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ANALYSIS OF THE FINANCIAL POLICY EFFICIENCY OF UKRAINE

One of the most important attributes of a modern state is public finances. The process of managing
public finances is multilevel, has a complex structure and various forms of implementation. In this context,
the financial policy of the state is an element that normalizes the process of managing public finances,
determines its result orientation. The economic and social dynamics of the country, the development of the
entrepreneurial initiative and, ultimately, the well-being of the population depend on the effectiveness of the
use of financial policy instruments.

The problem of determining the effectiveness of the implementation of the financial policy of Ukraine
in the light of current challenges requires additional research.

Financial policy is a key element of state socio-economic development policy. It can be defined as a
set of purposeful measures in the field of public finances implemented by the competent public authorities in
order to ensure the stable economic and social development of society.

According to the scientific approach, the viability of financial policy depends on the effective activity
of the state at each stage, the correctness of the decisions taken. Its formation begins with a clear definition
of goals and setting of reasonable tasks. On this basis, the choice of the type of financial policy is made -
rigid or moderate regulation or a policy of minimum restrictions; discretionary or built-in stabilizers. On
this basis, the directions of implementation are chosen (it is decided which tasks are provided by the means
of monetary and which are the fiscal policies) and the instruments of implementation and ways of ensuring
the coordination of their actions.

Keywords: financial policy, implementation of financial policy, tools of financial policy, crisis
phenomena, fiscal and debt component of financial policy, indicators of effectiveness of implementation of
measures of financial policy.

Topicality of the research. One of the most important attributes of a modern state is public finance.
The process of public finance management is multi-level with a complex structure and various forms of
implementation. In this context, the financial policy of the State is an element that normalizes the process of
management of public finances, determines its outcome orientation. It is the effectiveness of the use of
financial policy instruments that determines the pace of economic and social dynamics of the country, the
development of entrepreneurial initiative and, ultimately, the well-being of the population.

Analysis of recent research and publications. Various aspects of formation and implementation of
financial policy are the object of research of many domestic and foreign scientists.

The team of authors [1] explores the problems of feasibility of preventive measures to reduce the
likelihood of crisis phenomena in the financial sector. It is noted that the degree of state regulation in the
context of the implementation of preventive measures significantly depends on the tools of financial policy.

The results of the research presented in [2] cause a significant academic interest. The authors analyzed
the main components of the pre-crisis financial policy and identified the problematic elements determining
the scale and direction of the crisis. An important conclusion of the study is the need to focus on the fiscal
and debt components of financial policy.

The study [3] is devoted to similar problems. The authors indicate the degree of foreign currency debt
influence on the optimality of monetary policy and point to the consequences for exchange rate regimes.

Questions of formation of effective financial policy as an instrument of realization of economic sovereignty
of the State are considered in paper [4, p. 203—209]. The article outlines the general directions of strengthening the
economic sovereignty of the State through the implementation of an effective financial policy.

Highlighting unexplored parts of a common problem. The problem of determining the
effectiveness of the implementation of Ukraine's financial policy, taking into account modern challenges,
requires additional research.

Problem statement. The purpose of the article is to analyze the main indicators characterizing the
effectiveness of the financial policy of Ukraine.

Presentation of the main material. Financial policy is a key element of the state policy of socio-
economic development. In our opinion, financial policy can be defined as a set of targeted measures in the
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field of public finance implemented by the competent authorities in order to ensure stable economic and
social development of a society.

According to the scientific approach outlined in [5], the effectiveness of financial policy depends on
the efficiency of the State at each stage, the correctness of the decisions taken. Its formation begins with a
clear-cut definition of goals and setting reasonable tasks. Based on this, the choice of the type of financial
policy is made — strict or moderate regulation, or the policy of minimum restrictions; discretionary and built-
in stabilizers. On this basis, the directions of implementation are chosen (which tasks are provided by means
of monetary and fiscal policy) and the instruments of implementation, the ways to ensure coordination of
their actions [5, p. 129].

