EarekTpoHHe HaykoBe paxoBe BHAAHHS 3 eKOHOMIYHHX HayK «Modern Economics», No29 (2021), 121-129
https://modecon.mnau.edu.ua | ISSN 2521-6392

JEL Classification: H 60; H 63, H 69 DOI: https://doi.org/10.31521/modecon.V29(2021)-19

Lushko Svetlana, Senior Lecturer of the Department of finance and credit, Petro Mohyla Black Sea
National University, Mykolayiv, Ukraine

ORCID ID: 0000-0003-4598-1319
e-mail: sveta.lushko@gmail.com

Shepetina Mariia, Student of the 4th course, specialty 072 «Finance, banking and insurance with in-depth
study of foreign language», Petro Mohyla Black Sea National University, Mykolayiv, Ukraine

ORCID ID: 0000-0003-0266-492X
e-mail: shepetina2015@gmail.com

Public Debt of Ukraine: Features of Formation and Influence on Economic Growth

Abstract. Introduction. Nowadays, Ukraine’s economy, as well as other economies, suffers from the global crisis due to
Covid-2019. Expenditures of the country increase with a considerable rapidity, especially on healthcare and social protection.
Taking into consideration the fact that accumulated budget revenues do not always cover the necessary expenses, country is in
need to take credits to cover the budget deficit, which arises. These loans constitute public debt, the increase in maintenance
costs of which may lead to a slowdown in economic growth, which is already taking place in Ukraine.

Purpose. Determination of the features of the formation of public debt in Ukraine and research of its impact on economic
growth in 2011-2019. To achieve this goal, the following tasks are envisaged: study of the main stages of the formation of public
debt in Ukraine; analysis of the dynamics and structure of public debt 2011-2019 years; research of the relationship between
domestic and foreign debt and GDP with the help of a two-factor model; interpretation of the results and recommendations for
optimizing the structure of public debt.

Results. The article examines the formation of Ukraine's public debt since the country's independence (1991). Based on
statistics and the work of domestic scientists, a brief description of the nine main stages of formation and accumulation of public
debt was identified and provided; the structure of public debt (by sources, maturities and types of creditors) for 2011-2019 is
analyzed; the dynamics of internal and external debts during the specified period is represented; an empirical analysis of the
relationship between domestic and external debt and GDP is done; The Medium-Term Public Debt Management Strategy for
2019 - 2022 of the Ministry of Finance of Ukraine on Public Debt Management was considered. Based on empirical research, it
was found that domestic debt has more positive impact on economic growth than external borrowing. The public debt
management strategy for 2019-2022 developed in the context of macroeconomic stabilization contains four main objectives of
public debt management and the first one is to increase the share of public debt in the national currency. Therefore, we can
conclude that the results obtained in the study coincide with the strategic directions of the country's debt policy in the medium
term.

Keywords: expenditures; revenues; public debt; internal debt; external debt; debt burden.
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Jlymko C.M., crapmuii Bukagad kadegpu o¢iHaHCIB i KpeauTy GakyJbTETy €KOHOMIYHHUX HayK,
YopHOMOpChbKUH HallioHa/IbHUM yHiBepcuTeT iMeHi [leTpa Moruau, M. MukoJiais, YkpaiHa

Illenetina M.O., cTygeHTKa 4-ro Kypcy cnenianbHocTi 072 «®iHaHcH, 6GaHKiBCbKa CIpaBa Ta
CTpaxyBaHHs 3 NOTJIMG/IeHUM BUBUEHHSIM iHO3eMHOI MOBU», YOPHOMOPCHKUH HallioHA/JIbHUH YHiBepCcUTET iMeHi
[lerpa Moruauy, M. Mukosais, Ykpaina

