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UKRAINE’S BALANCE OF PAYMENTS
FINANCIAL ACCOUNT AS AN INDICATOR OF
ECONOMIC STABILITY

Abstract. Ensuring financial stability of the slate economy in many countries is one of the key central bank's objectives. Given the
peculiarities of the Ukrainian economy in 2012-2014, it is extremely urgent to focus attention on the financial account for the crisis
prevention. For a long time, the financial account has discharged purely the compensatory function, i.e. covered the deficit of the
current account balance and enhanced the international reserves. Still the political instability in 2013-2014, negative investment cli-
mate, corruption and deterioration of economic outlook in general have led to increasing the crisis of financial account of the ba-
lance. We describe the key issues of financial account and infer that there are several ways of the economic recovery, Firstly, it is
necessary to establish trade relations with partners in EU by using the grace period in 2014. Secondly, a policy of pulling the eco-
nomy out of the «shadow» should be one of the key priorities in new economic programs. Thirdly, we should carry out informed and
concerted action in cooperation with other countries in order to stabilize political crisis in the country and restore cooperation with
international financial institutions (including IMF). Then it is useful to reduce the current account deficit through using the policy of
import substitution and supporting the national enterprises. Finally, support of small and medium enterprises can make a real dif-
ference too. In conclusion, we reckon that these issues will help not only safe our economy but also develop it in advance.
Keywords: financial account; balance of payments; financial stability; investment.
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M. I. MakapeHxo

AOKTOP eKCHOMINHNX HaYK, npodecop, 3asinyBay KadreApU MXKHADOAHOT 8KOHOMIKK,

ABH3 «Ykpaincbka akagaemin 6aHKIBCLKOI cnpaBu HbBY», Cymn, Ykpaina

0. O. MoHomapeHKo

acnipaHT Katheapn MbkHapoAHOI exoHoMikK, IBH3 «YkpaiHcbka akapemin 6ankiscbkoi cnpasn HEY», Cymu, Yxpaiba
SIHAHCOBUW PAXYHOK MNATDKHOIO BANAHCY YKPAIHM AK IHAWKATOP CTAEIIbHOCTI EKQHOMIKHN
AnoTtauin. NMpotnema nehiunTy HIHAHCOBOTO PaxyHKy HaA3BMHANHO aKTyansHa ANA YHUKHEeHHA DO3BWUTKY KPU3OBWX ABMLL,
BpAXOBYIOUM OCOBANMBOCTI POIBUTKY YKPAIHCHKO! EKOHOMIKW y 2013-2014 pp. ¥ cTaTTi aHanisyeTLCA (MIHAHCOBWA PaxyHOK
nnaTtixHoro SanaHcy AK 00MH i3 0CHOBHUX iHaUKaTopie 3abesneyueHHA crabinisauil, NoxpUTTA AediunTy paxyHKY noTOYHMX one-
pauin. Haaano npakTuuHi pekomeHaauil AnA niaeuileHHA npodiumTy dhiHaHCoBOro paxyHky, 30KpeMa NiATPMMKE Manoro & 6e-
peaHLoro GisHecy, BUKOPMCTAHHA TICHOFO CRiBPOGITHUYTBA 3 MiKHAPOAHUMM opTaHisauiaMk, crabinizauin nonitdHol Kpuaw,
3MeHIIeHHA aediunTy paxyHKy NOTOYHWX ornepauii 4epes NiATPUMKY BITYMIHAHOTO BUPOBHWKE | 3SMEHLLEHHA EHERro3aneXHocTi
YKPaiHCHKUX MiANPUEMCTE WIAXOM 3aNPOBAANEHHA OHePro36epexyYBanLHUX TEXHONOTIN.

