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Problem statement. The changes, that are in process
in the whole system of production relations in Kazakhstan,
are related to new stage of economics reform — to ensure
sustainable economic growth based on industrial and inno-
vational development of the industry. The transition to an
innovative economy stands as one of the key drivers of
sustainable economic growth of the country and has a
complex effect on the development of all spheres of soci-
ety. For successful implementation of the designed
changes related to the construction of a new economic
model the objective tendencies in the world and within the
country must be taken into account [1].

Analysis of recent research and publications. Theo-
retical and practical aspects of the formation and develop-
ment of innovative elements in Kazakhstan industrial up-
grading, in terms of the need to strengthen the industrial and
innovative development, were discussed in the publications
of foreign and Russian scientists L. Yongxiang [2] L. Abalkin
[3], S.Yasin [4], Kazakh scientists U.Baymuratov [5],
A.Esentugelov [6], M.Kenzheguzin [7], etc., but the issues of
innovative modernization of industry is not considered with
account for current state of the national economy.

Selection of the unsolved aspects of the problem.
Global trends, that take place in Kazakhstan, are associated
with the transition of the international community to innova-
tive development. Innovative development, based primarily
on steadfastly increasing strength, features and power of
science and technology, becomes the dominant line in the
development of modern civilization. Stable search process,
preparation and implementation of innovations allowing im-
proving the efficiency of social production functioning, the
level of society and its members' wants satisfaction, insur-
ance of the improvement of society vital functions is at the
heart of an innovative type of development.

The research goal of priorities for the modernization of
industry innovation is the development of adequate priori-
ties of industrial and innovative development of Kazakhstan
mechanisms for increasing the scientific and innovative
potential of the "real sector" of the national economy.

The main results of the study. Under the influence of
innovative development the economy of industrialized coun-
tries takes a qualitatively different state, the material basis of
which is in the information, that transforms not only produc-
tion, but also all other aspects of life, precipitously expanding
the boundaries of both the national and the global level. The
science and technological progress has become the system-
forming factors of "information society" [8].

The development of computer science, biotechnology,
new composite materials destinated the process of produc-
tion diversification and the flexibility improvement of all
aspects of social life. There are real opportunities to not
just meet a variety of needs, but also to clear their individu-
alization. The latter fact has served as an intense pulse of
economic restructuring: as a result of knowledge intensive
industries, high technologies are developing rapidly, and
the development of services has become a priority.

The environmental component is an essential element of
economic growth in the majority of developed countries and
involves solving interconnected problems: resource-saving
and use of non-waste technology, on the one hand, and on
the other — a harmonious blend of natural processes to pro-
duction. Increasing amounts of capital volume the society
directs to the reconstruction of destroyed as a result of
biogeocenose, thereby increasing the biosocial costs.

One of the most important features of a new type of eco-
nomic growth is to reduce the proportion of material produc-
tion in the social product, which means the reduction in the
proportion of direct labor, reducing the number of involved
ones on the background of higher-than-anticipated growth in
labor capacity. As a result, society is creating new opportuni-
ties for non-material forms of wealth: information, communi-
cation, research, culture, education, recreation and other
types of social services, which, in the long run, greatly inten-
sifies social progress. Thus, emerging technological mode
requires a new paradigm of social development in tune with
the concept of sustainable development — the service for a
man, the harmonization of his/her interests with the interests
of society and the world civilization.

Shaping a new model of Kazakhstan's economy, it is
necessary to take into account the variety of forms of mod-
ern economy and at the same time, national and individual
characteristics of a particular system. The influence of
this factor is very high, as evidenced by the fact that in
countries with a similar level of development dissimilar
models are being formed inevitably. Differences of Ameri-
can, German, Japanese, and other models of develop-
ment are determined by the influence of non-economic
factors, which are formed historically and with national
characteristics of these countries [9].

Among others, the structure of these factors can be iso-
lated by geographical and other natural features of the
country. The essence of any economic model is largely
shaped by factors such as location, resources, mineral
wealth, the spatial quantity and density of population, etc.
Factors that determine the features, such as the Japanese
model, are the limited natural resources and a lack of living
space, predetermined the high adaptability of the economy
of this country. As well as the features of Kazakhstan's
economy is largely predetermined by its vast territory and
abundant resources. Therefrom, the special structure of the
investment, the importance of regional factors, etc. come.