JepxaBHU 60pr YKpaiHu: 0c061UBOCTi GOpMyBaHHS Ta BIIUB HA €KOHOMiYHe 3pOCTaHHA

AHomayisa. Ha cb0200HI ekoHOMIKa YKpaiHu, sIK | eKOHOMIK [HWUX KpaiH, Mae HezamueHi Hacaidku 8id caimoesoi kpusu
uepes Covid - 2019. Bumpamu kpaiHu 3pocmaroms 31 3HAYHOKW weudKicmio, 0co6.1U80 HA 0XOPOHY 300p08'ss ma coyianbHull
3axucm. Bepyyu do ysazu moii hakm, wo aKymy.1608ari doxodu 6i0dxcemy He 380U NOKpu8ams HeobXxioHi sudamku, mo
suHukae degiyum 6r0dxcemy, 045 nokpumms 5K020 ypsidy HeobxioHo 3aayvamu Kpedumui kowmu. [ani kpedumu
cmaHoeasims depicagHull 60pe, 3pOCMAHHSI BUMPAM HA 06C/1Y208Y8AHHS SIKO20 MOXCe npuzgecmu 0o ynogibHeHHsl memnie
eKOHOMIYHO20 3POCMAaHHS, WO I mak 8id6ysaemubcsl 8 YKpaiHi.

Jocaidsiceno opmysarus depicasHozo 60pay YKpaiHu, novuHar4u 3 Npo2oaoweHHs HesaaexcHocmi kpaiHu (1991
pik). Ha ocHosi daHux cmamucmuku ma npayb 6im4u3HsHuUX Haykosyie 6y/10 8udiseHo ma HA0aHO KOPOMKY Xapakmepucmuky
deg’simu OCHOBHUX emanié CMAaHOB8/€HHs MA HAKONUYEHHSI 0epHcasHoz20 6opay; NpoaHanizosaHo cmpykmypy 0epicagHozo
6opay (3a dicepesamu, cmpokamu nozauleHHss ma munamu kpedumopis) 3a 2011-2019 poku; HagedeHO JUHAMIKY 8HYyMPIWHIX
ma 308HIWHIX 60p2ie npomsi2oM 3a3Ha4eHo20 nepiody; 30ilicHeHO emMnipu4YHuUll AHAAI3 38 13Ky MidC 8HYMPIWHIM Ma 308HIWHIM
6opzom ma BBII; poseasHymo CepedHbocmpokogy cmpamezilo ynpasiHHs depycagHum 6opzom Ha 2019-2022 pp.
Minicmepcmea ¢inancie Ykpainu wodo ynpasaintus depicagHum 6opzom. Ha ocHogi npogedenozo emnipuuHozo docaidsiceHHs
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6y/10 8cmaHo8/eHO, WO GHYMpIWHill 6ope Mae 6iAbW NO3UMUBHUU 6N/AU8 HA eKOHOMIYHe 3POCMAHHMS, HINC 308HIWHI
3ano3uyeHHs. Cmpameeist ynpasaiHHs depiycasHum 6opeom Ha 2019-2022 pp. po3pobsieHa 8 KOHMeKcmi MakpoeKoHOMi4HoT
cmabinizayii ma micmumbs yomupu OCHO8HI Yini ynpaeniHHs OepicasHuM 60p2oM i nepwia 3 HUX € 36i1bWeEHHS 4acmKu
depsicasHozo 6opzy y HayioHanbHill eaatomi. Tomy MoxcHA 3po6umu BUCHOBOK, WO pe3y/1bmamu, OmpuMaHHi e docaidxiceHHi
36izarombcs 31 cmpamezivHUMU HanpAMuU 60p2080i noimuku KpaiHu e cepedHboCmpoKos8ill nepchekmusi.

Bidnogidno do cmpamezii Minicmepcmea ¢piHaHcie Ykpainu, espoobaizayii e epusHsix 6ydymbe eunyweHi 0as
3a/1y4eHHs H03eMHUX [Heecmopie ma 3MeHWeHHs1 He2aMu8HO20 8N/1U8Y 308HIWHbBO20 60P2y HA eKOHOMIKY. 3MEHUWEHHS 4acmKu
308HIWHBLO20 60p2y WASIXOM NOCMYN0B8020 06MENCeHHsl 8UNYCKi8 8HyMpiwHIX depicasHux obiizayill, He 8UPANHCEHUX Y 2PUBHI,

Hada.li N03uMuBHO 8nuUHe Ha 8apmicmbe 8a1HMHUX pe3epsies.