Kmovobi cnoba: GiHaHCOBIA DaXyHOK, NRATIXKHWA Bananc, (hiHaHCoBa CTabiNbHICTL, iHBeCTMLII

M. W. Markapexko

[OKTOP SKOHOMMHECKMX HAYK, Npodieccop, 3aeeayioumit kadeapoil MeXIyHaPORHCH IKOHOMUKHM,

YxpauHckan akagemua Gadiosckoro gena HBY, CyMebl, Ykpausa

0. A. NoHomapeHKo

acrMpaHT Kagieapsl MEXIYHAPOAHOA IKOHOMMKM, YKpanHeKan akaaemnA Gankoackoro aena HBY, CyMul, YkpauHa
SUHAHCOBBIM CYET NNATEXHOINO BANAHCA YKPAUHLI KAK MHOAUKATOP CTABUNLHOCTU SKOHOMUKH
AnnotaumA. Mpotnema aAethuumMTa (HMHAHCOBOIO CYeTa YPE3BLIMARKHD akTyanbHa Bo nabexanve pasBuTHA KPU3WCHLIX ABME-
HUHA, YMUTLIBAA OCODEHHOCTIA PA3BHUTMA YKPAMHCKON IKOHOMUKK B 2013-2014 rr. B cTaThe aHanWavpyeTcA (PMHAHCOBLIM CHET
ANATEXHOIO GanaHca Kak 04uH N3 OCHOBHbLIX MHAMKATOPOBR obecneveHnA cTabinmaaumin, NOKpeITUA geduumTa cHeTa TOKYLLMX
onepauuid. NpeacTasnexbl NpakTUYECKWe peKoMeHaaumMn ANA NoBbilEHWA npodnumTa PMHAHCOBOrO CHETA, B T. Y. NOAASPN-
Ka Manoro v cpepHero 6UusHeca, UCNONL30BaHWE TECHOTC COTPYAHUHECTBA C MEXAYHAPOOHEIMU opraHu3aumamm, cTabnnusa-
LMA NONUTMHECKOTO KPU3Kca, YMeHbILeHHe AedMUMTAa CHETa TEKYIMX criepaumnil Yepes NoAREpXKY 0TEHaCTBEHHOTO NPoN3Bo-
LUTENA W YMEHBLUEHWE SHEPrO3ABUCMMOCTI YKPAUHCKIX NPeaANPUATHIA NyTeM BHEAPeHWA 3Heprocheperaoiyux TeXHONoTHiA.
KnioqeBble cnoba: (pMHaHCOBbLIA ¢HBT, NnaTeXHblil 6ananc, (vHaHCoBaA cTabWABHOCTL, UHBECTULMK.

Introduction. The current global financial crisis that has not
spared Ukraine has become a vivid reminder of the need to
improve economic policy at the national and international levels
on the providing an effective system for protecting financial sta-
bility. Given the high dependence of the national economy from
the cumrent international financial and commodity markets it is
needless to pay attention not only to the working out the bal-
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anced financial and economic policies in Ukraine, but also to
protection of the economy from the destabilizing proliferation
processes from abroad through various channels. In particular,
according to the theory of intemational transmission trade,
financial channels play most important role in the transmission
of «infection» from one state to another. In addition, the state
has the ability to support the economy in the financial and real
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secters unlike the situation with the common shocks and infor-
mation channel where the economic laws often do not apply.

Brief Literature Review. Basic conceptual position of ba-
lance of payments figures was formed by colleagues of the
Internationa! Monetary Fund [1]. Matthieu Bussiere {2007)
worked out the crisis prevention model on the balance of pay-
ments indicators basis [2). Claudio Borio, and Piti Disyatat
(2011) highlighted two conceptual problems, i.e. explaining
market interest rates through the saving-investment framework
and drawing inferences conceming a country’s cross-border
financing activity on obsarvations of net capital flows as the
background [3]. National experts studied balance of payments
and financial stability actively; in particular working papers of
Q O Lynnyk {2011), S. A Nikclaychuk {2010), A Y. Shklyar
(2010), @ V. Kostyuk (2011}, N. V. Zhmurko {2012}, P. K. Ylya-
shenko (2014} and eic. have deserved special atiention.
Howevar, the synthesis of developments in certain issues,
expenience and resulls on the accumulation of financial
accounts suggest incompleteness research in this area and the
need 1o actualize consideration the current state of the account
and specific ways to improve the financial account surplus,
including changes in the foreign trade life in Ukraine.

The purpose of the article is to analyze the components of
financial account and wark out practical recommendations con-
ceming increasing its surpius for forming positive net liquidity
balance and enhancing international reserves.

