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FORECAST ESTIMATION AND ANALYSIS OF UKRAINIAN STATE DEBT SERVICE EXPENSES 

The article researches the term “state debt” and its structure. The current state of the Ukrainian state debt within its types is characterized. Internal and external Ukrainian debt service expenses are analyzed. The author suggests that the state debt service expenses constantly increase in absolute measurers as well as in comparison with the general budget fund. Forecast estimations of the state debt service expenses indicate the further debt crisis escalation, since the peak of payments is expected in 2015-2016. It is determined that the debt service expenses increase may result in a debt crisis and an economic crisis. In order to decrease a negative influence of increasing the state debt service expenses on the country’s economic development, it is suggested to decrease the cost of the state debts by searching for the most beneficial debt conditions and to determine legislatively registered marginal and optimal parameters of debt burden for the country. It is prove, that the direction of debt resources to solely investment projects enables to receive profit, large enough to cover the debt service expenses. 
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The formulation of the problem. In current business conditions the process of active increase of Ukrainian external and internal debts causes problems of the financial stability maintenance, which is determined by the progressive increase of the increase of the state debt service expenses and the debt’s reimbursement. Accordingly, problems of the financial balance maintenance, the stable economic dimension, the state budget deficit growth determine the necessity to search for optimized ways of management and to balance the state debt service expenses to maintain the financial and macroeconomic equilibrium.
The analysis recent researches and publications. The problem of the state debt service expenses is researched in papers of many national and foreign scientists, among which are O. Baranovskii, T. Vakhnenko, V. Demianyshyn, O. Kyrylenko, S. Korablin, V. Kosiuk, V. Korneiev, V. Lisovenko, V. Oparin, V. Fedosov, O. Zaruk, S. Yurii etc. Among foreign scientists special attention is paid to the papers of R. Barro, D. Bukenen, R. Davis, R. Maxgreive, F. Modiliani, F. Radzivill. 
The analysis recent researches and publications points out that in relation to the close relation between a state debt and an economic state, the problem of the state debt service expenses, especially the estimation of the current state of the Ukrainian internal and external debt, the forecast evaluation and analysis of the state debt service expenses, and also the workout of ways of solution government budget indebtedness problems, need further research. 
The aim of the paper. The aim of the article is the forecast estimation and analysis of the Ukrainian the state debt service expenses and the search for the ways of indebtedness problem solution. 
The main material presentation. Current conditions of extremely dynamic changes of the market conjuncture and the permanent economic indefiniteness cause uncertainty of both endo- and exo-systems. Thus, the state debt is always addicted to risk.
 The rate of national economy development, which determines a state position in the world economic system, is measured by the rate of the national wealth exploration to guarantee the national security, a high rate of peoples’ life quality and the country competitiveness on international products, services and capital markets. The state debt availability, its volume, placement and methods of repayment has direct or indirect influence on all sectors of the country’s economic development. Thus, the state debt becomes the mean of financing of government demands as well as an important instrument of a government financial policy, the inefficient exploration of which may lead to the break of stable economic functioning [13, p. 445].
Before searching the problem of internal and external the state debt service expenses, it’s necessary to determine the meaning of the term “state debt”.  According to Ukrainian Budget Code, the state debt is a total sum of state liabilities to repay received and past due credits (loans) on reporting date, which occur as a result of the government indebtedness [1].
M. Karlin states that “a state debt is an aggregate of all the state debt liabilities to creditors” [4, p. 55]. M. Polyvana suggests that a volume of the state debt, its increase rate and dynamics represent a development rate of the whole economy as well as a financial position and the efficiency of an activity of state institutions [8]. 
Accordingly, the state debt service expenses – are a volume of money resources, which is directed to repay loans and interests during a given period of time. The debt service is often measured on annual basis and includes such financial liabilities as mortgage and a state guaranteed debt. The structure of the state debt expenses is a combination of both external and internal expenses (Figure 1).
[image: image1.emf]3,8

9

15,5

23,1

24,2

31,7

44,9

46

1,6

3,7

5,1

6,9

6,1

7,9

9,7

10,5

0

10

20

30

40

50

2008 2009 2010 2011 2012 2013  January

2014

 March

2014 

State debt service, billion of hryvnias

Relation between the state debt service payments and the State Budget

spendings, %


Figure 1. Structure of the state debt service expenses*
* Developed by the author
The state debt service includes overall government liability payments to creditors regarding interests, commissions and penalties. The determined above payments are made from the Ukrainian state budget in form of spendings. Spending for debt service is received from the general budget fund. The requested sum of the state budget fund, which is needed to repay and to service the state debt for a year, is determined and confirmed by the Law of Ukraine “On the State Budget of Ukraine” for the given period. The Budget Code of Ukraine determines a crucial rate of the state debt regarding its service – 60% of GDP [1].

