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This paper reviews the economic situation of European countries that today are in deep external debt crisis and
drew close to financial default, that can be announced by the foreign creditors and investors who can not for some
reason get in time or on demand their money (the principal amount provided for use funds and (or) interest on
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B. . KOH4YUMH

€BPOMNENCLKI KPAIHU 3 OIATHO30M
®IHAHCOBOIO AE®ONTY: OYIKYBAHHA
MOro OroJIoWEHHA ANA YKPAIHU

Y crarrTi po3rnapaeTtbCA e€KOHOMiYHa cuUTyauis
KpaiH, AKi cborogHi nepebysaloTb y rnn6OKiN 30B-
HilIHiA 60OpProBif Kpu3i U BNpUTYn Habnu3uimuca Ao
¢hiHaHCcOBOro A[egonTy, WO OrosowyeTbca 3 60Ky
30BHILUHIX KpeAUTOpPIB Ta iHBECTOPIB, AKi He MOXXYTb 3
neBHUX NPUYNH OTpUMaTU BYaCHO abo 3a BUMOIOIO
CBOI KOLWTHU (OCHOBHY CYMy HafaHWX ¥ KOPUCTYBaHHA
KoWwTiB Ta (Y4M) BiACOTKM 3a KOPUCTYBaHHA HUMM).
BopaHoyac, y cTaTTi BUKnageHo rnornagn Ha cutyauiro i3
30BHIlWHIM 60prom YKpaiHu, o 3HayHo 36inblnBCA
BHac/igoK rocrnogaproBaHHA €KOHOMIYHUX CYy6’eKTiIB
Ta gep>kaBHoi nonituku ypagy i HBY nporarom lNoma-
paH4YeBoi fo6Mu, PO3KPUTO MEePCreKTUBU PO3BUTKY
eKOHOMIKW 3 ypaxyBaHHAM npobrsieMu 30BHILWHbOI 3a-
6oproBsaHOCTi KpaiHu nicna npuxoAdy AO BraAu Ko-
maHan Maprii perioHiB..

Knro4oBi cnoBa: cykyrnHwii 30BHILLHIVI 60pr KpaiHu,
30BHILLHIN aep>xaBHui 60pr, 30BHILLHIV npuBaTHUi 60pr,
MiDKHapopaHa iHBecTuuiriHa noauuid, 4ehonT KpaiHu, TOK-
CWYHI akTueu, «Kpaiun-ceuHi» (PIGS), pecTpukuiiHa ic-
KasibHa noniTuka, pecTpyKkTypu3auia 30BHILLHbOro 6opry.

Problem statement. Economic growth in the world
economy that began in the early 2000’s, was held under the
deepening of the liberalization of international capital mar-
kets and significant international financial flows. Successive
phase of global economic growth ended in global financial
crisis in 2008. External debt crisis as a symptom of financial
troubles affected those countries, which in the process of

B. 1. KOH4YuH

EBPOMEUCKUE CTPAHbI C ANATHO3OM

OUHAHCOBOIO OE®ONTA: OXKUWOAHUA

Ero OrnAWEHUA ONA YKPAUHDI

B cTatbe paccmaTtpuBaeTcA IKOHOMUYECKas CH-
Tyauyumsa CTpaH, HaxoOAALMUXCA CerogHs B r/y60Kom
BHeLUHeM [OJIFOBOM KpU3uce U BMJIOTHYIO npu6bnn-
3nBLINXCA K (hpuHaHCOBOMY [eqhOosTy, KOTOPbIA O6b-
ABJIAETCA CO CTOPOHbI BHELWHNX KPeANTOPOB U NHBEe-
CTOPOB, He CMOCOG6HbIX MO onpeAesieHHbIM NpUYuHam
noJslyYnTb BOBPEMA MUIIN N0 Tpe6oBaHUIO CBOU CPEeACT-
Ba (OCHOBHYIO CyMMYy rnpenocTaBJIeHHbIX B MOJIb30Ba-
HUe cpeAcTB M (Mnu) NMPOLEHTbl 3a MOJib30BaHUe
umun). Bmecte ¢ Tem, B CTaTtbe U3J1I0)KE€H B3rnag Ha cu-
Tyauuio ¢ BHeLWHUM AOJIrOM YKpanHbl, KOTOPbIA 3Ha-
4YUTEsNIbHO YBe/INYNIICA BCJ/Ie4CTBUE XO3ANCTBOBaHUA
9KOHOMMNYECKUX CYOBLEKTOB M rpoBefeHuA rocygap-
CTBEHHOM NoNUMTUKK npasutenscTsa n HBY B nepunon
npasneHna OpaH)XeBOW BJ1acTH, PaCKpbITbl rMepcrieK-
TUBbI Pa3BUTUA 3IKOHOMMUKU C y4eToM MpobrieMbl
BHeLUHeN 3afO0JDKEHHOCTN CTpaHbl Mocsie npuxoga K
BJ1acT KkomaHAbl MapTun pernoHos.

