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THE FINANCIAL SYSTEM MODELLING BY VARIOUS SIGNS OF CLUSTERING

Abstract. This paper provides an overview of conceptual issues and recent researches
concerning the role and structure of financial systems and a comparative analysis for various types
of financial systems. The authors start to find out the importance of financial system, its elements
and functional purpose and then outline different types of national financial systems. For defining
structural elements of the financial systems the criteria that were used are the resource and
institutional concepts. Within the institutional concept, its followers use various approaches to
analyze the national financial systems — functional, intermediation, system etc. Authors structure
the main elements of the financial system according to forms of ownership; subjects of financial
relations; spheres and links of financial relations. Authors identified several signs for modelling the
financial systems: the territorial criteria; the economic systems type criteria; the level of
centralization of GDP within the financial model of the market economy; the weight of market
financing and bank lending. The last part is dedicated to the comparative analysis of different
financial systems models: it analyses the similarities and the differences of the national financial
systems models of OECD countries, some advanced economies, and emerging market economies.
For the determination of the national model of economic development authors formed clusters
which exist in the world models of financial systems according to 1) the centralization and
redistribution of GDP through the budget system; 2) the level of tax burden; 3) debt load; 4)
cyclically adjusted primary balance. This leads to the concluding discussion of what is stated that
the choice of the model of state’s financial system depends on many factors: the natural conditions,
the wealth of the country, specific historical traditions, demographic factors, tasks and objectives of
financial policy, as well as the level of tax culture and financial psychology.
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MOJEJIOBAHHS ®IHAHCOBUX CUCTEM
3A PI3BHUMM O3HAKAMM KJIACTEPU3AIIIL

AHoTauisi. Po3risiHyTo KOHLENTyalqbHI MUTaHHS 1 Cy4acHI HOCHIIKEHHS LIOJNO0 POyl Ta
CTPYKTypu (DiHAHCOBHX CHICTEM, IIPOBEJCHO TMOPIBHAIBLHUN aHAN3 PI3HUX THUMIB (PIHAHCOBUX
cucteM. Bmu3HaueHO BaXIHMBICTH (IHAHCOBOI CHCTEMH, 1i €JIeMEHTH Ta (YHKI[IOHAIBHE
MPU3HAYEHHS 1 BHOKPEMJIEHO Di3HI THUMH HaI[ioHaNbHHUX (iHaHCOBUX cucreM. [l BuaineHHS
CTYKTYpHHX KOMIIOHEHTIB (DiHAHCOBHUX CHCTEM OyJIO0 BUKOPUCTAHO PECYpPCHY Ta IHCTUTYIIHHY
KOHIenmii ¢iHaHcOBOi cucTeMH. Y MeXaxX IHCTHUTYHIHHOI KoOHIenmii I MOCTiIOBHHUKA
BUKOPDHCTOBYIOTh PI3HI MiAXOMW JUIss aHamidy (IHAHCOBUX CHUCTeM: (YHKIIOHATBHHM,
MOCEPETHUIILKUN, CUCTEMHUI TOMO. TOX aBTOPH CTPYKTYPYIOTh OCHOBHI €JeMEHTH (piHAaHCOBHX
CHCTEM 3alle)KHO BiJ (POpM BIIACHOCTI, Cy0’ €KTiB (hiIHAHCOBUX BIHOCHH, cep 1 1aHOK PiHAHCOBUX
BiTHOCHMH. BujineHo Kilbka O3HAaK IS THUMOJOTI3amii (iHAHCOBUX CHUCTEM: TEPUTOPIAbHUIMA
KpUTEPIil; TN eKOHOMIUHOI cUCTeMH; piBeHb leHTpanizamii BBIT y mexax ¢inancoBoi cucremu;
YacTKa PUHKOBOTO i OaHKIBCHKOTO (hiHAHCYBaHHS €KOHOMIKH. 3aBeplialibHA YaCTHHA MPHCBIUYEHA
MOPIBHSUIPHOMY aHai30Bi pPiI3HUX Mojenell (iHaHCOBMX CHUCTEM: aHANI3YIOTHCS CIUIBHI PUCH 1
BIIMIHHOCTI HallioHaNBbHUX (iHaHcOBUX cucTeM KpaiH OECP, neskux po3BUHEHHX KpaiH i KpaiH,
0 pO3BUBaIOThCA. [ BU3HAUEHHS HAIOHAIBLHOI MOJIEi €KOHOMIYHOTO PO3BUTKY c(hopMOBaHO
KJacTepu Mojiernel (iHaHCOBUX CHCTEM BiAMOBiAHO no: 1) meHTpanizamii 1 nepeposnoairy BBII
Yepe3 OF/KETHOT crcTeMy; 2) MOIaTKOBOTO HaBaHTaKEHHS; 3) piBHS OOProBOro HaBaHTAXKEHHS; 4)
IMUKIIIYHO CKOPUTOBAHOTO MEPBUHHOTO OanaHCy. 3aBJISKU IbOMY CTBEP/UKYETHCS, IO BUOIp Moiei
(diHaHCOBOT CHCTEMHM 3aleXUTh BiI 0Oararbox (akTopiB: NPUPOAHUX YMOB, HAIIOHAIBLHOTO
OararcTBa KpaiHW, KOHKPETHUX ICTOPUYHHX Tpaaullii, Jemorpadidvaux (aktopiB, 3aBlaHb i minen
(hiHaHCOBOT MOITHKY JICP’KaBH, a TAKOXK PIBHS MOJIATKOBOI KyJIBTYpH Ta (PiHAHCOBOT IMCUXOJIOTI.

