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MODERN STATE AND WAYS OF IMPROVING DEBT SAFETY OF UKRAINE

Abstract. The article examines the debt safety as a priority trend to ensure financial safety of
Ukraine and its main component. It considers modern scientific views of defining the nature of the
debt safety and effects of the debt burden on the economy of Ukraine. In order to reveal the factors
that affect the assessment of the debt safety of Ukraine, we have analyzed the dynamics of the state
safety debt by means of a system of indicators. It researches on the main indicators of debt safety state
reflecting the content and effectiveness of public debt management through taking into account some
boundary values which allowed us to specify the main factors that caused some negative tendencies in
the calculated indicators. The study has identified the most dangerous values of the indicators directly
affecting the state of the debt safety in Ukraine. In particular, this is a ratio of the total public debt to
GDP and the external debt per person in the US dollars. This study also conducted a detailed
economic assessment of the state of the debt safety in Ukraine during 2013-2016. It provides some
estimates of the public debt, internal and external public debt which is based on the cost of its
maintenance, the ratio of total public and publicly guaranteed debt to GDP. We suggest some ways of
increasing the debt safety of Ukraine, taking in account political instability and military conflict in the
East of the country.

Keywords: debt safety, public debt, debt burden, debt safety indicators, state budget,
financial safety.
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CYYACHUU CTAH | HANPAMM NOKPALLEHHA BOPrOBOI BE3NEKN YKPAIHU
AHoTalifA. Y cTarTi po3KpuUTO OOpProBy O€3meKy, SK MPIOPUTETHUH HampsM 3a0e3MeYeHHs
¢inancoBoi Oe3nekn Ykpainu. JlocaiUKeHO CydacHI HAyKOBI MOTJISIIM MO0 BU3HAYEHHS CYTHOCTI
OoproBoi Oe3meku Ta MpobiieM OOProBOr0 HAaBaHTAXKEHHS HAa CKOHOMIKY Ykpainw. J[aHO OIHKY
60proBoi Oe3rnexn YKpaiHH 3a JOITOMOTOI0 CHCTEMH OKA3HHKIB, 110 1AJI0 3MOTY PO3KPHTH YMHHHKH,
SKi MalOTh BIUIMB Ha cTaH OoproBoi Oe3mekn YkpaiHu. Po3paxoBaHO OCHOBHI IHIMKATOpPH CTaHY
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0oproBoi Oe3neKH, sIKi BioOpakatoTh 3MICT 1 PE3YJIbTATUBHICTD YIIPABIIHHS JEPKABHUM OOproM 3
ypaxyBaHHSIM TPaHHUYHHUX 3HAYEHB, IO A0 3MOTY BCTAHOBUTH OCHOBHI (DaKTOpH, SIKi CIIPHYMHHIIH
HEraTUBHI TEHJICHI[I PO3Pax0OBaHMX MOKA3HUKIB. 3apPOIIOHOBAHO HAMPSMU MIOAO MiABUINECHHS PIBHS
OoproBoi 6e3neku YKpaiHH.

Karouosi ciioBa: Goprosa Oesrieka, epaBHUAN O0pr, 60proBe HaBaHTAKEHHS, 1HIUKATOPH
OoproBoi Oe3reku, epKaBHAH OI0KET, hiHaHCOBaA Oe3IeKa.
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COBPEMEHHOE COCTOAHUE U HANPABNEHUA YNYYLLEHMUA OONTOBOW
BE3OIMNACHOCTU YKPAUHDI

