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FINANCIAL SECURITY OF UKRAINE IN
CONDITIONS OF EUROPEAN INTEGRATION

Urgency of the research. Ukraine has made a European
choice as the main direction of its state policy, both internal
and external, whose ultimate goal should be the full
membership in the European Union. However, it is necessary
to consider that the access to world markets and formation of
an open economy also mean an internal stability of the
economy and financial system of the state.

Target setting. The financial system of Ukraine in modern
conditions is influenced by a number of threats, that are
negatively affecting the level of financial security.

Actual scientific researches and issues analysis.
Fundamental research focused on problems of financial
security of Ukraine, which became the basis for the
development of scientific theory of security in the field of
public finance, have been done in writings of A. Baranovsky,
M. Ermoshenko, V. Muntiyan, A. Sukhorukov. Today a large
number of works is devoting to the study of particular aspects
and components of the financial security of the state.

Uninvestigated parts of general matters defining. The
variability of the external environment and recent events in the
European Union require in-depth study of the influence of
integration processes on the financial security of Ukraine.

The research objective. The main aim of the article is to
summarize the issues and systematize the ways of providing
financial security of Ukraine in conditions of European
integration processes.

The statement of basic materials. Research conducted
by the author showed that the domestic financial system is
very vulnerable to external and internal threats. The author
has analyzed the dynamics of key macroeconomic indicators
and indicators of financial security of the state during 2007-
2015. The threats that are most significant for the financial
security of the state have been highlighted. The author
considered the possible implications of the European
skepticism on the financial security of Ukraine, and the
directions to increase the level of financial security in the
modern world.

Conclusions. The government of Ukraine should focus
on domestic reforms, the creation of living standards,
economics and politics in Ukraine, which are as close as
possible to European. Only then it is possible to implement
effective mechanisms aimed at neutralizing, minimizing the
impact and eliminating the phenomena and factors leading to
the creation of external and internal threats to the state's
financial security.
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®IHAHCOBA BE3MNEKA YKPAIHU B
YMOBAX €EBPONEUCBLKOI IHTErPALII

AkmyanbHicmb memu docnidxeHHsi. OCHOBHUM
Hanpsimom  OepxxaeHoi  nonimuku  YkpaiHa — obpana
esporelicbkull 8ubip, KiHUEB80H Memotk siKoeo Mae b6ymu
rnosHorpasHe 4YneHcmeo 8 €aponeticbkomy Coro3i. OOHak,
HeobxiOHO 8paxosygamu, WO 6uxi0 Ha Ce8imosi PUHKU,
opmysaHH  8IOKPUMOI  €KOHOMIKU  03Ha4Yae makox
8HympilwH cmabinbHicmb eKoHOMIKU ma  ¢hiHaHco8ol
cucmemu depxasu, 30amdicmb MPOMUCMOSIMU pu3uKaMm,

SKi cynpoeodxyromb  rfpouyecu  enobanisauyii  ma
espoiHmezpauji.
lMocmaHoeka npobnemu. Ha xanb, ¢iHaHcosa

cucmema YKpaiHU 8 cyyacHUX ymogax 3HaxoOumbcCsi rid
eriugom psidy 3a2po3, siki HeeamugHO MOo3Ha4yatmbCsl Ha
pigHi ghiHaHCoB0I be3neku depxasu.

AHaniz ocmaHHix JdocnidxeHb ma ny6nikayid.
IpyHmMOoBHI 0ocCiOKEeHHs npobnem 3abesneyeHHs
piHaHcoeOi be3neku YKpaiHu, siKi cmarnu OCHO80K Orisi
possumky 6esnekonoeii y cehepi OepxasHuUx ¢biHaHcie,
nposenu y ceoix npaysx O. |. bapaHoscbkul, M. M.
EpmoweHko, B. . MyHmisH, A. I|. Cyxopykos. Benuka
KiflbKicmb  fpaub  8IMYU3HSIHUX —HayKoeuie rpucesiyeHa
GocridX)eHHI0 OKpeMux acriekmig i ckrnadosux chiHaHCO8oI
be3neku dOepxxasul.

