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Abstract Any economic system can be identified as
cyclical fluctuations: ups and downs in the economy,
which are caused by shocks of aggregate demand and
aggregate supply and called business cycles, economic or
business cycles. The phases of business cycles are the rise,
"peak", recession (or decline) and "bottom", i.e. the crisis.
Often such fluctuations in business activity are
unpredictable and irregular. At the present stage of
development, the state of Ukraine is unstable and
characterized by significant crisis processes and
phenomena, including critical growth of debt, devaluation
of the national currency and limited reserves of the
National Bank, reduced lending by banks to the real sector,
low financial stability and more. These challenges are
exacerbated by the impact of modern global external
factors destabilizing financial systems at various levels and
financial and economic relations, including the COVID-19
pandemic, which raises the issue of justifying the
development and implementation of effective innovative
monetary and fiscal policy instruments. The authors
explored the nature, components and objectives of
monetary and fiscal policy. The authors analyzed the
challenges of stabilizing the monetary sector and fiscal
policy and developed improving tools. The authors
proposed an algorithm for assessing the effectiveness of the
monetary policy, where the main criteria for the

effectiveness of monetary policy are the criteria that
contribute to macroeconomic stability. Regarding
innovative fiscal policy instruments, the authors proposed
to provide targeted support for industries or projects,
namely, the algorithm for determining targeted support for
sectors, which implies the creation of clusters of industries
and considers the possible negative consequences of the
COVID-19 pandemic. The proposed instruments will
allow stabilizing the economy to a greater extent, as well as
to ensuring more excellent price stability, maintaining a
stable exchange rate and promoting balanced economic
growth.

Keywords Cluster, Economic Cyclical Fluctuations,
Financial Relations, Fiscal Instruments, Fiscal Policy,
Monetary Policy

1. Introduction

At the present stage of development, the state of Ukraine
is unstable and characterized by significant crisis processes
and phenomena, including critical growth of debt,
devaluation of the national currency and limited reserves of
the National Bank, reduced lending by banks to the real



1214

sector, low financial stability and more [1; 2]. The
coronavirus pandemic is pushing the Ukrainian economy
into the worst recession in decades [3].

These trends are primarily due to the negative aspects of
the functioning of the monetary sphere of the state, where
the essential functions of supporting macroeconomic and
financial stability, economic growth and competitiveness
of the national economy are insufficient, increasing threats
to financial security, such as critical growth settlement
crises, inflation, depreciation and fluctuations in the value
of the national currency, increasing the level and narrowing
of sources of public debt financing, increasing risks of
default, the decline of the banking, insurance and stock
sectors of the financial system.

Monetary and fiscal policy in the state is conducted with
the help of its instruments [4; 5]. Analyzing the decisions
on monetary policy in 2020 and their impact on
macroeconomic, including inflationary processes in the
country, we can conclude that price stability in Ukraine in
the definition of the Law has not been achieved. At the
same time, the monetary policy of the National Bank last
year did not contribute to financial stability and stable
economic growth [6]. State instruments are economic
mechanisms by which the goals set before the monetary
and fiscal policy are achieved, so the article aims to
develop new monetary and fiscal policy instruments.

Innovative Instruments of Monetary and Fiscal Policy

2. Theoretically-Analytical Basis

Monetary (monetary or monetary) policy is the
macroeconomic policy of the monetary authorities, a set of
measures aimed at managing aggregate demand through
money market conditions (short-term interest rate, nominal
exchange rate or the level of current liquidity of the
banking sector) to achieve a combination of ultimate goals
which may include price stability, maintaining a stable
exchange rate, financial stability and promoting balanced
economic growth.

Monetary policy is represented by such main categories
(Fig. 1).

The principles of monetary policy, namely, the
fundamental rules and regulations of policy of the central
bank that are binding, include [7]:

e selection of an explicit nominal monetary policy
anchor;

e economic and political independence of the central
bank;

e responsibility and accountability of the central bank
to the public;

e information openness (transparency) of monetary
policy.