KnroyeBbie cnoBa: COBOKYMHbIM BHELLUHWI OT CTpa-
Hbl, BHELIHUI roCy[apCTBEHHbIA AOJIr, BHELLHWUA Yac THbIA
A0, MexAayHapoaHada WHBECTUUMOHHAaA no3vuns, ae-
onT CcTpaHbl, TOKCUYECKME aKTUBbI, «CTPaHbl-CBUHbU>
(PIGS), pecTpukumnoHHas ¢buckanbHasa nonTmKa, pecT-
PYKTypu3aLmua BHELUHEro JOoJra.

public consumption and providing economic development
overestimated their abilities in the accumulation and service
of foreign debt capital. The stability of the euro area and
the EU common market as a whole put into question due to
the critical situation of the external debt of Greece,
Portugal, Spain, Italy, Ireland, with signs of declaration of
default probability. The need for financial assistance to
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these countries by the ECB, in particular the restructuring of
problem debts EU would mean reforming their economies
and a reorganization of the financial system. In the short
term this could lead to depreciation of the Euro. If this were
not done within the reserve funds of the European
Monetary Union (EMU), the IMF rather would help for the
governments of those countries in exchange for their
restrictive fiscal measures. In the medium future it will
deepen economic recession in the EU. The welfare reduc-
tion in EU after debt restructuring and financial readjust-
ment is imminent.

Ukraine, which declared its policy on deepening inte-
gration into the EU common market, faced a similar prob-
lem of service accumulated external debt, exacerbated
today because of undeveloped modern industrial produc-
tion and low inclusion of its economy into European
transnational production and trade networks and the lack
incentives to structural changes in this basis. Import-ori-
ented economic policy of the government led by Yulia
Timoshenko (2005, 2008-2009) and Yuriy Yekhanurov
(2005-2006), and the formation via WTO framework a
favorable environment for the inflow of financial and
banking credit transnational capital contributed in the past
five years to the development of local business, without
proper opening the country to free international capital
movement of multinational companies into industrial pro-
duction have created signs of poor condition of the coun-
try’s foreign debt.

Export-oriented policy of the government led by Mykola
Azarov (2010) is designed to remedy the situation, but due
to high current external debt, expressed in foreign key cur-
rency, Ukraine remains vulnerable to shocks related to the
problems of the debt prolongation, low global demand for
export products, including metallurgy and industrial chem-
istry, violent fluctuations in interest and exchange rates.
Under these conditions, most likely Ukraine will have in the
near future to repay the external debt by reducing domes-
tic demand.

Analysis of recent publications. Examining the prob-
lems of external debt, including servicing the public debt,
financial default diagnosis, its consequences and ways of
prevention (particularly in PIGS-counties), devoted a num-
ber of works of such leading foreign scientists, as
B. Eichengreen, C. Wyplosz, P. de Grauwe, D . Gross,
R. Cabral, P. Krugman, C.Lapavitsas, R. Nelson, K. Reinhart,
K. Rogoff, N. Roubini, S. Cecchetti.

Among domestic researchers who recently conducted
study on the external debt of Ukraine and also paid atten-
tion to analyzing and predicting the probability of default
of the Ukrainian economy should emphasize T. Vakhnenko,
V. Georgishan, Y. Zhalilo, O. Kyrychenko, A. Mnykh,
O. Soskin, V. Tomareva, V. Shevchuk, V. Yurchyshyn.