BudineHHsi HedocnidXeHUx 4YacmuH 3a2alslbHoi
npo6nemu. MiHnusicmb 308HIWHBLO2O cepedosuwa ma

ocmaHHi  nodii 8 KpaiHax  €spornelickkozo  Coro3y
sumazarmb rnoanubneHo2o OocrioKeHHs srnnugy
€spoiHmeepauitiHux rnpouyecie Ha biHaHcogy b6e3reKy
YkpaiHu.

MocmaHoeka 3aedaHHsi. OCHOBHOKW Memor OaHol
cmammi € y3azalibHeHHs1 npobriem ma cucmemamusauisi
wnsixie 3abesnedyeHHss ¢biHaHcoeoi besneku YkpaiHu 6
yMo8ax espoiHmezpauitiHuX rpoyecie.

Buknad ocHoeHO20 Mamepiany. [ocnidxeHHs
rnokasanu, Wwo 8imyusHsiHa ¢biHaHcosa cucmeMma €
8pasniueoo 00 8HYMPIWHIX i 308HIWHIX 3a2po3. A8mMoOpom
npoaHasizogaHo OuHaMiKy OCHOBHUX MaKpOEKOHOMIYHUX
rokasHukie ma iHOukamopie ¢hiHaHcoeoi be3neku depxasu
npomsizom 2007-2015 pokie. BudineHo 3aepo3u, siki €
Haubinbw cymmesumu Ornisi OKpemux cKrnadosux ma 8

uinomy ¢biHaHcoeoi  b6e3neku Oepxasu. PosansHymo
MOXnuei  Hacmioku €8ponelicbkoeo  CKenmuuyusMmy Ha
¢iHaHcosy  besneky  YkpaiHu,  eudineHo  HanpsaMmu

nidsuULEHHST pigHsT (hiHaHCOBOI 6e3reKu 8 Cy4acHUX YMOBax.
BucHoeku. [epxasi cni@  3ocepedumucsi  Ha
8HYMPIWHIX pe¢hopmax, Ha CMEOPeHHi mux cmaHOapmis
Xummsi, eKOHOMIKU | rnonimuku & YKpaiHi, sKi €
MakcumarbHo 6nudbkumu 00 eepornelicbKux. Tinbku modi
MOXHa ernpoesadxysamu ma 6yOymb OiegumMu MexaHi3mu,
CPAMOBaHI Ha yCyHEHHs1 He2amueHUX 8UW, | YUHHUKI, W0
npu3eodsimb 00 CMBOPEHHST 3a2po3 hiHaHcoeil be3neul.

Knrouyoei cnoea: ciHaHcosa 6e3rieka Oepxasu,
espoiHmeepauis; BREXIT; 6rodxemHa 6esneka; 6opeosa
besneka.
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Urgency of the research. Ukraine has made a European choice as the main direction of its state
policy, both internal and external, whose ultimate goal should be the full membership in the European
Union. For Ukraine, European integration, on the one hand, this is the way of modernization of economy,
attracting foreign investment and technologies, increasing the competitiveness of domestic manufacturers,
access to world markets, including the market of financial services. On the other hand, access to world
markets, the formation of an open economy also means that the economy and financial system of the state
must be internally stable, able to withstand the risks that accompany the processes of globalization and
European integration.

Target setting. Unfortunately, the financial system of Ukraine in modern conditions is influenced by a
number of threats, among which political instability, rising debt dependence, the imperfection of fiscal
policy, the shadow economy, the significant level of corruption in all parts of the financial system, instability
of the banking sector and many others. All of these threats are negatively affecting the level of financial
security. Thus, the question of ensuring the financial security of the state under the impact of destructive
factors is especially acute for today.