Knwuosi cnosa: dinancoBa cuctema, Mojeni (iHAHCOBHX CHCTEM, peECypcHa Ta
IHCTUTYIIHHA KOHIENIil (iHaHCOBOI cucTeMHu, IeHTpatizamis i mnepeposnoaut BBII uepes
OIOJDKETHY CHCTEMY, OJAaTKOBE HABaHTa)KEHHs, OOProBe HaBaHTKEHHS, IIMKIIYHO CKOPUTOBAHUI
MEepPBUHHUH OanaHc.

®opmyn: 0; puc.: 4; Tadmn.: 1; 6i6m.: 16.
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MOAEJINPOBAHUE ®UHAHCOBBIX CUCTEM
3A PABHBIMHU ITIPU3HAKAMMU KJIACTEPU3ALIMA
AHHOTanus. PaccMOTpeHBI KOHIIENITYaJbHBIE BOIPOCHI U COBPEMEHHBIC MCCIEIOBAHHS O
pOIM M CTPYKTYpe (PMHAHCOBBIX CHCTEM, MPOBENCH CPABHHUTEIBHBIA aHAIN3 PA3IHMYHBIX THUIIOB
(¢mHaHcOoBRIX cucTeMm. OmpeneneHbl BaXHOCTh (PMHAHCOBOM CHCTEMBI, €€ DJIEeMEHTH W
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(yHKIMOHATFHOE Ha3HAYEHWE M BBIACTICHBI Pa3HbIE THUIBI HAIIMOHAIBHBIX (PMHAHCOBBIX CHUCTEM.
Jns ompeneneHuss CTPYKTYPHBIX KOMIIOHEHTOB (DMHAHCOBBIX CHUCTEM OBUIM HCIOJIB30BaHbI
pecypcHass W MHCTUTYUMOHajbHas  KOHUENIMH  (UHAHCOBBIX cHcTeM. B pamkax
WHCTUTYLIMOHAIHOW KOHIICMIIUU €€ MOCJIEI0BaTeNId HCIOJIB3YIOT pa3Hble MOAXOIBl IJIsl aHaIu3a
(uHAHCOBBIX cuUCTeM: (DYHKIMOHAJIbHBIM, MOCpPEIHUYECKUH, cucTeMHbId u Ap. CleaoBarenbHoO,
aBTOPBl CTPYKTYPHPYIOT OCHOBHBIE €JIEMEHTHl (DMHAHCOBBIX CHCTEM B 3aBHCHMOCTH OT (opm
COOCTBEHHOCTH, CyObEKTOB (PMHAHCOBBIX OTHOILIEHHH, chep U 3BEHbEB (PMHAHCOBBIX OTHOLICHHUH.
Hcnonp30BaHbl ~ HECKOJBKO  MPHU3HAKOB Ui MOJEJIMPOBaHUS  (UHAHCOBBIX  CHUCTEM:
TEPPUTOPHANIBHBIN KPUTEPHUIl; THI SKOHOMHUYECKOW CHCTEMBI; YpOBEHb LeHTpann3anus BBII B
paMKax (pUHAHCOBOM CHCTEMBI; JIOJII PHIHKOBOTO W OaHKOBCKOTO (PMHAHCHPOBAHHUA SKOHOMHUKHU.
OxoHuaTenpHasi YacTh IMOCBSIIEHA CPAaBHUTEIBHOMY AaHAJIN3y pa3HbIX Mojeneld (PUHAHCOBBIX
CHCTEM: aHAIM3UPYIOTCA OO0LIMEe YepThl U OTIMYMS HAUMOHAJIBHBIX (DMHAHCOBBIX CHCTEM CTPaH
OOBCP, HekOoTOpBIX Pa3BUTHIX CTPaH U CTPaH C (QOpPMHpYIOLIEHCcS PHIHOYHOW 3KOHOMUKOM. s
OTIpeNeNICHNs] HAIIMOHAIBHON MOJETH YKOHOMHYECKOTO Pa3BUTHS aBTOPHI (POPMHUPYIOT KIIACTEpPHI
MoJieneil (PMHAHCOBBIX CHCTEM B COOTBETCTBHHU C. 1) IEHTpanu3amyeld W ImepepacnpesieseHHeM
BBII 4epe3 OroKeTHYIO CHCTEMY; 2) HAJIOTOBOW HArpy3koi; 3) ypoBHEM JIOJITOBOTO OpeMeHH; 4)
[UKJINYECKH CKOPPEKTUPOBAHHBIM IEPBUYHBIM OanmaHcoM. bmaromaps sToMy, yTBEp)KIaeTcs, YTO
BBIOOp MoJenu (PUHAHCOBOH CHCTEMBI 3aBHCHUT OT MHOTHX (DAKTOPOB: HPUPOIHBIX YCIOBHH,
HAIlMOHAIBHOTO OaraTcTBa CTPaHbl, KOHKPETHBIX HCTOPUYECKUX TPAJULUH, AeMOTpadUUecKHx
¢dakTopoB, 3ama4 U leneld (UHAHCOBOH TMOJNUTHKH TOCYAAapCTBa, a TAaKKE YPOBHS HAJIOTOBOM
KYJIbTYpPBI U (PHHAHCOBOW TICHXOJIOTHH.