Results. The financial stability of the state depends on the
structure and dynamics of the main articles of the balance of
payments in current level of globalization. The capital account
and financial account of the balance of payments research is an
important issue in the modem economics. lts result is taken info
account in working out the decision concerning design and
implementation of the basic principles of the monetary policy.

In Ukrainian economy capital and financial account has car-
vied out for a long time purely compensatory function, i.e. cov-
ered the deficit of the current account balance (Figure 1). This
issue allowed the state to enhance the intemational reserves
and use them mainly fo maintain the stability of the hryvnia.

However the global financial crisis of 2008-2009 led to a
significant deterioration in investors’ mood, which leads to
accruing crisis of capital and financial account. Given the neg-
ligible volume of capital account balance, in our opinion, it is
advisable to focus on the importance of financial account.

Problems of efficiently functioning financial
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2011 investment attractiveness worsened and in IV quarter of
2013 it reached the bottorn level and stood at 1.81 points out of
possible 5) [7];

6. negative forecasts of develapment of domestic economy
by leading rating agencies in the world (e.g. Standard & Poor's,
Fitch Ratings and Moody’s Investars Services gives the ratings
to Ukraine of the level «before-dafault» with «negative- pros-
pects), that in 2014 were caused by the deterioration of relations
with Russia, escalating political crisis, tense and unceriain situ-
ation in terms of providing adequate external liquidity, deterio-
rating macroeconomic indicators, the increase in gas prices.

There was deterioration of the majar items of the financial
account to a level at which it does not perform an insurance
function of chronic current account deficit at the background of
above reasons. Thus, there is a significant decrease in the
inflow of direct and pontfolio investment.

It should be noted that aftracting mainly foreign direct
investment (ofien by reinvesting the proceeds, net attraction of
fareign credits and loans provided by all sectors of economy)
has ensured the inflow of financial resources to Ukraine. One of
the priorities of the national economy is attracting investment.
The problem of innovation development ot economy is still rel-
evant due to the shortage of domestic financial resources. In
our opinion, attracting foreign direct investment (F2!} should be
a priority for creating a favorable investment climate and for the
efficient development of the economy. FDI tend to be durable.
Furthermore according to statistics from the National bank of
Ukraine investment are concentrated mainly in the financial
and real sectors (metallurgy, construction, wholesale trade, real
estate). In 2013, fereign FD! inflows decreased by 2 times on
the background of a significant aggravation of the political cri-
sis. The escalation of the political crisis, the uncertainty in the
financial market in early 2014 will lead to significant outflow of
FDI from Ukraine this year. We believe that restoring the inflow
of invesiment should be expected before stabiiizing the situa-
tion in the state.

According to the official data of National bank of Ukraine,
net foreign direct and portfolio investment is positive, but in
2013 shows a significant reduction {Figure 2). However, in our
opinion in this case we should make adjustments in data con-
carning investments from offshore jurisdictions which actually
indicates a lower level of real foreign investments in the
Ukrainian economy.

market trends are intensified displayed in balance
of payments the coresponding articles on the
background of the global financial crisis, lack of a
coordinated profection system of foreign invest-
ment, low investment climate and political insta-
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fed [5]. In particular modern economists have
nated several main factors of increasing the crisis
of financial account balance. They are the fol-
lowing:

1. detericration of economic outlook, global
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instability expansion and sharp shortage of liquid-
ity in the major financial markets;
2. confidence decreasing in the domestic

Fig. 1: Balance of payments’ key accounts, Ukraine, million USD

Source: Worked out by the authors based at the NBU's data [4]

banking system, which was partly triggered by
administrative measures by the central bank,
pofitical instability in the state and the crisis in the
banking sector as a whole;

3. scheduled repayment of external liabilities

by banks, entities of the general govermment and _ -4 4000
other sactors, as well as the complexity of the 2000 1 2
debt refinancing due 1o significant liquidity con- Rl 'y 2000
straints in the global capitat markets [6, p. 268]; -2000 & 1000
4. political instability since the IV quarter of -3000 - o0
2013 and the high probability of escalating exter- -6000 - ~1000
nal conflict with the main trading partner; -8000 - 2000

5. investment climate deterioration in the state
thal proves by a reputable global ratings (e.g.

