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market of bank deposit services.
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1. Introduction

Modern Ukraine needs an inflow of investment resources for economic recovery and develop-
ment. The general state and state-guaranteed debt of Ukraine keeps on rising: in the period from
2009 to 2018 it increased from USD 39 685 min to 77 048 million, which was almost 72% of the
country GDP (State and State-guaranteed debt of Ukraine, 2019). From 2019 to 2020 this index
still grew by USD 11932.4 million (State and State-guaranteed debt of Ukraine, 2021).

Ongoing growth in borrowing on foreign markets is threatening Ukraine’s economic security.
Therefore, it isimportant to determine the factors and develop effective mechanisms for attracting
domestic investment resources necessary for accelerated economic development.

Current aid from the IMF, other international organizations and governments cannot be consi-
dered an essential resource given the amount of the transferred funds. Sometimes, the amount of
funds provided is even smaller than the current payments for repayment and debt servicing, that
is, they are not enough to maintain macroeconomic stability.

In our view, Ukraine will be able to create the necessary investment resource independently at
the expense of its own capital, but on condition of creating favorable climate for domestic house-
holds to attract (return) funds to the market of bank deposits.

According to G. Soros (2018), for radical reforms Ukraine needs to form a financial package
of European funds equalling USD 50 billion. Then it will be possible to avert the threat of bank-
ruptcy. Clearly, it is difficult to attract such funds in the country, but organized domestic savings
can become an internal asset that will ensure the investment and innovative development of the
country.

Attracting monetary funds from the population for the market of bank deposits will not only
boost innovative development of the country, improve the financial condition of banks, facilitate
the monetary policy of the National Bank of Ukraine (NBU), including the provision of cheaper
loans, but it will also improve the well-being of domestic households.

2. Brief Literature review

In the last decade, many researchers have focused on the study of trends in the market of
household bank deposits and their impact on the country’s economy. Among them the following
works should be mentioned.

Beck & Brown (2011) relied on survey data for 29,000 households from 29 transition economies
in order to explore how the use of banking services is related to household characteristics, bank
ownership structure and the development of the financial infrastructure. At the household level,
they suppose that bank account balance or bank card balance increases with income, wealth
and education in most countries and find evidence for an urban-rural gap, as well as for the im-
pact of faith and social integration. Their results show that high-wealth, high-income and educa-
ted households are likelier to have more bank accounts in foreign banks. State-owned banks, on
the other hand, do not induce financial inclusion of rural and poorer households. Authors find that
higher deposit insurance coverage, better payment systems and creditor protection encourage
replenishing bank accounts in particular by high-income and high-wealth households. These
findings shed doubt on the ability of policy levers to broaden the financial system to disadvan-
taged groups.

According to another research (Kelly et al., 2014), the recent financial crisis highlighted the
importance of stable funding and, in particular, customer deposits for the Irish banking sec-
tor. The authors argue that in order to ensure future viability the domestic banks must main-
tain and grow their household deposit books. This research focuses on the Irish household
deposit market, describing some of the key developments in this segment during the crisis.
It also verified if deposit movements affect the differences in deposit rates across the banks,
over the period from 2003 to 2013. The key findings are that Irish householders are sensitive
to differences in rates across the banks, but this relationship only holds in the pre-crisis pe-
riod (i.e., till 2007).

The research by Brown and Stix (2015) is based on survey data covering 16,375 households
in ten countries in 2011 and 2012, and it provides a comprehensive analysis of household-level
deposits in Central, Eastern and Southeastern Europe. They examined how the advantages of
households and their foreign currency deposit accounts are related to individual expectations
about monetary conditions and network effects. Authors also examined to what extent monetary
expectations and deposit euroization are the legacy of past financial crises. Findings question
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the effectiveness of supply side interventions (e.g. bank regulation) or demand side interventions
(local capital market development) in de-euroizing household savings. First, authors showed that
deposit euroization is largely demand-driven. Second, they showed that households already have
access to a broad range of savings products in local currency.

