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Urgency of the research. The problem of providing debt
safety is of primary importance due to the political instability
and economic uncertainty in our country. This becomes par-
ticularly important in the current situation of continuous in-
crease in public debt and the complexity of its service.

Target setting. The problem of defining new approaches
to building a system that could provide debt safety for our
country is particularly acute, mainly caused by the issue’s
immensity, depth and duration.

Actual scientific researches and issues analysis.
Among well-known domestic and foreign scholars whose stud-
ies are focused on the debt safety of Ukraine we should men-
tion the following: A. Baranovskyi, G.Wood, V. Heits,
M. Yermoshenko, V. Zahorskyi, V. Koziuk, N. Kravchuk,
R. Mundell, M. Obsfeld, O. Oliinyk, O. Futerko.

Uninvestigated parts of general matters defining. Spe-
cial and constant attention needs to be given to the study of
debt safety while the country is undergoing social and eco-
nomic development so that it can guarantee its financial sov-
ereignty and stability.

The research objective. To elicit ways of strengthening
debt safety of Ukraine by analyzing index of its condition and
boundary values.

The statement of basic materials. This article explores
main aspects of the debt component in the state’s financial
safety. We have examined a current state of the debt safety of
Ukraine by means of appropriate indicators, the ways the
state debt influences the economy in general. Also we have
suggested the ways to strengthen it in the context of a com-
plex relationship between debt policy and a degree of the
state’s financial stability.

Conclusions. By investing funds in the development of
Ukrainian economy, reprofiling state bonds, and supporting
the state’s credit rating it is possible to minimize threats to the
country’s debt safety which will improve the indicators of com-
petitiveness of Ukraine and ensure its financial safety.
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AkmyanbHicmb memu docnidxeHHsi. 3 oansdy Ha ro-
nimuyHy HecmabinbHiCmb ma eKOHOMIYHY He8U3HauyeHICmb
Hawoi kpaiHu, npobnema 3abesne4yeHHs1 60p208oi be3neku €
o0Hiero 3 Haubinbw e2ocmpux. BoHa Habysae ocobnugoi ak-
myarnbHOCMi 8 ymosax nocmitiHo2o 36inbWeHHsT 0epxagHo20
6opey ma cknadHocmi lioeo obciyeo8y8aHHs.

lMocmanoeka npo6nemu. Ocobrnugo 2ocmpo nocmae
rnpobnema susHayeHHs1 Hogux nidxodig do nobydosu cucmemu
3abesneyeHHs1 6opeosoi besneku Hawoi depxasu, ypaxosyro-
qu MacwmabHicmb, enubuHy i mpusarnicmb Kpu3o8ux seull, 8
i ekoHoMiUj.

AHani3 ocmaHHix docnidxeHb i nybnikayit. Ceped si-
OoMUX 8iIMYU3HSIHUX Ma 3aKOPOOHHUX y4YeHUX, W0 3aumarnucsi
docnidxeHHAM rpobrniem 6opzoeoi besnexku YkpaiHu eapmo
suokpemumu makux: O. bapaHoscbkozo, I. Byda, B. [etius,
M. Epmowenka, B. 3azopcbkozo, B. Koswoka, H. Kpasuyk,
P. Mandenna, M. O6cgpenba, O. OnitiHuka, O. @ymepko.

BudineHHs1 HedocnidxeHuUx 4YacmuH 3a2allbHoi npo-
6nemu. Okpemoi ysazu nompebye nocmiliHe O0CHiOXeHHS
b6opezo.oi besneku KpaiHu y rnpouyeci couiarbHO-eKOHOMIYHO20
pPO3BUMKY 3 Memoto 2apaHmyeaHHs ii piHaHco8020 cysepe-
Himemy i cmabiribHocmi.

MocmaHoeka 3ae0daHHsi. ObrpyHmysaHHs1 Harnpsimie 3mi-
UHeHHs1 bopeosoi besneku YkpaiHu Ha OCHO8i aHari3y rnokas-
HUKi8 ii cmaHy ma 8i0rno8iOHUX epaHUYHUX 3Ha4YeHb.