AHHOTanus. B cratbe packpbiTa n0iroBas 6€30MacHOCTh, KaK MPHOPUTETHOE HAlpaBiICHHUE
oOecrieueHus: (GPMHAHCOBOM Oe3omacHOCTH YKpauHbl. VccrenoBanbl COBpeMEHHbBIE HAYYHBIE B3TJIS/IbI
OTHOCHUTEJIPHO OTIPENENICHUs CYIIHOCTH JTOJTOBOM O€30MacHOCTH M MPOOJIEM JOJITOBOI HArpy3kd Ha
OKOHOMUKY YKpauHbl. [IpomsBeneHa oleHKa AONTOBOM O€30MaCHOCTH YKpauHbl C IOMOIIBIO
CHCTEMBI ITOKa3aTesiel, YTo JajJlo0 BO3SMOKHOCTh PACKPHITH (HDaKTOPHI, KOTOPhIE MMEIOT BIUSHHE Ha
COCTOSIHHE J10JITOBOM 0€30MacHOCTH YKpauHbl. PaccuMTaHbl OCHOBHbBIE WHJIMKATOPbI COCTOSTHMS
JIOTOBOM 0€301MacHOCTH, KOTOPbIe OTOOpaXKalOT Pe3yJbTaTUBHOCTh YHPABJICHUS TOCYIapPCTBEHHBIM
JIOJITOM C Y4ETOM NpeAeTbHBIX 3HAYCHUH, YTO JaJI0 BO3MOKHOCTh YCTaHOBUTH OCHOBHBIE (haKTOPHI,
KOTOpbI€ TOBJIEKJIM HETaTWBHBIE TEHACHIMM pPAacCUMTAaHHBIX TmokKazareneil. IlpeanoxeHs
HaIpaBJIeHUS OTHOCUTEIHHO MOBBIIICHHS YPOBHS JIOJITOBOM 0€301MacHOCTH Y KpauHBbI.

KiwueBbie coBa: monroBas 0€30MaCHOCTh, TOCYIAPCTBEHHBIH JOJT, OJTOBas HArpyska,
MH/IMKaTOPbI JOJITOBOM G€3011aCHOCTH, TOCYAapCTBEHHBIHN Oro/1KeT, prHaHCcoBast 6€30aCHOCTb.

®dopmyn: 0; puc.: 2, Tabn.: 2, 6ubmn.: 15

Introduction. In a globalized environment Ukraine declared the intension to integrate to the
world economy. In the next decade European integration is to become a major and constant priority
for Ukraine and the foundation of the strategy of economic and social development. On the way to the
European integration, Ukraine faced a lot of challenges that threaten the country’s competitiveness.
The problem of the debt safety and country debt burdens have arisen, resulting in the growth of public
debt and the complexity of its service. Strengthening Ukraine's position in the world economy is only
possible with the effective implementation of debt policy.

The leading western economists G. Wood and W. Allen [1] equal financial safety with
financial stability at the macroeconomic level. They state that in general stability of the financial
system is the foundation of the financial safety.

Despite the considerable attention of the scientists to the problem of debt safety, the reasons of
the public dept dependence are not investigated properly, its consequences and the regulations
mechanisms. The system creation of the dept safety needs complex investigation. Even in the
economic literature the problem of debt safety is not fully depicted. The stable concept instrument and
the system of generalized indicators of risk and loss evaluation caused to the public safety are absent.
Currently, there are no single concept on the public debt management. The interrelation of debt safety
and national interests requires a separate consideration.
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The problem of public debt along with the budget deficit problem is relevant for many
countries nowadays; the situation in Ukraine is no exception. Addressing such critical issues as
financial stabilization in the environment of Ukrainian economy being in the state of crisis is the
basis of national stability. This debt safety is the most important component of the public financial
safety, which became relevant during the financial crisis of 2008-2010 and still preserves the status
of current importance.

The research analysis and study objectives. Among the important domestic and
foreign research a significant contribution to the study of debt safety made by such scholars as V.
Allen, G. Wood, O. Vasilik, V. Geyets, T.Koliada., I. Lunina, I. Liutyi, N. Matsedonska, V. Oparin,
V. Sutormina, V. Fedosov, O. Futerko, S. Yuriy etc. The conducted research provide only some
specific features of the conditions, indicators and criterions of the debt safety, institutional
mechanisms for protection against current and future threats in the area of debt policy. The
interrelation of debt safety and national interests requires a separate researches.