The internal state debt service is performed by placing new internal state debt liabilities. Payments to service the internal state debt are made either by the mutual offset of values of newly and previously issued debt securities or by transferring money to a creditor’s financial agent. The external state debt service is performed by the issue of securities and the foreign creditor involvement. The repayment is performed by the State budget funds and the funds of the National bank of Ukraine, which are received in order to support the balance of payments. The state debt repayment and service is performed by the Cabinet of Ministers of Ukraine by monetary resources, determined in the low of Ukraine “On State Budget” for the given period [6, p. 56].

To estimate an actual state of a debt situation in the country, it is suggested to perform analysis of both the state and the guaranteed state debt and service expenses during the last 6 years. 

Data represented in Table 1 explain that during 2008-2013 Ukraine faced the effect of the state and the guaranteed debt annual growth. In particular, by the end of 2013 the volume of the state debt was equal 480218.7 million of hryvnias, which is 3.7 times bigger than the similar index in 2008. The volume of the guaranteed state debt for the given period showed the 1.8 times increase. 
As of 31.08.2014 the state and the guaranteed debt of Ukraine was equal to 945766.0 million of hryvnias, in particular: the state and the guaranteed external debt – 544265.5 million of hryvnias (57.55 % of the general sum of the state and the guaranteed debt), the state and the guaranteed internal debt – 401500.6 million of hryvnias (42,45%) [11].
The analysis of the indexes of the state debt service and repayment enabled to make suggestions that after financial crisis, notwithstanding the restructurization of debt elements performed by the Government, such expenses have the stable increasing trend. Thus, during the last six years, the total internal state debt service expenses have had the17.2 times increase, while the external state debt service expenses – 2.6 times. Also, during 2008-2013 internal and external debt repayment expenses showed the 11.3 and 15.8 times increase respectively. That is to say, the largest part of the state debt service and repayment expenses refers to the internal debt. 
Table 1

Dynamic analysis of the state and the guaranteed debt and service expenses during 2008-2013, million of hryvnas *
	Index
	Years

	
	2008
	2009
	2010
	2011
	2012
	2013

	General sum of the state and the guaranteed debt 
	189410.4
	317904.2
	432303.3
	473185.0
	515510. 6
	584369.7

	State debt
	130689.7
	226996.4
	323475.5
	357273.9
	399218.3
	480218.7

	Internal debt
	44 666.6
	91 070.1
	141 662.1
	161467.1
	190299.3
	256959.6

	Internal state debt service expenses 
	657.2
	4498.8
	10664.4
	14 685.1
	17263.4
	21844.6

	External debt
	86023.2
	135926.3
	181813.4
	195806.9
	208918.9
	223259.1

	External state debt service expenses
	2915.5
	4250.2
	4524.4
	7329.2
	6933.2
	9846.2

	State debt repayment expenses
	5534.0
	26714.6
	26 859.8
	61 493.1
	68125.3
	81068.4

	Guaranteed state debt
	58720. 8
	90907.9
	108827.9
	115911.1
	116292.4
	104151.1



	Internal debt
	2 000.9
	14062.9


	13895.4
	12303.2


	16211. 5
	27129.2

	External debt
	56719.8
	76845.0
	94932.5
	103607.9
	100081.0
	77021.9


* Composed by the author, using the data [11]

Loans, received by Ukraine, differ by its short-term periodicity and interest rates. It is important to notice that a percentage share of the state debt service in GDP for Ukraine is not higher than for Great Britain or the USA, as the USA indebtedness rate exceeds 100%, and Great Britain’s – 80% [2, 110]. During the last few years the share of the Ukrainian state debt sum in GDP has not exceed its half part (50%).