Generally, it is possible to ensure equitable economic
growth, to smooth cyclical fluctuations if targeted policies
are held. However, such policy should not ignore the cyclic
form of reproductive performance, and come out of it, as of
the given. This means that the investment strategy must
respond to the STP, i.e. provide by the due date the im-
plementation of new generation technology and facilitate
the rapid phasing out of the old and must make the transi-
tion to innovative development.

Today's reality is that the process of development and
improvement of techniques and technologies cannot carry
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out the analysis of human and social development, besides
associated with the development level of the solution of
social problems and the regulation of social relations,
where the equipment is just one of the elements. In this
context, innovation policy should include a comprehensive
system of measures to stimulate, develop, maintain, man-
age, plan and control the processes of innovation in the
fields of science, technology and production, related to
adequate accompanying measures in the key areas of pub-
lic life, providing design of all necessary conditions for the
implementation of current and future goals of innovation
policy, mainly, the creation of social and economic, organ-
izational and economic factors for the progressive devel-
opment of the efficient labor and power of society.

As the object of innovation policy the resource poten-
tial, which is a collection of stocks of social production,
should be considered. There are stocks of natural, physi-
cal, financial and information resources, as well as popula-
tion. The core of raw materials potential is in the productive
forces of society and its size and structure determine the
real capacity of the economy and society in the long run.
Under the influence of innovation policy the composition,
structure, quality and quantity of the resource potential of
purposeful change are being modified persistently and the
possibility of attaining the goals of society and the levels of
satisfaction of the total amount of social and economic
needs are modified too [10].

The number of ideas used to create innovations, search
of engineering solutions directly dependent on the state of
the intellectual potential of the country. Unfortunately, com-
parisons of Kazakhstan and the developed countries in
terms of potential indicators are the evidence of the under
run of Kazakhstan. The current state of the intellectual po-
tential of our country is the result of a significant reduction
in funding of science during the reform years and this, of
course, is an objective reason, causes the lag in the area
of competitiveness.

The transition to an innovative economy requires a
constant growth of the scientific and technical potential, the
most important factors of which should be:

— sufficient supply of properly qualified scientific per-
sonnel in the country;

— a steady increase in the level of financial support for
research activities;

— availability of sufficient scientific and technical insti-
tutions and organizations engaged in the research and
development processes;

— effective system of science management;

— steady improvement of the information support sys-
tem of scientific work.

Considering the qualitative aspect of growth, it should be
borne in mind that Kazakhstan is at a different stage of eco-
nomic development than the leading Western countries,
where the high consumer standards have been reached.
While the developed countries spend the essential part of
additional resources on the technological improvement of
production and quality of living, for a long time in many sec-
tors of the economy Kazakhstan will be forced to spend most
of the extra features on the quantitative growth of production.
Thus, it is extremely complicated to solve the reduction gap
in the quality characteristics of economic development.

On this basis, a new economic model, focused on sus-
tainable development, has to be both a model of innovation
and efficiency. Therefore, mobilization of structural, techno-
logical and social sources of efficiency should not only be a
prerequisite, but the content of growth, that is one of the
key reference points [11].

Considering the multiplicity and imbalances of eco-
nomic development of Kazakhstan it is important to

strengthen the positive changes and those germs of a new
quality of growth that will be involved in large-scale trans-
formation taking place in the global economy.

In the transition to an innovative economy the prerequi-
sites and the various positive factors that would ensure the
transition to an innovative economy in a fairly short period
of time should be taken into consideration. In this case, the
complexity of the problem lies in the fact that for sustain-
able technological progress underlying the innovation
economy, it is required to determine not only the main ar-
eas that need the support from the state, but also the level
of technology, which they have to achieve. In all sectors of
our economy, there are elements of several technological
ways, and they are in a unique and close interaction.

Depending on the priority development of any techno-
logical system the state will be focused, we expect a funda-
mentally different technological options and economic future.
In order to make the right choice, you need serious analytical
work, including competent feasibility of decisions. Selecting
a leading priority in the technological structure of the com-
plexity of this problem is of fundamental importance.

The new production is to be competitive, environmen-
tally friendly, with no loss of efficiency and productivity,
necessarily based on the resource, energy and labor sav-
ing technologies and high-efficiency equipment, market-
oriented, quick to change and update, etc.