Unsolved aspects of the problem. In scientific litera-
ture there are no publications on the comparative analysis
of indicators of external debt of European countries with
the similar attributes of financial default parameters of the
Ukrainian economy. Also, attention is devoted to the rela-
tionship between external debt crises in the EU and the loss
of welfare in the overall EU market because of the weak
effects of EU-enlargement by new economic areas and
their economic characteristics. It should be noted that wel-
fare in EU common market can be achieved today predom-
inantly on the basis of Heckscher-Ohlin and Ricardian
(neoRicardian) comparative advantage, New economic
geography and providing structural changes.

EKOHOMIYHWIA YACOMMC-XXI
22

Object-matter of the research and main material.
The study is a comparative analysis of indicators of external
debt of European countries which have the characteristics
of financial default with similar indicators of Ukraine;
detection of recent developments of external debt and its
service in Ukraine; evaluation of current state economic
policy of the Ukrainian government and the National Bank
of Ukraine in the context of the necessity of finding points
of contact between ensuring economic development and
management of international capital flows.

The default (country default) is a situation when ineffi-
cient state industrial, fiscal (budgetary) and financial policy
of government and monetary and exchange rate policy of
the central bank, and (or) haste assets & liabilities manage-
ment of companies, banks and (or) government of the
country, directed at expanding the borrowed capital, lead to
excess of the critical financial dependence of country resi-
dents on external and domestic contractors (creditors and
investors). The financial dependence of the country can
become critically high, especially in disadvantaged situation
in global financial and commodity markets. In these condi-
tions it is difficult to cover current debt by liquid financial
assets at low domestic income and revenues from foreign
trade, and ultimately, at low national savings. Companies,
banks and (or) the government will be unable or not willing
to fulfill their obligations in time and / or in full, which will
lead to a breach of credit and investment agreements and
allow the creditors to initiate debt collection procedures.

Systemic financial default on external debt includes
public default of the government and central bank on their
external debt and default of private resident companies and
resident banks that received foreign loans under an obliga-
tion to pay the principal amount and accrued interest to
external borrowers, and also foreign portfolio investments
(primarily into corporative bonds or investments in certain
financial assets) under the obligation to pay interest income
to foreign investors. It should be noted that subsidiaries
(branches) of transnational companies and banks operat-
ing in the country and economically (not by geographic
jurisdiction) seen as residents, can be considered as non-
residents if they serve the process of lending and portfolio
investment by their parent companies or other subsidiaries
located abroad for the counterparts in the recipient coun-
try, that is when they actually act as mediators. According
to the IMF definition «Gross external debt, at any given
time, is the outstanding amount of those actual current,
and not contingent, liabilities that require payment(s) of
principal and/or interest by the debtor at some point(s) in
the future and that are owed to nonresidents by residents
of an economy» [1]. Residence of economic subjects identi-
fied as the location of their business, as well as domiciliation
(place) of commitment appearance and payments for
these commitments.

Sovereign debt is related to external debt of country.
Sovereign debt is sovereign bonds issued in international
currency (rather in Euro or US dollar) and sold by domestic
government, banks and companies to non-residents abroad,
i.e. money borrowed from outside (it is equivalent of bor-
rowing money from other countries or public) to meet the
country’s spending. It has to be repaid on the maturity and
will have to pay the interest for those borrowings. This will
grow by size if a country can not increase the income from
taxes because of economic growth is very slow or can not
increase revenues from international investments and trade
because of low global economic presence and competitive-



ness. Financial default on sovereign debt is considered by
economists as a next crucial manifestation of global eco-
nomic crisis after Dot com burst in 2000 and financial crisis
2008 which bring the whole global economy into default.

Important macroeconomic indicators, which enable to
estimate the risk of occurrence and announcement of
country default on external debt are: total external debt of
the country to its nominal GDP, public external debt of the
country (government and central bank external debt) to its
nominal GDP, private external debt of the country to its
nominal GDP, the net international investment position (IIP)
of the country to its nominal GDP, foreign exchange
reserves of central bank to total external debt of the coun-
try, total external debt of the country to goods and services
exports of the country.