The main indicators characterizing the degree of efficiency of the financial policy of the State should,
in our opinion, contain the following elements: the dynamics of GDP, per capita included, indices of
industrial and agricultural production.

These indicators, in turn, are detailed/supplemented by indicators of the budget system and funding
sources. In addition, in some cases, it is reasonable to analyze a wider range of indicators that will determine
the effectiveness of the country's financial policy.

According to the World Bank, the indicator of GDP per capita in Ukraine in 2017 concluded 85% of
the level of 2014, in value terms it is 2639 USA $. This is an extremely low figure, especially in comparison
with our neighbors: Belarus — USA $ 5280., Poland — USA $ 12730., Romania — USA $ 10000. Moldova —
USA $ 2200.
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Figure 1 — Dynamics of indicators of GDP volume index, indices of industrial and agricultural production
Source: [6; 7; 8]

The data in Fig.1 show a moderate growth of GDP, starting from 2016. During 2014-2017 trade takes
a significant share in the gross value added structure. Its share during this period ranged from 16.6 — 16.9%.
The share of agriculture increased by 0.4 of gross product to 12.1%, industry increased by 2.2 gross product
to 21.9%. Moreover, the share of the extractive industry increased most significantly during this period.

The structure of gross added value despite the increase in the share of industry cannot be considered
optimal. In the era of Industry 4.0 as a result of new technologies advance (Internet of things, fully
automated production) the structure of the economy is transformed in the direction of information and
virtualization. Accordingly, the nature of financial policy is changing under the influence of block chain
technologies and the new Fin Tech architecture.

That is why, an important goal of modern financial policy of Ukraine is to create prerequisites for
improving the competitiveness of the domestic economy through the introduction of new technologies.

However, in 2017, the share of the information sector stated 4.4 % of gross value added, an increase of
0.6 % compared to 2014. The share of education generally decreased by 0.4 gross product to 5.1 %.
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The above mentioned indicates the absence of a formed basis and prerequisites for the implementation
of measures that will move our country to Industry 4.0, the introduction of advanced technologies in the
financial sector.
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Figure 2 — Dynamics of individual indicators of the budget system, billion UAH
Source: [9; 10]

The measures implemented within the framework of the financial policy during 2017-2018 allowed to
significantly reduce the volume of the state budget deficit both in absolute terms and in relation to GDP (Fig.
2). At the same time, the growth of underfunding of the expenditure part of the budget in recent years is of
great concern. For example, in 2018 the expenditures were financed by 95.3%, which is 1.1 percentage
points less than in 2017. In addition, the costs of economic activity held only the sixth position by priority,
and their volume is 1.8 times less than the cost of servicing the debt. This is the situation with education
costs. That is, in this context, the budget priorities of financial policy are debatable.

The dynamics of the revenue part of the state budget in 2018 is largely due to the growth of tax
revenues with the main role of VAT.

In our opinion, it is advisable to focus on the fact that during 2014-2018 the tax burden on business
entities increased. This is evidenced by a number of indicators, in particular, the share of taxes in GDP. In
2014, its value was 13%, in 2018 — 15.9%. At the same time, the growth rate of VAT on goods produced in
Ukraine was lower than the growth rate of VAT in general. This is quite a serious challenge in the
implementation of financial policy due to the fact that the post-crisis growth of the profitability level of the
real sector enterprises has stopped.

Thus, in the third quarter of 2017, EBITDA margin was slowly declining after more than two years of
growth. The growth rate of operating profit decreased significantly from 50% p/p for 6 months of 2017 to
1% p/p for January — June 2018 [11, p. 13].

The above shows that it is not necessary to count on profit as a significant source of financing of
innovation and investment activities in the framework of the implementation of financial policy in the short term.

It is advisable to agree with [4] that with an ineffective financial policy of financing measures to solve
current and long-term problems is carried out by increasing the volume of public debt, and this, in turn,
increases the burden on the public finance sector to a critical level.

