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THE METHODOLOGICAL
APPROACHES DEVELOPMENT
TO ASSESS THE CREATION
AND USE OF THE FINANCIAL
CAPACITY OF THE STATE

Abstract

The article focuses on the development of scientific and methodological approach
to determining the level of creation and use of financial capacity to identify current
trends of its transformation and perspective directions for development. The research
urgency is due to the need to ensure high level of national security, ineffective use of
the existing financial capacity of the state, disputability of scientific approaches to iden-
tifying its components and the need to choose the vector for the state’s further devel-
opment. This requires additional research methodological aspects aimed at obtaining
objective and well-founded assessment of the financial capacity level.

The methodological approach proposed involves comparing the actual rated values of
creation and use of the authorities’ financial resources (the ratio of the deficit/surplus
of the state budget to GDP, the level of GDP redistribution through the consolidated
budget, the ratio of the government and government-guaranteed debt to GDP and
gross international reserves of Ukraine in the months of imports), financial resources
of business entities (the level of listing companies capitalization, the ratio of non-per-
forming loans to total gross loans, credit interest rate, companies’ ROA) and the finan-
cial resources of households (the share of cash income in total household resources, the
ratio of the average amount of old-age pension to the average monthly nominal wage,
the share of spending on food and non-alcoholic beverages in total household spend-
ing) with their recommended limits and the establishing a scoring making it possible
to form an integral indicator that reflects the level of creation and use of the state’s
financial capacity. The methodological approach has been tested using Ukraine as an
example. This has made it possible to identify the negative tendencies of the creation
and use of Ukraine’s financial capacity (the state budget imbalance, significant debt
burden on the budget, high interest rates, significant share of household expenditure
on consumption). Based on the results, perspectives for development of the state’s fi-
nancial capacity are proposed.

Keywords financial capacity, financial resources, economic

development, debt, budget

JEL Classification 011, 012, H63, H61

INTRODUCTION

The financial capacity of the state cannot be developed without as-
sessing its current situation and evaluating the results in order to
increase its efficient use. The increase in importance of financial rela-
tions in the social reproduction processes and ensuring national se-
curity, inefficient use of the established financial capacity of the state,
ambiguity of approaches to the identification of its components and
the need to choose the priority directions of further development
determine the relevance of analyzing methodological aspects aimed
at obtaining objective and well-argued assessment of the financial
capacity level.

http://dx.doi.org/10.21511/pmf.08(1).2019.03



1. LITERATURE REVIEW

A number of scientists researched the issue of as-
sessing the financial capacity of the state (both at
the level of well-formed aggregate potential and
at the level of its individual components, namely
regions, enterprises and industries). In this con-
text, Boronos (2012), Volkovskyi (2015), Indus
(2016), Kostyrko (2015), Nazarova (2016), Portna
(2015), Trusova (2016), Shumska (2007) and many
other Ukrainian scientists should be mentioned.
Adilova, Akayev, Zhatkanbayeva, and Zhumanova
(2015), DexuHe (2016), Khalitova, Panzabekova,
and Nurymova (2017), Redo and Siemiatkowski
(2017), and Semjonova (2016) assessed the finan-
cial capacity of the state based on ensuring its fi-
nancial security. At the same time, the only meth-
odological approach to assessing the financial
capacity of the state is not formed, which makes
it difficult to formulate applied guidelines for im-
proving the management of its components.

2. AIM

The aim of the research is to develop a scientific
and methodological approach to determining the
level of creation and use of the state’s financial ca-
pacity using an integral indicator to identify cur-
rent trends in its transformation and perspectives
for its development.