Objects

supply and demand in the money market, changing due to the actions
of monetary authorities, banks and non-banking organizations.

}

Subjects

Monetary Policy EF

Items

economic agents with which the
central bank interacts, banks and
other financial institutions involved

Conductors

economic variables are characterizing the
equilibrium in the money market: money
supply (monetary base or monetary aggregate),

in the operation of the financial
system, and the central bank itself.

monetary

responsible for monetary policy.

short-term nominal interest rate, nominal
exchange rate, current liquidity of the banking

authorities

Figure 1.

sector.

Categories of monetary policy
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At the Bundesbank conference in 2007, the American
economist Frederic Mishkin voiced nine theses that formed
the theoretical foundations of monetary policy and
suggested calling them "basic scientific principles of
monetary policy" [8]:

e inflation is always and everywhere a monetary
phenomenon: expansionary monetary policy can be
the cause of inflation,

*  price stability brings with it significant economic
benefits: central banks can manage inflation and must
keep it low and sustainable,

* in the long run, there is no choice between
unemployment and inflation: monetary policy should
not aim for low unemployment, as this leads to higher
inflation,

e expectations play an essential role in
macroeconomics: managing expectations should be
central to monetary policy,

* to maintain price stability, it is necessary to adhere to
the "Taylor principle™: low inflation will be stable if
the nominal interest rate increases by a more
significant amount than the growing inflation, which
will allow the real interest rate to be raised in response
to the rise in inflation,

* it is necessary to take into account the problem of
temporary inconsistency of monetary policy: the
central bank must commit itself to achieve the stated
goals and strictly follow them,

»  central bank independence improves macroeconomic
performance: central bank independence allows it to
be insulated from political pressures to pursue
excessive expansionary policies, as well as to solve
the problem of temporary inconsistency in monetary
policy,

e public commitments to hold the nominal anchor,
which have public confidence, contribute to price
stability and sustainable economic growth: they
stabilize long-term inflation expectations,

»  financial sector imperfections play an essential role in
the business cycle: financial instability discourages
investment in manufacturing, resulting in a severe
economic downturn in the economy [9; 10].

Fiscal policy (lat. Fiscus — basket; cash, treasury, finance)
— government policy measures the impact on the economy
by changing the number of expenditures or revenues of the
state budget [11; 12]. One of the main methods of
government intervention in the economy is to reduce
fluctuations in economic cycles and ensure a stable
financial system in the short term. The main instruments of
fiscal policy are taxes, transfers and government
procurement of goods and services.
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Fiscal policy, in addition to monetary policy, is a vital
component of the work of the state as a distributor in the
economy. As an instrument of government, fiscal policy
has several objectives.

The first goal is to stabilize the level of aggregate
demand and, accordingly, gross domestic product. Then
the state needs to maintain macroeconomic equilibrium,
which can only be successful if all economic resources are
effectively used. As a result, together with the smoothing
of the parameters of the state budget, the general level of
prices will also stabilize. Both aggregate demand and
aggregate supply fall under the influence of fiscal policy.

Fiscal policy instruments used to stimulate the economy
are as follows:

*  reduction of the taxable base;

e taxcredit;

e special tax rates;

e reduction of taxes on wages;

*  reduction of expenses for joint [with the state]
research.

The following conclusions can be drawn:

1. The tax mechanism is the most efficient and effective
lever of government regulation. The effectiveness of
economic decisions taken at the federal and regional
levels largely depends on the successful functioning of
the tax system.

2. The tax system is the main component of the general
system of economic relations and a potent regulator of
€Cconomic processes.

3. The efficiency of the functioning of the tax system is
achieved through a balanced combination of all its
functions, taking into account the interests of the state
and taxpayers.

Analysis of general information on revenues of the State
Budget of Ukraine(Fig. 2) includes payments to the general
and special funds of the state budget. It is revealed that the
most significant part of the state budget (over 90%) is the
general fund, whose funds are intended to provide financial
resources for general expenditures (i.e., not directed to a
specific purpose). Special Fund provides subject-targeted
use of budgetary funds (i.e., to finance particular goals).