Financial crisis and economic recession that engulfed
the entire global economy over the years 2008—2009, was
clearly shown in countries characterized by weak industrial
structure dominated sectors of resource and labor-intensive
goods, bloated public sector with significant public expen-
diture and also in countries that are rapidly losing signs of
global competitiveness, particularly the location of produc-
tion and tend to the economic periphery.

However, the impact of the crisis sustained economies
(including Ireland, Iceland, Spain, Hungary), having a high
level of competitiveness, knowledge-intensive industrial sec-
tors, strong tertiary sector (banking and non-banking finan-
cial, IT-services), but all of these economic characteristics
were acquired owing to the international capital movement
and these countries have become net recipients of loans,
direct and financial foreign investment and now face a sig-
nificant negative international investment position.

Countries that showed during global financial crisis
signs of debt crisis and indicate the probability of default
announcement are mostly the main Western European
countries, the so-called «PIGS” = Portugal, Italy, Greece and
Spain. Some economists entered into this rank Ireland and it
takes the form abbreviation PIIGS. Since the debt crisis fac-
ing Iceland, Belgium and Hungary.

Actual statistics clearly indicate the fiscal instability of
the EU common market, the euro area in particular and also
the European Economic Area. According to the Maastricht
criteria of fiscal stability all public debt (internal and exter-
nal) must not exceed 60% of GDP. It should be noted that
the governments of the European countries over the years
accumulated considerable debt of GDP (Greece: in 2009 —
126,8%, 2010 — 144%; Iceland: in 2009 — 107,6%, 2010 —
123,8%; Italy: in 2009 — 115,2%, 2010 — 118,1% %, Belgium:
in 2009 — 97,6%, 2010 — 98,6%; Ireland: in 2010 — 94,2%;
France: in 2009 - 77,5%, 2010 — 83,5%; Portugal: in
2009 — 76,9%, 2010 — 83,2%; Hungary: in 2009 — 78%,
2010 — 79,6%,; Germany — 72,1%, 2010 — 78,8%; Great
Britain — 68,1%, 2010 — 76,5%; Austria: in 2009 — 69,3%,
2010 — 70,4%) [1; 2].

Speaking of external government debt in the structure
of total government debt, we estimate, that in 2010 it was
relatively large for Greece — 47,05% of GDP, Iceland —
33,37%, Italy — 29,78%, Portugal — 29,63%. Governments
of these countries have used for a long time fiscal incentives
for improving welfare by increasing domestic and foreign
public debt. Governments of Greece, Portugal and Spain
actually created in their society illusion of a high level of
prosperity on average in Europe without providing for such
living standard structural changes and the required charac-
teristics of global economic competitiveness (see Global
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Competitiveness Index). Government expenditure on public
consumption and inspiration of economic development is
not covered by mobilized public revenues, which depend on
labor and capital productivity in economy. As a result, in the
euro area the «welfare bubble» of PIGS-societies occurs.

It should be noted, the debt crises in the EU are deepen-
ing, and external obligations of countries can not be cov-
ered by their insufficient revenues from foreign operations.
A serious problem in this regard is the inability to use inten-
sively potential trade and investment benefits that could get
the EU countries from further enlargement through new
members. We believe that in the current integration format
of EU the effects of comparative advantage in internation-
al trade continuously diminish and transfrontier competi-
tion for sales and favorable investment and production
locations aggravates despite the fact that comparative
advantage effects somehow still remain on the factually
saturated EU common market.

In addition, over the last decade European countries
have favorable access to financial capital at low interest
rates owing to significant liberalization of international
financial markets and the formation of euro area [3].
Because of low regulatory framework for setting budget
deficit ceilings and/or for preventing enormous external
debt such economies as Greece, Portugal, Spain and Iceland
reached critically high level of external indebtedness (see
table).