BuknadeHHs1 ocHO8HO20 Mamepiany. Y cmammi docrii-
OXEeHO OCHO8HI acriekmu 60op208020 ckrnadHuUKa ¢hiHaHCo8OI
besneku Oepxasu. 3a dorlomozor 8i0Noe8iOHUX iHOUKamopie
docnidxeHo cyyacHuli cmaH bopeosoi besneku YKpaiHu, eu-
3HavyeHo Hanpsmu ernusy 3abopaosaHocmi 0epxaeu Ha eKo-
HOMIKY 8 YirloMy ma 3arporoHo8aHO HarpsmMu ii 3MIUHeHHSs 8
ymMogax ckiiabHO20 83aEM038’sI3Ky Mixk 6Op2080K0 MOIMUKOK
i cmyneHem ¢hiHaHco80i cmabinbHocmi Oepxasu.

BucHoeku. CripsmyeaHHs1 3ary4yeHux Kowmie Ha po3eu-
MOK eKOHOMIKU YKpaiHu, npoeedeHHsi pernipoghaliniiHay Oep-
xobnieayid, nidmpumku KpedumHozo pelimuHey Oepxasu
Moxe 3gecmu 90 MiHiMyMy 3a2po3u bopzosil be3neui KpaiHu,
Wo crpusimume MoKpauweHHI MoKasHUKI8 KOHKypeHmosoam-
Hocmi YkpaiHu ma 3abesneqyums ii hiHaHcosy 6e3nexy.

Knro4voei cnoea: depxasHuli 6ope; 6opeosa 6e3srneka;
bopeosi iHOukamopu; ¢piHaHcoea besneka; 6OKemHa cuc-
mewma.
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Urgency of the research. Under the present circumstances the effects of geo-finances on a sepa-
rate state reaches a brand new level. The world’s events in 2014—-2016 prove how significant is the
issue of the country’s financial safety. An effective implementation of this task affects not only stability
of the economic development but also state sovereignty, and, as a result, its territorial integrity. It is
the state implemented budget policy, the organization of currency and tax regulations that forms the
basis of its financial system. Therefore, the problem of providing debt safety is one of the most crucial
due to the political instability and economic uncertainty in our country. This becomes particularly im-
portant in the current situation of continuous increase in public debt and the complexity of its service.

Target setting. The problem of defining new approaches to building a system of debt safety of our
country is particularly acute, taking into account the immensity, depth and duration of crisis events in
its economy.

Actual scientific researches and issues analysis. Among well-known domestic and foreign
scholars whose studies were focused on the debt safety of Ukraine as a part of its financial safety, we
should mention the following: W. Allen, O. Baranovskyi, G.Wood, V. Heits, M. Yermoshenko,
V. Zahorskyi, V. Koziuk, N. Kravchuk, R. Mundell, M. Obsfeld, O. Oliinyk, K. Rohoff, Y. Tinberhen,
O. Futerko.

Uninvestigated parts of general matters defining. Special and constant attention needs to be
given to the study of debt safety while the country is undergoing social and economic development so
that it can guarantee its financial sovereignty and stability.

The research objective. The objective of the article is to define a role of the debt component in the
state’s financial safety, to analyse indicators and their boudary values within the main indicators of the
debt safety, to assess the state debt burden and to define the ways debt safety of Ukraine can be
strengthened.

The statement of basic materials. In the situation of global economy development debt policy is
an integral part of the state financial system. State loans are one of the tools to balance revenues and
expenditures of the state budget, increasing its capacity. A sharp drop in the amount of gold reserves
and state stabilization funds, increase in the budget deficit, cuts in state spending financed by the
budget, a considerable increase in the internal debt are threats to the stability of the financial system
which may lead to a decrease in the level of debt safety and adversely affect economic activity both in
the medium and long terms.

Thus, one of the main factors of the financial independence of our country is the state of its finan-
cial safety which is considered to be a specific component and a multi-level system of closely related
elements. Summarizing the experience of researchers, we have identified key components of financial
safety and established the factors that have the most significant influence on the above mentioned
components (Fig. 1).

Debt safety plays a key role in providing the country with financial safety. We consider debt safety
to be a priority way because it is a specific part of internal and external debts as well as the cost to
maintain it.

The main objectives of maintaining an effective system of financial safety of the state are to
manage debt resources rationally and to control a budget deficit systematically.

The external national debt is considered to be safe provided that it does not exceed 60% of GDP
(according to the Budget Code of Ukraine) and 71 % of GDP (according to the IMF). The public debt
of Ukraine in 2016 exceeded USD 60 billion. The total national debt to GDP ratio in 2015 — 79,4 %,
2016 — 83,4 % (the highest mark in the period of Ukraine’s independence) — at the beginning of 2017
— 80 % (Fig. 2.).

