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AN ANALYSIS OF APPROACHES TO GDP
DISTRIBUTION THROUGH PUBLIC SECTOR
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Urgency of the research. The true is that government
has to become an arbiter of economic and financial relations
and to achieve a balance between social welfare and
economic advance. In order to succeed it should establish the
most transparent, clear and fair rules of GDP distribution and
follow them. The size of public sector must be enough to
satisfy basic social needs of citizens.

Target setting. There is no agreement among politicians
and scholars about the sum of gross domestic product that
should be redistributed by government. Therefore, every
country determines the optimal size of the public sector
independently.

Actual scientific researches and issues analysis.
Many foreign economists investigated problems of public
finance. Among them are: T. Lindh, G. Olson, E. Atkinson,
J. Slemrod, W. Corpi, A. Lindbek, A. Afonso, L. Shukneht.

Among local scientists who study similar questions we can
notice: T. Koliada, I. Lunina, T. Chernychko, D. Serebrianskii.

Uninvestigated parts of general matters defining. For
the lack of a common approach to GDP redistribution through
the public sector, it is important to systematize and generalize
of world experience in solving such problem.

The research objective. The aim of this paper is to carry
out a comparative analysis of approaches to GDP distribution
through public sector in Ukraine and the European Union.

The statement of basic materials. Welfare state models
are described in the article. It appears that the level of GDP
redistribution in Ukraine is close to European average.
Structure of budget expenditures in Ukraine and in the EU is
analyzed. It is proved the level of economic growth doesn’t
depend on the size of public sector; it depends on operational
efficiency of state authorities.

Conclusions. This article provides a comparative
analysis of approaches to GDP distribution through public
sector in Ukraine and the European Union.

Keywords: public sector of the economy; models of
welfare state; efficiency of redistribution.

DOI:10.25140/2410-9576-2017-1-2(10)-136-142

YK 336.511
B. B. lonomo, k. e. H.

AHAII3 NigxXoAaiB 0o Po3roainy BBl
YEPE3 NMNYBNIYHUN CEKTOP B YKPAIHI

TA KPAIHAX €C
AKkmyanbHicmb memu dociOKeHHs. lNeped
Oepxaeoro, SK OCHOBHUM  apbimpoM  eKOHOMIYHUX |

piHaHcosuX 8IOHOCUH, cmoimb 3agdaHHs1 docsiemu pigHo8azu
MiX cycninbHum 0obpobymom ma eKOHOMIYHUM pPO38UIMKOM.
HAna Gozo eupiweHHsi Oepxasa M08UHHa 6cmMaHo8umu
MakcumasibHO fpo30pi, 3po3ymini ma crpaeednusi npasuna
po3snodiny BBl i dompumysamucs ix.

lMocmanoeka npobnemu. Ha cbo0200Hi Hemae €duHoOT
moyku 30py wodo moeo, skuli eidcomok BBl mae
nepepoanodinamucs 4epe3 Oepxasi iHcmumymu. Tomy,
KOXHa KpaiHa camMocmilHO eu3Hayae onmumalsibHUl po3mip
ny6iyHo20 cekmopy.

AHaniza ocmahHix docnidxeHb i  ny6nikayid.
lMumaHHAM meopii ma npakmuku JOepxasHUX ciHaHCI8
npucesiyeHi pobomu makux ekoHomicmie sik T. JIiHOX,
I. OncoH, E. AmkiHcoH, k. Crnempod, Y Kopni, A. JliHO6ek,
A. AgpoHco, J1. LLlykHexm.

Ceped 8im4u3sHsHUX 84eHUX Ui numaHHs1 Aocnidxysanu
T. Konsda, I. flyHiHa, T. YepHuydko, [] CepebpsiHcbKul ma iH.