Having performed the evaluation of a state of the state debt service, it is possible to suggest that the state debt service expenses permanently increase in absolute measurers as well as in relation to the General budget fund. 
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Dynamic of the state debt service expenses during 2008-2014 is presented in Figure 1. 
Figure 2. Relation between the state debt service and the state debt payments during 2008-2014*
*Composed by the data [3, 11]
As a result of the research of the state debt service and expenses it is worth mentioning that the State Budget debt burden is characterized by the permanent increase. In particular, a relation between the state budget expenses used to service and to repay the State budget expenses and the General Fund incomings has increased from 1.6% in 2008 to 10.5% in 2014. The received results are explained by systematic mismeasurements of the government state policy directed on the prolongation of financing of the state debt through expensive internal and external loans and through the further escalation of a debt crisis. 
The main factors influencing the Ukrainian debt policy formation in 2014, are significant sums of the state debt service and repayment expenses – 78.7 billion of hryvnias or 6.7 % of GDP.
The state debt service and repayment expenses during the period between the first and the third quarters of 2014, are represented in Figure 3. 
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Figure 3. The state debt repayment and service expenses during I-III quarters of 2014, million of hryvnias*

* Built by the author, using the data [11]

During the first quarter of 2014 the state debt service and repayment expenses were equal to 25490.0 million of hryvnias or 93.1 % of planned assignments for an accounting period, including the internal debt expenses – 155581.8 million of hryvnias or 98.7 %, the external debt expenses – 1636.7 million of hryvnias or 89.4 %, and the state debt expenses – 8272.1 million hryvnias or 90.1 % . In the third quarter of 2014 31067.9 million of hryvnias were paid to cover the state debt service, among which 44887 million hryvnias were used to cover the internal debt service and 25865.1 million of hryvnias – the external debt service.
Considering the state debt service expenses in the long-term prospect during 2015-2010, it’s possible to notice that within the structure of the state debt service expenses the internal debt service expenses exceed the external services, that is related to the repayment of the principal and interests of internal the state debt obligations issued in 2009-2012 (Table 2). Thus, a relation between the external and the internal state debt service expenses within the general structure equals: in 2015 – 64 % and 36 %, in 2016– 57 % і 43 % respectively.



Table 2 

Forecasted state debt service expenses of Ukraine in 2015-2020*
	Index
	Years, million of hryvnias

	
	2015
	2016
	2017
	2018
	2019
	2020

	Service
	12 211.47
	9 420.32
	7 683.
	5 925
	4 249
	3 065

	Internal debt
	7 859.54
	5 931.14
	4 782.
	3 467.
	1 864.
	749.3

	The National Bank of Ukraine
	136.37
	129.76
	123.14
	116.53
	109.91
	103.31

	Internal government loan bonds, 2008
	1 659.66
	553.62
	-
	-
	-
	-

	Internal government loan bonds, 2009
	3 359.48
	3 359.48
	3 209
	2 343
	1 303.
	645.99

	Internal government loan bonds, 2010
	1 788.61
	1 048.79
	778.04
	607.04
	450.53
	-

	Internal government loan bonds, 2011
	915.42
	839.49
	672.14
	400.19
	-
	-

	External debt
	4 351.93
	3 489.18
	2 901
	2 458
	2 385
	2 316

	The European Bank for reconstruction and development
	129.25
	108.97
	91.98
	75.3
	58.6
	42.89

	The International Bank for reconstruction and development
	593.02
	545.6
	493.41
	441.41
	390.15
	341.52

	The International Monetary Fund
	209.06
	-
	-
	-
	-
	-

	External government loan bonds, issued in 2007 
	368.56
	368.56
	368.56
	-
	-
	-

	External government loan bonds, issued in 2010
	1 174.88
	906.76
	906.76
	906.76
	906.76
	906.76

	External government loan bonds, issued in 2011 
	930.16
	930.16
	930.16
	930.16
	930.16
	930.16

	The Japanese Bank for international cooperation 
	26.31
	24.7
	23
	21.4
	19.84
	18.36


* Composed by the author, using the data [9]
Forecast estimations show that whether the state intensively transfers its relative liabilities to the state debt, 5.8-10.9 % of the State budget revenues will be used to cover the state debt interest repayments till 2015.