3. METHODS

The following methods were used while writing
the article: analysis (to divide the system of the
state’s financial capacity into separate elements
with their further research); abstraction (to select
relevant indicators for assessing the components
of the state’s financial capacity); comparison (to
compare the actual financial capacity of Ukraine
with the EU countries’ financial capacity, as well
as with the reference level of financial capaci-
ty, whose indicators of the efficient creation and
use correspond to optimal values); statistical and
economic methods (to study the changes in the
indicators of financial capacity in the past and to
identify relevant trends); synthesis (to identify the
level of financial capacity of the state based on its
elemental composition).

http://dx.doi.org/10.21511/pmf.08(1).2019.03
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4. RESULTS

Based on the analysis of scientific publications
on the creation and use of the state’s financial
capacity, significant diversity of opinions on
the definition of its economic essence has been
identified. This complicates the development
of a methodological approach to its evaluation.
Applying a systematic approach is very useful in
the course of the state’s financial capacity anal-
ysis (Indus, 2016; Kucher, 2014; Trusova, 2016,
and others). This makes it possible to take into
account internal connections between the finan-
cial capacity components and its susceptibility
to the external factors.

According to Polchanov (2018), the subjects of the
state’s financial capacity are the basic element of
the financial capacity system. Based on this, by the
financial capacity of the state one understands the
complex of financial resources of the authorities,
business entities, households, as well as opportu-
nities for their effective creation, distribution and
use. The structure of the state’s financial capacity
is presented in Figure 1.

According to the authors, to assess the efficient
creation and use of financial capacity comprehen-
sively, it is expedient to use indicators presented in
Table 1. This is due to their widespread usage by
Ukrainian scholars, as well as due to consolidation
of these indicators and the scale of their identifi-
cation in the Methodological Recommendations
for Assessing the Level of Economic Security, ap-
proved by the Order of the Ministry of Economic
Development and Trade of Ukraine No. 1277 dat-
ed October 29, 2013 (Kucher, 2014).

According to Table 1, for most indicators, the
recommended values are set so that they do not
exceed their optimal values provided for by the
Recommendations above. In addition, in the
group of indicators for estimating the financial
capacity of households, it is proposed to use the
ratio of the average amount of the old-age pen-
sion to the average monthly nominal wage. In
this case, the recommended value was estab-
lished based on the optimal values of the ratio
of the average monthly nominal wage to the
subsistence rate per one able-bodied person and
the ratio of the average old-age pension to the

29
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Source: Developed by the authors.
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Figure 1. The state’s financial capacity as a system

subsistence rate of people who lost their ability
to work (Kucher, 2014). Given the importance
of income for creating the financial capacity
of households, the recommended value of the
share of cash incomes in the total household re-
sources was set at 100%.

30

The individual recommended values of the finan-
cial capacity assessment indicators depend on the
average for the EU countries, which makes it possi-
ble to take into account the pan-European trends in
the key macro-financial indicators. In addition, it is
proposed to evaluate dynamics of the indicated fac-

http://dx.doi.org/10.21511/pmf.08(1).2019.03
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Table 1. Recommended values of indicators of the efficient creation and use of the state’s financial

capacity

Source: Developed by the authors.

No. Indicator

Type of an

L Recommended value
indicator

Financial capacity of authorities

| (max {d,,; —6};10),
1 i Ratio of deficit/surplus of the state budget to GDP, percent Mixed H . .
: : where x, is the mean value in the
N N S, EUcountries .
L DP redistributi i
' evel of GDP redistribution through the consolidated budget, Mixed (18; 37)*
H percent ...................................................
 Ratio of the amount of government and government-guaranteed - . I:O’ min {OEU’60})’
3 deb GDP Disincentive H
ebtto » percent i where x,, is the mean value in the
................................. B countries
. (maX{GEU;l.S};Jroo),
4 i Gross international reserves of Ukraine, months of imports Incentive

i where X,, is the mean value in the
: EU countries

Financial capacity of economic entities

5. Level of the listing companies capitalization, percent of GDP Mixed (15,150)% o
[O; min {d,,; 7}),
6 : Ratio of non-performing loans to total gross loans, percent Disincentive :

i where x,, is the mean value in the
............................................. EUcountries
| Creditinterest rate, PEICENt @ e MIXED o )

