeomiOepanbHOI TapaurMH B EKOHOMIYHIA MONITHII  ypsiy.
[Ipobnemam  peiHgycTpiamizamii B KpalHax 3 MEPEXiIHOIO
CKOHOMIKOIO B TIepioJ] MOCTIHIyCTpiajdbHOI TpaHCcopMalii B
PO3BHHEHHX KpaiHax i JOMiHyBaHHS HeolliOepalbHOi eKOHOMIYHOT
OYMKH JIOC1 3allMIIA€ThCS TMPHUAUIEHO HEJOCTaTHIO  YBary.
[IpeameroM mOCHIIKEHHST € CTPYKTYpHI 3pYyIICHHS, CHPUYHHEHI
JCIHTyCTpiali3alli€ero Ta nuBepcudikaliiero E€KOHOMIKH.
Merononorist  gochmipkeHHs — moOynoBaHa Ha — 3aCTOCYBaHHI
KOMIUIEKCY 3arajilbHOHayKOBMX METOMIB, a TaKOK CIeIlaIbHUX
METO/IiB HAYKOBOT'O Ti3HAHHSA, 30KpEMa METO/IY PETPOCHEKTUBHOIO
aHaJi3y A TOCHIHKEHHS TMOXO/DKEHHS CyYacHHUX Heoii0epanibHuX
CKOHOMIYHHX BUCHb.

Mera i 3aBnaHHs. MeTOI0 CTaTTi € BUSABJICHHS MPUHIIUITOBUX
BIIMIHHOCTEH Yy CTPYKTYpHHX 3MiHaX B EKOHOMIli YkpaiHu i
PO3BHHEHHMX KpaiH Ta BH3HAYEHHS KIIOYOBHX  HApsMiB
PECTPYKTYpH3aIlil BITYM3HAHOI EKOHOMIKM Ha OCHOBI IOJITHKH
MOJIEpHI3alIlil Ta peiHaycTpiai3arii.

Pe3yabraTu. BusiBieHO MPUHIMTIOBI BiIMiIHHOCTI MDK Pi3KUM
CKOPOUCHHSIM YacCTKU MPOMHCIIOBOTO CEKTOpa B EKOHOMIIlI Y KpaiHu
Ta JuBepCH(]IKAIIE0 EKOHOMIKM 3 BIIHOCHMM 3MEHIICHHSM YaCTKH
MIPOMHCJIOBOCTI, 1110 BiIOYBa€ThCS B 3PUIMX SKOHOMIYHHMX CHCTEMax
MpU TIepeXojii 0 MOCTIHIYCTpiaibHOI cTauii po3BUTKY. JoBeneHo,
mo QopMaNbHI O03HAKM TEPEeXoay N0 MOCTIHAYCTPialbHOTO
CYCIJIbCTBA MOXKYTh BiIOOpakaTH JiaMeTpaIbHO MPOTHIICKHI
TEHJICHIIIT eKOHOMIYHOTO PO3BHUTKY. [IpoBeneHO KpUTHYHHWI aHami3
TEOPETUYHHUX IMOCTYJIATIB €KOHOMIYHOI JTyMKH, SIKi JIGKATh B OCHOBI
CHiBIIpalli MDKHApOIHHUX OpraHizamii 3 OKpeMUMH KpaiHamu.
CTBep/UKY€EThCS, 110 HeomiOepaibHa EKOHOMIUHA Iapajgurma
CIMPAEThCSI HAa aOCTPaKTHI, CTEPUJIBHI Ta HE3IIMCHEHHI TilOTe3H,
3aCHOBaHI Ha i/leoorii, a He Ha JOCBiAlI YCHINIHUX CTPYKTYPHHX
MepeTBOpeHb. Bu3HaueHO OCHOBHI HampsMHu  TpaHcdopmarrii
CKOHOMIYHOI TIONITUKU YKpaiHM 3 METOK 3a0e3leueHHs SIKICHOI
3MIHM CTPYKTYpH HaIliOHaNbHOI eKOoHOMIkM. Lli  HampsMmku
BKITIOYAIOTh HaOip IHCTPYMEHTIB OIO/HKETHOI, 1H(PACTPYKTYpHOI,
MMOJaTKOBOI, MMTHOI Ta 30BHIIIHLOCKOHOMIYHOI ITONITHKH IS
3a0e3MeueHHs] CTPYKTYPHHUX 3MiH y BAPOOHHUIITBI Ta €KCIIOPTI.