Actual scientific researches and issues analysis. Fundamental research focused on problems of
financial security of Ukraine, which became the basis for the development of scientific theory of security in
the field of public finance, have been done in writings of O. I. Baranovsky, N. M. Ermolenko, V. I. Muntiyan,
A. I. Sukhorukov. In different ways the problems of financial security were considered by such authors as
V. P. Martynyuk, Yu. D. Rodionov, I. O. Rewak. Today a large number of works of domestic scientists is
devoting to the study of particular aspects and components of the financial security of the state, among
which the problems of ensuring the debt security of the state (S. M. Marchenko, V. L. Plastun, A.V. Tsaruk),
the problems of providing the fiscal security (V. V. Demenok, A. |. Kolesnik, Yu. P Postolenko) and othes.

Uninvestigated parts of general matters defining. Despite the considerable number of works
devoted to the problems of financial security of the state, the variability of the external environment and
recent events in the European Union require in-depth study of the influence of integration processes on the
financial security of Ukraine.

The research objective. The main aim of this article is to summarize the issues and systematize the
ways of providing financial security of Ukraine in conditions of European integration processes.

The statement of basic materials. Research conducted by the author [1-2] showed that the global
financial and economic crisis of 2008-2009, which had a negative impact on the socio-economic
development of Ukraine has shown the vulnerability of the domestic financial system and its dependence
on external influences. The course of European integration for Ukraine had not changed — on the contrary,
major events had occurred during 2008-2011 that preceded the signing of the future Agreement on
Association between Ukraine and the EU.

Table 1
Dynamics of GDP in Ukraine for 2007-2015*
. The absolute GDP (in The absolute
Period ':?im:)r:]abiap' increment of nominal :grig]r;v‘g%?tam miIIior(l increment, ;I';][z %?Mh
GDP, million UAH ! USD) min.USD. !

2007 720731 176578 32,5 142719 34966 325
2008 948056 227325 31,5 179992 37273 26.1
2009 913345 -34711 -3,66 117228 -62765 -34.9
2010 1082 569 169224 18,53 136419 19192 16.4
2011 1 316 600 234031 21,62 163160 26740 19.6
2012 1408 889 92289 7,01 175781 12622 1.7
2013 1454 931 46042 3.3 183310 7529 4.3
2014 1566 728 111797 7,7 131805 -51505 -28.1
2015 1979 458 412730 26,3 90615 -41190 -31.3

* Formed according to the Ministry of Finance (http://index.minfin.com.ua/index/gdp/)
In 2014-2015, the inflation rate exceeded the indicator of the crisis of 2008 (Tab. 2). The hryvnia has depreciated by more

than threefold.
The signing of the Association Agreement between Ukraine and the EU had occurred in 2014 in
two stages. The first stage was the signing of the political part of the Agreement (21 March 2014). The
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second stage - both the President of Ukraine and the leadership of the European Union signed the
economic part of the Agreement during the meeting of the EU Council (27 June 2014). In September
2014 the Verkhovna Rada of Ukraine (VRU) and the European Parliament synchronously ratified the
Association Agreement between Ukraine and the EU. At the same time, during 2010-2015 years,
Ukraine experienced unprecedented combination of political, financial, economic and banking crises.
Starting in 2011, there was a steady decrease in the rate of growth of GDP of Ukraine (Tab.1). Only in
2014, nominal GDP grew by 7.7% in the hryvnia equivalent, however, in dollar terms, the growth rate
reduced by up to 28.1%. In 2015, the figure was even higher — 31.3%.