Data analysis in Fig.3 indicates the change in 2018 of the urgent structure of financing of the state
budget of Ukraine in the direction of the predominance of short-term borrowings from both internal and
external sources.

In addition, the borrowings of 2018 were carried out due to the unfavorable conditions of the world
financial market. This, in particular, affected interest rates on loans. Thus, if in 2016 the government issued
Eurobonds under guarantees at the rate of 1.71%, in September 2017 the next issue was placed with a yield
of 7.375%, in November 2018 the rate ranged from 8.994% (5-year) to 9.75% (10-year). On the other hand,
NAC Naftogaz even at a yield of 10.9% could not place Eurobonds in the amount of 0.5-1.0 billion dollars.
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Figure 3 — Financing of the state budget of Ukraine by type of debt obligation in 2014 — 2018
Source: [11, p. 11]

In addition, the borrowings of 2018 were carried out due to the unfavorable conditions of the world
financial market. This, in particular, affected interest rates on loans. Thus, if in 2016 the government issued
Eurobonds under guarantees at the rate of 1.71%, in September 2017 the next issue was placed with a yield
of 7.375%, in November 2018 the rate ranged from 8.994% (5-year) to 9.75% (10-year). On the other hand,
NAC Naftogaz even at a yield of 10.9% could not place Eurobonds in the amount of 0.5-1.0 billion dollars.

This indicates a significant increase in the interest rate and, accordingly, the value of Eurobonds.

The vulnerability to interest rate risks rises and creates uncertainty in public financial management
[11, p. 11].

In this case, the costs of repayment and servicing of public loans and performance of obligations under
guarantees limit the possibility of ensuring sustainable and stable development of the country [4, p. 208].

For example, in 2019, the planned payments for debt repayment will amount to UAH 460.9 billion,
in 2020 — UAH 310.6 billion, in 2021 — UAH 240.5 billion, in 2022 — UAH 194.6 billion, in 2023 — UAH
203.4 billion [11, p. 10; 12].

The data in Fig. 4 shows that today there is no need to rely on the potential of foreign trade and foreign
investment. During the period under review, the volume balance of foreign trade increased by almost USA $
11 billion. The volume of foreign investments during 2014-2018 decreased by 41.1%, which, in our opinion,
indicates not only the influence of objective factors (military actions in the East of the country), but also
subjective ones. The lack of real measures on import substitution at the same time with a low degree of
favorability of the business environment leads to the growth of import volume and lack of interest from
foreign investors.

In this context, it is advisable to agree with [11, p. 10] that in the medium term it is expected that the
current account deficit will remain close to 2.5 — 3% of GDP.

For the sake of economic transformation in the financial system of Ukraine, the Ukrainian government
has made a number of important decisions, in particular on the directions of the budgetary policy for 2018-
2020. The main directions of the budgetary policy for 2018-2020 are based on the provisions of the Program
of activities of the Cabinet of Ministers of Ukraine, the Coalition agreement, the Mid-term plan of priority
actions of the Government until 2020, the Sustainable Development Strategy "Ukraine 2020", the programs
of cooperation with international financial organizations. Considering the achievement of macroeconomic
stability in 2015-2017 and the first signs of growth of gross domestic product in Ukraine, for the first time a
medium-term budgeting for three years is introduced. The transition to medium-term budgeting implies
increased budgetary discipline and the introduction of an effective mechanism for managing budgetary
resources. This will help ensure financial stability and strengthen economic growth in the medium term. This
document defines the main objective of fiscal policy to stabilize public finances by gradually reducing the
government budget deficit and reducing government debt relative to gross domestic product in the face of
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risks caused by the sharp increase in external debt payments in the coming years and the dependence of the
national debt on exchange rate fluctuations.
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Figure 4 — Dynamics of individual indicators characterizing the international economic cooperation of Ukraine
Source: [9; 11;12; 13; 14]

The main principles underlying the 2018-2020 budget policy are:

- Creating a favorable investment climate and maintaining macroeconomic stability, in particular the
continuation of fiscal consolidation to accelerate economic growth;

- implementation of public administration reform, decentralization and transformation of public
finances;

- development of human capital through reforms of the health and education system, provision of state
social support;

- Establishing the rule of law, combating corruption by supporting the effective functioning of anti-
corruption institutions, ensuring equal access to justice and effective protection of property rights;

- ensuring the security and defense of the state, in particular the protection of its sovereignty and
territorial integrity.