As we can see from the analysis (Fig. 2), the structure of
revenues of the State Budget of Ukraine in 2015-2020 in
the essential indicators does not change: the fluctuations
are minimal — from 0.3% to 6.4%, the average — 2.5%.

Consider, for example, the monetary and fiscal policy
instruments that the government has introduced by
adopting several laws to reduce the financial and economic
consequences of the COVID-19 pandemic (Table 1).
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= income tax
= corporate income tax
rent and payment for the use of other natural resources
= value added tax on domestic goods
6% 79, = value added tax on imported goods
excise tax on excisable goods produced in Ukraine
= excise tax on excisable goodsimported into Ukraine
= other taxes and fees
= income from property and business activities

m other non-tax revenues

m other

Figure 2. The structure of revenues of the State Budget of Ukraine in 2016-2020 by the most critical indicators (according to the Minfin [13])

Table 1.
of Ukraine [14])

Monetary and fiscal policy instruments to stabilize the effects of the COVID-19 pandemic (according to the Official website of the President

Date | Law

Tools

"On Amendments to Certain Legislative
Acts Concerning the Moratorium on
Recovery of Property of Citizens of Ukraine
Provided as Collateral for Foreign Currency
Loans" Ne 895-1X

September 2020

The document extends until Apr. 21, 2021, a moratorium on the recovery of these
properties of citizens of Ukraine and prohibits the forced recovery of property
(property rights) if it is used as a permanent residence of the borrower or is the
object of unfinished housing.

It also prohibits the foreclosure of other property (property rights) under mortgage
agreements from persons who have obligations under loans granted to them in
foreign currency and prohibits credit institutions from assigning their rights to the
borrower in favour of another person.

"On Amendments to Certain Laws of
Ukraine on Consumer Lending and the

The document provides for the assignment of credit agreements concluded for up to
one month, and contracts for which the total loan amount does

Formation and Circulation of Credit

Histories" Ne 891-1X

not exceed one minimum wage, to consumer loans and the application of the Law
of Ukraine "On Consumer Lending". This creates the conditions for the proper
regulation of the rapidly growing microcredit market, particularly determining the
requirements for providing and submitting microcredit information to the Credit
Histories Bureau.

The Law also sets the maximum total amount of fines and penalties that may be
charged for breach of obligations under such loans, in an amount not exceeding
twice the amount of the loan received.

It is forbidden to change the interest rate for the consumer's worse and apply fines
and penalties for the same violation. This measure will protect citizens from fines
and penalties, which can be many times higher today than the loan amount.

October 2020

"On Amendments to Certain Laws of
Ukraine on Social Protection of the
Population for the Period of Quarantine
Established by the Cabinet of Ministers of
Ukraine for the Prevention of the Spread of
Coronavirus Disease (COVID-19)" Ne
1030-1X

The law aims to strengthen social protection and support of citizens, particularly in
taking the necessary anti-epidemic measures.

According to the document, the right to receive partial unemployment benefits for
insured persons who lose part of their income because quarantine restrictions are
applied to citizens who receive pensions.

The law regulates specific procedural issues related to the acquisition and
confirmation of unemployment status by a person and the receipt of unemployment
benefits for the period of quarantine.
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December 2020

"On social support of insured persons and
business entities for the period of restrictive
anti-epidemic  measures introduced to
prevent the spread of acute respiratory
disease COVID-19 caused by coronavirus
SARS-CoV-2 in Ukraine" Ne 1071-1X

Provides: - provision of one-time financial assistance for UAH 8,000 to employees
who lost part of their wages due to the introduction of quarantine restrictions, and
natural persons-entrepreneurs (PE) who lost part of their income due to quarantine;
- providing one-time financial assistance to companies for payments to employees
to reduce them during the quarantine. This rule is applied to enterprises that (at the
time of entry into force of the law) were forced to reduce or may reduce the working
hours of employees due to downtime due to the introduction of quarantine. The
amount of benefits is calculated in proportion to the reduction of working hours of
the employee but may not exceed 8 thousand UAH.