BudineHHsi HedocCniOXeHUX 4YacmuH  3a2aslbHol
npo6nemu. 3 oznsady Ha eidcymHicmb €duHO20 Midxody 00
onmumarnbHoi  cucmemu  nepeposnodiny BBl  uepes
nybnidyHul cekmop eKOHOMIKU, 8aXI/IUBUM € cucmemamusauis
ma y3aearnibHeHHs1 €8imogoeo 00ceidy eupiweHHs1 OaHoi
npobnemu.

Mocmanoeka 3aedaHHA. Memoto cmammi € npoeedeHHs
ropieHsNIbHO20 aHarnisy nioxodie 0o posnodiny BBI1 yepes
nybniyHuli cekmop 8 YkpaiHi ma KpaiHax €spornelicbko2o
cot03Y.

Buknad ocHoeHO20  Mamepiany. Yy  cmammi
oxapakmepu3osaHo Moderi coyianbHoi depxasu. 3’scosaHo,
wo pieeHb repeposnodiny BBl yepe3 nybnidHul cekmop &
YkpaiHi eidnoeidae 3azanbHOEBPONEUCHKUM MEHOEHUISIM.
lpoaHanizogaHo  cmpykmypy  eudamkie  OepxagHO20
brdxemy YkpaiHu ma kpaiH €C. [JosedeHo, WO pieeHb
pO3BUMKY E€KOHOMIKU 3anexumb He 8i0 po3mipy rybniyHo2o
cekmopy, a 8i0 egpekmusHocmi (1020 ¢hyHKUIOHYBaHHSI.

BucHoegku. Y cmammi rnpogedeHo rnopieHsIbHUU aHarli3
nidxodie 0o po3nodiny BBI1 4epe3 nybniyHuli cekmop 8
YkpaiHi ma kpaiHax €8pornelicbko2o co3y.

Knro4voei cnoea: nybniyHUli cekmop ekoHoMmiku; modeni
coyianbHoi Oepxxasu; egpekmusHicmb nepepo3nodiny.

Urgency of the research. Ratio of the sum of state budget and off-budget social funds to the size
of GDP is determining the actual part of public sector in the economic structure. Accordingly, the
resource base of the public sector is generated by social dues and taxes collected from citizens and
businesses. Thus, in majority countries social funds accomplish a function of «settlement» account

public sector in Ukraine and the Eu countries
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where, unlike the budget, funds immediately used for payments without accumulation and investment
in the economy in the form of «long» investment recourses [1].

Therefore, if the public sector is equal to 50-60% of GDP, it means that the enterprises pay to the
state authorities about 50-60% of additional value of goods and/or services created by them. This
approach is justified when in the country there is a high level of confidence in the government and
residents have strong belief in the effective state social policy.

On the other hand, there are countries with public sector equal to 20-30% of GDP. In this case the
government has far fewer resources to perform their social functions and provides citizens a minimum
level of social protection. The solving of social problems partly moves to non-governmental
organizations and commercial institutions. It is possible because the great part of the additional value
remains at business organizations disposal and enterprises can use extra cost for education,
healthcare, pension and so on.

So, in the economic theory there are three models of the welfare state: Anglo-Saxon, Scandinavian
and Western-European (Tab. 1). These models differ from each other — size of the public sector, place
of social policy among national priorities and the distribution of social functions between government,
society and business sector [1, c. 47-48].

Table 1
Description of welfare state models
% GDP that
Ne | Name of the model distribute through Countries General characteristics
the public sector
1 Model is characterized by
Anglo-Saxon 25-35% Ireland, USA, | relatively low level of taxation and
Canada passive social state policy.
2 Germany, Model is characterized by
35-50% Netherlands, moderate level of taxation and
Western-European Sweden, Great | developed system of social
Britain, Spain, | protection.
Portuguese
3 Switzerland, Model is characterized by high
Scandinavian More than 50% Denmark, Belgium, | level of taxation and active social
Finland state policy.

