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Introduction. An important macroeconomic task is not only the economic growth providing but also
its optimal value determination, in the sense, that the most complete use of existing potential (resources,
possibilities) of national economy will be observed with it. Thus, the similar complete use of resources
must be accompanied by the least possible expenditures. A searching of an optimal condition of the
national economy between a recession and inflation is a problem a solution of which has been tried to
find from the beginning of the twentieth century. In this paper, this problem is considered from the
dynamic point of view, namely, in terms of providing of the long-term inflationary neutral economic
growth in achieving the Pareto-efficient condition in the economy. It is implied, that if the economy
achieves a potential GDP, then it becomes the Pareto-efficient one. Institutional factors and, in
particular, transaction costs are examined as an external factor, that is we accept that a reduction of
transaction costs will mean an increase of a potential GDP, but not an approaching to it, that it will be
shown below.

The analysis of previous researches and publications. Recently, many scientists have dedicated
themselves to a solution of the sustainable economic growth problem, as well as its components’ definition. In
particular, Lipford [1] estimates a possibility of a stability ensuring of economic growth at its higher rates. In his
work [2] Yi-Fang Chang focuses on the non-linearity of the economic growth. The investigation of Bucci, [3]
highlights an impact of population growth on the economic growth. In their empirical papers, some researchers
[4; 5] explore an impact of institutional factors to economic growth. In the context of our research the last three
works are essential for understanding of the role of an autonomous and induced progress in the sustainable
economic growth ensuring. Amitava Krishna Dutt [6] estimates the possibility and practice of the Keynesian
growth theory application in the modern world, demonstrating its relative sufficiency. Rodri studied history of
economic growth, offers his own conceptions of its providing [7]. Bose, Haque and Osbom [8], Hajamini and
Falahi [9] investigate an interconnection of economic growth and public expenditure that it will be important for
the state role understanding as a regulator of the autonomous progress rate in our research. Martin and
Ventura [10] investigate an issue of instability of economic growth, namely, an impact of market bubbles to the
economic growth, showing a relative instability of investment costs in a time-period. These facts may suggest
a non-linear interconnection of financial innovations and economic growth, which is shown in detail in many
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research papers which investigate the entrepreneurship contribution into the long-term economic growth,
throwing light on the dynamics of autonomous progress in our research terminology [11; 12].

It may be concluded that most of researches concern either construction of empirical models and
analysis of macroeconomic data for specific countries or construction of theoretical models within
neoclassical positions, based on the Cobb-Douglas production function, Phelps’ criteria [13] and the
Solow economic growth model [14].

The research purpose is to estimate possibility and conditions of providing of the long-term sustainable
economic growth both in the private market economy and in the market economy with a public sector; to
determine the conditions of the equilibrium long-term inflationary neutral economic growth in a potential GDP
reaching in the context of the Keynesian theory and the neoclassical synthesis theory.

The main research results. Within the framework of the research purpose a mathematical model of
economic growth is defined.

The model backgrounds:

1. A closed economy is considered (Y = C + | + G).

2. A curve of aggregate supply AS is divided into a horizontal and a vertical segment, to which a
potential level of GDP is corresponded. Therefore, if an actual GDP does not equal to a potential one,
then prices are absolutely rigid.

3. The marginal productivity of capital and labor are constant for one period (MPC = const, MPL =
const).

4. The labor supply increase, the autonomous technological progress are given exogenously.

5. A potential GDP is defined as GDP of a full usage of the existing labor and capital.

6. The depreciation charges are absent (gross investments are equal net ones).

7. The linear production function is used (y =a1 *x1 +a1*x2+..+an *xn +¢c).

8. The investment lag is equal one period (one year).

9. The effect of the marginal productivity of capital and labor on the average productivity of capital
and labor can be neglected.

To a certain extent the Domar economic growth model can be considered as a research basis [15],
namely, a statement for what a sustainable growth precondition is an equality of growth rates of
aggregate demand and aggregate supply (in our terminology, a potential GDP):

AAS = AAD Q)
The Domar original model and terminology are as follows:

ac (2)

where dP - is the production potential growth, dt — is the time growth, I- are investments, a - is
the average public investment productivity. Using our terminology, the equation (2) will be as follows:

=7 (3)

In accordance with the condition (1) the investment multiplier formula is applied:

Al+sm=a=x]. 4)
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Then, a steady growth of investments will be equal to:

Al N
T=axs, )

where s —is the marginal saving propensity.