Only the ability to service the state debt indicates of the country’s financial stability and gives a chance to receive more loans in the future periods and to improve the financial reputation of the country as a stable and faithful borrower. 
Having performed the forecast of the state debt service expenses during 2015-2020, the following consequences may be suggested:  
· the middle-term indebtedness dominates. This can be explained by the fact that long-term liabilities are not demanded in Ukrainian markets because of a high-risk rate;
· the largest amount of payments is registered in 2015-2016, which will be performed to cover debts to the IMF for credits received in 2008-2010. 
The process of the state debt service is performed by making payments to cover debt liabilities to the creditors by repaying the principal, interests and comprehensive expenses determined by terms of government securities issue, loan agreements, government guarantees and other documents. 
Thus, the increase of the state debt service expenses may lead to such consequences, as a debt crisis and an economic crisis (Figure 4).
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Figure 4. Consequences of the state debt service increase*
* Created by the author
In the process of the state debt service expenses research, the author suggests that in terms of both the state debt and the increase of its service expenses, the economic crisis escalates and the country isn’t able to cover payables. 

To decrease the debt pressure on the Budget and the Balance of payments as well as to create conditions for the economic growth, it may be appropriate for executive state bodies to sign agreements with creditors regarding terms of the modification of credit contracts – the interest rate decrease and debt liabilities for the exchange of assets.

Among prospective methods of the state debt management, the author emphasizes following methods: state debt consolidation – the combination of several small short-term debts to obtain one large with the interest rate change; state debt conversion – initial terms of an agreement related the profitability, the modification (this aim may be attained by the interest rate decrease); debt innovation – the initial liability modification, which determines another form of performance. Besides, the state debt management policy aimed at the reduction of the service expenses may be executed by the derivatives appliance and the external state debt securitization. 

It is also appropriate to consider the international experience of the state indebtedness management. In order to solve debt problems of a country with high level of external indebtedness, international specialists worked out many mechanisms of the debt pressure reduction, in particular – the implementation of discounts to the value of the debt liability, which are determined by certain peculiarities of secondary market purchases. This approach is sufficient for both parties: a state-borrower repurchases its debt with discount, while the creditor receives material or financial resources with the higher value compared to the market value of similar debt liabilities [12, p. 80].
In our opinion, under present-day conditions of Ukraine the main directions of the state debt level optimization may consist of following steps: the state credit ratings increase; the search for sources of the internal government loans involvement instead of the external loans; the reduction of a share of floating rate debts and the increase of a share of fixed-rate debts; the decrease of the short-term indebtedness (the indebtedness prolongation); the involvement of external credit resources primary for the real economic segment investment and in order to credit the efficiency increase; the refusal to implement a system of debt state guarantee; the possible financial indebtedness risk diversification. 

In order to reduce a negative influence of the state debt service increasing expenses on the country’s economic development, the author suggested the performance of certain terms: the national currency exchange rate maintenance; a reasonable budget policy in order to minimize the state deficit implementation; the reduction of a sum of the state debts by searching for the most convenient conditions of crediting; the settlement and the legalization of marginal and optimal parameters of the country debt burden; the direction of debt resources exclusively to investment projects, which enable to cover the debt service expenses; the legislative registration of the direction of a share of over-the-plan revenues of a determined budget period to the state debt liabilities repayment; the separation of the debt resources from the State Budget fund to finance potentially profitable investment projects.
Conclusions and further research prospects. During the last few years Ukraine faces the problem of the dynamic increase of the internal and external state debt. As a result, the state debt service and repayment expenses also increase. Such process indicates system problems of the government state policy. Attempts to reduce the state debt repayment expenses in the short-term prospect has resulted in the debt portfolio risk increase and the disability to refinance debt payments after losing the excess to international capital markets. The analysis of the forecasted payments used to service and to repay the state debts indicates that the peak of payments refers to 2015-2016. Such perspective leads to the further debt crisis escalation. In order to optimize the state indebtedness it is necessary to ensure it’s restructuring with concentration on internal credit resources, long-term loans with fixed interest rates, the substantial reduction of state guaranteed debts, the maintenance of an optimal indebtedness rate in relation to GDP, the use of state borrowings as investment resources aimed at the development of the national economy and the orientation on financing of active state expenses. 
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