The development of economically important industries,
such as engineering, energy, building industry, light indus-
try, in a competitive market is not possible without the con-
tinuous product updates and modernization. According to
the theory of innovation, the creation of qualitatively new
products out of old, non-competitive components is impos-
sible. In this regard, the primary objective of economic pol-
icy is to modernize the productive apparatus.

The basis of the innovation economy, providing sus-
tainable economic growth, is updated on the basis of mod-
ern science and technology, eco-friendly manufacturing,
and, first and foremost, engineering. The problem of me-
chanical engineering, specializing in the manufacture of
both the process equipment, and equipment, contributing
to a more advanced processing of raw fuel, energy and raw
materials sectors, while meeting the world standards at this
stage has a strategic importance for the country.

The most important requirement for the formation of the
main directions of technological upgrading of enterprises is
the preference of labor-saving equipment and technology
of high power and labor performance. In this regard, it is
necessary to start with the reorientation of design ideas to
create cost-effective, reliable types of machinery and
equipment that are compliant with the specific indicators of
the consumption of metal, fuel and energy to the best for-
eign models. In the allocation of technical resources and
capital for these purposes these regions, industries and
production must take precedence over the others.

For modern technologies used in the industry, the im-
perfection, multi-waste, low complexity of raw materials,
resulting in significant contamination of the environment is
characterized. Thus, an innovative contribution to the
economy development is insignificant.

All the shortcomings of the existing system of innovation
management lead to extension of terms for creation, appre-
ciation of the development process; reduce competitiveness
and as a consequence, lead to a progressive underrun of
technology and production in comparison with rivals.

The experience of industrialized countries shows that
economic modernization requires deliberate regulatory
function of the state in the field of R & D, its responsibility
for the overall strategy of technological development, with
the support of high technology and basic research.
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Designed for active use of innovation in the economy of
Kazakhstan, in our opinion, these solutions are necessary:
the creation of high-capacity internal markets for innovative
products, priority government support of domestic produc-
ers in domestic and international markets, increase the
share of innovative component in the development of do-
mestic production, the formation of high-quality innovative
infrastructure, and ensure organizational and economic
conditions to support innovation at all stages of the life cy-
cle of innovative products.

All these transformations, as world experience shows,
have already proven technical solutions and implementa-
tion. So, mainly for domestic enterprises is to adapt to the
peculiarities of foreign decisions of Kazakhstan's economy.

The reforms in Kazakhstan should be radical in nature,
affect the basis of the economic and political structure of
our society. Without this it is impossible to integrate into a
unified whole, taking into account the regional and interna-
tional issues. New reproductive mechanisms need to
smoothly combine elements of market-based competition
and entrepreneurial activity, with adequate state participa-
tion in the economy in order to balance the interests of
different stakeholders in achieving the efficiency and com-
petitiveness of the economy.

In the process of innovation there is a central role of in-
dustries. Scientific organizations can produce knowledge
and even stimulate demand for them by offering new tech-
nology, which allows the introduction of the competitive
position of businesses, but it is the latter carry out the im-
plementation of innovation, promoting them to customers,
and the formation of backward linkages.

Considering the low investment activity in the past, the
scale of investment in fixed asset formation at this moment
(except for the extractive industries) does not correspond
to the real needs of the renovation and modernization of
the production apparatus, which negatively affects the effi-
ciency of the national economy. The problem of investment
maneuver in favor of the industries that produce goods and
services with a high added value that can ensure the com-
petitiveness of the economy, is being solved slowly.

In the manufacturing industry, particularly in high-tech in-
dustries, working balances for increasing output are deter-
mined by the quality of the equipment and used technology.
Significant depreciation of fixed capital in the manufacturing
sector is the cause of most low-load of equipment, as well as
factors limiting the growth of production [12].

The findings of this study and the prospects for fu-
ture developments in the designed area. In general, the
results of the implementation of innovative policies, the
adequate principles of sustainable development should be:

— a high level of social orientation of scientific and
technical progress on the basis of broad dissemination of
new technological systems that meet the highest regulatory
requirements;

— a new level of social standards of living as a result
of productivity and the efficiency growth of production, im-
provement of environment of urban and rural populations;
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— a new standard of cost-effective use of resources,
the growth of labor productivity, capital productivity, re-
duced material consumption, energy consumption, capital
intensity of production, the achievement of its high competi-
tiveness, and, as a consequence, a radical transformation
of the structure of the economy and foreign trade as a re-
sult of unloading of the commaodity sector of the economy
and increase the contribution of manufacturing industries;

— overcoming the technological underrun of industry;

— implementation of a developed system of social
guarantees, based on a new, higher level of economic de-
velopment.