Kniouesvie cnosa. ¢unancoBas cucrema, Mojenu (UHAHCOBBIX CHCTEM, pecypcHas M
MHCTUTYIIMOHAJbHAS KOHIENIUH (UHAHCOBOW CHCTEMBI, IIEHTPANN3alMsd U IepepacrnpesesieHue
BBII nocpencTtBoM OrOKETHON CHUCTEMBI, HAJIOTOBasi HArpy3ka; J0JroBOE Opemsl, IUKIMYECKH
CKOPPEKTHPOBAHHBIN IICPBUYHBIN OajIaHC.

®opmyn: 0; puc.: 4; tTadmn.: 1; 6ubmn.: 16.

Introduction. The financial system is a part of the economic system. The financial system
emerged with the state formation and is inextricably linked with its functioning. Financial systems
differ and change because of social and cultural forces, the level of economic development, and
some environmental factors. The performance of financial systems can be compared in many
aspects, including output, growth, efficiency, stability, security, inequality, and freedom.

Most modern studies of the financial system in foreign literature mainly concern the
transformation of its functional characteristics, comparative analysis of models of financial systems,
the financial system impact on economic growth, and problems of financial sustainability. The same
researches in scientific literature in Ukraine are focused on the elaboration of the theory of finance,
main elements of the financial system, and are centered upon the analysis of its functions in the
globalization context.

As a result there is no integral theoretical concept for the financial system typology in
economic science, as well as no joint understanding of comprehensive evaluation for the financial
systems effectiveness.

Analysis of research and problem statement. Comparing different financial systems the
criteria include the resource concept and the institutional concept.

1) The resource concept is popular in former socialistic countries scientific researches [1-6].
Due to the resource concept the financial system is a set of relatively isolated, but interrelated areas
and relations, which form and use centralized and decentralized funds of financial resources. In this
concept there are two visions for the definition of the «financial system». By the first we understand
the totality of relations (internal structure) and the second determines the financial system as a set of
financial institutions (organizational structure). The main feature of this concept is its evolving
nature. The role of public funds was magnificent (the defining role of the budget) and the nature of
non-governmental finance was subsidiary in terms of its non-market role. As a result, budget-tax
system and fiscal policy remain within the analysis of the financial system.
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2) The institutional concept examines the financial system as a social institute, which
organizes the ways of interactions between individuals or individual groups in the society [7-9].
According to this concept the financial system is a set of tools or financial institutions and markets,
which are the results of the evolution of social contracts and which are formed and carried out by a
decision and interaction. Some models stress the advantages of bank-based financial systems, while
others highlight the benefits of financial systems that rely more on securities markets [10]. The
institutional structure means that the financial system includes financial institutions, financial
markets, products, services, and supporting infrastructure such as regulatory rules and the
accounting system [11].