- Fovelgn divect mvesknents
wise Other ivestment

—s—Financial account

according to the rating of investment attractive-
ness of European Business Association since
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Fig. 2: Financial account and its key components, million USD

Source: Worked out by the authors based at the NBU's data {4)
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It is a natural and completely objective fact that inflow and
outfiow investment (mainly from/to offshore zones) is reduced.
Foreign and domestic experts have repeatedly pointed out the
main causes of low investment attractiveness of Ukrainian
economy. World ratings prove significant problems in Ukraine
that hinder the effective conduct business in a state. This leads
to the low investment activity on the part of foreign agents.
Thus, according to the ofiicial data of the World Economic
Forum the most problematic factors for business development
in Ukraine include political instability, corruption, difficult
access to financial resources, excessive tax regulation,
bureaucracy husiness relations with state institu-

the low level of interational reserves and the requirements of
the Intemational Monetary Fund for further cooperation with
Ukraine we believe that these measures were necessary.

One of the most important protective factors against deficit
of balance of payments and destabilization of the currency mar-
ket is the formation of reserve assets of the National bank of
Ukraine. Since 2011 and until now there has been a significant
reduction of international resasves. The main reason behind it is,
financing deficit of the consolidated balance of payments and
foreign exchange interventions of the NBU in order to keep the
hrywnia from devaluation (Figure 3).

tions, inadequate legisiation and overall mac- :
rogconomic instability (8], In particular, it was :
determined that the high level of corruption has
the greatest impact on the dynamics of foreign
investment in Ukraine [9, p. 176).

in our opinion with regard to investing in bank
capital there are some peculiarities in the rea- :
sons. We should pay our attention on stringent
measures in regulation of the banking business ;
on a global level (Basel NI}, which leads to the :
need to accumulate additionaf capital by foreign i
parent entities. Therefore, one of the following i
additional resources is inefficient withdrawal of
capital from foreign subsidiary companies (includ-
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ing Ukrainian).

Foreign portfolio investment means a short
term using of sources unlike direct investment.
Thus it cannot be regarded as one of the key sources of the
development of the economy because making a profit will be
main target of such investment without any development.

Some experts reckon the actual inflow of capital in the post-
Soviet countries (including in Ukraine) is significantly different
from the official statistics. The rnain problem is the high level of
shadow economy [10, p. 362]. The cutflow of capital also leads
to different negative impacts on the economy. In particular,
investment resources of the state and business are reduced;
balance of payments figures are deteriorated. Then, the process
ot enhancing the foreign exchange reserves and external debt
service is complicated. Finally, monetary supply in the domes-
tic market is decreased, which leads to the problem of assess-

.ing the real exchange rate of hryvnia against foreign currencies.

In 2013, net balance transactions with loans and bonds
were at USD 7.3 billion. It has been a peak since the crisis.
Successful cooperation with different international financial
organizations and raising funds through government alfocation
of government domestic loan bonds are the reasons of such
positive trend. Real economy has continued to attract long-term
loans. Nevertheless in 2013 they were reduced to USD 1.2 biil-
lion compared to 2012, The negative balance was observed
only in 2009 and it stood at USD 9.1 billion, which caused by a
net repayment of external debt of the banking system and the
overall detericration of the situation in the global financial mar-
ket. In our opinion, it is needless to conduct a balanced and pro-
gressive politics in the transactions of loans and bonds, le.
evenly distributing payments previously placed bonds and loans
received.