Another paper by Chiu and Hill (2015) quantitatively studies the dynamics of core bank assets
in deposit accounts in the United Kingdom. The authors argue: «We estimate a panel of Bayesian
vector autoregressive models on a unique data set compiled by the Bank of England, and iden-
tify deposit demand and supply shocks, both for individual banks and in aggregate, using micro-
founded sign restrictions» (Chiu & Hill, 2015). Based on the impulse responses, it is estimated by
how much banks would be required to increase their deposit rates to cover a deposit gap caused
by funding shocks. Banks generally find it costly to bid-up for deposits to cover a funding gap in
the short run. The elasticity of household deposits with respect to the interest rate paid is typically
around 0.3%, indicating that retail deposits are rate-inelastic. But this varies across banks and the
types of shock conditioned on. The paper also shows evidence that banks are more vulnerable to
deposit supply shocks than deposit demand shocks. Historical decompositions uncover plausible
shock dynamics in the historical data.

A paper by Pitofiakova (2016) discusses household bank deposits in Slovakia relying on quar-
terly data Q2 1998 - Q1 2015 via the ARDL methodology. The results show that real interest rate,
elderly dependency ratio, inflation and gross disposable income boost up deposits, while income
growth reduces households deposits. Outcomes indicate that elder generation tends to increase
financial wealth in the form of bank deposits.

Armstrong and Mulligan (2016) explore deposit growth in New Zealand and argue that the rate
of domestic deposit growth has varied significantly since the Global Financial Crisis, and sharp-
ly slowed over 2016. They provide evidence that a range of supply and demand factors influence
deposit growth, and that the recent slowdown was largely driven by a reduction in supply (that is,
households wanting to allocate less money to deposit products). The authors also find that banks
increased their demand for deposits in late 2016 in an effort to close the gap between deposit
growth and lending. They consider the degree to which banks are able to increase deposit growth
by raising interest rates. The authors find that 1-percentage point increase in the six-month de-
posit rate can increase the level of household deposits by about 1 percent after four quarters,
and by 1.3 percent in the long run. Since they suppose that deposits are not strongly responsive
to interest rates, if banks wish to maintain robust funding profiles by not becoming too reliant on
offshore wholesale funding, they may need moderate credit growth or use a combination of ap-
proaches to bring deposit growth in line with credit growth.

Kochaniak (2016) analyses the occurrence and nature of high-value deposits in selected euro
area countries and the determinants of a household’s propensity to possess them. The analysis
was conducted on household-level data and is based on logistic regression. Due to the rarity of
high-value deposits in euro area households, the sample of households surveyed is balanced in
accordance with G. S. Maddala’s approach. The results reveal considerable diversification in high-
value deposits as a part of total deposit amount from euro area households. Some of the features
of households and reference persons, such as attitudes to financial risk, saving aims, overall in-
vestment preferences, and the priority assigned to deposits compared to other financial assets,
suggest that high-value deposits are of long-term nature. The study finds that wealth, and certain
socio-demographic characteristics, have a statistically significant influence on the likelihood of
holding high-value deposit accounts.

A group of researchers (Hughson, La Cava, Ryan, & Smith, 2016) established in their analytical
review that changes in interest rates on the bank deposit market can affect household spending
by directly affecting household interest income and payments and, in turn, the amount of availa-
ble cash households can spend. Typically, this was referred to as the «<household cash flow chan-
nel of monetary policy». Household-level data provide evidence that the cash flow channel ope-
rates both for households that are net borrowers and for those that are net lenders, though the ef-
fect on borrowers was estimated to be much stronger than the one on lenders. Overall, changes
in household cash flow appear to be an important channel through which lower interest rates can
stimulate greater household spending.

Drechsler, Savov and Schnabl (2017) also presented the deposits market as a new channel for
the transmission of monetary policy. They show that when the Fed funds rate rises, banks widen
the spreads they charge on deposits, and deposits flow out of the banking system and presented
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a model where this is due to market power in deposit markets. Since deposits are the main source
of liquid assets for households, the deposits channel can explain the observed strong relation-
ship between the liquidity premium and the Fed funds rate. Since deposits are also a uniquely sta-
ble funding source for banks, the deposits channel influences bank lending. When the Fed funds
rate rises banks that raise deposits in concentrated markets contract their lending more than other
banks. The estimates in the paper imply that the deposits channel can account for the entire trans-
mission of monetary policy through bank balance sheets.