The functional approach, which has been described by Merton and Bodie (2005),
generalizes certain functions fulfilled by the financial system. Financial systems naturally influence
the allocation of resources across space and time, the transformation of claims and obligations as
well as the allocation of risk, the provision of information, easing of incentive problems and, last
but not least the provision of a payment mechanism [7]. The functions provided by the financial
system are: producing information about possible investments and allocate capital; monitoring
investments and exerting corporate governance after providing finance; facilitating the trading,
diversification, and management of risk; mobilizing and pooling savings; easing the exchange of
goods and services [10; 11].

The broad institutional concept is presented within a systemic approach. It highlights how
various elements of any financial system are related. In this case, the financial system is seen
through the interaction between the supply of, and the demand for the provision capital and other
finance related services [12]. The state is recognized as an important participant of the system, and
not only because it represents the demand and supply of financial services, and also because it is an
organizer and regulator of the financial sector. It uses all possible instruments of the financial policy
to direct the economic activity of these institutions toward economic and social goals. Using the
terminology of the systemic approach one could say that types of financial systems are consistent
combinations of its elements. There are indeed fundamental differences between the financial
systems of different economies.

Research results. For the comparative analysis of the financial system internal structure the
authors used its division into basic elements. Thus the authors can structure the main elements of
the financial system according to: forms of ownership (public finance and private finance); subjects
of financial relations (governmental sector, non-financial firms, finance institutions, and
households); spheres and links of financial relations (public finance, finance of enterprises, finance
of households, financial market).

The transition from administrative command economy to a market one in post-soviet
countries led to a new role of the financial system and changing approaches to the interpretation of
the system, the expansion of its content and structure. First of all, it concerns the financial market
which is included into the financial system as a separate sphere covering circulation of financial
resources as specific goods and providing operation of other financial system spheres [2; 3].

The result of this research is the identification of four types of country clusters grouped by
level of centralization and redistribution of GDP; by level of tax burden, by public debt load, and
general government cyclically adjusted primary balance.

There are several signs for modelling financial systems:

1) the territorial criteria helps to identify three types on financial systems: national, which
operates within one country; regional operates within a region or group of countries; and the world one
as a system of international financial relations;

2) the economic systems type criteria classifies national financial systems as system of
traditional economy, market economy, command economy, and mixed economy;

3) the level of centralization of GDP within the financial model of the market economy
distinguishes three models: American, Western European and Scandinavian. The main feature of the
American model is the centralization of GDP in the budget at the level of 30—35%; in the Western
European model is 35—45% and in Scandinavian model — at the level of 60—65% [2; 13].
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4) the weight of market financing and bank lending. Most of foreign researchers classify
national financial systems as market-based or bank-based national financial systems according to
the relative weight of market financing and bank lending in the financing of the non-financial
private sector (12; 14; 15). Franklin Allen and Douglas Gale (2000) argue that the view that market-
based systems are best is simplistic. But there are also dimension that the concept of the financial
system is broader than that of the financial sector.

The choice of the model of state’s financial system depends on many factors: natural
conditions, the wealth of the country, specific historical traditions, demographic factors, tasks and
objectives of financial policy, as well as the level of tax culture and debt psychology. The “quality”
of a national financial system can be evaluated through the centralization and redistribution of GDP,
the level of fiscal burden and debt load, as well as through the cyclically adjusted primary balance.

The level of centralization of GDP means how much revenue General government collects
in percentage of GDP. General government spending, as a share of GDP, generally consists of
central, state and local governments, and social security funds. At the bottom of the Figure 1 we see
countries with the lowest level of centralization and redistribution of GDP and on the top —
countries with the highest level. Fig. 1 demonstrates four country clusters grouped according to the
level of centralization and redistribution of GDP. The first group includes countries with the lowest
indicators within 20—30% percent of GDP: Korea, Mexico, Chili and China. The second group
includes countries with the percentage of General government revenue and General government
total expenditure within 31—35 percent of GDP (Ireland, Switzerland, Russia, USA, New Zealand,
and Japan). These countries are characterized by a minimum social sphere provision and minimal
governmental intervention into the financial sector. In these two groups the government encourages
the population to earn themselves; social assistance is provided only to those who are unable to
provide themselves without governmental financial support.