It is important that E.D. Domar emphasized that a can reflect changes of technology and other production
factors and is not an equivalent of the marginal productivity of capital. At the same time, he did not take into
account the productivity increase of the existing capital (the average productivity of capital), depending on the
volume of investments at this period [15]. Certainly, the labor supply change could have an impact on the
average public investment productivity, and then a can be represented as a function of a labor supply. But
once again, the labor supply change will have an effect not only and not so much on the marginal productivity
of investment, but on the productivity of capital in general. Therefore, it may be advisable to consider a growth
of labor supply as a separate factor of a potential GDP growth. The same one could be said about the
technological changes which should be considered in two aspects: 1. As a factor of an increase of the average
public investment productivity. 2. As a factor of an increase of the average capital productivity. It is also
important to understand that one part of technological changes may be stimulated or provided by current
investments (E.D. Domar also mentioned about the significance of this aspect using the terminology of
externaliies of investments [15]), and another part may be autonomous in relation to them at this period. A
technological progress is understood here in its broadest sense, namely, as any increase of the average
productivity of the production factors. At the same time, changes of marginal productivity are considered
separately (as indicators of MPC and MPL). So, within the framework of this model, changes in the production
technologies of machine-building productions, taxation changes, reducing of resource costs are equivalent in
the sense that the effects of these changes are defined as changes in technological progress?. It should be
noted that when we talk about average measures of productivity of production factors, then considerable
problems are emerged connected with the fact that it is rather difficult to separate the contribution of one
production factor from another one. In fact, if values of capital and labor are constant (and if we suppose that
these are the only factors), GDP increases, then it means that both the average productivity of capital, and the
average productivity of labor increase. Therefore, we do not consider it is reasonable to represent changes of
technologies through a traditional production function. Nevertheless, it may be advantageous to separate the
influence of such elements as purely technical changes, institutional changes, changes of resource costs. In
this case, it is possible to present these elements either separate arguments of a production function, or
separate arguments of a technological progress function, that may be a subject of future researches.

Thus, within the framework of our research changes of labor supply and technologies that influence
on the average capital productivity are accounted for as separate factors. Then, a can be identified with
the marginal productivity of capital (MPC). Based on the above, a mathematical model of a potential
GDP growth, using a linear production function can be formulated:

AAS = MPC * I + MPL * AL + AT, (6)

where MPC - a marginal productivity of capital, MPL — a marginal productivity of labor, AL -
changes of labor supply, AT - changes of technologies.

As mentioned already, one part of a technological progress is shown as a positive external effect of
current investments, and the other part has a place under the influence of other factors, primarily
institutional ones. In accordance with these considerations, a technological advance can be divided into
an autonomous (AT, ) and induced ones (AT;):

AT = AT, + AT; . (7)
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Thus, there is a certain similarity with the regulations of the economists’ supply: a tax reducing and
institutional changes can be a factor of an economic growth. [16] But it is clear that legal changes and a
tax reducing cannot be a permanent factor of a long-term economic growth. Moreover, even if it would
be possible to have a permanent reduction of taxes, numerous researches [17] show that a positive
effect of such a policy can be highly uncertain. Further, if the economists of supply focus on the supply
increasing as it is, then in this research the matter concerns, namely, a growth of potential GDP (that is,
in principal, equivalent to a supply increase for a kind of the supply curve which we accepted). In terms
of price rigidity of the actual GDP, which is lower than a potential one, the aggregate supply increase
cannot lead to the growth of either real or nominal GDP, if the aggregate demand will remain constant.

The induced technological progress depends on a volume of investments in the previous period and
a certain coefficient of acceleration:

AT, =k * Iy, ®)

where k — a coefficient of acceleration, I,_; — investments of the previous period.
Let us turn to the Keynesian theory of demand in according to which (for a closed economy):

AAD = ACy*m+ Al s m + AG *m. 9)

Taking into account the condition (1), formulas (6), (7), (8) the equilibrium level of economic growth
is determined:

ACy, *m+Al, *m+ AG, *m = MPC xI,_y + MPL *AL,,_; + AT, ,_1 + k*1,_;. (10)

Note that the increase of expenditure is determined for a current period, while a growth of potential
GDP is determined for a previous one. Firstly, it is justified from the positive point of view that is the
productive capacity of n-1 period is a basis for the consumption in period of n. Secondly, it may be useful
from the normative point of view: expenditure comparing of a current period to a potential GDP of a
previous period at the fiscal policy development will allow to reduce a risk of the inflation arising.