: ROA of the enterprises, percent Incentive (0; +2°)

Financial capacity of households

9 Share of cash income in total household resources, percent : INCENEIVE s 100 e

10 | Rahq of the average old-age pension to the average monthly Mixed (67; 100)
R R S S

1 Share of spending on food and non-alcoholic beverages in total Disincentive (0; 20)*

‘ household spending, percent

Note: * Means recommended values on the basis of Methodological Recommendations for Assessing the Level of Economic

Security (Kucher, 2014).

tors on how their current year values differ from the
critical ones when compared to the previous year:

Lif x;, € (x

0.67 if x,, €(x
v _effect, = ’
0.33 if x,, &

0.if x;, &

where ) effect; is the score of efficiency indica-
tor, X;, x;, and x;, , are actual values X; in cur-
rent ¢ and previous ¢ —1 periods, X ..., mn and
are minimum and maximum recom-

values for X respectively,

i
_xi,t}ﬂ

i,recom _max

mended

Ax”=min{x”—x

i,recom _min > ‘xi,recnm _max

Axi,tfl =min {xi,tfl - xi,recon17min b xi,recomimax
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i,recom _min > ‘xi,recom _max )
. X

i,recom _min > “Vi,recom _max
i,recom _min % “Vi,recom _max

( xi ,recom_min ? X

X } .

and if Ax,, > Ax, , |

and if Ax,, <Ax,, | W

and if Ax,, > Ax, |
i,recom_max) and lf Axi,t < Axi,t—l

Such an approach will make it possible to assess
the change in the mixed-type indicators when
their growth to a certain level indicates a pos-
itive trend (similar to the incentive indicators),
but at the same time their further growth gives

grounds for a negative tendency (similar to the
disincentives).
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The use of a scoring of the actual values correspond-
ence to recommended ones and their dynamics
provide the opportunity to determine the overall
performance indicator of the corresponding com-
ponent of the state’s financial capacity as the arith-
metic average of the score for all indicators:

v _effect = 1 i v _ effect,, (2)
n i

where ) _effect is the overall efficiency indica-
tors of the appropriate component of the state’s fi-
nancial capacity.

Based on this and taking into account the share of
the corresponding component in the state’s finan-
cial capacity, one can identify the integral indica-
tor of the creation and use of the state’s financial
capacity:

Z=y_effect, -W,+y_effect, - W, +
+y_effect, -W,,

®

where y _effect,, y_effect, and y _effect,

are the overall indicator for efficient creation and
use of financial capacity of authorities, economic
entities and households, respectively, W, W,

and W, mean the proportion of financial capac-
ity of authorities, economic entities and house-
holds in overall financial capacity of the state.

The range of values of the integral indicator of the
efficient formation and use of the state’s financial
capacity ranges from 0 to 1. Based on the approach
used in the Methodological Recommendations
for Calculating the Level of Economic Security of
Ukraine (Kucher, 2014), five intervals are allocat-
ed, which makes it possible to determine a rating
of the state’s financial capacity (see Table 2).

According to the scientific and methodological
proposed approach and using the existing infor-

mation base, it is envisaged to calculate the indica-
tors of the status and indicators of the efficient cre-
ation and use of the state’s financial capacity com-
ponents, score, summarize the estimates for each
of the components, calculate the integral indicator
of the efficient creation and use of the state’s finan-
cial capacity, as well as to define the rating assess-
ment of the state’s financial capacity and to make
adequate conclusions and propositions.

Figure 2 diagrammatizes the proposed scientific
and methodological approach to assessing the fi-
nancial capacity of the state.

Let’s define general indicator of the efficient creation
and use of the financial capacity of authorities. To
do this, the balance of the state budget of Ukraine
and the EU countries is compared (see Table 3).