Kawuoei cnroea: sudamku; doxodu; deprcasHull 6ope; sHympiwHill 60pe; 308HIWHIl 60p2; 60p2068e HABAHMANCEHHSI.

Formulation of the problem. In the modern state
perspective, the needs for financial support of state
functions constantly increase; therefore, the state has to
spend more to meet these needs. Ordinary public
revenues such as taxes, duties, fees, property and
enterprise revenues, taxes, and penalties generally meet
public expenditures. However, the state is faced with the
public sector deficit due to reasons such as war, natural
disasters, Covid-19, large infrastructure investments,
financing development, economic crises, budget deficit,
as well as the ever-increasing ordinary public
expenditures. To overcome this situation, they refer to
borrowing which in turn leads to an increase in public
debt. Ukraine is no exception, so the issue of effective
public debt management and the study of its impact on
economic growth is relevant nowadays.

Analysis of recent research and publications. The
consequences of public debt for the economy and its
impact on economic growth have been the subject of
research for scientists. Among foreign scientists, it is
necessary to emphasize such scientists as S. L. Brew,

J. Buchanan, J.Keynes, K.Marx, K.R.McConnell,
T. Malthus, J.Lo, G.Mcleod, D.Ricardo, A.Smith,
J. Schumpeter, A. Tan and others. Based on the
achievements of Western economics, Ukrainian
researchers such as V.L Andrushchenko,
O. |. Baranovsky, T. P. Bogdan, V. M. Fedosov,

V. M.Geets, G.V.Kucher, 0. D. Vasilik, T. P. Vakhnenko,
A. M. Moroz, K. V. Pavlyuk, M. I. Savluk, V. N. Sutormina
investigated various aspects of public debt and its issues
in Ukraine. Nevertheless, taking into consideration the
fact that Ukraine has a chronic state budget deficit and

has a constant need to attract credit, occurs the issue of
efficient utilization of debt, as well as the optimal ratio of
domestic and foreign public debt to stimulate economic
growth.

Formulation of research goals. The purpose of
determining the features of the formation of public debt
in Ukraine and study of its impact on economic growth in
2011-2019 years. To achieve this goal, the following tasks
are envisaged: study of the main stages of public debt
formation in Ukraine; analysis of the dynamics and
structure of public debt for 2011-2019 years; study of the
relationship between domestic and external debt and
GDP based on a two-factor model; interpretation of the
results and providing of the recommendations for
optimizing the structure of public debt by the type of
creditor.

Outline of the main research material. According to
the Budget Code of Ukraine, public debt is the total
amount of debt obligations of the state to repay received
and outstanding loans (borrowings) as of the reporting
date, arising from government borrowing [1].
Government borrowings are made to cover the state
budget deficit and refinance public debt [2].

The whole logic of how the public debt is formed is
clear: state spends its earnings towards society’s needs,
and when expenditures exceeds earnings, budget deficit
acquires. State attracts extra costs in form of borrowings,
consequently, that is how a public debt creates.

Based on the analysis of the works of native
scientists, the formation of public debt can be divided
into eight main stages.

Table 1 Stages of formation of public debt of Ukraine

Formation stage

Brief description

1991-1994 - formation
of public debt

This stage is characterized by unsystematic external borrowing. In the domestic market, the
main creditor was the NBU. The government attracted direct loans from the NBU and provided
guarantees for foreign loans to Ukrainian enterprises. At this time, settled debt relations with
the Russian Federation. At the time of independence, Ukraine had no foreign debt, as the
Russian Federation took responsibility for all the debts of the Soviet Union. During this period,
the introduction of its own currency took place.