A paper by Cussen, Lydon and O’Sullivan (2018) compared the estimate of financial wealth of
Irish households from the Irish Household Finance and Consumption Survey (HFCS) with esti-
mates from statistical and administrative data sources. This crosschecking exercise yields three
key results. First, as most wealth surveys in other countries, the Irish HFCS significantly under-re-
cords the total value of deposits held by Irish households: they authors estimate the HFCS cap-
tures around one-third of the aggregate figure. Second, this level of under-recording is broadly
similar across the distribution of deposits. Thus, the HFCS appears to provide an accurate picture
of the distribution of household deposits. Third, the degree of under-recording does not appear to
be heavily concentrated in any one-population group, i.e. by region or age group. With regard to
the reason for the under-recording, not a single factor behind the under recording was found. Is-
sues identified in the survey design literature around sample design (sampling the wealthy), item
and unit non-response all appear to play some role.

There is a number of papers by Ukrainian researchers discussing the trends on the bank depo-
sit market, aspects of attracting households’ funds to it and developing an effective deposit policy
of commercial banks, namely by Alekseenko (2013), Galapul (2016), Gerasimenko (2011), Danyly-
shyna (2013), Kovalenko (2017). At the same time, due to recent decline of customer confidence
in banking institutions resulting from their decreasing number for reasons of bankruptcy and li-
quidation, and deepening inflationary processes, it is becoming increasingly important to high-
light to problem of stabilizing the situation on the market of bank deposits. Besides, it is really im-
portant to stimulate household deposits in the context of developing their investment potential in
relation to domestic economy.

3. Purpose

The purpose of this study is to determine the patterns, characteristics of the formation of do-
mestic organized savings and assess the factors affecting the development of household bank
deposits market in order to improve the quality of its management and exploit the potential of do-
mestic investment resources for economic recovery and growth in Ukraine.

To achieve this goal it was possible to realize the following: to analyze the level of depo-
sits per person and one household in Ukraine and Czech Republic; to determine the impact
of the main macroeconomic factors on the volume of household deposits by the correlation
coefficient; to calculate the elasticity of income from deposits and the weighted average inte-
rest rate on deposits.

4. Results

According to the NBU official record for the period 1998-2010, the volume of cash outside the
banking sector in Ukraine increased by almost USD 60 billion (Official site of the National Bank of
Ukraine, 2021). The former acting head of NBU Ya. Smoliy (2017) stressed that in 2017 there were
about UAH 300 billion (USD 11.28 billion) outside the banking system of Ukraine, which is almost
41% of all revenues of the State Budget of Ukraine for 2017. Unofficially, in our opinion, the amount
of cash outside the banks is much bigger, and, therefore, it can be considered the potential inter-
nal investment resource.

According to the data in Table 1, which were compiled based on official data of NBU (Natio-
nal Bank of Ukraine, 2021) and the State Statistics Service of Ukraine (State Statistics Service of
Ukraine, 2021; Macroeconomic statistics, 2021) it can be emphasized that, for example, in 2020
household deposits amounted on average to UAH 730.3 billion or, based on the current exchange
rate, EUR 23.72 billion (USD 27.6 billion).

The volume of household deposits for the period 2010-2020 increased more than 5.2 times.
The structure of deposits by types of currencies suggests that during the analyzed period, al-
most 45% of them are kept in foreign currency (Soros, 2018). However, if we analyze the level of
household deposits in relation to GDP for the analyzed period, then the dynamics of this indicator
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is characterized by the following data: in 2010 - 25.41%, in 2013 - 30.38%, in 2019 - 14.49%, in
2020 - 18.36%. That is, despite the growth of absolute indicators, the relative ones show a signifi-
cant outflow of deposits from the banking system compared with 2010-2013.

For comparison, similar data for the same period are given for the Czech Republic - an
EU member state (Table 2). We can see that the volume of deposits of Czech households ex-
ceeds the volume of household deposits of Ukraine (as of 2020 4.8 times) and this despite the
fact that the number of households in the Czech Repubilic is less than in Ukraine (according to
2020 3.3 times).