- one-time compensation to business entities to reimburse the costs incurred for the
payment of a single contribution (SSC) for compulsory state social insurance.

- extension of licenses to companies for the sale of alcohol for the period of
guarantine, as well as for three months after its expiration.

"On Amendments to the Tax Code of
Ukraine and Other Laws of Ukraine on
Social Support of Taxpayers for the Period
of Restrictive Anti-Epidemic Measures
Introduced to Prevent the Spread of Acute
Respiratory Disease COVID-19 Caused by
SARS-CoV-2 Coronavirus in Ukraine" Ne
1072-1X.

The document provides several tax incentives for citizens, small and medium-sized
businesses for the period of possible quarantine:

- the taxpayer's tax debt is written off if the total amount of the taxpayer's debt for all
taxes and fees does not exceed UAH 3,060.

- payers of the single tax of the | group are exempted from paying this tax for
December 2020 and January - May 2021.

- until Dec. 29, 2021, the repayment of the tax debt of taxpayers - individuals,
including self-employed persons, has been postponed, which in total does not
exceed UAH 6,800.

"On Amendments to Article 28 of the Law of
Ukraine" On the State Budget of Ukraine for
2020" Ne 1073-1X

The document expands the list of areas in which the Fund can combat the effects of
the coronavirus epidemic. In particular, these funds can be used to finance:

- one-time financial assistance to citizens in case of increased quarantine;

- financial assistance to businesses to save jobs;

- one-time business compensation for the payment of SDRs for employees.

February 2021

"On Amendments to Article 47-1 of the
Law" On Employment “on the provision of
partial unemployment benefits for the period
of quarantine and/or emergency, established
by the Cabinet of Ministers of Ukraine" Ne
1212-1X

It provides partial unemployment benefits for the period of quarantine for insured
persons who have lost part of their income due to restrictive measures related to
combating the spread of COVID-19. This measure will allow Ukrainians to receive
partial unemployment benefits not only for the period of quarantine caused by a
coronavirus in case of other diseases or emergencies on the territory of Ukraine.

We should note that the proposed measures are effective in the short term since payments are quickly distributed. At the
same time, they are effective in returning funds to the economy since the poor have the highest propensity to consume, so
fiscal support targeted at them will have the most significant impact.

3. Results and Discussion

3.1. Monetary Policy Improvement Tools

The most threatening external challenges to the stabilization of the monetary sector (Fig. 3).

The most threatening external challenges to the stabilization of the monetary sector

—b{ maintaining low commodity prices;

Ll .
emerging markets:

a gradual increase in US Federal Reserve interest rates and a reduction in the supply of loans to countries with

—b{ weak dynamics of economic growth in developed countries and declining growth rates of emerging markets; ‘

—P{ reducing the inflow of foreign capital into emerging markets; ‘

L .
consumption;

slowing down China's economic growth and shifting the focus of domestic policy from investment to

.| the continuation of the armed conflict in eastern Ukraine, the persistence of tensions in the Middle East and the
"|continuation of the debt crisis in the EU.

Figure 3.

External threats to the stabilization of the monetary sector
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We offer the following tools to improve monetary

polic

Y.

providing conditions for the creation of a single,
transparent, accessible liquidity platform for stock
market participants;

currency market liberalization;

improving the external debt management mechanism
and introduction of risk-oriented debt policy;
developing market instruments for hedging currency
risks (currency futures and derivatives);
strengthening the institutional base of foreign
investment;

increasing the efficiency of international financial
assistance projects;

expanding the competitive alternative in cooperation
with MFIs and the Asian direction of investment
cooperation.

To determine the assessment of the effectiveness of the
monetary policy, we propose an algorithm, based on an

analysis  of

the relationship  between  various

socio-economic indicators, taking into account the goals
set in the implementation of this policy:

1.