In order to accomplish these tasks, it is necessary to make structural transformations in the economy,
in particular:

- to increase the efficiency of the use of budgetary funds by strengthening the link between budgetary
allocations with strategic priorities of the state and assessing the efficiency and appropriateness of
expenditures;

- to implement health care reform, which is based on the principle of financing the service and
guarantees the population access to quality health care;

- deepen education reform;

- create a fair system of social protection through pension reform, pensions modernization, increased
accountability and accountability in the benefits system to ensure maximum targeting, transparency and
proximity to the provision of appropriate social services to the population;

- to increase the remuneration of the employees of the budgetary sector and the private sector, to take
measures to shade wages;

- create a favorable business environment to increase investment in innovation, agribusiness and other
sectors that produce value added in Ukraine, as well as the growth of small and medium-sized businesses;

- integrate the economies of Ukraine and the EU by implementing the trade and economic provisions
of the Association Agreement between Ukraine and the European Union, in particular the provisions on the
Free Trade Area (DCFTA) [16].

One of the priorities of the state tax policy for 2018-2020 is to ensure the stability of the tax system, in
particular to improve efficiency and facilitate tax administration while minimizing opportunities for abuse.

The new Budget Resolution 2018-2020 should be the first step in changing budgetary approaches and
responsibilities. Meanwhile, economic experts see the activities of the Ministry of Finance as both positive
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and negative aspects, including the traditional coverage of the state budget deficit with new borrowings and
the inability to waive income tax [17].

An important task of the state's financial policy is to create a financial market that will be the main
mechanism for converting savings into investments, redistribution of capital and ensuring transparency of
financial flows. For this purpose it is necessary to considerably increase the efficiency of the state financial
policy in the development of the securities market, commodity market, the market of collective investments,
supervision and control over investing of pension accumulations [18].

n addition, the high level of budget deficits and public debt remains unresolved. As a result of the
increase in Ukraine's debt, the state budget expenditures on public debt servicing have increased
significantly. An increase in budget expenditures for debt repayment leads to a further increase in the budget
deficit.

Another negative factor affecting the state of the budgetary and financial system is the intensification
of inflationary processes in the economy, especially in connection with higher wages and pensions. At the
end of 2017, inflation reached 13.7%, which was higher than the NBU inflation benchmark, which was
8 = 2%. According to World Bank forecasts, inflation in Ukraine is 9.9% in 2018, inflation will slow to 7.3%
in 2019 and 6.5% in 2020. An increase in the NBU discount rate from 12.5% in May 2017 to 18% in
September 2018 contributed to a 9% inflation rate [19].

Conclusions. The results of the analysis indicate the low efficiency of the state financial policy at the
present stage

Priority measures, the implementation of which will enhance the effectiveness of financial policy,
should include the formation of adequate institutional prerequisites, an important role among which is given
to regulatory support [15].

Also, the proposals formulated in [16] are rather sustainable. According to them, the priority directions
of financial policy for the medium term should be: improving the efficiency of financial and budgetary
planning and forecasting, improving the mechanisms of currency regulation, strengthening the relationship
of financial regulation with the cyclical nature of economic development, ensuring macroeconomic balance
[16, P. 16].