1995-1996 - the period
of external guarantees

Direct loans of the NBU, which were in fact a hidden issue, gradually began to be replaced by
domestic government bonds and treasury bills. During this period, the external public debt
begins to form due to loans from international financial organizations of economic
development - the International Monetary Fund (IMF), the World Bank (WB) and the European
Bank for Reconstruction and Development (EBRD). However, in general, the tendency to direct
credit funds for consumption rather than investment in the economy was negative.
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1997-first half of 1998 -
active borrowing in both
domestic and foreign
markets

Ukraine's entry into foreign capital markets, the first issue of Eurobonds and the conclusion of a
credit rating agreement with rating agencies: in the United States - Fitch Investor Services and
Duff & Phelps Credit Rating Co., in Europe (UK) - ICSA and in Japan - Nippon Investor Service.
Non-residents have received permission to conduct government bond transactions through
authorized Ukrainian banks.

the second half of 1998-
2000 - debt restructuring

At the beginning of this stage, a significant amount of public debt was paid, and simultaneously
the domestic economy was characterized by an exacerbation of the crisis. During this period, for
the first time, a number of public debt restructuring operations were conducted, which avoided
default. After the 1998 financial crisis, the Ministry of Finance implemented a program to
replace Ukraine's domestic debt with new debt to reduce the impact of the crisis on the
country's economy, which was seen by international financial circles as a sovereign default and
was immediately reflected in Ukraine's credit rating downgrade.

2001 - 2007 - a period of
prudent debt policy
aimed at preventing

uncontrolled growth of
public debt

Stage is characterized by a balanced approach to the formation of public debt. There was a
decrease in the ratio of public debt to GDP and stabilization of budget expenditures on public
debt payments in the range of 3.8-4.0% of GDP. These positive trends occurred both due to
economic growth and due to the introduction of an effective debt policy.

2008 - 2009 — threat of
loss of debt security

It is a period of aggravation of the global financial crisis, collapse of the domestic economy,
growing state budget deficit and deteriorating debt security due to rapid growth of public debt
(due to the issuance of domestic government) bonds to increase the authorized capital of banks
and replenish the Stabilization Fund; receiving the first tranche of the International Monetary
Fund; depreciation of the national currency).

2010 - 2013 —increase of
debt burden

As a result of the accumulation of a significant amount of domestic and foreign debt during the
previous period, this period was characterized by an increase in the debt burden on the
economy of Ukraine. During this period, the country's long-term and short-term credit ratings
are declining. The period 2012-2013 repaid a significant part of the debt on stabilization loans
previously received from the IMF. In subsequent years, until 2014, there was no significant
increase in public debt due to economic stabilization.

2014 -2019 -
devaluation of the
national currency

As a result of the NBU's transition from a flexible exchange rate strategy to a floating exchange
rate strategy, the national currency depreciated sharply, as a result of which the amount of
public debt almost doubled. In addition, the growth of external borrowing is due to the need to
increase certain items of state budget expenditures (defense, social protection) due to the
annexation of Crimea and the beginning of the armed conflict in the east of our country.

2019 — nowadays —
negative tendencies- if
public debt formation

nowadays

The ratio of public debt to GDP reaches its maximum. These negative trends are due to the
effects of the financial crisis caused by the spread of Covid-19, which led to the devaluation of
the national currency and a general decline in production and consumption due to quarantine
restrictions.

Source: build by the authors based on [2, 7, 8, 9, 10, 11]

Let’s investigate the structure of public debt. It is
classified into three main groups according to the
sources, maturity, and types of creditors. Public debts

according to the sources are divided into internal and
external debts. The data of public debt according to the
sources is represented on table 2.

Table 2 Internal and external debt of Ukraine per 2011 — 2019 years in billions

Year Internal debt (USD) Internal debt (UAH) External debt (USD) External debt (UAH)
2011 20,209 161,467 24,507 195,806
2012 23,808 190,299 26,138 208,919
2013 32,148 256,960 27,932 223,259
2014 29,236 461,004 30,823 486,027
2015 21,166 508,001 34,410 825,860
2016 24,664 670,646 36,048 980,188
2017 26,843 753,399 38,490 1080,310
2018 27,488 761,090 39,699 1099,201
2019 35,020 829,495 39,342 931,874
Source: [4]
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Internal borrowing refers to a country’s borrowing
from own national resources. This borrowing has no
effect on increasing or decreasing national income.
External borrowing refers to the resources provided from
a foreign country that is repaid with principal and
interest at the end of a certain period. External debt has
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an increasing effect on national income when it is taken
and vice versa has a decreasing effect on national income
when it is paid [2]. The visualization of the dynamic of

both this types of debts is represented on
figures 1 and 2.
2015 2016 2017 2018 2019  Years