During the global financial crisis of 2008 international
investors began to withdraw their receivables, which sub-
stantially accumulated in form of toxic assets, from all geo-
graphical and functional segments whenever possible.
Requirements of investors and lenders affected Greek bor-
rowers, particularly government and private sector.

At the beginning of 2010 Greece’s current debt obliga-
tions to international investors were valued at $721 billion. In
April 2010 the Greek government, despite its newly issued
long-term bonds at high interest rates, announced the
impossibility of paying the current external and internal
commitments (budget deficit amounted to 13,6% of GDP
according to Eurostat) and made an appeal to the European
Central Bank and the IMF to pay off debts.

The consequence of these developments was the adop-
tion by the European Commission with the assistance of
IMF «The program of stability and growth», according to
which Greek government was forced to go on strict fiscal
measures - to bring the budget deficit to 3% of GDP. Greek
Ministry of Finance outlined the targets to gradually reduce
the budget deficit = up 8,7% in 2010 to 5,6% in 2011, to
2,8% in 2012 and to 2% in 2013 [4]. The course of govern-
mental reforms led to widespread social protests in the
spring of 2010. In order to maintain the stability of the euro
area and prevent the uncontrolled outflow of capital result-
ing from the growing distrust of international investors
expressed to some EU-economies the governments of
Latvia, Lithuania, Estonia (the countries-candidates on the
rapid entry into European Monetary Union), Italy, France
and Portugal were among the first who began fiscal restric-
tion, which brought about a dissatisfaction within European
society. Despite preventing measures, both governmental
and private foreign debt continued to grow steadily in 2010
in Greece, Spain and Ireland.

Economists B. Eichengreen [5], P. de Grauwe [6]
K. Reinhart [7], C. Wyplosz [8] indicated that the probability
of default contagion is significant in Portugal, Ireland and
Spain. R. Cabral sees one way to solve a problem — immedi-
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Table

Indicators of the external indebtedness of countries with its critical level,
compared with Ukraine for the

negative balance of inter-
national investment posi-
tion by reducing a large part

Countries | Total External | External External | Net Foreign Total of corporate debt. Im-
external | govern- | debt of private | interna- Exchange | external portant role played the sta-
debt to | ment monetary | debt to | tional reserves | debt to bilization of the hryvna
GDP, % | debtto | authority | GDP, % | investment | to total exports exchange rate with the ten-

GDP, % National osition external with F
E!ank of (pIIP) to debt, % goods and dency qf an appreoatlon
Ukraine) GDP, % services, and the increase in GDP and
to GDP, LT export value. At the same
%o time governmental and
central bank debt positions
2008 worse again.

Ukraine 56,60 6,66 2,63 47,31 -22,38 31,03 93,39 Do the results mean that

Spain 71,23 9,96 1,50 59,77 -37,56 1,77 399,15 the quantitative improve-

Italy 50,01 22,87 0,01 27,13 -9,92 9,10 211,60 ment of some external

Portugal 135,26 No data | No data No data 46,10 3,61 586,50 financial - macroeconomic

Greece 69,23 36,66 6,75 25,83 34.21 1,40 gao4g| ndicators will improve the

Treland 223.81 14,73 11,35 | 397.73 32,81 0,09 546,59 | quality characteristics of

Iceland 637,26 23,79 16,62 596,85 -20,55 3,19 600,35 | Ukrainian economy devel-

opment? Let it analyze ex-
_ 2009 ternal debt performance of
g::u:‘ne gg'g; ii'éz g%g ?i'gg 'igffg 2??2 ég?rgg Ukraine via economic pro-

Ttaly 62,40 27,38 0,01 35,00 10,19 10,05 36a.13| Cessesthatliebehindit.