These tendencies have caused the outflow of domestic capital abroad, decrease in amounts of
investment in Ukraine because of the need to service the national debt. In 2017 our country has to pay
UAH 111,338 billion to service the debt [5]. These indicators characterize a dangerous situation for the
economy of Ukraine.
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Fig. 1. Visualisation of components of the state’s financial safety
Source: authors’ figure based on the data from [1]

As the great number of researchers states it, the national budget deficit and the country’s debt
dependence do not have a destabilizing impact on its economy if the limit does not exceed 3% of
GDP. In Ukraine the size of the budget deficit has been growing rapidly every year since 2008, both in
absolute and relative terms.
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Fig. 2. Dynamics of national debt and budget deficit of Ukraine
Source: authors’ figure based on the data from [2], [3], [4]

The analysis of the components of financial safety in 2015-2016 shows a dangerous state of its
major indicators that are at risk. Debt safety is not an exception. Table 1 shows key indices and their
optimal values in 2012—-2016 that are based on the current views of researchers and the use of
modern statistical data.

Table 1
Indicators of state of debt safety
Years Normative values
Indices
Ne 2012 | 2013 | 2014 | 2015 | 2016 | Ukraine | WOd
practice
The volume of total national debt to
1 | GDP ratio, % 36,1 39,2 55,8 112,7 70,6 <60 <55
The volume of gross external debt
2 | to GDP ratio, % 2191 | 20,1 28,6 74,8 419 <40 <25
The rate of external debt per per- | g/q 4 | g240 | 9042 | 1017.0 | 8495 | <200 | <200
3 | son, USD
The ratio of external natlor_1al debt 3740 | 4823 | 61,4 72 99,1 <150 <70
4 | to exports of goods and services, %
The ratio of interest payments to
5 service external debt to exports of 0,7 0,9 1,2 2,7 52 <25 <12
goods and services, %
The ratio of payments to service
6 external debt to state budget reve- 8,5 11,7 16,1 10,8 6,4 <20-25 <20
nues, %
The volume of external debt to
7 | GDP ratio, % 15,67 | 19,1 27,2 26,7 28,7 <30 <30
The ratio of payments to service in-
8 ternal debt to state budget revenues, | 12,8 12,2 20,0 32,5 25,7 <25 <25
%
The ratio of government debt on
9 | government securities to GDP, % 21,7 131 27,0 254 233 <30 <30
Source: authors’ calculations based on the data from [2; 3 ; 4]
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Our calculations have shown that the dynamics of a large number of indicators of debt safety has
negative long-term tendencies that could potentially threaten the country’s financial safety. The main
factors that caused these negative tendencies are:

- currency devaluation rate which was in 2015 — 52,2 %, in 2016 — 6,9 % [6]. This has resulted in
an increase not only in the volume of debt in national currency but also in the cost to service it;

- a drop in real GDP which, according to the results of 2016, was about 5,2 % compared to 2014
[2], worsened a budget risk;

- a decline in internal consumer demand resulted from inflation processes (inflation rate in 2015
was 48,7 %) and unemployment, an average amount of which (based on ILO methodology) in 2015
was 9,5 % of the economically active population. A decrease in wage share in GDP from 46,3 % in
2014 to 39,6 % at the end of 2015 and reduction of a real average income of the population (calculat-
ed per person) than in 2014 year by 22,2 % in the context of the ongoing economic downturn, in-
crease in base rates and arrears of wages caused a deterioration of the financial situation and a sharp
reduction in final consumption of households (in 2015 by 20,2 % compared with 9,6 % in 2014) [3];

— an urgent need to cover the deficit of the Pension Fund. To cover the Pension Fund deficit in
2017 the government has envisaged a subvention from the state budget of UAH 156 billion, while the
general fund budget envisages UAH 285 billion, which is UAH 28 billion more compared to 2016. The
Pension Fund’s own revenues were UAH 110 billion last year and subventions from the state budget —
UAH 145 billion. This subvention covered the pension fund deficit as well the amount of wich was UAH
81,3 billion [7];

- financing the state budget deficit through getting state loans. Its growth is primarily caused by an
increase in defense spending and the national debt service. Spending on defense tends to have been
increasing in recent years. Thus, in 2013 defense spending envisaged UAH 15,3 billion (0,98 % of
GDP). In 2014 these expenditures were foressened to be UAH 14 billion but the actual amount was
UAH 64,3 billion; 2015 — UAH 90 billion; 2016 — UAH 113,6 billion (or 5% of GDP); in 2017 — UAH 129
billion (or 5% of GDP) which is 13,8 % more than it was in 2016. The increase in national debt of
Ukraine also includes costs to service it. Thus, in 2016 the amount of payments on national debt ser-
vice was UAH 99 056,3 million, and in 2017 it envisages UAH 111 338,4 million [5].