The study objective is to evaluate the indicators dynamics of the debt safety of Ukraine and
to identify priority areas of country’s debt safety management through the system of identification
and evaluation of the public debt economic impact. The objective achievement identified the
following tasks: define the concept of the public debt safety, describe the main indicators measuring
the debt burden, analyze the possible economic impact of the public debt.

The dept sphere trends. The dangerous trends in debt sector in 2016 due to political
crisis escalation because of the armed conflict in the east, economic recession, the accumulation of
problems with of the financial system functioning complimented by declining credit ratings of
Ukraine, social tension growth in society. Taking into consideration the current difficult situation in
the country we assume that ignoring the problem of the debt safety in Ukraine will eventually lead
to even more destructive consequences for socio—economic development of society. There is an
urgent need to study complex debt safety of Ukraine, which will enable to identify the main aspects
of vulnerability and develop a number of specific measures to remedy the current situation [2].

The ability to fully maintain and promptly repay the public debt is one of the main indicators
of the public financial stability that reinforces the state's image as a reliable borrower and opens
opportunities for new loans on more favorable terms [3].

A certain overdraft of the public debt can damage the ability of a country to fulfill their
payment obligations in full extend. The study of domestic scientists of the public debt impact for
the economy was reflected in the concept of debt safety.

In a broad sense the public debt safety means some level of internal and external public debt
with service expanses and efficiency of internal and external borrowing and optimal balance
between them. The public dept should be sufficient to address urgent social and economic needs
and do not put sovereignty and domestic financial system in danger.

In a narrow sense the public debt safety can be defined as the optimum correlation between
internal and external borrowings considering the total value of public debt and the cost of servicing
its components.

The following factors influence the dept safety:

— degree of information and regulatory support of the debt policy;

— public debt strategy policy;

— structure of public debt;

— level of socio—economic development;

— direction of political and economic course of the country;

— “debt experience” of the state, etc. [4]

Londar S.L. forms the key principles of public debt management policy:

— unconditional fulfillment of state obligations to creditors;

— optimal debt structure of the state;

— the minimum possible risk for the government debt securities with fluctuations in the
global financial market;

— the cost reduction of the public debt service under the next borrowing;

— replacement of the short—term borrowing in the long term;

—ensure uniformity and to avoid significant peak debt payments;
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— information transparency and accessibility of attraction, use and repayment of loans [5].

The key concept of the debt safety is the public debt — the total amount of the public debt
from the return of received and outstanding loans on the reporting date, resulting from public
borrowing. On the other hand, debt safety should be seen not only from the public debt pint of view,
but also in terms of its service and repayment [6].

Effective public debt management, its maintenance and size determine the state of the public
debt safety. The level of debt safety affects many factors:

— the legal framework state that regulates the formation and management of public debt. The
legal framework forms the public debt strategy;

— the total amount and structure of debt obligations classified by different currencies, terms
of emissions, sources, income and repayment period;

— the development of debt instruments available for use under the conditions of internal and
external borrowing. A wide range of such instruments enables risks diversification;

— the official exchange rate and GDP growth. These factors have a direct impact on debt
bondage;

— public debt management system is related to its service and repayment;

— country’s political and economical stability. The permanence of these development vectors
contribute to long—term forecasting debt indicators and more balanced debt policy.

The evaluation of the debt safety. It is a common practice of both the World Bank and
EBRD to use a number of indicators for assessing debt safety. The most famous normative
document is the Maastricht Treaty which the EU as well as many other countries around the world
uses as guidelines [6].

The World Bank has its own system of indicators to assess a country’s debt safety (Tab.1).