BucHoBku. Peanizaiiisi TOBHOIIIHHOI MPOMHUCIOBOT MOJITHKH
B KpaiHax, W10 PO3BUBAIOTHCA YCKIAJIHIOETHCS IaHyBaHHSIM
HeonmbepanbHOi eKOHOMIYHOT 11€0JI0T11, 10 3armepedye MOXKIUBICTD
e eKTUBHOrO Jep>KaBHOTO YNPABIIHHSA CTPYKTYPHUMH 3MiHAMHU B
HaI[IOHAJbHIM EKOHOMIlll. Y CTaTTi BUCBITIIOETHCA KPUTHUHUIA
MOTJISIT HAa IOMIHYIOUY €KOHOMIYHY 1J1€0JIOTII0 Ta OOrOBOPIOETHCS Ti
pYHHIBHHI BIUTMB Ha YKPAiHCBKY €KOHOMIKY, NOCHI/DKEHHSI 40T
BapTO BBECTH B  MAriCTePChbKi MpOrpaMM 3  EKOHOMIKH.
BripoBajpkeHHST aBTOPCHKHX peKOMEHAalid mojo pedopMyBaHHS
Jiep’KaBHOI €KOHOMIYHOI Ta TPOMHCIIOBOI TOJIITHKH CIyTyBaTUME
0a3rcoM s MOYaTKy peiHaycTpiamizalii B yKpaiHChKii €KOHOMILI.

KawuoBi cinoBa: aeingycrpiamizamis, pecTpyKTypHU3allis,
nusepcuGikaltis, rimodaizallis, HeoidepatizMm.
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Introduction. Since the mid-twentieth
century the problem of providing effective
structural shifts in the national economy
became a topical issue of modern economic
science. Undoubtedly, an increase in labor
productivity in the primary sectors of
agriculture and industry frees up labor and
capital, directing them to more productive
sectors of manufacturing industry and
services. As industrial facilities become more
and more modernized, the factors of
production move from low-tech sectors to
more complex innovation sectors where they
can be used with even greater returns.
Successful implementation of this scenario
was key to achieving an accelerated socio-
economic development for those countries
that today are leaders in the world economy,
as well as those that are rapidly improving the
prosperity of the population and gaining
economic weight in international relations.

During the period of market
transformations, Ukrainian economy
underwent reverse processes: the economic
system became more primitive, more and
more people were forced to leave the country
in search of high-paying jobs, and agricultural
sector received an increasing share of the
economy. In this regard, the investigation of
key factors of the Ukrainian economy
degradation and identification of
governmental regulatory mechanisms for
structural improvements are of considerable
relevance.

Analysis recent research and
publications. A number of economic
scientists such as S. Yerokhin [I],

L. Shynkaruk [2], A. Vasina [3], A. Melnyk
[4], A. Humeniuk [5], N. Skirka [6] and
others dedicated their works to solving the
issue of reaching positive structural
transformations in the Ukrainian economy
through a purposeful reindustrialization
policy. Paying tribute to the existing profound
developments in this area, it should be noted
that the problems of deindustrialization of
transition economies during the period of
postindustrial transformation in developed
countries and the neoliberal economic thought
dominance has so far been overlooked. This
determines the need for further investigations.
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Aim and tasks. The purpose of the
article is to distinguish the fundamental
differences in structural changes in the
economy of Ukraine and developed countries
and to identify key areas for restructuring the
domestic economy on the basis of
reindustrialization policy.

Results. Nowadays more and more
developed countries are moving to the so-
called postindustrial stage of development,
which is marked by an increase in the share of
services in economic structure and a decrease
in the share of goods production and a
reduction in the number of employees in the

manufacturing  industry,  because  of
production automatization, in particular. At
first glance, during the period of

independence, similar processes have taken
place in Ukraine — the service sector has
become dominant in economic structure, and
the role of the manufacturing industry in
shaping GDP and employment has declined
significantly. However, the formal similarity
of these processes should not be misleading.
It’s fundamentally important to distinguish
between dramatic premature
deindustrialization and diversification of the
economy with a relative decline in the share
of the manufacturing industry that occurs in
mature economies. Comparing the trends of
industrial development in Ukraine and the
Czech Republic serves as an illustration of
this fundamental difference (fig. 1).