This equilibrium level of economic growth will be also effective if at this period, an actual GDP is
equal to a potential one. Thus, providing of this equality by methods of the state regulation will be an
optimal solution only when the economy is at its potential level.

If an actual GDP is equal to a potential one (in other words, if a shape of the curve AS is vertical), then the
aggregate expenditure reducing will not necessarily lead to a real GDP reducing. Accordingly, in a static
relation the economy will be still in the Pareto-optimal state. But such an event will influence on the dynamics:
firstly, rates of a potential GDP growth will be slow down in the next period that follows from the equations (6),
(7) and (8); secondly, there will be any negative deflation effects. Furthermore, as a result of "ratchet effect"
[18] at the reducing of AD a recession may begin immediately, no matter what part of AS curve the economy is
on. Even assuming that in accordance with the most orthodox neoclassical conceptions that the AS curve is
quite vertical along the full length of it then an observance of the equality (10) will allow to ensure price stability.

It needs to consider separately the equilibrium conditions of the model for a private closed economy,
studying an issue of possibilities and conditions for its self-regulation within the framework of this model.
Let's consider the case when AG = 0. Then, for the given values of increases of autonomous
consumption and investments in the current and the previous periods, there is only one value of the
autonomous technological progress in the previous period, which will provide a sustained growth:

ATy o1 = ACpp *m+ Al *m — MPC *1,,_y — MPL AL, _; —k*Al,,_4. (11)
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Let's name this value as an effective autonomous progress — T", ,—,. The sustainable economic
growth without inflationary and deflation in the condition of the Pareto-optimal economy can be achieved
onlywhenTy ,_1 =T g n_1-

Let's consider the equilibrium condition in the case when all the savings of the previous period are
invested in the current period, that is, there is the effective functioning of the financial market in the
classical interpretation (only for a closed private economy):

I, =S4, (12)
then
AL, = s’AY,,_,, (13)

when s a marginal propensity to save. A formula of a multiplier Keynes and the equation (1) are
used:

SAY,_, * Sl = AAS, — Sl % ACon, (14)

from it the equilibrium value of the marginal propensity to save is found:

ACon
$ = AASp—Yn_1' (19)

Let’'s name this value as an effective marginal propensity to save s™.

The equation (11) shows that, even at the stability of investment demand, there is only one value
AT" ; ,,_1, at which there will be the Pareto-optimal and inflationary neutral balance in the economy. The
equation (15) shows that even if we add a condition of the absolute efficiency of the financial market to
these terms, then, again, only at one value of the marginal propensity to the equilibrium it will be Pareto-
optimal and sustainable. In other words, being within the framework of the Keynesian relation to the
efficiency of financial markets, it can be argued that if AT, ,,_, # AT ,_1, then for the equilibrium
growth providing at a potential GDP the state economic policy measures are needed. If the financial
markets are efficient and s* # s™, then for this purpose economic policy measures are also needed.

Possibilities of economic policy. The growth of potential GDP. Thus, in a short period of time, the
government has three levers of the support, the stabilization and the economic growth ensuring: the
regulation of taxes, public expenditure, a technological progress. Perhaps, it should be added the
regulation of investment expenditure to them.