During the Orange peri-

Portugal 159,35 No data | Mo data No data -57,41 4,31 897,99 od the deindustrialization

Greece 90,48 48,70 10,88 30,90 -44,28 1,85 1605,62 of Ukrainian economy was

Ireland 546,78 24,83 17,68 504,27 -51,88 0,18 1132,07 followed by increase of

Iceland 990,86 42,15 13,41 937,30 -14,15 3,23 1931,67 dependence on commodity

2010 imports and external debt

Ukraine 85,92 18,29 5,5 62,13 -28,32 31,25 169,44 | capital. Instead of opening

Spain 95,7 16,5 2,82 76,38 -50,8 1,86 612,96 the economy to foreign

Italy 67,46 30,29 0,11 37,06 -11,27 8,45 504,16 direct investment of |arge

portugal 133,73 29,63 20,23 83,87 -62,6 5,34 995,0 industrigl tra_nsnational

Greece 101,51 47,05 42,66 32,92 -55,9 1,6 90,6 | COmpanies and implemen-

Treland 552 31 29,78 53,67 508,86 55,17 0,14 1792,54 | tation by government and

Teeland 529,18 33,37 18,57 846,84 -15,81 0,05 1576,48 parliament liberal institu-

[>xepeno: [5, c. 57]

tional and regulatory mech-
anisms for improving the
performance of Economic

ately to begin the process of restructuring the public debt in
the countries of euro area which have a critical external debt.
Of course, this would lead to loan restriction because of ris-
ing interest rates, deepening economic recession and poten-
tial loss of lenders in the EU common market. At the same
time it would give good signals for credit markets and debtor
countries face in the future with higher interest rates on new
loans and higher degree of responsibility and reliability with-
in the European Community [9]. However, economists
believe that at the European Commission and EU Council
level it is necessary to implement directives concerning more
tighten restrictions of external public debt ceilings for the
governments of euro area and other EU countries.

Table 1 shows that the Ukrainian economy looks finan-
cially very stable compared with European countries with a
high risk of probability of default announcement. At the
same time, according to CMA Global Sovereign Credit Risk
Report Ukraine in the end of 2010 took a 6th place in the
rank of countries which have the most risky sovereign debt
positions [10].

While during the crisis period in 2009 all indicators of
external financial dependence significantly worse for
Ukraine, in 2010 some of them gradually stabilized. It
should first talk about the significant increase in foreign
exchange reserves of the central bank, reduction of the
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Freedom Index and the Global Competitiveness Index, the
Orange authorities gave impetus to expand activity of
domestic medium and small businesses that mainly consist-
ed in the sale of imported consumer and industrial goods to
Ukrainian society and on this basis in development of con-
sumer lending at still low purchasing power of the Ukrainian
population.

The lending process to purchase imported goods actual-
ly carried out by domestic banks, which in turn borrowed
money for this purpose from big transnational banks. It
forced up final prices for the consumers and they remained
higher than if there were allowed transfer pricing mecha-
nisms within multinational banks in Ukraine.

Meanwhile Orange government could not create incen-
tives to reduce the share of influence on the economic sys-
tem of low-technological industries, such as mining, met-
allurgy and industrial chemistry. These industrial sectors
are still creating the illusion that Ukraine has to be consid-
ered as industrial country and the exchange of domestic
exported goods with low added value to imported goods
with high added value explains large foreign debt.
Moreover, for the last five years, Ukraine has strengthened
the status of the resource country, and its revealed com-
parative advantages for resource products in international
trade only increased compared to other tradable goods.



Global economic crisis and recession in the global
demand exacerbated the problems of foreign economic
settlements of Ukraine. Change of the government team in
2010 led to a radical revision of the principles of state poli-
cy. The new government coalition initiated fiscal discipline
and reduction of the disbalance in balance of payments by
force of hidden strengthening regulation of the import-ori-
ented private sector.

Government external debt to GDP (%) decreased from
15,17% in 2009 to 14,18 % in first half of 2010. The new gov-
ernment coalition managed to get only part of the planned
loan funds from the IMF and the World Bank. So in the
credit line «help the authorities in carrying out reforms and
elimination of economic crisis”, which involves the alloca-
tion of $15,15 billion within 29 months, the government has
already received in August 2010 to $1 billion to cover the
budget deficit [11] and $0,89 billion to reinforce the
exchange reserves of National bank of Ukraine. In this situ-
ation, debt repayment of the prior periods covered better
than in 2009 due to increase the external government debt
in the first half of 2010 compared with 2009 at $1,5 billion
(up $17,8 billion to $19,36 billion) and owing to GDP growth
in 2010.