As it was mentioned eatrlier, after a series of crises, the Ukrainians prefer to keep their savings
outside the market of bank deposits, usually in US dollars, euros or other currencies.

In our opinion, the main factors that led to this situation can be grouped into several blocks:
macroeconomic factors; institutional factors; factors of the cost of living; personal factors; the
factors of the offer of deposit products by financial institutions (Figure 1).

Using the Excel spreadsheet, alternating between the coefficient of correlation, we deter-
mine the relationship between the total household deposits in Ukraine and the main macro-
economic factors and factors influencing the cost of living. Data for analysis are presented in
Table 1 and Table 2.

Results of the ranking according to correlation coefficient are shown in Table 3.

Based on the performed calculations we can state that in practice the volume and dynamics
of deposits in the banking market depends both in Ukraine and Czech Republic on the average
monthly salary (or average monthly disposable income per capita), on the country’s GDP, profits,
mixed income, the amount of cash in circulation.

That is, the main factor is household income, which affects the ability to open a deposit ac-
count. The data on Ukraine given in the table show that the size of deposits is 6.9 times larger than
the average monthly salary in 2010, while in 2020 it is only 3.9 times larger. The similar ratio in the
Czech Republic in 2010 was 16.3 times, and in 2020 - 19.2 times. That is, there is a tendency in

Table 1:
Household deposits and main indicators of social and economic development of Ukraine for 2010-2020
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Source: The official statistics of the National Bank of Ukraine (2021) and the State Statistics Service of Ukraine (2021)
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the European country to increase household savings on deposit accounts with low interest rates.
In Ukraine, on the contrary, even with the absolute growth of indicators, deposit savings in relation
to wages are declining, which also confirms the conclusion that the availability and volume of de-
posits depends on the real income of citizens.

However, deposits accounts depend not only on the general economic situation, but also on
the corresponding motives of households. The motives and the nature of customer behavior in
the financial market regarding the management of organized savings are rather ambiguous. Apart
from being objective, they also rely heavily on subjective assessment of the economic situation,
personal aspirations, as evidenced by the lack of connection between household deposits and the
weighted average interest rate on deposits and inflation.

Simple logic suggests that rising deposit rate is supposed to ensure the growth of deposits,
while increasing inflation - the formation of deposits in foreign currency. However, calculations
showed that such dependence was not detected. This leads, on the one hand, to the instabi-
lity of monetary demand, and on the other hand, raises serious difficulties with its forecasting,
outlining the main parameters within the appropriate policy for attracting money to the banking
system.

In order to identify the impact of non-price and price factors on demand for deposits from
Ukrainian households, we analyzed the elasticity of demand for deposits, based on the level of
household income and interest rates on deposits (i.e. their prices) in Ukraine. The results of the
calculations allowed us to draw the following conclusions: first, the increase in deposits depends
largely on the growth of household income; secondly, the interest rate policy of banks to some ex-
tent affects the growth of deposits, but not significantly; third, the dynamics of deposits is most-
ly affected by financial and economic crises, hostilities in the country, political and macroecono-
mic instability, and inflation, which undermines public confidence in the banking system and go-
vernment policy, and forces people to keep money at home. At the same time, the depreciation of
household incomes due to inflation limits the ability of households to save money.

Table 2:
Household deposits and main indicators of social and economic development of Czech Republic for 2010-2020
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Ivanov, S., Yudina, S., Hanziuk, S., Gurzhiy, T., & Lysa, O. / Economic Annals-XXI (2021), 190(5-6(2)), 98-108

104



ECONOMIC ANNALS-XXI

FINANCES, ACCOUNTING AND AUDIT

Figure 1:

Groups of factors influencing the volume of household deposits in Ukraine
Source: Compiled by the authors

Table 3:
Ranking according to correlation coefficient for dependency of single household deposits in Ukraine
and Czech Repubilic (Y) on indices X1-X9