The prospects for further research is to determine the optimal level of public debt in the context of the
implementation of financial policy objectives.
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H. B. lynuenko
AHAJII3 EOFEKTUBHOCTI PEAJIIBAIII ®THAHCOBOI IIOJIITUKU YKPAIHU

OmHUM 13 HaWBaXIIMBIMHMX aTpUOYTIB CydacHOi AepkaBU € cycminbHiI ¢iHancu. [Ipomec ympaBiiHHA
CyCHIIbHUMH (piHaHCaMU € OaraTopiBHEBHM, Ma€ CKIAJHY CTPYKTYpY # pi3Hi popmMu peainizaiii. ¥ JaHOMY KOHTEKCTI,
(iHaHCOBA TOITHKA JICPKABH € IEMEHTOM, SIKH YHOPMOBYE IIPOIeC YIPABIiHHS CyCIIIbHAMU (hiHAHCAMU, BH3HAYAE
Horo pesynbTaropieHToBaHiCTh. Came Bif e(EeKTUBHOCTI BHUKOPHCTaHHS 1HCTPYMEHTapil0 (iHAHCOBOI MOJITHKU
3ajeKaTh TEMITH EKOHOMIYHOI Ta COMialbHOI JWHAMIKK KpaiHW, PO3BUTOK MiANPUEMHHUIBKOI IHIMIATHBH Ta, Yy
KIHIIEBOMY pe3yJIbTati, T0OpOOYT HaceNeHHS.

[MpoGnemaruka Bu3HaUYeHHs e()EeKTUBHOCTI peaizaiii (iHaHCOBOI MOJITUKU YKpaiHU i3 ypaxyBaHHSIM Cy4acHHX
BHKITUKIB TIOTPEOY€E TOJATKOBOTO TOCIiIXKCHHSI.

diHaHCOBA MOJITHKA € KIIOYOBUM EIIEMEHTOM JAEPIKAaBHOI MOJIITHKH COLIAIbHO-€KOHOMIYHOTO PO3BUTKY. Tyt
MOXHa BHW3HAYHATH SK CYKYIHICTh MIJECIPSIMOBAaHHX 3aXOIiB y cdepi cycmimpbHHX (iHAHCIB, SIKy peali3yloTh
KOMITETEHTHI OpraHu Jiep>KaBHOI BJIaJIU 3 METO0 3a0e3eueHH sl cTabiIbHOrO €KOHOMIYHOTO Ta COLIajJbHOTO PO3BHUTKY
CyCITUTBCTBA.

3rigHo 3 HAYKOBUM IIiJXOIOM, MIi€3JaTHICTh ()IHAHCOBOI MOJITHKH 3aJ€XKHTh BiJ €(PEKTHBHOI MisSUIBHOCTI
JiepKaBH Ha KOKHOMY €Tarli, MPaBHILHOCTI yXBaJEHUX pillleHb. [T (POPMyBAHHS MOYMHAETHCA 3 YITKOTO BH3HAUEHHS
IiJIel 1 MOCTAaHOBKU OOIPYHTOBAHUX 3aBJaHb. BUXOIA4M 3 1BOTO, 3MIMCHIOETHCS BUOIp THITY (hiHAHCOBOI MOJITHKH —
KOpPCTKa YHM TIIOMipHAa perjiaMeHTamis, a0o IOJITHKa MiHIMadbHHX OOMEXEHb; MHCKpeliiHa abo BOYIOBaHHUX
crabimizatopiB. Ha 1ili ocHOBI 00MparoThcs HampsMu peajizaiii (BHPILIYEThCS, sIKi 3aBAaHHS 3a0e3NeuyHThCs
3aco0aMM MOHETAapHOi, a sKi — (ickaJpHOI MONITHKM) 1 IHCTPYMEHTH peanizamii Ta crnocobu 3abe3nedeHHs
CKOOPJMHOBAHOCTI 1X Aiil.

Kniouoei cnoea: dinancosa nosiTrka, peaiizanis (piHaHCOBOI MOJITHKY, IHCTpYMEHTapii (iHaHCOBOI MOJITHKH,
KpHU30Bi sABHIIA, (icKanbHa Ta OOprosa ckianoBa (hiHAHCOBOI MOJITHKH, MOKA3HUKH e€(EKTUBHOCTI peatrizamii 3axoiB
(iHaHCOBOI MOJIITHKH.
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