The impact of public expenditure on the induced technological progress should be considered
separately. Is their effect equivalent to investments? It is obviously, that the answer to this question
depends on the nature of government expenditures. If they provide innovative and investment activities,
then their growth will provide a growth of potential GDP like an effect of private investments. If these
expenditures only provide a current financing of government or depreciation charges, then their effect
will be as an increase of aggregate demand. At the same time, a purposeful innovative state activity can
give an effect of a potential GDP growth which is much greater than private investments, which are not
subordinated to this aim. There may be a situation with public expenditures when there is no stable
connection between their volume and a potential GDP growth, because their effect to a potential GDP
much depends on a type of expenditure which can vary depending on the political events and climate.
Therefore, the government expenditures should not be included in the formula of the induced
technological progress. They should not be also considered as a function argument of the capital

MapkeTuHr i MeHegXMeHT iHHoBaUin, 2017, Ne 3 37
http://mmi.fem.sumdu.edu.ua/



I. Kerdroxoe, M. TeapoHasicieHe. YnpaBniHHs iHHOBaLisM1 B yMOBaX CTanoro eKOHOMi4HOro 3pOCTaHHA

product, because they are not always capital ones. Rather, within the framework of our model, the public
expenditure impact on the growth of potential GDP should be described as follows: a state can influence
on a level of the autonomous progress, but the same degree of its change can be caused by completely
different volumes of public expenditure. The consistency of these arguments is confirmed by empirical
investigations of Hajamini, Falahi, Bose and Haque [8,9]. Moreover, many researches [19, 20, 21, 22]
demonstrate that a negative correlation can be observed between public expenditure and a technical
and institutional progress, if public expenditure is directed to certain industrial sectors. Certainly, the
public expenditure impact is possible to present formally through the concepts of a marginal productivity
of public expenditure and a ratio of its acceleration of a potential GDP, but the instability of such
indicators would reduce a practical value of the model. Considering a fact that AG and AT, are
variables, different variants of the economic stabilization policy can be distinguished (using the fiscal
levers) (Table 1).

Table 1 - The fiscal countercyclical policy (own results)

The state of the national The measures of public policy

economy AG AT,
Inflationary gap + -
Recessionary gap - +

Combining the stabilization policy and the growth policy, we will get:

1) For the inflationary gap: an increase of AT, when AG is constant;

2) For the recessionary gap: an increase of AG when AT, is constant.

Such combinations of a public expenditure changing and an autonomous progress growth will
provide two aims simultaneously: a stabilization of the economy and a long-term economic growth.
Nevertheless, it should be noted that a stabilization effect will be reduced, because an increase of one of
the two indicators requires an increase of the other one in a certain degree.

The possibilities of monetary policy may be considered now, namely, the change of investment
expenditures by regulating of the interest rate. Considering the equation (10), we can be sure that at the
different values of m, MPC and k, and other equal terms, the consequences of monetary stabilization
policy will be very different and even opposite. Let us suppose that among the model parameters the
investment expenditures are changed only. For convenience, let's suppose now that the investment lag
is equal to zero. Then, the increase of investments in this period defines both an increase of AD and an
increase of a potential GDP in this period.

AAS, = (MPC + k)(I,_, + AL,). (16)
AAD,, = mAl,. (17)

If the equality of (1) is observed, then, and only then an increase of investments will be cyclical and
neutral and will be equal to:
* _ (MPC+k)In_1,
Al == per (18)
Alp _ (MPC+k) (19)

In.i m-MPC-k’

Let's name AI; as a neutral level of the investment growth.
The formula (19) is an analogue of the Domar equation (5) and shows what volume of investments
will ensure a stable effect, an economic growth that it is possible, however, at a constancy of all other
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factors. But given the fact that an impact of the interest rate on investments not always entails a definite
desired effect [23; 24; 25; 26], it may be concluded that the use of monetary policy as a tool to ensure
the equilibrium of growth at a potential GDP is problematic [27; 28; 29]. Perhaps, the chaos theory would
be the only way to predict it [30]. Besides, even the increase of investments will not necessary have a

stabilizing effect, that is, from the equation (18): if AL, > AIL; then AA%’ > 1 and any such an increase

of investments will have a stimulating effect (i.e., Y — Yis decreased). If, however, Al,, < Al; then

AAD

s < 1 and any such an increase of investment will have a contractional (deterrent) effect (i.e. Y* —

Yis increased). In the second case, although the actual GDP grows a recessionary gap will increase.
Let's call this phenomenon as an effect of advanced supply.

The cyclical neutrality is implied as the increase of investments will not influence on a gap between
an actual and a potential GDP. Thus, although the actual GDP grows a recessionary gap will remain a
constant one.