External debt (UAH)

Figure 1 — The dynamic of internal and external debt of Ukraine per 2011 — 2019 years in billions UAH

Source: built by authors from [4]

The graphic distinctly shows that both types of debts
tends to grow. Nevertheless, external one increases
more rapidly starting from 2014 year. Such tendency can
be explained by the unstable situation in Ukraine during
this period (Euromaidan, the accession of Crimea to the
Russian Federation and the armed conflict in eastern
Ukraine), which forced involvement of extra capital to
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the country. The gap between internal and external debt
was almost at the same level during 2015 — 2018 years.
In 2019 it significantly declined and almost reached the
level of internal one.

Let’s consider the same data for the same period, but
in another currency - usD.

2015 2016 2017 2018

2019 Years

External debt (USD)

Figure 2 — The dynamic of internal and external debt of Ukraine per 2011 — 2019 years in billions USD

Source: built by authors from [4]

Comparing both graphics, it can be seen that the
dynamic of external debt almost stayed unchanged,
whereas the dynamic of internal one changed noticeably.
The reason for it is the depreciation of the national

currency. In 2011 — 2013 years, $1 cost around 8 hryvnas,
therefore, external debt was growing with great rapidity.
However, in 2014, this figure increased almost twice and
in 2015, it raised to 24 hryvnas per $1. The following
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years it continued growing. Consequently, the graphic
with a national currency shows gradual grows, while in
foreign one the dynamic looks differently.

Let’s move to another classification of public debt.

Public debts according to the maturities:

1.  Short-term liabilities and promissory notes;

2. Medium-term liabilities;

3.  Long-term liabilities.

Short-term public debts (floating debts) refer to debts
up to 1 year. In short-term borrowing, treasury bills and
treasury guaranteed bond are used. Medium-term public
debts refer to debts ranging from 1 to 5 years. Long-term
public debts refer to debts more than 5 years. The
instrument of long-term borrowing is the government
bond. These debts are provided from the capital markets

and have a higher interest rate than the interest rate of
short-term borrowing. Long-term debts are classified as
redeemable debts and irredeemable debts.

The long-term or short-term maturity of public
borrowing determines the duration of the contraction or
expansionary effects. In this respect, the short-term
borrowing changes the economic conjuncture frequently,
because of the more liquidity and monetization feature
of short-term debt instruments. If the resources obtained
by borrowing are expended, it causes an expansionary
effect; if the resources obtained by borrowing are not

expended, it causes a contractionary effect [2].
Therefore, let’s consider the distribution by the
maturities of internal public debt.

Table 3 Internal public debt of Ukraine by the maturities in billions UAH per 2011 — 2019 years

% from total Medium- % from total Short-term % from total
Year Ll?ané;itgg? amount per term amount per liabilities and amount per
year liabilities year promissory notes year
2011 92,093 57,04 62,396 38,64 6,977 4,32
2012 99,916 52,50 84,353 44,33 6,029 3,17
2013 114,160 44,43 139,387 54,24 3,413 1,33
2014 233,334 50,61 219,317 47,57 8,353 1,81
2015 272,536 53,65 227,182 44,72 8,284 1,63
2016 392,517 58,53 274,229 40,89 3,900 0,58
2017 541,897 71,93 193,179 25,64 18,323 2,43
2018 536,510 70,49 153,895 20,22 70,685 9,29
2019 584,643 70,48 207,080 24,96 37,772 4,55
Average 318,623 58,85 173,446 37,91 18,193 3,23
Source: [4], own authors’ calculations
With the help of the data, it is seen that on average investments (such as dams, roads, ports, mining,