Constant accumulation of currency outside banks is the
main problem of chronic deficit in item «Other investments»,
The high devaluation expectations, volatility in the foreign
exchange market, a significant level of shadowing of the Uk-
rainian economy contributes to low confidence in the national
currency and the increased demand for foreign currency. In
addition, the rapid change in banking legisiation reinforced the
distrust and circumspect entities. For instance, changing the
exchange rate regime in February 2014 (Resolution of National
bank of Ukraine No 180 «On Amendments to the Regulation on
the establishment of the official exchange rate of the hryvnia to
foreign currencies and exchange of precious metais»), the intro-
duction of administrative methods the foreign exchange market
(Resolution of the National Bank of Ukraine Board No 49 «On
the Measures relating to Banks' Activities and the Conduct of
Foreign Exchange Transactions») and ete. [11]. However, given
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Fig. 3. International reserves of Ukraine
Source: Worked out by the authors based at the NBU's data [4]

However, in early 2014, the scope of official reserves has
become critical, as the indicatars of adequacy are evidenced. In
particular in February 2014, the intemational reserves stood at
USD 15.5 billion, which provides finance imports of goods and
services for 1.8 months of next peried at the minimum required
3.0 months [12]. Due to critically low level of international
reserves, we rackon that central bank policy to limit participation
in the foreign exchange market, the introduction of administra-
tive measures for the transition to a fiexible exchange rate in the
foreign exchange market and precious metals market was
appropriate. International experience shows that the opfimal
structure for the formation of international reserves should move
to increase the proportion of securities and gold, as well as cur-
rency diversification of official reserves.

At this stage it is appropriate to restore cooperation vigor-
ously with international financial institutions (including the IMF,
the World Bank Group) for extension of gross intemnational
reserves. Also, it will contribute to escalating financial account
surplus, which can not only balance the current account deficit,
but also generate some surpius trade balance in order to
increase official reserves.

Increase the financial account surplus should be number
one in priorities of economic state program. 1t will lead to fack of
balance of payments deficit and even enhance the internation-
al resarves. Firstly, it is necessary to carry out concerted and
informed action in cooperation with other countries in order to
stabilize the political crisis in the country. Secondly, a policy of
pulling the economy out of the «shadow» should be provided.
It will help to fill up the revenues of the state budget of Ukraine
and improve the investment climate in the country [13]. To do
this, it is obligatory to create relevant and stricter regutations in
the law for tax evasion. First of all it concems investments that
are related to offshore areas.

In addition based on the fact that a significant part of
imports are imported informally (i.e. through «gray schemes»),
and the scope of Ukrainian exports is systematically underesti-
mated due to the use of transfer pricing, it is good to focus atten-
tion on exposing these methods and legally, through amend-
ments to the legislation prevent their further of use. Thus, the
balance of payments will be mere objective and possibly have
a smaller deficit.

Certainly, in order to feduce the burden on the financial
account we should operate in parallel with reducing the current
account deficit. For example, in public procurement io favor
Ukrainian producers, while the introduction of new energy-sa-
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ving technologies for domestic enterprises to reduce the tax
burden. In the long run this will lead not only to enhancing the
domestic production, but also to increase the competitiveness
of Ukrainian products and confidently enter on the world market.

Support of small and medium enterprises, which today was
protected slightly by the state, is another way to optimize the
balance of paymenis. This allows, firstly, creating jobs, and sec-
ondly, satisfying domestic demand for goods and services from
national production, realizing in practice the policy of import
substitution.

Given the recent trend of Ukrainian development in the
international economy and the support of the European Union,
we balieve that it is necessary to focus attention to establishing
trade relations with partners in Europe, using the grace peried
(May-November 2014) by domestic enterprises for entering to
the European rnarket. This will help not only make new useful
directions beneficial cooperation, but also to minimize the pos-
sible negative consequences of the closure of a significant
reduction in the eastem markets.

Conclusions. Therefore, the financial account is always
served the function of insurance covering the current account
deficit in the balance of payments of Ukraine. However, an unfa-
vorable investment climate, exacerbated foreign situation of
Ukraine, a high level of shadow economy and etc. have led to a
significant reduction in financial account surplus. In our opinion,
commenly agreed and sensible cooperation of the central bank
and the government of the state could lead to an improvement
of the financial account and then the current account balance.
As the matter of fact, those measures should be aimed not only
at the short term, but also for long-term advantage of the latest.
Thus, part of the financial assistance provided by the interna-
tiohal community should not use for cument consumption or
return existing debt, but for the development of the real and
financial sectors. In addition, these measures should be carried
out systematically. Although, close cooperation with the IMF is
still one of the best outputs of financing the current account
deficit nowadays.
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