50 OECD average 406 by revenue and 42% by expenditures

Awustralia, Turkey, Latvia, Israel,
Slovak Rep., Czech Rep., Ukrain
Canada, Estonia, Poland, Spain,
Luxembourg, Slovenia, Germany,
Netherlands, Hungary, Portugal,
United Kingdom

36—45%
Ireland, Switzerland;

Russia, United States,
New Zealand, Japan
31—35%

Greece, Italy, Sweden,
Austria, Iceland,
Denmark, Norway,
Belgium, France, Finland
46—65%

40

30

General government revenue, % of GDP

Korea, Chilg;

30 40 50 60

Mexico, China
\\20—30%

General government expenditure, % of GDP
Fig. 1. Country clusters grouped by level of centralization and redistribution of GDP

Source: Author’s according to IMF data

The third group includes countries with a moderate level of government revenue and
government spending of GDP in the budget within 36—45 percent (Australia, Turkey, Latvia,
Israel, Czech Republic, Slovak Republic, Slovenia, Ukraine, Canada, Estonia, Poland, Spain,
Luxembourg, Germany, Netherlands, Hungary, Portugal, and the United Kingdom). The main
features of these countries are the moderate level of taxation, the average level of the government
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social services provision; significant levels of spending on education; more noticeable
governmental intervention into the social sphere and the parallel functioning of public and private
institutions in this field.

The last group differs by significant centralization and redistribution of GDP through the
budget system (within 46—65%) and includes Scandinavian countries and some Western European
(ltaly, Sweden, Austria, Iceland, Norway, Belgium, Denmark, Finland, and France). The main
features of these countries are a significant governmental intervention into all spheres of society,
high level of tax burden and social security funding.

The average level of General government revenue, as a percent of GDP for OECD countries
is 40% and the average level of General government expenditure is 42% of GDP. The main source
of budget revenue is taxes. Tax burden (taking into account social security contribution) varies
within 30—40 percent to GDP. Tax statistics data shows the average tax burden in OECD countries
amounted to 34.3 percent of GDP and social security contributions is 9 % of GDP in 2016. The
highest tax burden is in Denmark, France, Belgium, Finland, Austria, Sweden, and Italy — more
than 40%. The lowest tax burden is in Mexico, Chile, and Ireland — near 20%.

In Fig. 2 the authors grouped countries by the level of tax burden and have got four clusters
of financial systems with: low tax burden (less than 25% of GDP); moderate tax burden (from 26%
to 35%); significant tax burden (from 36% to 40%); excessive tax burden (over 41%).

I
— 0
OECD average — 34.3% Sweden, Italy, Austria,
Finland, Belgium,
France, Denmark
. Excessive —
Slovenia, Greece, over 41%
Germany, Iceland,
Israel, Canada, Japan, Luxembourg
Poland, Slovak Republic, Netherlands, Norway,
United Kingdom, New Hungary
Mexico, Chile, Ireland, Zealand, Czech Republic, High — 36—40%
Korea, United States, Estonia, Spain, Portugal,
Australia, Switzerland, Russia, Ukraine
Latvia, Turkey Moderate — 26—35%
Low — less 25%
30 35 40 45

Tax burden (Total tax revenue, % of GDP), 2016

Fig. 2. Country clusters by level of tax burden
Source: Author’s according to OECD data

Public debt demonstrates the level of government’s borrowing and shows feedback effects
affecting economic growth. The highest level of public debt by the results of 2016 was in Japan —
250.4%, Greece — 183.4%, Italy — 133.2%, Portugal — 128.4%. In 2016 the average level of
public debt-to-GDP ratio in the OECD countries was over 71 %; the average point is about 10
percent points higher than in before crisis year (in 2007 — 59%).

Such countries as Greece, Italy, and Portugal are characterized by the critical level of debt
security; they faced with the problems associated with significant challenges in debt repayment, the
solution of which requires the consolidation of efforts of all the EU Members.

Looking through the significant dependence of the European countries on debt financing,
experts from World Bank and IMF have calculated indicators which provide early warning signals
of fiscal sustainability problems for advanced and emerging economies [16].