Ranking according to correlation coefficient, Ranking according to correlation coefficient,
UAH EUR
Regression equation ‘ Coefficient Ranking Regression equation Coefficient Ranking
of correlation of correlation
Ukraine
x1 y = 0.2942x - 2603.9 R2 = 0.8524 2 y = 0.0653x + 163.76 R2 =0.25 7
x2 y = 2.5444x - 15360 R2 = 0.8348 4 y = 0.6457x + 1477.6 R2 = 0.1016 9
x3 y =2.1761x - 20480 R2 = 0.8488 3 y = 0.8382x + 633.36 R2 = 0.6766 2
x4 y = 0.0007x - 1.0634 R2 = 0.5544 6 y = -0.0151x + 42.982 R2 = 0.5437 3
x5 y = -0.0001x + 13.966 R2 = 0.3548 7 y = 0.0023x + 6.7849 R2 =0.2162 8
x6 y = -0.8923x + 39629 R2 = 0.0428 8 y = 0.0338x + 63.557 R2 = 0.5414 4
x7 y = -0.0002x + 16.325 R2 =0.0199 9 y = -0.014x + 31.329 R2 = 0.2504 6
x8 y = 0.0192x - 149.79 R2 = 0.8544 1 y = 0.0061x + 9.3558 R2 = 0.416 5
x9 y = 0.0077x + 63.923 R2 = 0.7741 5 y = 0.0062x + 5.2107 R2? = 0.8805 1
Czech Republic
x1 y = 0.0421x + 7226.1 R2 = 0.9795 2 y = 0.0432x + 258.26 R2 = 0.9428 2
x2 y = 0.558x + 167363 R2 = 0.8829 5 y = 0.5535x + 6450.2 R2 = 0.8458 3
x3 y = 0.4198x + 109699 R2 = 0.8748 6 y = 0.4257x + 4091.7 R2 =0.8412 5
x4 y = 2E-05x + 13.456 R2 = 0.4383 7 y = 5E-05x + 25.212 R2 = 0.0388 8
x5 y = -0.0244x + 16147 R2 = 0.0304 9 y = -5E-05x + 2.0968 R2 = 0.1568 7
x6 y = 0.0062x + 1596.7 R2 = 0.8933 3 y = 0.0063x + 59.861 R2 =0.8473 4
x7 y = 5E-06x - 0.8072 R2 =0.215 8 y = 0.0002x - 1.6167 R2 = 0.3225 6
x8 y = 0.0047x + 1036.5 R2 = (0.8861 4 y = 0.0047x + 39.087 R2 = 0.8458 3
x9 y = 0.0011x - 46.449 R2 = 0.9889 1 y = 0.001x - 1.5336 R2 = 0.9765 1

Source: Compiled according to the authors’ calculations
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It is known that the indicators calculated per person are highly informative. Therefore, for
comparison, Table 4 shows deposits, interest on deposits per person in Ukraine and the Czech
Republic.

The calculated indicators show that income from deposits has not become a significant com-
ponent of total income of domestic households. In absolute terms, their volume per capita indi-
cates that interest income on deposits, as well as total volume of deposits, is insignificant (just over
EUR 40 of passive income from deposits per year in Ukraine and EUR 62 in the Czech Republic).

The problem of outflow of money from the banking deposit market, in our opinion, results from
the following factors namely:

- the growth of the national financial services market, which can provide to the customers various
investment services by sectors and segments of the economy;

- the development of financial intermediation institute that relies on the trust of the customers
(credit unions, investment funds, etc.);

- the creation of appropriate innovative products and their offer, development of special invest-
ment tools intended for retail investors;

- the level of financial literacy among the customers and lack of a financial advisory institution for
the country’s population;

+ the elaboration of tax incentives for household investments;

+ the improvement in the field of compensation mechanisms in the financial services market of
Ukraine as a whole and lack of efficient household deposit guarantee fund in particular;

+ high shadowization of economy.

In our opinion, major priorities in the development of the market of household bank deposits
and further eliciting of funds from the population should be:

- a comprehensive policy aimed at increasing the real income of household members;

- consolidation of interests of participants in the savings process resulting from a new system for
coordinating their interests, for example, through the creation of the State Deposit Bank in or-
der to attract high interest funds and guarantee full repayment;

- multi-purpose orientation, aiming to accumulate savings of the population for the projects in
priority sectors of the economy (priority sectors for the customers investing their funds, and the
ones which are important in terms of innovative development of the country);

- a differentiated approach to investments in different directions: both by type and by the timing
of their implementation;

+ elaboration of normative-legal protection policy for customer deposits.