Table 2
Summary table of inflation indexes in Ukraine for 2007—2015*

Period | 2007 2008 | 2009 | 2010 2011 2012 2013 | 2014 2015
NELUE 100,5 102,9 102,9 101,8 101 100,2 100,2 100,2 103,1
February 100,6 102,7 101,5 101,9 100,9 100,2 99,9 100,6 105,3

March 100,2 103,8 1014 100,9 1014 100,3 100 102,2 110,8
April 100 103,1 100,9 99,7 101,3 100 100 103,3 114
May \ 100,6 101,3 100,5 99,4 100,8 99,7 100,1 103,8 102,2
June 102,2 100,8 101,1 99,6 100,4 99,7 100 101 100,4
July 101,4 99,5 99,9 99,8 98,7 99,8 99,9 100,4 99

August 100,6 99,9 99,8 101,2 99,6 99,7 99,3 100,8 99,2

September 102,2 101,1 100,8 102,9 100,1 100,1 100 102,9 102,3
October 102,9 101,7 100,9 100,5 100 100 100,4 102,4 98,7
November 102,2 1015 1011 100,3 100,1 99,9 100,2 101,9 102
December 102,1 102,1 100,9 100,8 100,2 100,2 100,5 103 100,7
The average

annual 116,6 122,3 1123 109,4 108 100,6 99,7 1249 143,3

growth rate

* Formed according to the Ministry of Finance (http://index.minfin.com.ua/index/)

The banking system lost one-third of the deposits. The banking crisis was accompanied by
numerous defaults of financial institutions. By the 1st of November 2015 64 commercial banks were
officially recognized as insolvent [3]. So far, the banking market is in a state of shock which is caused
by currency fluctuations (depreciation of the hryvnia), losses of assets in Crimea and the war zone,
borrowers' decrease of solvency, massive personnel downsizing.

The dynamics of separate indicators of fiscal and debt security of Ukraine for 2008-2015 is shown
in table 3.

Table 3
Dynamics of indicators of fiscal and debt security of Ukraine for 2008-2015*

- . The ratio of official
The sti?]t;)btlédggtpdeflcn Thgerstt'(c’GCI’Eng)rtc(’)ségﬁe&?al international reserves to the

volume of GED, %
the limit the limit the limit
Years the actual value value** the actual value value** the actual value value**
2008 -1.32 He > 3 56.5 He > 70 31,0 He < 20
2009 -3.89 He > 3 88.2 He > 70 25,6 He < 20
2010 -5.94 He > 3 86.0 He > 70 29,5 He < 20
2011 -1.79 He > 3 77.4 He > 70 25,2 He < 20
2012 -3.79 He >3 76.8 He > 70 18,2 He < 20
2013 -4.45 He > 3 775 He > 70 14,4 He < 20
2014 -4.98 He > 3 95.8 He > 70 6 He < 20
2015 -2.28 He > 3 131.0 He > 70 11,2 He < 20

* Calculated by the author according to the Ministry of Finance of Ukraine
** | imit values are defined by the Ministry of economic development and trade of Ukraine in [4]

As the table shows, the ratio of budget deficit to GDP ratio was in the normal range only in 2008, 2011
and 2015. The indicator reached his critical value in 2010, when the budget deficit amounted to nearly 6%
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of Ukraine's GDP. As for the gross external debt of Ukraine, its value is steadily increasing. When the
established limit value should not exceed 70%, the gross external debt of Ukraine in 2015 amounted to
131% of GDP.

Official international reserves of Ukraine are also reduced from year to year. The limit value established
on the level which should not be less than 20%, but only in 2008-2011, the indicator was within the normal
range. The value of this indicator was critically reduced in 2014, when the volume of international reserves
amounted to 6% of GDP (or 30% of the normative value). In the current 2016 in the international arena
there were two important events that can affect the future possibility of Ukraine to become a full EU
member and at the same time generate risks for its financial security. The referendum in the Netherlands
that was hold on 6 April 2016 and concerned the ratification of the Association Agreement with Ukraine has
shown that 61% of the population is against joining of Ukraine to the EU. However, the Ukrainian question
and the question of voting results in the Netherlands were postponed by the European Parliament
according with the event, which took place on 23 June 2016 and is commonly known as BREXIT. The
United Kingdom (UK) held another referendum on EU membership - the UK took a decision to withdraw
from the European Union (EU). As a result of the June 2016 referendum 51.9% of those who turned out
voted to leave the EU, for the continuation of EU membership voted 48.1 percent of the electorate [5].