Source: author based on [1, p. 47-48]

Anglo-Saxon model is marked by small public sector and based on principles of self-sufficiency and
self-financing. In countries that use this model, state enforces the passive social policy and every
member of society relies only on their own.

Western-European model characterizes a moderate level of GDP centralization in the state budget
and social funds. In the other words state has more resources to finance the residents’ social needs.
However, important role in the social security plays commercial institutes.

The special feature of Scandinavian model is a large public sector. The majority of social services
are provided by the government, and just government is responsible for ensuring a high level of
welfare and social rights of citizens [3, p. 80].

Nowadays, the majority of European countries have characteristics of second model with a
moderate level of GDP redistribution through public finance (35-49% of GDP). In Ukraine the
dynamics of GDP redistribution through the consolidated budget and off-budget social funds generally
corresponds with Europe-wide trends. For example in 2015 Czech Republic, Great Britain, Spain and
Germany had a close to our country level of distribution of gross domestic product (Tab. 2).

As we can see in countries with low level of GDP redistribution through public sector there is far
fewer expenditures for social protection (less than 10%), on the other hand countries with high level of
GDP redistribution show a high level of expenditures for social protection (more than 20%).
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It should be noted that over the investigated period in Ukraine a share of GDP which is distributed
through public finances increased from 40,1% in 2003 to 43,4% in 2015, eventually it reached over
45%. Scientists of the National Academy of Sciences of Ukraine led by academician V. M. Heiets
[8, p. 154, 157] have concluded that increasing public sector reduces competitiveness of the national
economy.

Table 2
Dynamic of general government expenditure in some
European countries and in Ukraine, percentage of GDP
Countries Years
2003 2006 2009 2012 2015

Total S. pr.* | Total S.pr. | Total S.pr. | Total S.pr. | Total S. pr.
Ukraine 40,1 16,4 45,5 16,6 43,8 17 45,6 18 43,4 14,4
European Union | 46,2 17,9 45,2 17,3 50,1 19,4 49,0 19,4 47,2 19,2
(28 countries)

Low level of GDP redistribution through public sector

Ireland [330 [96 [338 [106 [471 165 [418 [143 [294 [96
Moderate level of GDP redistribution through public sector

Lithuania 33,6 10,1 34,3 9,8 44,9 16,4 36,1 12,0 35,1 11,1
Romania 33,1 9,3 35,2 10,4 40,9 13,6 37,2 12,3 35,7 115
Latvia 33,5 10,4 36,1 8,9 43,7 14,0 37,1 11,4 37,1 11,5
Estonia 35,2 9,9 33,6 9,3 46,1 15,4 39,3 12,3 40,3 12,9
Bulgaria 38,9 12,3 33,9 10,9 394 12,9 34,5 12,4 40,7 13,3
Poland 45,7 19,0 44,6 17,0 44,9 16,3 42,7 15,8 41,5 15,9
Czech Republic | 48,5 13,1 40,8 11,7 43,6 13,1 44,5 13,3 42,0 12,7
United Kingdom 39,1 14,6 41,1 14,4 47,9 17,0 46,3 17,3 42,8 16,4
Spain 38,3 12,7 38,3 12,7 45,8 16,0 48,1 17,6 43,8 17,1
Germany 47,8 21,0 44,7 19,8 47,6 20,6 44,3 18,8 44,0 19,0
Netherlands 44,7 15,7 43,0 14,6 48,2 16,3 47,1 16,8 45,1 16,6
Slovakia 39,9 13,7 38,8 12,9 44,1 15,0 40,6 14,9 45,6 15,0
Croatia 47,1 14,4 45,3 14,8 47,6 14,6 47,1 15,2 46,9 15,1
Slovenia 45,8 16,7 44,2 16,1 48,2 17,5 48,6 18,5 47,8 17,4
Portugal 45,3 13,9 45,2 14,8 50,2 16,9 48,5 18,2 48,4 18,3
Norway 47,9 18,0 40,8 15,1 46,1 17,6 42,9 17,1 48,8 19,4
High level of GDP redistribution through public sector