It follows that when i% < 1, traditionally countercyclical methods of the monetary policy become

pro-cyclical ones.
Taking into account these factors, the monetary policy should be added by the fiscal one the
equation of which for this model is as follows:

(ACon(1 — §") + AG,)m = MPL % AL,_; + AT, . (21)

It should be noted that the equation (10) has a certain similarity with the monetary rule. Indeed, both
ones are based on the concept of the necessity of equality of increases of expenditure and production
capacity of the national economy. The value and the distinction of the above-mentioned results are in
that fact that they specify the possibility of growth regulation of a potential GDP, and also show that an
increase of the aggregate demand of itself may entail a growth of a potential GDP, exactly as changes of
a potential GDP impact on the level of aggregate expenditure. Furthermore, the presented model is
more general in that sense that within of its framework the cases may be examined both when the
economy is at a potential level, and when it lags behind it. The monetarist theory also identifies the
actual and potential GDP. In general, this research although based on the Keynesian methodology,
confirms a monetary rule, with the only reservation that it may be regulated not only charges, but also
the supply. We should consider separately an impact of inflation in terms of adaptive expectations in the
presented model, like that how it was implemented by monetarists.

Results and discussions. The basis of the stability of economic growth is an equality of increases
of expenditures and a potential GDP. A stable growth in the conditions of the Pareto-efficient economy is
possible only if T, ,,_; = AT 4 n—1. The instability of AT", ,,_, stipulates the necessity of the state
regulation of this indicator. In the conditions of the efficiency of financial markets for a private closed
economy there is only one value of the marginal savings rate s, which ensures a stable growth at a
potential GDP. If a curve AS is vertical and corresponds to a level of a potential GDP, the observance of
the equality AT, ,,_; = AT",,,—, ensures price stability.

Investment expenditures not only increase the aggregate demand, but also provide a potential GDP
growth by creating an additional product of capital and stimulating of a progress (investment
externalities). Consequently, at low values of investment lag (or at a considerable duration of cycles
accordingly) there may be a situation where a result of the investment growth is i’% < 1, that makes
the traditional counter-cyclical methods of monetary policy like procyclical ones.

The condition of the Domar sustainable growth is not adequate in terms of presence of the

technological and institutional progress, regardless of investments, and in term of presence of
investment externalities.
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The aims of stabilizing the economy and ensuring of a long-term (as compared to the cycle period)
economic growth can contradict each other at certain combinations of increase changes of public
expenditure and an autonomous level of a progress, if we can consider it as a controlled state to some
extent.

Conclusions and implications. Thus, a conception of the sustainable growth, providing the Pareto-
efficiency is established and extended. The measures of state economic growth policy in combination
with the stabilization policy are developed, their relative efficiency and also their expediency depending
on values of the macroeconomic parameters is analyzed. The importance of a progress as a permanent
process of the technological and institutional improvement for ensuring a sustainable growth in the
Pareto-efficient economy is established and, in particular, the importance of public policy aimed at a
progress stimulating, that it is important not only for the growth ensuring but also for the cycle
stabilization. The role of monetary policy is extended: investments determine not only the level of
expenditures and a marginal product of capital, but also a pace of the induced progress.

At the same time, a number of issues that arise in the course of the research remains unsolved.
Firstly, although the terms of growth efficiency are named, it is unknown, what rate of a growth would be
optimal, that is the most expedient one (a criterion of expediency can be, for example, the utility
maximization). Secondly, it is necessary to check the adequacy of this model, based on real
macroeconomic indicators and using, in particular, methods of the regression analysis. Thirdly, attention
should be paid to an issue of the index inclusion of anticipated inflation into the model. Fourthly, a
concept of the autonomous and induced progress requires a further refinement. It needs separately to
consider possibilities of a public adjustment of a rate of the autonomous progress. And, finally, fifthly, it
presents the interest to study of long-term effects of the growth described by this model.
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I. KeHdtoxoe, CTyAeHT eKOHOMiYHOTO chakynbTeTy, KuiBcbkuil HaLjoHanbHui yHiBepeuTeT iM.T. T. WeByeHka (M. Kwig,
Ykpaia);