To highlight the criterion for the
effectiveness of the monetary policy.

To identify internal and external factors influencing
the goals of the state's monetary policy.

To determine the indicator indicators for assessing the
effectiveness of the monetary policy.

To identify the risks affecting macroeconomic
stability.

To calculate quantitative indicators or give a
qualitative assessment of the criteria for the
effectiveness of monetary policy based on a
comparative analysis for a certain period.

Based on the obtained result, apply an instrument or
several instruments of monetary policy;

assessing

7.

To evaluate the effectiveness of the government's
monetary policy following the target.

The critical elements of improving monetary policy in

the medium term will be:

1.

Continuation of the monetary regime of flexible
inflation targeting, based on a floating exchange rate,
emphasizes maintaining financial stability and
ensuring  sustainable economic growth. The
consistency of the inflation target and the principles
of monetary policy will help stabilize expectations,
increase the transparency of the National Bank's
actions, which will be reflected in a correct inclusion
of inflation risks in the structure of interest rates and
their stabilization at a low level. Predictability of
inflation and reduction of its volatility will contribute
to the deepening of the money market and expand the
possibilities of debt financing.

Ensuring the stability of the financial sector of
Ukraine as a whole and its segments. Achieving the
goal of the National Bank to ensure financial stability
will be carried out through a set of measures aimed at
increasing the resilience of the financial system to
systemic risks, adequate assessment and perception of
risks by market participants, improving the reliability
of critical elements of monetary and foreign exchange
market infrastructure.

Promoting sustainable economic growth by
maintaining a low and stable inflation environment of
floating exchange rate. This step will avoid the
accumulation  of  macroeconomic  imbalances,
increase the margin of safety to external shocks, and
reduce real GDP's deviation from its potential level
[15].

Theoretical and methodological analysis showed that the

main weak point of research is the assessment of the
effectiveness of the monetary policy; therefore, we propose
the following algorithm (Fig. 4).

A 4

v

Performance Criteria for
Achieving Operational Objectives

Efficiency criteria for achieving
intermediate goals

Criteria Determining the Ultimate
Objectives of Monetary Policy

v

v

The monetary base, interest
rates, exchange rates

Exchange rate dynamics, monetary
aggregates, inflation targets, the volume
i of foreign exchange reserves

Macroeconomic and financial
indicators, social indicators

y

Internal and external factors that determine the targets of monetary policy

Figure 4.  Algorithm for assessing the effectiveness of monetary policy
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In a modern open economy, the criteria for assessing
monetary policy should be linked to the country's
socio-economic development. Thus, the main criteria for
the effectiveness of the monetary policy will be the criteria
that contribute to ensuring macroeconomic stability.

For an objective assessment of monetary policy, it is
possible to use multidimensional techniques that include a
system of indicators. These indicators can be interrelated,
while one-aspect methods suffer from an incomplete
reflection of the policy pursued by the monetary authorities
and consider the influence of a limited number of factors
on the effectiveness of the monetary policy.

3.2. Fiscal Policy Improvement Tools

Suppose a country is experiencing depression or is in the
stage of an economic crisis, which is happening in many

1. Identification of industries that make the

1219

countries due to the consequences of a pandemic, including
Ukraine. In that case, the state may decide to pursue a
stimulating fiscal policy. In this case, the government
needs to stimulate either aggregate demand, or supply, or
both. For this, other things being equal, the state increases
the size of its purchases of goods and services, cuts taxes
and increases transfers, if possible. Any of these changes
will lead to an increase in aggregate output, which
automatically increases aggregate demand and the
parameters of the system of national accounts. An
incentive fiscal policy leads to a rise in output in most
cases.

In March-April 2020, emerging markets, including
Ukraine, faced a crisis in health care systems, and they
were hit by multiple shocks from declining global demand,
a dramatic deterioration in external financing conditions,
and falling commodity prices.

m  largest contribution to tax revenues to the

Analysis of the reporting of Ministries, state statistics ‘

budget.