- a failure of the state property privatization plan. During 2015-2017 the government planned to
raise funds from the privatization of assets at UAH 17 billion. As a result, in 2015 UAH 153 million was
received (or 0,9 % of the plan), in 2016 — UAH 188,9 million (or 0,11 % of the planned amounts) [4];

- a need for government support of state enterprises and banks. This support has led to an in-
crease in internal borrowing by issuing GDLB for the capitalization needs of state institutions and
banks. This caused pressure on the budget, increase in the public debt and a growth of payments for
its service. Therefore, this primarily concerned the financing of “Naftogaz” deficit that arose as a result
of quasi-fiscal gas sales operations to consumers at the prices lower than on the market. The share of
spending on “Naftogaz’ from the budget was 54,2 % of total capitalization budget, this wasted the
funds that could be potentially used for energy-saving technology to achieve energy independence;

- a steady increase in external debt. Statistical data show that the foreign debt is prevailing in the
structure of the national debt. The only exception was 2013 (54 % of internal debt and 46 % of exter-
nal debt). In 2014 the amount of external debt was UAH 486,0 billion (51 % of total debt), in 2015 —
UAH 826,3 billion (62 %), in 2016 — UAH 980,2 billion (59 %) [4];

- negative value of balance of payments (—2885806,2 thousand US dollars in 2016) [3]. The total
debt to GDP ratio in 2012—-2016 almost doubled from 36,1 % to 70,6 %. This proves that the public
demand for internal and external resources is growing faster than the economy of Ukraine.

Over the analysed period the level of external debt per person in US dollars is beyond boundary
values. The excess of external debt level per person is a characteristic of not only Ukraine but also of
many other developed countries. The category of countries with excessive debt load are the following:
Japan (where the amount of public debt per person is USD 111193), the United States (USD 53180),
Canada (USD 44732) [8]. As international experience demonstrates it, this index is not too critical if it
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is aimed at the country’s economic growth.

The ratio of external the national debt to exports of goods and services increased to 99,1 % in 2016
and the ratio of interest payments on external debt to annual exports of goods and services was 5.2%.
This proves that Ukraine’s foreign economic relations have worsened on the world market.

Therefore, the approach to defining boundary values of indicators for debt safety assessment
needs to be reconsidered. That will make values of indices correspond to the actual state of the debt
safety.

Strengthening of the state’s debt safety is sure to improve some indicators of Ukraine’s competi-
tiveness. This will ensure its financial safety and is believed to be the matter of primary importance for
both the state as this is its direct function and the Ukrainian people.

Conclusion. In our opinion, the following approaches to the problem can be offered so as to
strengthen debt safety and manage the national debt rationally:

- to use borrowed money for investment purposes only, as it used to be in recent years, by spend-
ing the borrowed resources on current expenditure the state has slowed down the country’s economic
development and shifted the debt redemption onto following generations;

- to reprofile government bonds, as the largest national debt payments in 2017 must repay gov-
ernment domestic loan bonds (GDLB) of 2013 and amounts to UAH 29 068,1 million, GDLB of 2016
amounts to UAH 24 702,5 million, GDLB of 2014 and 2012 — UAH 10 935,0 million and UAH 9 212,9
million respectively. In addition, reprofiling could be combined with a reform program and the IMF’s
loans. In this case, the structure of debt payments will be completely different. The main burden falls
on payments for the next four years. In case the reprofiling is successful the budget will be unloaded
for the further four years (to remove the debt burden from the state through stretching payments over
time and to spend the savings on more important needs);

- to support the country’s credit rating which will provide Ukraine with flow of foreign investments
and increase foreign capital in the economy. This accounts for an expected growth of GDP by 2,1 % in
2017 and it will entirely depend on investments and exports because both internal demand affected
chiefly by the tight monetary policy of National Bank and weak crediting will be recovering slowly;

- to keep the share of state spending to GDP ratio at the level of 30% and to increase investments
in fixed capital. These will stimulate a growth of inner demand that will be provided by inner supply of
goods and services. A restoration of households’ purchasing power is also quite possible and it will
allow achieving industrial growth by 3 % compared to 2016;

—in 2017 it is very important for Ukraine to continue cooperating with the IMF and other official
creditors for getting loans and financial resources to carry out investment and infrastructure projects.
They will allow rehabilitating and restoring Donetsk and Lugansk regions economically.
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