Table 1
The system of debt safety indicators developed by the World Bank
Indices Formula, % The economic content

It demonstrates a country’s relative long—term ability
EDT/XGS to accumulate foreign currency income without
additional pressure on balance of payments

The ratio of total external debt to
exports of goods and services

The ratio of total external debt to

gross national product EDT/GNP It shows an overall debt component of the economy

The ratio of total debt service to It is a debt service ratio, which shows an amount of
. TDS/XGS ; .
exports of goods and services foreign currency income used to pay off debt

The ratio of total interest payments

to gross national product. INT/GNP |It determines whether an external debt can be serviced

The ratio of total interest payments It indicates an amount of foreign currency income

to exports of goods and services INT / XGS used to service a debt
The ratio of international reserves to RES / EDT It shows whether a country can use its reserves (and
total external debt the exact amount of them) to pay off debt

The ratio of international reserves to
imports of goods and services

The ratio of short-term debt to total | Short—term / It demonstrates a share of short—term debt in total
external debt EDT external debt

RES/ MGS It displays a country’s stock of financial strength

It reflects an amount of debt to international financial
The ratio of multilateral debt to total| Multilateral / | institutions in total external debt or in some way a

external debt EDT country’s dependence on funding from these
organizations

Source: [7]
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By summarizing the experience of domestic and foreign financial institutions and
achievements of the researchers who studied the indicators of a country’s debt safety, we can
determine the most common indicators that reflect the content and effectiveness of debt
management (Fig. 1). As we can see, the values of the debt safety in Ukraine are different from
recommended [3].

The volume of total The volume of gross The ratio of The volume of The ratio of
public debt to GDP external debtto payments to service internal debt to GDP payments to service

ratio, % GDP ratio, % external debt to ratio, % internal debt to
state budget state budget
revenues, % revenues, %
m 2013 2014
m 2015 m 2016

Critical importance

Figure 1. The indicators dynamics of the Ukrainian debt safety
Source: author’s calculation and figure based on data from [8; 9; 10]

The main factors that have shaped the growth of the debt burden over the past years are:

— the devaluation of the hryvnia, its rate was 7 % in 2016; this resulted in an increase in both
the volume of local currency debt and the cost to service it;

— a sharp drop in real GDP which, according to the results of 2015, was about 9,9 %
compared to 6,6 % in 2014, worsened a budget risk. However, it should be noted that a decrease in
the primary budget balance contributed to the positive dynamics in the gross financing needs of the
state budget, the rate of which decreased from 12,9 % of GDP in 2014 to 5,9 % of GDP at the end
of 2015;

— a decline in internal consumer demand resulted from inflation processes (inflation rate in
2016 was 12,4 %) and unemployment, an average amount of which (based on ILO methodology) in
2016 was 9,5 % of the economically active population. A reduction in consumer demand over the
last year was noticeable in all consumer purposes; they particularly included food as well as
housing, water, electricity, gas and other types of fuels. The most vulnerable to heavy cuts of
citizens’ income was spending on recreation and culture [11].

It is the effective management of the public debt and its service that determines the
country’s debt safety. The latest data, provided by the Ministry of Finance of Ukraine, show that the
amount of public and publicly guaranteed debts is increasing from year to year (Tab. 2).

During 2015 and 2016 in the public debt there is a tendency to further increase in the
volume of total public and publicly guaranteed debt of Ukraine. Over 2016 the total debt increased
by USD 358,1 billion (growth rate of 22,7 %) compared to 2015 and it was UAH 1929,8 billion
(USD 70,9 billion) on 31.12.2016.

A characteristic of the analyzed period is a growth of debt burden, expressed as a ratio of
total public and publicly guaranteed debt to GDP, the index of which was 97.5 % as it shows the
results of 2016, and the ratio of public debt to GDP was 83.4 %. In 2014 these same indices were
89.7 % of GDP and 76.2 % of GDP respectively. Thus, the debt burden at the end of 2016 exceeded
the prescribed by the Budget Code of Ukraine maximum limit of the debt burden by 60 % of GDP.
However, it should be noted that the growth rate of the debt burden has slowed down [11].