58.85% of total liabilities is occupied by long-term debts.
Medium-term liabilities make up around 37.91% and
3.23% is left for short-term liabilities and promissory
notes. Therefore, Ukraine is more likely to get long-term
or medium-term credits due to the fact that they have 5
years and even more to cover it. Such percentage
distribution acquired due to the analysis of 9 last years.
However, if we consider, for instance, last three years,
they show that first group of debts makes up, on
average, 70.96%, medium-term occupies 23.6% and
5.42% goes to the last group. Consequently, the
tendency of recent years demonstrates that Ukraine’s
vector of internal debts is directed mostly to long-term
liabilities, which shouldn’t be covered in the nearest
future. So, that is a way how government taking such
credits probably does not take into account how it will
burden future generations.

If the funds provided through borrowing for
economic development can be directed to infrastructure

agriculture), they increase the new investments through
multiplier effect. As a result, national income and
employment increase; and accordingly economic
development is ensured. Nowadays, less developed and
developing countries, which make the development
effort, resort to external borrowing due to insufficient
internal [2]. The data of external public debt by the
maturities is represented on table 4.

What we should obviously emphasized is the fact that
short-term debts and promissory notes took place only in
2011 and made up 8.16% from total amount of debts per
year. Long-term external debt, as well as internal one,
has a tendency to increase. On average, it is 69.12%,
whereas medium-term debt is 24.4% and other external
liabilities are 5.57%. Generally, external public debt is
mainly occupied by long-term debts that make up around
485 billion UAH on average for the analyzed period. For
medium-term debt this sum is around 150 billion UAH
and 33 billion for short-term debts.
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Table 4 External public debt of Ukraine by the maturities in billions UAH per 2011- 2019 years

% from % from Short-term % from Debts on % from
Vear Long-term total Medium- total debts and total other total

debts amount term debts amount promissory amount external amount

per year per year notes per year liabilities per year
2011 106,122 54,20 58,642 29,95 15,980 8,16 15,063 7,69
2012 133,450 63,88 60,383 28,90 0 0,00 15,085 7,22
2013 143,809 64,41 64,283 28,79 0 0,00 15,167 6,79
2014 342,485 70,47 115,487 23,76 0 0,00 28,054 5,77
2015 552,957 66,96 232,061 28,10 0 0,00 40,841 4,95
2016 659,784 67,31 275,516 28,11 0 0,00 44,888 4,58
2017 799,752 74,03 231,473 21,43 0 0,00 49,085 4,54
2018 863,786 78,58 188,127 17,11 0 0,00 47,289 4,30
2019 766,154 82,22 125,498 13,47 0 0,00 40,222 4,32
Average 485,367 69,12 150,163 24,40 1,776 0,91 32,855 5,57

Source: [4], own authors’ calculations

What we should obviously emphasized is the fact that
short-term debts and promissory notes took place only in
2011 and made up 8.16% from total amount of debts per
year. Long-term external debt, as well as internal one,
has a tendency to increase. On average, it is 69.12%,
whereas medium-term debt is 24.4% and other external
liabilities are 5.57%. Generally, external public debt is
mainly occupied by long-term debts that make up around
485 billion UAH on average for the analyzed period. For
medium-term debt this sum is around 150 billion UAH
and 33 billion for short-term debts.

The next classification refers to the types of creditors.
So, internal debt consists of debts on loans received from
the National Bank of Ukraine (NBU) and on issued
securities. Domestic government bonds are government
securities placed exclusively on the domestic stock
market and confirm Ukraine's commitment to pay
bondholders the nominal value with the coupon
payments in accordance with the terms of bonds issue.
The nominal value of the bond is UAH 1000. It may also
be determined in foreign currency. The data of the
distribution of internal public debt is shown below.