Risk is classified as high, moderate, or low. In emerging economies, risks are lower than in
advanced economies owing to sounder fiscal fundamentals, but fiscal stress remains higher than
before the crisis. Fiscal stress has increased recently to record high levels in advanced countries,
reflecting raising solvency risks and financing needs. Fiscal stress has increased recently to record
high levels in advanced countries, reflecting raising solvency risks and financing needs.
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Table 1
Fiscal stress indicators

Fiscal / Debt Indicators Countries RISK :
low moderate high
AEs’ <56.9 (56.9-72.2) >722
0,
General government gross debt, % to GDP EMs? <294 (29.4-42.8) S48
Cyclically adjusted primary balance, % to potential AEs <-18 (-1.8-4.2) >-4.2
GDP EMs <-05 (-05-1.3) >-1.3

Source: [16]

The critical point for the indicator debt to GDP for emerging economies is 42.8% of GDP
and for advanced countries is higher — 72.2% (for moderate risk). A high debt makes public
finances more vulnerable to future shocks; reduce government’s ability to return debt, can cause
problems or refinancing and country’s default; the bigger increase in the primary surplus is required
to stabilize that ratio after an adverse shock to growth or interest rates.

The authors identified 4 country groups according to the level of debt load (Fig. 3):

Advanced economies average — 106.6% ( Spain, Belgium, USA,
- [ Portugal, Italy, Greece,

OECD average — 71.7% ( Ireland, Slovenia, ¢ Japaﬁ
‘ Austria, United | i1 over 100%

Kingdom, Canada,
France J

Netherlands, Finland,
Israel, Germany
Moderate 56.9—72.2%

Estonia, Luxemburg, Norway,
New Zealand Latvia, Korea,
Czech Rep., Australia, Sweden,
Switzerland, Denmark, Slovak J

High — 72.2—100%

Rep., Iceland
Low — less 56.9%

Poland, Argentina, Brazil,
‘ India, Armenia, Moldova,

China, Mexico, Serbia,

Azerbaijan, Bulgaria,

Geolzgla, Romam?, Ukraine, Hungary, Egypt
- . Turkey, Venezuela High — 42.2%
Chili, Russia, Modérate 29.4— 1gh — over ?
Kazakhstan, 42.2% j
Turkmenistan,
Uzbekistan

Low — less 29.4% Emerging market economies average — 47.3%

N

30 60 90 1207

General government gross debt, % to GDP, 2016
Fig. 3. Country clusters according to public debt-to-GDP ratio
Source: Author’s according to IMF data

For advanced economies:

1) group 1 — with low debt level (less than 56.9 percent of GDP). In the first group we can
see countries with low debt level: Estonia, Chile, Luxembourg, Norway, and others;

2) group 2 — with moderate debt level between 56.9 and 72.2 percent of GDP (Mexico,
Netherlands, Germany, and other);

3) group 3 — with high debt level between 72.2 and 100 percent of GDP (lIreland, United
Kingdom, Canada, France and others);

4) group 4 — with critical debt load greater than 100 percent of GDP (Japan, Greece,
Portugal and Ireland).

For emerging market economies we grouped countries into three clusters:

1) group 1 — with low debt level (less than 29.4 percent of GDP (Russia, Kazakhstan,
Chili);

! AEs - advanced economies.
2 EMs — emerging market economies.
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2) group 2 — with moderate debt level between 29.4 and 42.2 percent of GDP (Bulgaria,
Georgia, Romania, Turkey);

3) group 3 — with high debt level more than 42.2 percent of GDP (Poland, Argentina,
Brazil, India, Ukraine, Hungary, and Egypt).

Cyclically adjusted primary balance (CAPB) is defined as the cyclically adjusted balance
plus net interest payable/paid (interest expense minus interest revenue) following the World
Economic Outlook convention. Cyclically adjusted primary deficit must be in the range from 1.8%
to 4.2% to potential GDP for advanced countries and much lower for emerging economies from
0.5% to 1.3% (Baldacci, et al. 2011).

As one can see from Fig. 4 most advanced countries complied with the cyclically adjusted
primary surplus. These countries are in no risk zone. By the results of 2016 the advanced countries
average point is deficit 1.7% of potential GDP. One can see country clusters according to general
government cyclically adjusted primary balance data.