M. TeapoHagicieHe, PhD, npodecop, kaceapa ekoHOMikM Ta ynpaeniHHs nignpuemcTsam, BinbHIOCHKMI TeXHiuHuiA
yHiBepcuTeT iM. MegimiHaca (M. BinbHioc, JlnTBa); kaeapa ynpasniHHs, JIuToBCbKa BilicbkoBa akagemis iMeHi reHepana MoHaca
XKsamaittic (M. BinbHioc, JuTea)

YnpaBniHHA iHHOBaLiiMUA B YMOBaX CTasnioro eKOHOMi4HOro 3pOCTaHHs

Y yiti cmammi posensdaombcs ymosu i nepedymosu CMano20 EKOHOMIYHO20 3POCMaHHs, onmumasbHUll cmaH
HauioHanbHOI  eKOHOMIKU MK peueciero | iHgnsauien 3 moyku 30py 3abesneyeHHs (00820CMPOK0B020  IHAAIUTHO20
HelimpasibHo20 EeKOHOMIYHO20 3pocmaHHsi npu docseHeHHi [Mapemo-echekmugHO20 cmaHy 8 eKOHOMIY. Y OOCTiOKeHHI
aHani3yrombCsi MOXIIUBOCMI €KOHOMIYHOI noimuku Ons 3abe3neyeHHs 00HOYacHO cmabinbHOCMI | eKOHOMIYHO20 3POCMAaHHSI.
Modernb, po3pobneHa i npomecmogaHa 8 cmammi, 3acHogaHa Ha MoOesi eKOHOMIYHO20 3pocmanHs [Jomapa. Hawi eucHosku
MOXymb Mamu NesHe 3Ha4eHHs! OnA kpaiH, wo npagHyme 0ocsemu Memu eKoHOMIYHO20 3pocmanHs 63 3HayHUX KonueaHs UiH i
6e3pobimmsi.

Kntoyosi croBa: ekOHOMiYHE 3pOCTaHHs, YNPaBMiHHS iHHOBAL|SIMM, PO3BUTOK EKOHOMIKM, CTIKICTb.

W. Kendroxoe, CTyAeHT akoHOMUYecKoro chakynbTeTa, Knesckuit HaumMoHanbHbIit yHusepeuteT um.T. T. Lesyerko (r. Kues,
YkpauHa);

M. Teaponasucuere, PhD, npoceccop, kadeapa akOHOMUKM 1 ynpaBneHUs NpeanpusTUSMA, BUNBHIOCCKUIA TEXHUYECKUiA
yHuBepcuTeT uM. MeaumnHaca (r. BunbHioc, Jutea); kadbepa ynpasnenus, JIMTOBCKAA BOGHHas akanemmus UMEHW reHepana
VloHaca Xsmaittuca (r. BunbHtoc, utea)

YnpaBneHue UHHOBALMAMM B YCNOBUSX YCTONYMBOTO IKOHOMUYECKOTO POCTa

B daHHoU cmambe paccmampusaomes ycrnosus U npednockiiku yemouUyugo2o 9KOHOMUYECKO20 pocma, OnmuMarsHoe
COCMOsHUE HayUOHanbHOU 3KOHOMUKU Mexdy peueccuell U UHnayuel ¢ modku 3peHust obecneyeHusi A0N20CPOYHO20
UHPAAYUOHHO20 HelimparbHO20 SKOHOMUYeCKo20 pocma npu docmuxeHuu lapemo-aghgheKmusHO20 COCMOSAHUS 8 SKOHOMUKE.
B uccnedosaHuu aHanu3upyrmest 803MOXHOCMU 3KOHOMUYeCKoU nonumuku 0nsi obecneyeHus 00HOBPEMEHHO cmabunbHOCMU U
3KOHOMUYecko2o pocma. Modesib, paspabomaHHas U npomecmuposaHHas 8 cmambe, 0CHOBaHa Ha MOOesU 3KOHOMUYECK020
pocma [lomapa. Hawu ebigodbl mozym umemb onpedernieHHoe 3HayeHue Ons cmpaH, cmpemawuxcs docmudb uenu
9KOHOMUYECK020 pocma be3 3HayumenbHbIX konebaHull yeH u 6espabomuup!.

KntoyeBble crioBa: 3KOHOMUYECKWIA POCT, yNpaBIeHne MHHOBALMAMM, Pa3BUTUE 3KOHOMUKY, YCTONYMBOCTb
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