Hungary 49,1 15,7 51,6 17,3 50,6 18,2 48,6 16,7 50,0 15,0
Sweden 54,4 23,3 51,4 21,7 53,1 22,2 51,7 21,1 50,2 20,9
Italy 47,2 17,3 47,6 17,4 51,2 19,8 50,8 20,5 50,4 21,5
Austria 51,5 21,0 50,6 19,9 54,5 214 51,5 21,0 51,6 21,7
Belgium 50,7 17,3 48,4 17,0 54,1 19,1 55,8 19,5 53,9 20,2
Denmark 53,6 23,7 49,8 21,7 56,5 24,3 58,0 24,6 54,8 23,6
Greece 46,6 143 451 15,1 54,1 18,6 554 | 21,0 55,4 | 20,5
Finland 49,4 20,4 | 483 19,8 54,8 22,7 56,2 238 |570 |256
France 52,8 21,2 52,5 215 56,8 23,7 56,8 24,2 57,0 24,6

S. pr.* — government expenditures to social protection
Source: author based on [4; 5; 6]

Other Ukrainian scientists [1; 9, p. 154-155], agreeing with their colleagues, emphasize that such
level of GDP redistribution through Ukraine public sector is unreasonably high and it creates a
potential threat to national economic growth.

From the other side, there are several scientific studies [10; 11; 12], where researchers disprove
the existence of a causal relationship between the level of GDP redistribution through public finance
and level of economic development. Therefore, modern scholars investigate problem of social sphere
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financing not only in the context of the size of the public sector, but also taking into account the
efficiency of its operation.

For example in scientific paper [10] researchers build econometric models and introduced the
concept of «aggregate government effectiveness indicator». According to this approach, the
government is evaluated according to four criteria: effectiveness of government spending on
education; efficiency in management; efficiency in the development of infrastructure; effectiveness of
stabilization policy. In consequence of model evaluation authors conclude that a positive relationship
between the amount of government financial flows and economic growth occurs only if aggregate
government effectiveness indicator exceeds a certain critical value.

Therefore, improvement of welfare cannot be achieved only by increasing the budget expenditures.
The principal direction of budget financing in Ukraine are social protection, education and health,
public order and safety, defense. European countries have almost similar composition of budget
expenditures, but there are significant differences (Tab. 3).

Table 3
Composition of main budget expenditures in
European countries and in Ukraine (2015), percentage of GDP

s c
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b T |53| 823 2| E
(I} 5 0o — g S L 0
2 @ & S 598 ¢ c L
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z © 1% 5| 28
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Ukraine 5,8 3,6 5,4 2,4 8,9 5,0 4,4 1,6
European Union (28 countries) 5,8 4,6 3,3 0,8 10,9 n/a n/a 9,8
Bulgaria 4,1 34 4,1 6,4 2,4 0,2 0,9 11,3
Croatia 4,7 4,7 3,6 29 1,9 0,2 3,9 16,8
Czech Republic 7,0 4,7 2,7 4,9 12,8 7,7 1,1 3,6
Estonia 6,3 4,1 3,7 3,9 11,9 7,1 0,3 10,0
Germany 4.8 0,7 2,8 0,5 11,1 n/a n/a 8,5
Hungary 5,7 5,2 2,5 5,8 51 0,7 3,3 6,1
Latvia 7,6 4,4 3,1 3,7 3,2 1,2 1,6 3,9
Lithuania 5,4 4,4 29 2,0 3,0 0,9 1,7 8,9
Poland 7,6 3,2 4,0 4,3 7,7 4,0 1,9 3,9
Portugal 59 6,2 3,2 24 6,2 51 4,9 9,6
Romania 3,0 2,8 3,3 5,4 3,9 1,2 1,7 6,0
Slovakia 5,8 2,0 3,5 6,5 6,9 2,7 1,8 7,3
Slovenia 7,4 4,7 2,3 3,5 8,6 34 3,0 35
Spain 4,1 6,1 3,1 0,5 3,0 n/a n/a 19,8
United Kingdom 7,2 7,8 4,7 4,1 17,9 8,8 2,5 3,0
Source: author based on [4; 5; 6]
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So, according to the presented data Ukraine expends 8,9 % of GDP to the social protection and
social security. This percentage is not significantly different from European average (10,9%).
However, United Kingdom (26.7%) and Czech Republic (20.5) have the largest percentage of the
GDP for this item and Croatia (2.1%) and Bulgaria (2.6%) have the lowest one. In the structure of
expenditures to the social protection and social security in Ukraine the largest part spends to social
protection of pensioners (Tab. 3). In practice, this budget funds is used for financing the Pension fund
chronic deficit. An annual deficit of Pension fund in Ukraine is about 30% and it is trending upward in
recent years. Besides, the number of pensioners in our country is growing every year, and at the same
time the pension level remains low. This fact allows characterizing current pension system as not
efficiency.