1 - (0)
Advanced economies average -1.1% lceland, Greece, Portugal, Italy,

Lithuania, Germany, Luxemburg,

Lithuania, New Zealand, Ireland,
Denmark, Slovak Rep., Slovenia, Latvia, Korea, Netherlands,
Israel, Finland, France, Czech Rep., Austria, Estonia,
Spain, Canada, Australia, Switzerland, Sweden, Belgium
United Kingdom No risk (0% -surplus)
Low (-1.8-0%)

USA, Japan  \_
Moderate (-4.2-1.8%) J

Norway
High (over -4.2%) J \ Thailand, Ukraine,

Hungary, Croatia
Low (-0.5% - surplus)

‘ Mexico, Poland,
Turkey, Indonesia,

Romania, Brazil

India, Chile, Malaysia, ‘
Moderate (-1.3-0.5%)

Russia, China, Egypt,

Argentina
High (over -1.3%) Emerging Market and Low Income
Economies average -2.1%
-4 ) 0 2
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Fig. 4. Country clusters according to cyclically adjusted primary balance
Source: Author’s according to IMF data

For advanced economies:

1) group 1 — no risk zone if there is a general government cyclically adjusted primary
balance or surplus (most advanced economies);

2) group 2 — low risk if a deficit is in a range between 1.8% and 0% of potential GDP
(Denmark, Slovak Rep., Israel, Finland, France, Spain, Canada, Australia, United Kingdom);

3) group 3 — moderate risk if the deficit is between 4.2% and 1.8% (USA, Japan);

4) group 4 — high risk if the deficit is greater than 4.2% (Norway).

For emerging market economies there are three clusters countries:

1) group 1 — low risk if the deficit is between 0.5% and surplus (Ukraine, Croatia,
Hungary);

2) group 2 — moderate risk if the deficit is between 1.3% and 0.5% (Mexico, Poland,
Turkey, Romania, Brazil);

3) group 3 — high risk if the deficit is over 1.3% (India, Chile, Malaysia, Russia, and
China).

Financial crisis 2008—2009 has led to substantial widening of budget deficit and the
accumulation of government debt in most countries: in particular, in those countries where the
critical level of debt is combined with a significant budget deficit (Greece, Portugal, Spain). At the

322



same time, countries that have a budget surplus or keep the deficit within the optimal level, even if
they obtain the considerable amount of public debt, avoid the problems of its refinancing (Belgium,
Germany, and the Netherlands).

Conclusions. The financial system is an economic institute. Like any economic institute, it
is a product of self-organization based on social division of labor, aimed at ensuring the needs of
individuals and society.

The financial system emerges within the economic system, so it should be considered as a
specific mechanism of economic interactions in the economic resources management process and
includes its economic tools, functions, method of organization and operation).

The financial system is a special object (it is internally organized, it has particular goal, and
specific mechanisms of self-preservation and energy development, own logic and immanent issue
laws).

The results of the study have proven that European countries that are most affected by the
global economic crisis (Italy, Portugal, Spain, Greece) are found in clusters with the most critical
indicators such as the debt-to-GDP, inflation index, the level of budget deficit; demonstrate a low
level of the assets of private pension funds and national savings.

Ukraine is within the average indicators: the centralization of the GDP in the budget is
37.8% against 40.2% the average level in developed countries and by the level of redistribution of
GDP through budget — 41.6% against 41.7% average. The level of tax pressure in Ukraine is 35%
to GDP against 34.3 % in OECD countries. However, the structure of tax revenue in Ukraine has
certain differences: revenue as % of GDP on taxes income, profits and capital gains in the
developed countries is 11.6%, in Ukraine the share of taxes on income, profits and capital gains was
just 7%. Instead, the share of taxes on goods and services in Ukraine is 12.6% of GDP, while in the
OECD countries — 11%. The level of total central government debt as % of GDP in Ukraine in
2016 amounted to 92.7% (the EU optimal level is considered less than 60% of GDP). The level of
budget deficit in Ukraine is not critical, but it is quite a high level. To improve this situation there is
the need for reducing budget expenditures, seeking additional revenue sources and enhancing the
effectiveness of the implementation of budget expenditures.

The position of Ukraine on the majority of indicators highlights the need for strategic
transformation for achieving social and economic stability: creation of preconditions for economic
growth through the maintenance of low inflation, stabilization of public finances, and the
modernization of the tax system. In this context, Ukraine needs maximum business assistance by
reducing government intervention into the economy, reducing administrative barriers to its
development, modernization of the infrastructure and the basic sectors of the economy.
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