5. Conclusions

The study showed that households use deposits as financial resources and as investments that
generate additional income in the form of interest. The level of deposits in relation to the level of

Table 4:
Deposit indicators in Ukraine and Czech Republic as of period 2010-2019
Indicators 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Population, min people:
- Ukraine 45.78 45.64 45.56 45.44 42.93 42.76 42.58 42.39 42.15 41.90
- Czech Republic 10.52 10.50 10.51 10.51 10.52 10.54 10.57 10.59 10.63 10.67
Household deposits, EURO bn:
- Ukraine 26.13 27.99 35.96 41.66 26.61 16.97 15.72 16.51 15.79 19.90
- Czech Republic 64.6 69.1 70.1 69.6 70.2 74.5 81.4 89.7 98.9 106.1
Deposits per person, EURO:
- Ukraine 570.77 613.28 | 789.29 | 916.81 619.85 396.87 369.19 389.48 374.61 474.94
- Czech Republic 6140.68 | 6580.95 | 6669.84 | 6622.26 | 6673.00 | 7068.31 | 7701.04 | 8470.25 | 9303.86 | 9943,77

Average weighted interest rates on
annual deposits,%:

- Ukraine 11.4 9.1 11.9 12.5 13.2 12.2 10.4

7.8 6.7 8.3
- Czech Republic 0.89 1.31 1.63 1.65 1.40 1.60 0.91 0.66 1.35 1.52
Interest income on deposits, EURO:
- Ukraine 2.97 2.54 4.27 5.20 3.51 2.07 1.63 1.28 1.06 1.65
- Czech Republic 0.57 0.90 1.14 1.14 0.98 1.19 0.74 0.59 1.33 1.61
Interest income on deposits per
person, EURO:
- Ukraine 65.07 55.8 93.9 114.6 81.8 48.4 38.3 30.4 25.1 39.4
- Czech Republic 54.69 85.7 108.0 92.1 92.8 112.4 69.8 55.7 125.3 151.0

Source: Official statistics of the NBU (2021), and the State Statistics Service of Ukraine (2021), the Czech Statistical
Office (2021), authors’ own calculations
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GDP indicates that the use of such financial resources in Ukraine is unsatisfactory compared to
the Czech Republic.

It is determined that customer deposit behavior is due to various factors. The main negative
factor for Ukraine is the decline in real incomes of most households and the uncertainty as to
chances of obtaining them in the future. In this context, the results of this study confirm the con-
clusions made by Beck and Brown (2011) on the inability of poor households to increase their sa-
vings in deposit bank accounts.

We also believe that government regulatory policy measures in Ukraine, in particular those con-
cerning the changes in deposit rates and the protection for customer savings accounts through
the Customer Deposit Guarantee Fund cannot attract more funds from such households to bank
deposits.

The case of the Czech Republic and other EU countries shows the potential of such a re-
source for both the welfare of the population and for economic growth in the country. At the
same time, it improves financial security of households. A comparison of the average amount of
deposits per household with the average level of wages in Ukraine and the Czech Repubilic in-
dicates that deposited funds can support households in case of loss of income for 19 months,
while in Ukraine - only 4 full months, i.e. the so-called «financial cushion» for the households in
the Czech Republic is almost 5 times larger than in Ukraine.

Based on the above, we believe that currently it is not possible to accumulate additional do-
mestic investment in Ukraine through household deposits without a significant increase in real in-
comes for the majority of population (even provided the state regulatory policy becomes more ef-
fective in stimulating household savings). It can also be noted that domestic households are cur-
rently very limited in sources of income, its volume and opportunities for its accumulation, thus
their passive income generation and the corresponding increase in their well-being are not ex-
pected to improve in the near future.

The practical significance of the presented observations is that they can be used in public ad-
ministration in determining the priority areas of socio-economic development of the national
economy.
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