Over the past nine years a direct public debt of Ukraine has increased by UAH 1262,6
billion or 18 times more.

As a result, according to Business Insider, Ukraine ranks third after Venezuela and Greece
among the countries with the probability of default [12].
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Table 2
Indices of Public and Publicly guaranteed debt of Ukraine for 20082016 years

. . Publicly Public and Excange
inteF;lriZI“gebt Publlg:gtternal guaranteed Publicly GDP rate USA
Years debt guaranteed debt dollar to

billio |billion| billion |billion| billion |billion | billion | billion | billion |billion
n |USD | UAH |USD | UAH |USD | UAH | USD | UAH |USD |100 USD

2008|447 | 85 | 860 | 16,3 | 58,7 | 11,1 | 189,4 | 36,0 | 9481 |[180,0| 526,7
2009 1911 | 11,7 | 1359 | 17,4 | 90,9 | 11,7 | 317,9 | 40,8 | 913,3 [117,2| 779,1
2010 |141,7| 17,9 | 181,8 | 22,9 | 108,8 | 13,7 | 432,3 | 54,5 |1082,6 |136,4| 793,6
2011 {161,5| 20,3 | 1958 | 24,6 | 1158 | 14,5 | 473,1 | 59,4 |1316,6 |165,2| 796,8
2012 11905 | 24,5 | 208,9 | 26,8 | 116,3 | 14,9 | 5155 | 66,2 |1408,9 [180,8 | 779,1
2013 (257,01 32,2 | 223,3 | 28,0 | 104,6 | 13,1 | 584,9 | 73,2 |1454,9 [182,0| 799,0
2014 1461,0| 29,3 | 486,0 | 30,8 | 153,8 | 9,8 [1100,8 | 69,9 |[1566,7 | 99,4 | 1576,0

2015|508,0| 24,1 | 8259 | 39,5 | 2379 | 11,3 |1571,7 | 74,5 |1751,0 | 83,0 | 2109,6
2016 [670,6 | 24,7 | 980,2 | 36,1 | 278,9 | 10,3 |1929,8 | 70,9 [1979,5| 73,0 | 2702,0

Source: author’s figure based on data from [8]

The main tasks to ensure an effective system of the public’s debt safety include a rational
management of debt resources and a complete system of controlling budget deficit.

As the majority of researchers state it, both the national budget deficit and the country’s debt
dependence do not have a destabilizing effect on the economy if they do not exceed the threshold of
3 % of GDP.

In Ukraine since 2008 the amount of annual budget deficit has been growing rapidly in
terms of both its absolute and relative values (Fig. 2).
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2000000
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Expenditures, min UAH
1500000
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500000 | - 20
The volume of public debt to
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0 - - 0
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Figure 2. The revenues and expenditures dynamics of the Consolidated budget of Ukraine
*plan
Source: [13; 14]

A significant gap between the amount of government borrowing and repayment of public
debt shows that the debt burden on the state budget of Ukraine will be worse in the future and this
will lead to a growing problem in debt safety [15].

Conclusion. A rapid increase in external public debt, publicly guaranteed external debt in
particular, is affecting the state budget and the entire financial system. However, on the other hand,
an assessment of the debt safety level and analysis of debt policy have shown that according to
international standards a total debt burden of Ukraine does not threaten the country’s economic
safety.

In our opinion, strengthening debt safety and debt management require some special
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attention to implementation of the following strategic measures:

- to develop alternative, non-debt tools for government expenditures that will minimize
main risks of the country’s debt portfolio and provide the state finance with sufficient safety;

- to reduce debt burden through debt capitalization and to replace existing debts with new
ones;

- existing deficits in an economy makes it more appropriate to use domestic loans on terms
preferential interest rates as a means of redistributing income inside the country;

- to improve citizens’ capital by investing loaned funds and providing their effective use.

Further research into debt safety of Ukraine need to focus on how European criteria of debt
safety are used in international practice, development of a unified system of indicators to assess it.
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