Thus, Kazakhstan's economic future depends on the
ability of business, government and science to adapt to the
rapidly changing internal and external conditions of devel-
opment. Formation of adaptive capacity, i.e. the economy's
ability to upgrade, structural changes, rapid growth, the
orientation of public policy to a sharp increase in the status
of science and education, the promotion of companies en-
gaged with knowledge-intensive production, promoting the
export of high-tech products will create a framework of
transition to an innovative economy to the sustainable de-
velopment of Kazakhstan.
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KaparaHavHcbkuii AepXaBHUIA TexHi4YHMM yHiBepcuTeT, Pecny6nika KazaxctaH

MNPIOPUTETHI HANPAMU IHHOBALIMHOI MOOEPHI3ALII HALUIOHAINIbHOI EKOHOMIKU
Po3ansiHymo meopemu4Hi ocHo8U iHHO8ayiliHoi ModepHi3ayii mpomucsos8ocmi sik oCHO8a cmasio2o po3euUMmKy HayioHasbHOI eKkoHoMiku Ka-
3axcmany. Ui 3miHu e daHuli Yac y ecili cucmemi eupobHuU4ux eidHocuH KazaxcmaHy noe'sizaHi 3 HoeuM emanom peghopMyeaHHsI €KOHOMIKU —
3abe3ne4yeHHsI CMasno020 eKOHOMIYHO20 3pOCmaHHsl Ha 0OCHoei iHAycmpianbHo-iHHO8ayiliHO20 PO38UMKY MPOMUCI080CMI.
Knroyoei cnoea: iHHoeauitiHuii mun po3sumky, ModepHi3auisi npomucioeocmi, iHHoeayiliHa nonimuka, iHHoeauiliHo-mexHosozi4yHa ModepHi3auyisi.
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KaparaHauHckui rocyaapcTBeHHbIN TeXHU4YeCckuin yHuBepcuteT, Pecny6nuka Kasaxcran

NMPUOPUTETHbLIE HANPABNEHUWA MHHOBALWOHHOU MOAEPHU3ALUUN HALUMOHAJIbHOU 3KOHOMUKHA

PaccmompeHbl meopemuyeckue oCcHO8bI UHHO8AaUUOHHOU MoBGepHU3ayuu MPoOMbIWIeHHOCMU KaKk OCHO8a ycmoli4ueo20 pa3eumusi Hayuo-
HanbHoU 3koHomuku Kasaxcmana. [lpoucxodsiwjue nepemeHbl 8 HacmMosiwee 8pemMsi 80 eceli cucmeme npou3eodcmeeHHbIX omHoweHul Kasax-
cmaHa cesi3aHbl C HO8bIM 3Marnom peghopMupo8aHuUsi IKOHOMUKU — obecrieyeHue ycmoliyueo20 3KOHOMUYEeCKO20 pocma Ha ocHoge uHdycmpu-

aslbHO-UHHOBAUUOHHO20 pa3eumus rnpomMbiwsieHHocmu.

Knroveeblie cnoea: uHHOBaUUOHHBLIU mur passumusi, Manlel.’ial{llﬂ npombiwieHHocmu, UHHO8aUUOHHasi noJsiumuka, UHHOB8aUUOHHO-

mexHoJsio2u4eckasi MoOepHuU3ayusi.
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ESTIMATE OF WELFARE LOSS FROMMARKET POWER IN UKRAINIAN ECONOMY

The article investigates and improves the methodology of estimate of welfare loss from market power. Basing on the im-
proved methodology the author estimates such a loss in Ukrainian economy of 2008-2011.

Keywords: welfare loss; market power.

Introduction. Realizing of adverse effect of monopoly
or close to monopoly structure of markets to the economy
is seen by the works of Aristotle, being a hard fact of cur-
rent economics. It shifts the attention of recent researchers
to the problem of such an adverse effect estimate. For that
purpose A. Marshall suggested to use a value of a loss of
consumer surplus (later known as a deadweight loss) origi-
nated by monopolistic restricting output and price ris-
ing [1, p.540]. But the first quantitative estimates of the
deadweight loss from monopoly or other degree of market
power appeared only a half of the century later. Their re-
sults were rather contradictory [2, p.77-87].