The consequences of the referendum for the UK can be summarized as follows:

- asharp drop in the pound by 7.5%;

- the reaction of the stock exchanges revealed the downfall of many indexes;

- the percentage of companies that are pessimistic about the prospects of the UK economy has
doubled during a week after the vote (before the referendum, this figure was 25%, while after it rose to
49%));

- the level of business activity in Britain dropped significantly, companies refuse from investments and
hiring new employees.

The main consequences of withdrawal of UK for the EU are: outflow of the budget, sales market
reduction, fall of the Euro, downgrading of the sovereign ratings and particularly the rating of the EU as an
association. The main threat is the uncertainty regarding the future of overall European Union, namely the
Eurozone. The UK example may encourage other countries to hold similar referendums. However, opinion
polls a week after the Brexit vote showed strongly increased support for the EU in most of Europe.

For Ukraine, Eurozone’s risks could affect an even larger decline in GDP growth rate and monetary and
currency security of the state. At least, the devaluation of euro against major currencies (U.S. dollar,
Japanese yen and Swiss franc) means that the Ukrainian exporters will become less competitive in the
European market. Even while maintaining the natural volumes of sales, they will lose in dollar terms.
Devaluation both the pound and euro will immediately affect the problems in the banking sector, which will
require a significant recapitalization.

Under these conditions, the problem of protecting national interests in the financial sector and ensuring
the financial security of the state is extremely important. As never before, the basic provisions of the
Concept of national security in the financial sector (issued 15.08.2012) become relevant. Concept
developers emphasized the need to solve the basic problem - the insufficient effective use of mechanisms
aimed at neutralizing, minimizing the impact and eliminating the phenomena and factors that lead to the
creation of external and internal threats to national security in the financial sector. One way of solving the
determined problem is implementing structural reforms in the national economy and ensuring price and
financial stability.

At present the question of effectiveness of structural reforms or even their absence is the cornerstone of
political debate. Essentially, the reform should begin with structuring the existing problems, assessing the
risks and threats, determining strategic and tactical goals and forming a set of measures in a variety of
development programs.

It should be noted that threats for financial security and conditions (or ways) of its ensuring in some
extent are substantiated by the Law of Ukraine «About fundamentals of national security». The law
identifies the following main threats in the economic sphere, that are essentially threats to the financial
security of the state: the instability of legal regulation in the sphere of financial policy of the state; the lack of
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effective programmes for the prevention of financial crises; growth of credit risks; large debt bondage of the
state, critical amounts of internal and external debts; high level of shadow economy and so on.

This Law defined the main directions, which implementation will create conditions for ensuring the
financial security of the state:

- overcome the "shadowing" of the economy through reforming the tax system, improvement of the
financial-credit sphere and termination of the capital outflow abroad, reduction of cash money supply in
circulation;

- ensuring balanced development of public sector, internal and external security of national currency, its
stability, protection of depositors' interests at the financial market;

- implementation of the prudent internal and external borrowing policy.

As we can see, the main provisions of the Law, that was adopted in 2003, and so far, remain unfulfilled
and require specification as in terms of events, performers, their powers, and in the context of time
intervals.

Conclusions. Thus, the priorities of Ukraine in the field of financial security should be the creation of
appropriate legal, economic, social and other conditions aimed at improving monetary and credit, currency,
banking, budget, tax, investment policies. The government of Ukraine should focus on domestic reforms,
the creation of living standards, economics and politics in Ukraine, which are as close as possible to
European. Only then it is possible to implement effective mechanisms aimed at neutralizing, minimizing the
impact and eliminating the phenomena and factors leading to the creation of external and internal threats to
the state's financial security. In combination with prudent state policy they will allow to create the financially
stable state.
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