During 1993-2017, Ukraine experienced
a sharp drop in the share of the manufacturing
in GDP from 29.7 to 12.4 per cent. In the
Czech Republic, it decreased gradually and
even recovered positive dynamics since 2010
reaching 24.3 per cent in 2017. At the same
time, the absolute value added wvalue in
manufacturing of the Czech Republic during
1993-2017 grew 4.3 times (from 13.6 to 58.3
USD billion at constant prices of 2010),
whereas in Ukraine this indicator declined by
14.8 per cent. As a result, if in 1993 the value
added in manufacturing of Ukraine exceeded
the corresponding indicator of the Czech
Republic by 19.1 per cent, then in 2017 it was
only one-fifth of the Czech.

More distinct tendencies of economic
diversification with a relative decrease in the
industrial ~ sector share during rapid
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manufacturing growth took place in Turkey
where in the period of 1993-2017 the value
added in the manufacturing increased by 3.3
times, while share of industrial sector in GDP
declined from 21.0 to 17.5 per cent. In
Poland, value added in manufacturing
increased by 3.1 times, while share of
industrial sector in GDP declined from 19.4 to

a transition to a postindustrial society may
reflect diametrically opposed trends of
economic development. If the Czech
Republic, Turkey and Poland reduced their
share of industry in the economy as a result of
economic diversification, faster growth of the
service sector and productivity growth,
Ukraine’s industrial decline reflects economic

17.6 per cent [7]. The divergence in the degradation and partial destruction of
experience of these countries with Ukrainian production potential.
realities clearly shows that the formal signs of
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Fig. 1. The dynamics of value added in the manufacturing and its share in GDP of the Czech
Republic and Ukraine, 1993-2017

Source: formed by the author based on [7].

For Ukraine, the only adequate way out
of the current situation is formation and
implementation of a reindustrialization policy.
It should be noted that any attempt to pass or
"jump over" the stage of a diversified
industrial  complex  development  and
immediately enter the postindustrial phase is
clearly unfeasible and hopeless, since it
contradicts the very nature and logic of the
developed national economies formation.
First, most services serve the production and
circulation of material goods, and therefore,
originate from the industrial sector. Second,
the scope for automation in the service sector
is much narrower than in the industry, and
therefore the potential for productivity growth
in it is much lower. The domination of the
service sector naturally leads to a slowing
down of productivity growth, which makes it
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impossible even a catching-up economic
development, not to mention the outpacing
one.

Third, deindustrialization negatively
affects the country's trade balance, since
services are harder to export than industrial
goods. While goods can be delivered to any
country in the world, the export of most
services requires the international transfer of
either supplier or consumer to bring them
together. Thus, an increase in the share of
services in the economy leads to a reduction
in export earnings [8]. If in post-industrial
countries this gap is filled by other balance-
of-payment articles (in particular, the
repatriation of foreign investment earnings),
then in countries experiencing premature
deindustrialization, the only source to fill this
gap is external borrowing. Any loans sooner
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or later have to be given back, which
ultimately leads to the national currency
devaluation, reduces the possibility to import
technologies for the development of industry
within the country, and also fuels the
inflation, which, in turn, increases the cost of
credit resources for existing enterprises. Thus,
the country slips into a spiral of economic

system degradation, which cannot be
prevented by market forces.
However, despite the repeated

confirmation of the above-mentioned practice
in a number of countries, the transition to the
implementation of active industrial and
structural policies 1is restrained by the
worldwide prevailing economic thought based
on a neo-liberal doctrine, which denies the
possibility of effective public governance of
structural changes in the national economy. In
particular, paying tribute to previous
industrialization gains, the IMF challenges the
possibility of using its benefits under the
current conditions of globalization, arguing
that the world market has long been saturated
with industrial products of “Asian Tigers” —
China, Taiwan, South Korea, Vietnam, and
others — and is shared between these main
players. Thus, the attempts of other countries
to industrialize will happen under “zero-sum”
scenario. The policy of export-oriented
industrialization under such conditions is
considered to be a failure, and import
substitution only reduces the world's level of
well-being, until the "tigers" enter the stage of
postindustrial development and free up the
place of "world’s workshops” for other
countries [9].

So far, developing countries still have to
rely on foreign investment, because global
liberalization of commodity, capital and
technology markets has the potential to
embed them in international value chains at
least partially. To reach this goal, the
government ought to develop the fundamental
institutions by strengthening the private
property  rights, fighting  corruption,
improving the education system, etc. It is also
worth considering infrastructure development
measures to support the rapid expansion of
production. According to supporters of the
neoliberal economic thought, this approach
will ensure long periods of growth for
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developing countries in the era of
globalization thanks to the "unconditional
international convergence in productivity" [9].