The above said explains both the current scientific in-
terest in quantitative assessment of welfare loss from mar-
ket power and the variety of approaches to its estimate.
Using logic of A.Lerner A. Harberger[2, p.77-87],
D. Schwartzman [3, p.627-630], D. Worcester [4, p.234-
245] estimated the welfare loss with the market power
holders' profit margin, K. Cowling and D. Mueller [5, p.727-
748] — with the value of profit, A. Dixit i N. Stern [6, p.123-
143], A. Daskin [7, p.171-185] — with structural parameters
of the market etc. It is only the one face of the problem of
variety of approaches to an estimate of welfare loss from
market power. Another one exists on the deeper theoretic
level where a crucial criterion of existing diversity is not an
information base or some kind of indicator, but the essence
of welfare loss is. One group of researches, dealing in the
tradition of A. Marshall [8, p.191-212], A. Lerner [1, p.536-
566], A. Harberger [2, p.77-87], considered that the Har-
berger triangle was a satisfactory measure of welfare loss.
Another group, consisting of G. Tullock [9, p.435-448],
R. Posner [10], H. Leibenstein [11, p.447-506], Y.Lee Ta
D. Brown [12], argued about expanding of this category
and the value of its estimate as well.

The aim of this article is to optimize the existing theo-
retic approaches to an estimate of welfare loss from market
power into the new approach and to estimate the actual
value of welfare loss in Ukrainian economy of 2008-2011,
basing on that approach.

Review of welfare loss estimates evolution. Let's be-
gin doing this with a review of welfare loss estimates evolu-
tion. The pioneer of such an estimate was A. Harberger. He
started his research with geometric formula of triangle of the
loss of consumer surplus, argued by A. Marshall.

wL =%\APAQ\ (1)

where AP — the monopolistic price increase; AQ — the mo-
nopolistic output decrease.

The impossibility and impropriety of such increases
measuring by 73 sectors of American manufacturing, in-
vestigated by A. Harberger in his world famous work 'Mo-
nopoly and Resource Allocation' [2], was clear. So the re-
searcher made some economic and mathematical trans-
formations of the formula (1). Using the Lerner Index and
price elasticity of demand he determined the formula (2 a)
that became a basic one for his research.

WL = %Png2 (2 a)

where PQ — the revenue of a firm; € — the price elasticity of
demand; m — the profit margin, calculated in the way, ex-
plained below.

A. Harberger calculated the deviation of industrial profit
rates from the mean one for the whole manufacturing.
Then these deviations were transferred into dollars of mo-
nopoly rent and expressed as a share of sales to get the
monopoly profit margins. Price elasticity of demand was
deemed as unit one that transformed (2 a) into (2 b).

WL = %Psz (2 b)

The sum of per industry welfare losses gave a total
value of welfare loss equal to 0.1 % of US GDP [13, p.445].

Notwithstanding a novelty and relevance of Harberger
approach to the estimate of welfare loss from market power
it was highly criticized. The first reason for the critique was
the way of rent calculation using the deviation of industrial
profit rates from the mean one for the whole manufacturing.
G. Stigler pointed that the level of profit rate in manufactur-
ing was higher than in other sectors of the economy usu-
ally. Hence use of Harberger approach led to consistent
underestimation of market power impact on the wel-
fare [13, p.445-446]. Comments of K. Cowling and
D. Mueller were even more critical. They argued not only
against the problem of restriction of the sample, but
against the incorrect methodology of analysis. Research-
ers wrote that there was a classic method of monopoly
rent calculation. The rent was calculated by subtracting
the normal profit from the value of accounting profit of a
firm, while the normal profit was a long-run return in the
competitive market, corrected for risk. The mean profit
rate, used by A Harberger, was higher than the rate of
normal profit, because of including some positive value of
economic rent. K. Cowling and D. Mueller called it 'incor-
porated element of monopoly' [5, p.728].

Another point of Harberger approach critique was a fix-
ing of price elasticity of demand on the unit level in all in-
vestigated industries. Such a restriction was irrelevantif no
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