From January 2011 government had to get another $1,5
billion [12] in exchange for pension reform, fiscal stabiliza-
tion measures, strengthening independence of central bank
on government and transparent foreign exchange frame-
work, including removal quite a number of foreign exchange
restrictions to restore investor confidence and support
inflow of capital.

The declared reforms have been postponed because of
political struggle for business interests of different business
groups and due to resistance of the Ukrainian society of
their mechanisms. This leads to the situation when the gov-
ernment can not take the next tranche from the IMF
because it has the obligations which it can not or does not
want to bear eventually.

Prime Minister Mykola Azarov understood that it is pos-
sible to finance the budget deficit not at the expense of the
IMF loans, but via issuing sovereign eurobonds due to
increasing demand of international investors for them.
Though the government eurobonds are an excellent basis for
activation of balance of payments in short-term period, it
should to emphasize that this external loan artificially main-
tain the welfare of inefficient Ukrainian public sector and
provoke in the long-term period problems of external debt
service. Moreover, interest rates on eurobonds are higher
than the rate of the IMF (7,95% compared to 3,5% annual-
ly). In order to conserve unreasonable social standards rela-
tive to real factor productivity for keeping loyalty of poten-
tial electorate and because of unwillingness to implement
actual structural changes in the economy, the use of more
expensive debt instrument is well-reasoned for Party of
Regions.

Some experts say that the Ukrainian government does
not suffer because of termination of IMF assistance. Since
2011 IMF tranches are no longer going to finance the bud-
get deficit, coming exclusively to the accounts of the NBU.

Mykola Azarov informed that on 16 February 2011 on the
fulfillment of Law of Ukraine «State Budget of Ukraine for
2011» Ministry of Finance carried out a bond issue of for-
eign government loan in 2011 of $1.5 billion maturing in 10
years at an interest rate of 7,95% per annum. Organizers of
the issue are investment banks JPMorgan, Morgan Stanley
and VTB Capital PLC.
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Value of total public debt to GDP will likely grow, if the
Ukrainian government still finds common ground with the
IMF on fiscal stabilization. The financing of governmental
investment projects via World Bank loans in view of the hold-
ing Ukraine-2012 will increase the external debt position.

Closed circle for a government coalition, represented
basically by the Party of Regions, is a lack of non-inflation-
ary financial funds which shall be forwarded to realization
of declared social and economic reforms, insuring econom-
ic welfare of population. Get these funds today without
substantial opening of the country to transnational capital
can only be through loans of international financial and
credit institutions. Instead of a liberal industrial and finan-
cial policy of enabling the establishment and operating in
Ukraine subsidiaries of TNC in real sector and the creation
of conditions for free international movement of corporate
finance and banking capital in Ukraine through the legisla-
tive consolidation of norms for functioning in the country
subsidiaries of transnational banks, the government chose
unadvised alternative. It is clear that above mentioned
processes would, of course, worse the net international
investment position of Ukraine, but contribute in the long-
term perspective to structural changes, greatly expand the
tax base, increase revenue collection and reduce the pres-
sure on the budget deficit.

The government rejects such scenario and proposes
another way. For obtaining regular loans from the IMF,
which in all other things being equal offers governments to
reduce the budget deficit and ensure fiscal discipline, the
Ukrainian government plans pervasive fiscal restriction,
resulting in cuts in public spending and a primitive structur-
al optimization — such as raising the retirement age for
women in the framework of pension reform, higher gas
prices for utilities and households by 50% from 15 April
2011, job cuts state employees within the administrative
reform, reduction of social benefits and also expenditures
on education and science, etc., the strengthening of the tax
burden on the population and small and medium business
that is not affiliated with the government. Ukrainian society
is constantly forced upon the idea that the IMF requires the
government to just such a scenario to solve the problems
that there is no discussion in the publicity for other complex
alternatives that are in the arsenal of the structural recom-
mendations of the IMF.