1.1. An analysis among the identified

Analysis of tax revenues to the budget ‘

industries of
COVID-19

those affected by

International statistics, international reports, summits ‘

Finding out if there are ways to restore the
profitability of such industries

Application of fiscal policy instruments
—reduction of the taxable base;
—tax credit;

| 2. Identification of promising industries with | - spemal. tax rates; )
a high share of profitability. —reduction of taxes on wages.
2.1 ‘_“m an_alysis among the identified Application of additional fiscal policy instruments
industries of those affected Dby| | 4 _reduction of expenses for joint [with the state] research.
COVID-19 //
Finding out if there are ways to restore the
profitability of such industries
% Periodically monitored and revised. ‘

J L

‘ Creation of clusters of industries ‘

¥ h 4 h 4 h 4
Clusters 1 Cluster 2 Cluster n
Industry/-ies from steps 1 Industry/-ies from steps 1 Industry/-ies from steps 1
and 1.1 and 1.1 and 1.1
Industry/-ies from steps 2 Industry/-ies from steps 2 Industry/-ies from steps 2
and 2.1 and‘z 1 N and 2.1

stimulating the reproduction
process and increasing the
share of the industry in GDP

stimulation of increasing |i

targeted use of the amounts:

i stimulating the growth || stimulating stimulation of
i | and diversification of || investment innovation and
| the cluster activity research activities

the efficiency ofthe |

of lost income

Figure 5. Algorithm for determining targeted support for industries
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According to the IMF forecast, the real GDP of the
group of emerging and developing markets will decrease in
2020 by 1%, and the GDP of Ukraine - by 7.7% [16].

This situation requires the macroeconomic regulators of
Ukraine to apply well-structured and balanced fiscal and
monetary incentives that would keep the economy from
falling sharply and reduce the pressure of cost inflation
over the long term.

Budgetary resources limit the use of stimulating fiscal
policy. If the budget is in deficit, then, in this case, it
becomes impossible to provide state support for the
economy since there are no funds for this. But at the same
time, it remains possible to provide targeted support for
industries or projects. It is in this that we see promising
innovative tools, namely, targeted support of industries.
We offer the following algorithm (Fig. 5).

It is evident that a decrease in tax rates for all these
sectors will make the Ukrainian budget deficit by a
relatively significant amount; therefore, three options are
proposed for solving the problem of targeted stimulation of
the economy:

1. reducing the tax rate for certain types of economic
activities that are promising, since they produce
high-tech products;

2. abolition of payment of one or more taxes for certain
types of economic activity;

3. a combination of the first two options, consisting of
the abolition of the tax for some types of economic
activity.

The crisis requires the government to use prudent fiscal
and monetary incentives to keep the economy falling
sharply.

An innovative tool is creating clusters, which will
consist of industries that are generating the highest income
now and those that are promising and will generate revenue
in the future. In the context of each cluster, the initial
investment in the development of promising industries will
be financed from traditional profitable industries, which in
the future may no longer be able to generate income/excess
income [17]. During this time, promising industries will
develop and move from the inception stage to the
growth/maturity stage.

A scientifically based choice of sectors and targets for
incentives will increase the degree of effectiveness of
sectoral monetary and fiscal incentives.

4. Conclusions

The crisis forces the government to resort to prudent
fiscal and monetary stimulus to avoid a sharp downturn in
the economy.

When applying the instruments of monetary and fiscal
policy, as well as when assessing their effectiveness, it
should be borne in mind that some types of government
measures may not stimulate economic growth, but slow it

Innovative Instruments of Monetary and Fiscal Policy

down, or cause it to slow down in the future. Using modern
tax incentive tools is not a perfect way to achieve economic
growth. Excessive use of tax incentives and preferences
reduces the neutrality of the tax system, increases the costs
of tax administration, and, as a consequence, reduces the
efficiency of the tax system, differentiates the tax burden
between different industries and categories of taxpayers,
and, consequently, reduces the fairness of the system,
complicates the structure of taxes and system as a whole.
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