In my opinion, the only adequate thing
in this viewpoint of neoliberal economists is
recognition of necessity to run government
infrastructure policy. Instead, the very idea
that all world markets are already divided
among the main players is based on the
Riccardian principle of the static nature of the

competitive advantages and the
fundamentally false D. Ricardo’s assertion
that any country can benefit from

international specialization in goods with
prevailing relative advantages, regardless of
what the goods are. Hope for foreign
investment as a key driver for development
may also fail. If the government stays away
from setting industrial priorities  for
investment and avoids the policies to
encourage inflows in corresponding sectors,
foreign investors will mostly seek access to a
raw material base and / or cheap labor in the
country, which will in no way contribute to
economic restructuring.

The emphasis of neoliberal paradigm
supporters on the fact that the government
should focus, first of all, on strengthening the
private property rights, fighting corruption
and improving the education system, derives
from misunderstanding of the nature of
causality. Corruption, inequality and poor
education are a consequence of a low standard
of living in the country, therefore measures to
overcome these problems must necessarily be
accompanied by active economic policy
aimed at restructuring and modernization of
the national economy. As for the expectations
of neo-liberals for "unconditional
international convergence in productivity,"
these hopes are deliberately useless. The idea
that factors productivity in different countries
will be evened with the deepening of
globalization derives from the hypothesis of
P. Samuelson, according to which the prices
for capital and labor will eventually become
equal in all countries when world economy
will be absolutely liberalized [10]. It is
obvious to any critical person that the
persistent use by neoliberals of such an
abstract, sterile, and unfeasible hypothesis is
due exclusively to ideological motives and
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has nothing common with economic
considerations.
UN economic institutions, primarily

UNCTAD and UNIDO, are the centers that
advocate  alternative  opinion on the
mechanisms for implementing the structural
policy of government. Unlike the IMF, the
World Bank and the WTO, which regulate and
supervise their member states, UNCTAD and
UNIDQO's activities are advisory. However, it is
these international institutions that have united
many experts who defend a much more
adequate economic agenda, including the
formation and implementation of a policy that
promotes welfare growth through structural
changes in the national economy.

In particular, UNCTAD's 2016 report
on structural transformation in the economy
explicitly postulates that the transition from
raw material and agricultural poverty to
postindustrial prosperity is impossible without
conducting a targeted government policy
supporting prioritized industrial sectors with
higher factor productivity, better wages and
greater technological potential. It’s stressed
that the governments of developing countries
must be ambitious, strive for development
through creation of new sources of growth
and dynamism, rather than just try to do
everything possible with what they have,
using existing relative advantages. It is clearly
indicated that the discussion should be about
the means to conduct structural policy in the
best way, not about the necessity of such
policy [11].

The of UNIDO’s 2017 report [12] also
provides professional arguments in favor of
an active structural policy through industrial
development. Based on the analysis of a large
array of statistical data, the publication denies
the myth of a global decline in employment in
the manufacturing sector and proves that no
country has yet seen a phenomenon such as
"positive deindustrialization". Even a relative
decline in the share of industry in GDP as a
result of economy diversification at the
postindustrial stage leads to a slowing down
of economic growth. At the same time, it is
clearly shown that the defining factor of
dramatic premature deindustrialization is
always the failure of the government's
economic policy, while effective policies
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always lie at the heart of a successful
economy restructuring [12-13].

Among key instruments for effective
structural policies, UNIDO experts identify a
variety of financial support approaches (direct
government funding, public-private
partnerships, state guarantees), import duties
and non-tariff measures to restrict imports,
preferential loans, subsidies and investor
preferences n strategic industries,
investments in human capital (education,
training) and support of R&D by companies
and specialist research institutes. It’s noted
that governmental support should be
selective, since in practice available amount
of budget funds is always strictly limited, and
therefore these funds should not be dispersed
among numerous horizontal projects [12].

Sharing general principles of the
UNCTAD and UNIDO experts, it 1is
considered appropriate to propose a system of
priority measures for a new industrial policy
in order to bring the Ukrainian economy out
of disastrous neoliberal deadlock. Such policy
should cover measures of tax, customs,
infrastructure, monetary, fiscal and foreign
trade policies, as well as improvement of the
public procurement system (fig. 2).

The primary measure 1is import
substitution in public procurement by limiting
state demand for goods with a high share of
import components and encouraging the
industrial capacities localization in Ukraine.
This requires the adoption of Draft Law
No.7206 "Buy Ukrainian, pay to Ukrainians",
which introduces a price advantage for goods
with a higher level of localization.