Table 5 Internal public debt of Ukraine by the type of creditor in billions UAH per 2011 — 2019 years

Year Debts on loans received from the NBU Debt on issued securities
2011 3,174 158,293
2012 3,042 187,257
2013 2,910 254,050
2014 2,777 458,226
2015 2,645 505,356
2016 2,513 668,133
2017 2,381 751,019
2018 2,248 758,842
2019 2,116 827,379
Average 2,645 507,617

Source: [4], own authors’ calculations

According to the figures, it can be claimed that mostly
internal public debt consists of issued securities, on
average, they make up 99.2% from the total amount of
debt per year. While debts on loans received from the
NBU decline each year, debts on issued securities grow.
The biggest grows can be noticed in 2014 (almost twice).
It can be explained with an unstable economic situation
in Ukraine in that period (Euromaidan, the accession of
Crimea to the Russian Federation and the armed conflict

in eastern Ukraine). Government was in need to provide
more finance into a range of spheres, like national
functions, defense, etc., which lead to debt grows.

Anyway, a partnership with Government Debt and
Risk Management (GDRM) Program, Ukraine is moving in
the right direction for developing the domestic debt
market: Increased communication with the investors, the
move towards benchmark securities and the expansion
of UAH investor base to non-residents [5].
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Let’s consider how the classification looks like for

external debt with the help of the following table.

Table 6 External public debt of Ukraine by the type of creditor in billions UAH

Received from Received from Received from foreign Debt on .Debts nqt
. . . . . . . included in
Year international financial foreign commercial banks and other issued other
organizations governments foreign financial institutions securities .
categories
2011 84,344 10,721 15,980 0,000 84,761
2012 80,097 9,100 0,001 0,000 119,722
2013 61,904 7,279 0,001 0,000 154,076
2014 169,090 16,372 0,001 272,509 28,054
2015 337,038 32,709 0,001 415,270 40,841
2016 371,847 45,648 0,001 517,804 44,888
2017 407,468 49,296 0,002 574,460 49,085
2018 370,822 47,931 11,080 622,080 47,289
2019 292,197 38,587 33,342 527,526 40,222
Source: [4]

At the first glance, the column ‘debt on issued
securities’ catches our attention due to the fact that up
to 2014 its values were zero. External government bonds
(Eurobonds) are also government debt securities (as well
as domestic government bonds). They are placed on the
international stock markets and confirm Ukraine’s
commitment to reimburse the holders of these bonds for
their nominal value with the payment of income. Other
insignificant values that are noticeable on the table are
millions (not billions, as in the rest statistics) for received
debts from foreign commercial banks and other foreign
financial institutions per 2012 — 2017 years.

Analyzing debts on loans received from international
financial organizations, the value of 2014 increased by
173% in accordance with the previous year. Suggested
reason for it was given previously. 2015 increased by

120% to 2014 year, which can be referred to the unstable
economic situation in the whole world (decline in world
oil prices, etc.). Similar tendency is seen in debts on loans
received from foreign governments.

Summarizing the information above, it can be claimed
that the main source of debt, both internal and external,
is issued securities, mostly with the help of which, state
finance government deficit.

An enormous external debt leads to difficulties in the
country. Consequently, let’s research the impact of both
internal and external public debts on the GDP of Ukraine
in order to emphasize whether there is a necessity of
changing the vector from higher external debt to higher
internal one. The data, which was taken for the
calculations is represented on table 7.

Table 7 The indicators of GDP, internal and external debt in Ukraine per 2011 — 2019 years in billions USD

Year | QDR | eyenr | IMternaldebt | e | Externaldent | SR
2011 163,16 - 20,21 - 24,51 -

2012 175,78 7,74 23,81 17,81 26,14 6,65

2013 183,31 4,28 32,15 35,03 27,93 6,86

2014 133,50 27,17 29,24 -9,06 30,82 10,35

2015 91,31 -31,60 21,17 -27,60 34,41 11,64

2016 93,36 2,24 24,66 16,53 36,05 4,76

2017 112,19 20,17 26,84 8,83 38,49 6,77

2018 130,90 16,68 27,49 2,40 39,70 3,14

2019 153,93 17,59 35,02 27,40 39,34 -0,90

Source: [4; 6], own authors’ calculations

According to the data, it is seen that the GDP
decreased noticeable in 2014 — 2015 years —27.2% and
31.6% respectively. Reasons for that were given before.
The same rows show us simultaneous reduction of

internal and grows of external debts. Therefore, when
Ukraine’s economy faced difficulties according to the
unstable situation in the world and more local reasons,
which affected the east and south of the country,
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government made a decision to attract more from the
outside. Let’s consider the dynamic of these indicators
with the help of the following graphic (figure 3).