Following the logic of actual government, fiscal policy
restriction would harmonize with the regime of fixed
exchange rate of the national currency. Of course, the
managed-floating exchange rate, which is practiced by the
National Bank of Ukraine, in fact in certain time periods
may acquire characteristics of fixed one and stabilize
exchange market through the active foreign exchange
interventions, carried out by the NBU on the open market.
Scenario of fiscal restriction with the managed-floating
rate would lead already in the short- and medium-term to
reduction of the life standard of Ukrainian, lowering
propensity to consume imported goods and services. At the
same time the reduction of external private debt would
occur (if the business is not affiliated with the govern-
ment). Fiscal restriction measures should reduce the pres-
sure of private sector on external financial dependence of
Ukraine. Implanted under Orange period consumerism in
Ukraine would disappear.

In the first half of 2010 external debt of National Bank
of Ukraine decreased by $355 million (from $6,21to $5,855
billion), indicating that debt repayments made on long-
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term obligations that compensated the new loan inflows.
Moreover, for a half year exchange reserves rose by $4.4
billion owing to the active foreign exchange intervention
aimed at the purchase of key currencies on the open mar-
ket. So we can talk about the sufficiency of exchange
reserves in Ukraine. Even though NBU received in August
2010 the first tranche in the IMF credit line to reinforce its
foreign exchange reserves in the amount of $890 million,
the foreign debt of the NBU is not critical. It should be
noted that the Ukrainian population and exporters are
today the major source of foreign exchange reserves of the
NBU. It is actually re-orientation of foreign exchange sav-
ings for the benefit of foreign exchange reserves of the
monetary institution. NBU seeks in the periods defined for
the repayment of country’s external obligations (so, in the
periods of capital outflows from the country), to mobilize
its foreign exchange reserves, maintaining macroeconomic
stability. However, the majority of Ukrainian population
forced today because of rising cost of living at stagnant
wages to sell the saved foreign currency at artificially low
exchange rate regulated by NBU, which means reducing
potential consumption of Ukrainian in future periods.

External debt of the private sector in 2010 declined up
67,55% (2009) to 62,13% of GDP. This means that the pri-
vate sector intensively repaid expired in 2010 long-term
loans with the maturity data. At the same time, the volume
of new long-term credit obligations of private sector is
sharply reduced, that ceteris paribus in the next periods
brings the business to downturn, reducing susceptibility to
lending by international credit money and eventually reduc-
ing a domestic consumption. These processes also indicate
the reduction of negative net international investment posi-
tion = up -34,25% of GDP in 2009 to -28,32% of GDP in
2010.

Ukraine's gross external debt jumped 5,12% in the fourth
quarter 2010 as the country sold eurobonds and private com-
panies borrowed. The external debt totaled $117,3 billion as
of Jan. 1, compared with $111,6 billion as of Oct. 1, 2010.

State foreign government debt jumped to $25 billion
through the end of December, 2010, compared with $23,6
billion at the end of the previous quarter. Private companies’
debt rose to $50,8 billion, compared with $47,6 billion at
the end of the third quarter.

Gross external debt jumped 13,5 % in all of 2010. Of the
total debt, 70,4 percent was denominated in dollars and
10,7 percent in Euros. External debt due within the next 12
months totaled $47,3 billion.

Conclusions. Analyzing the external debt indicators for
European countries (particularly PIIGS) and Ukraine, assess-
ing the recent trends in the formation and service of the
external debt of Ukraine, one can predict that the probabil-
ity of financial default in Ukraine quite low. Planned fiscal
policy of government implies introduction of stricter state
regulation of commodity and financial markets in order to
reduce external financial dependence of Ukraine, above all,
the dependence of the private sector as the main source of
risk that after the Orange Revolution began to reveal itself
in a growing foreign private debt and, as a result, total
external debt. Reducing the international investment posi-
tion and a negative balance of current operations by cur-
tailing imports flows of goods is likely to continue in the
next periods and it inhibits growth of external debt.
However, fiscal policy of government, monetary and for-
eign exchange policy of National Bank of Ukraine may hin-
der the qualitative structural changes which are necessary
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for integration of Ukraine into the EU common market.
Such changes can occur, as the experience of CEE countries
shows, under import-oriented economic policy and opening
the country to free international capital inflows in the
industrial production.
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