To improve the investment climate in
Ukraine, based on the experience of the
“Asian tigers”, Turkey, Poland and a number
of other countries, it is advisable to introduce
such a mechanism of economic and industrial
development as industrial parks. The
transformation of industrial parks into a real
mechanism for attracting investments in
Ukraine requires the adoption of a legislative
package (Nos. 2554a-d and 2555a-d), which
introduces tax and customs investment
incentives and guarantees for new production
facilities and research centers in Ukraine.
Equally important is the provision of fast and
affordable connection of industrial facilities to
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engineering networks, as Ukraine still faces
unreasonable investment barriers consisting
of unfair, complicated, bureaucratized and
corruption-friendly schemes for connection to
energy, water, heat, and gas supply.

Current tariff rates under the WTO and
major free trade agreements do not contribute
to the modernization of the Ukrainian
economy and formation of a diversified
industrial base. So revision of these rates

regarding the interests of domestic producers
should become one of the systematic
measures to create a favorable environment
for the reindustrialization of the domestic
economy. The main directions of tariff policy
should be the establishment of barriers for
import of finished products and the abolition
of import duties on high-tech innovative
equipment, as well as restrictions on the
export of raw materials.

[ Government Policy for Reindustrialization of Ukrainian Economy
( A . . . . . . .
|| Budget Policy | . modernlzatlon of pubhc. p.rocurement by 1ntrodqcmg a 1gca1. component criterion
L ) and requirements for a minimum level of production localization
_, Infrastructure ) o free joining of industrial objects to engineering networks (at the expense of the
Policy investment component in the tariff)
. J
) e organizational and tax incentives for attracting industrial investment and creating new
— Tax Policy [— productions through industrial parks;
) e export-raw material tax on the export of mineral resources and agricultural raw materials
[ Customs ) e revision of Ukraine's obligations under the WTO regarding the effective and
Policy binding rates of import and export duties;
\.
(" ) ¢ changing the NBU monetary policy objectives according to the FRS model (including
—t Monetary [—  promoting long-term economic growth and full employment)
Policy e ensuring large-scale expansion of non-raw exports through an export-credit agency to
) insure and secure export contracts and compensate for interest rates when lending
( \ . . . . . .
Foreign Trade e deploying a network of official trade missions in key partner countries to
Policy protect and promote the interests of exporters
. J

Fig. 2. Government Policy Measures for Ukrainian Economy Reindustrialization

Source: developed by the author.

Important role in preserving and
strengthening the competitiveness of domestic
industry can also be played by the pro-
industrial tarift policy, which will restrain the
growth of energy and transport tariffs from
the side of natural monopolies.

During the transitional phase of
overcoming raw material orientation of
exports, it is necessary to introduce a 3%
export-raw material charge that should be
directed towards a large-scale modernization
of infrastructure and utilities, which will
further stimulate demand for domestic
products. Along with measures restricting the
export of raw materials, it is necessary to
simultaneously introduce mechanisms to
encourage the export of high-tech products.
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The key mechanism in this area should be the
launch of an export-credit agency.

Equally important for the development
of domestic high value-added exports is the
strengthening of trade diplomacy through the
opening of trade missions, primarily in the
most  promising  countries  regarding
perspectives of trade and economic relations
development.  Trade  missions  should
coordinate interaction of Ukrainian business
representatives and members of the Chamber
of Commerce in countries of dislocation.

At the same time, it is also important to
develop sectoral programs and strategies in
the areas of structural modernization of the
national economy.
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Conclusions. Seemingly similar Implementation of a full-fledged
tendencies of reduction of the share of industrial policy in developing countries is
industry in the economy of Ukraine and a hampered by the rule of neo-liberal economic
number of developed countries actually have ideology, which denies the possibility of
fundamental differences in their intrinsic effective state governance of structural
characteristics. While in mature economies changes in the national economy. It should be
there was a diversification with a relative noted that the assessment of the impact of
decline in the share of industry, dramatic specific structural policy measures on the
deindustrialization took place in Ukraine, dynamics of the country's economic
with the subsequent primitivization of development using modern methods and tools
production and employment. And transition of economic and mathematical analysis will
of declining economies to postindustrial stage strengthen the positions of responsible
of development, bypassing the restoration of economists-practitioners ~ in  international
industrial potential, is impossible due to the discussion with adherents of the neoliberal
fundamental differences between sectors of mainstream. This determines the topicality
industry and services. and perspective of further research in this

direction.
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