It illustrates that even taking into consideration the
fact that GDP has been increasing since 2015 until now,
generally, it has a tendency to decline due to an
enormous fall within 2 years (2013 —2015), when it
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decreased twice. In 2019, GDP almost reached the level
of 2011 year.

Concerning debts indicators, they tend to grow. The
dynamic of GDP coincides with the dynamic of internal
debt each year (they increase and decrease
simultaneously, but on different value).

The dynamic of external debt differs from them. So,
the relationship between these indicators is as follows.

2015 2016 2017 2018 2019 Years

External debt

Figure 3 — The dynamic of GDP, internal and external debts of Ukraine per 2011 — 2019 years in billions USD

Source: built by authors from [4; 6]

Two-factor model was built. The equation for this
model looks next way:

y=181.06+4.53x_1-4.98x_2.

According to the equation, internal debt has direct
relation with GDP: with the grows of internal debt per
S1 billion, GDP increases by 4,53 billion, with fixed
external debt. Nevertheless, external debt has indirect
relation with GDP: with the grows of external debt per
S1 billion, GDP decreases by 4,98 billion, with fixed
internal debt.

ANOVA analysis shows that
MSR(29161.87)>MS(400.19), therefore, the quality of the
model is satisfactory. According to Fisher's test, the
model is adequate with a probability of
95% (F(72.87)>F_cr (19.33)). Student's test proves that
the parameters "a" (3.79), "b_1" (2.90) and "b_2" (3.83)
are statistically significant with a probability of 95%
(>2.45).

The coefficients of pair correlations show that the
individual relation of internal debt and GDP is moderate
(0.33), whereas the relation between external debt and
GDP is medium (0.61). The correlation between both
types of debts is moderate (0.38).

Partial correlations showed that taking into account
presence of external debt in the model, the relationship
between internal debt and GDP is strong — 0.76. And

considering the presence of internal debt in the model,
the relationship between external debt and GDP is even
stronger — 0.84.

It was obtained that together, debts explain 74% of
GDP (R7"2=0.74). However, the adjusted coefficient of
determination is at the level of 65,5%. So, the impact of
other factors, due to the model, is 34,5%.

The calculation of Fisher's partial criteria shows that
both parameters can be included in the model
(F_x1(9.61) and F_x2 (31.40)>F_cr (5.99)).

According to the Farrar-Glauber’s test (x*2 (1.01)<x"2
cr(3.80)) and VIF test, multicollinearity in the model is
absent. There is a homoscedasticity in the model
according to the White test (R"2:n=4.32, which is less
than x*2 —12.6) and graphic test.

All  things considered, analysis gives us clear
understanding that internal debt has a more positive
effect, quantified by GDP while external one has opposite
impact. This will avoid the risk of its growth due to the
devaluation of the national currency and the loss of the
country's debt security.

In accordance with the Public debt management
strategy and program, the volume of payments to repay
public domestic debt may be increased in the event of an
increase in the issue of short-term IGLBs maturing in
2021. Such changes will require a corresponding increase
in government borrowing.
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The amount of payments on public debt service may
differ from the forecast in the event of a change in the
trend in the dynamics of floating rates (LIBOR, EURIBOR
and inflation index) and / or the exchange rate of hryvnia
to foreign currencies.

Conclusions. The stage of formation of the debt
nowadays is characterized by an increase of external
borrowing, which is to some extent due to the need to
increase certain items of expenditure of the state
budget. Public debt is divided into internal and external

debt. Investigation of the structure by the maturities
showed that debt mainly consists of long-term liabilities.
The division of public debt by the type of creditor,
highlighted that mostly country obtain debt by issuing
government bonds. Decrease of the share of external
debt by gradual limitation of non-UAH denominated
domestic government bond issuances, that is a strategy
of Ministry of Finance of Ukraine, will positively influence
on the value of foreign exchange reserves in further
perspective.
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