In 2015 to support defense and national security Ukraine spent 5% of GDP or twice more than in
European countries. We consider that it makes sense for a country that increases in defensive power
and conducts a war.

For debt service Ukraine expends 4,4% of GDP, in relative measurement is one of the highest rate
in the EU. In our opinion these budget expenditures are not effective and don’t conduce the national
economy development [13, c. 25-28].

To finance government officials (performance of theirs duties) our country spends 1,6% of GDP.
This rate is the lowest among European countries. In relative terms it is almost 3 times less than in
Slovenia, the Czech Republic, Latvia and Poland and 6 times less compared to the EU average. Such
saving on officials salaries is questionable because low level of work payment in this sphere caused
the development of corruption schemes.

State budget expenditures to education in Ukraine decreased to moderate EU level from 7,3% to
5,8% of GDP over the past two years. Current expenditures per student increased by several times in
consequence of reducing the number of higher education institutions and introduction of European
standards on their material and resource support. Unfortunately economy of the country and society is
not satisfied by the result of these budget expenses. The reasons of such situation are: a significant
outflow of young and skilled students abroad, a trend of working in the speciality students has not
trained in and the poor level of knowledge of general high schools graduates according to results of
independent testing [14, p. 104].

The size of public expenditures to health in Ukraine and the EU is in accordance 3,6 and 4,6% of
GDP (Tab. 3). Nearly the same part of GDP to public health services is spent by Bulgaria, Estonia,
Croatia, Czech Republic, Lithuania, Latvia, Romania and Poland. But the level of national and
European health care differs significantly. Thus, in Ukraine patients stay in hospital in 1,5 times longer
than in European countries and our country has the worst public health indicators in the European
Region. In such circumstances, the system of public healthcare financing in Ukraine is not effective,
because 75 % of total expenditure to healthcare goes to salaries of medical staff and utilities

Thus, Ukraine has comparable with the EU size of public sector (the ratio of consolidated budget
and off-budget social funds to GDP), but because of inefficient using of public money, it has low level
of economic development (GDP per capita) (Fig. 1).

In the figure a group of "welfare states" is segregated (Sweden, Denmark, Belgium, Finland).
National governments of these countries have achieved a high level of economic development through
effective GDP redistribution. However, some countries show equally impressive growth rate of the
economy with a minimal state intervention to social wealth.

Thus, the world practice shows that the major factor of successful public finance system is not the
size of GDP redistribution through the public sector rather the public effectiveness of such
redistribution.

This article provides a comparative analysis of approaches to GDP distribution through public
sector in Ukraine and the European Union. It was proved that government should not simply increase
its expenditures but improve its effectiveness.
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Fig. 1. Dynamics of GDP and the public sector in Ukraine and Europe in 2010-2015

Source: author based on [4; 5; 6; 7]
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