The minimum value of this indicator among the
EU countries was observed in Greece (2008-2009,
2015), Ireland (2010-2011), Spain (2012, 2016-
2017), Slovenia (2013) and Cyprus (2014). The
maximums are in Finland (2008), Luxembourg
(2009, 2012-2016), Estonia (2010-2011) and Malta
(2017). In Ukraine, it complied with pan-Europe-
an tendencies, as evidenced by a slight rupture for
values in Ukraine and across the EU countries in
general. In addition, in recent years, the positive
dynamics of reducing the level of the state budget
deficit have been observed. However, in 2013-2017,
its value was beyond the recommended scope.

The restriction of the government debt amount
(60% at most) is another criterion for candidates
for joining the euro zone. Given the European
orientation of Ukraine’s development, this provi-
sion is enshrined in Article 18 of the Budget Code
(Verkhovna Rada of Ukraine, 2010).

The relative amount of the government debt in
Ukraine (see Table 4) and the EU countries began

Table 2. Scale of rating assessments of the level of creation and use of the state’s financial capacity

Source: Developed by the authors.

No.: Z-value Rating
1 [0.81] A (optimum level of efficient creation and use of the state’s financial capacity)
2 [0.6;0.8) B (sufficient level of efficient creation and use of the state’s financial capacity)
3 [0.4; 06) ) C (satisfactory level of efficient creation and use of the state’s financial capacity)
4 : [0.2; 0.4) : D (unsatisfactory level of efficient creation and use of the state’s financial capacity)
5 [0; 0.2) F (critical level of efficient creation and use of the state’s financial capacity)

32
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Source: Developed by the authors.

e A
INFORMATION BASE:

Data from the Ministry of Finance of Ukraine, the National Bank of Ukraine,
the State Statistics Service of Ukraine, Eurostat, and the World Bank Group

\. ¢ ¢ J
Indicators of the state’s Indicators of the efficient creation
financial capacity status and use of the state financial capacity components

Defining a score for each indicator:
y-effect;
1. if Xit € (xi,recom_min;xi,recom_max) andijxi,t > Axi,t—l
_ 0.67 ifxi,t S (xi,recom_min; xi,recom_max) andifoi,t < Axi,t—l

0.33 if xi,t & (xi,recom_min; xi,recom_max) andlfoi,t > Axi,t—l

0. if Xit & (xi,recom_min; xi,recom_max) andifoi,t < Axi,t—l

A 4

Calculating general indicators of the efficient creation and use of each component
of the state’s financial capacity:

1 n
v _effect = — Z v e]j’ecti
n oo

!

Calculating an integral indicator of the level
of creation and use of the state’s financial capacity:

Z=y effect -W_+y effect -W +y_effect, -W,

v

Determining the rating assessment of the level of creation
and use of the state financial capacity

A 4
Making conclusions and propositions on increasing
the level of creation and use of financial capacity

Figure 2. Scientific and methodological approach to determining the level of creation
and use of the state’s financial capacity

Table 3. The ratio of the state budget balance to GDP in Ukraine and the EU countries in 2008—-2017, %

Source: Compiled by the authors based on the State Statistics Service of Ukraine, Ministry of Finance of Ukraine and Eurostat data.

No. Country : T T T Ye?rs T T T T

2008 | 2009 : 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 : 2017
T meme a5 53 a4 26 22 20 27 10 16 08
2 Belgium i 211 | -54 i -40 : -42  -42 i -31 : -31 : -25 @ -24 i -09
3 Bugarida o 16 -4l 31 20 -03 04 54 17 02 11
4 GreatBritain . -52 101 -93 75 81 54 54  -42 29 18
5 Greece {102 | -151 | -11.2 : -103 : -89 : -13.2 : -36 : -56 . 05 : 08
R g e S S T
8 lreland . 70  -13.8  -320  -12.8 . -81 . -61 . -36 . -19 | -05 . -0.2
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Table 3 (cont.). The ratio of the state budget balance to GDP in Ukraine and the EU countries

in 2008-2017, %

Years

No. Country

2008 | 2009 : 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 '

9 iSpain i 44 i -110 i 94 | -96 : -105: -70 | —6.0 : -53 i —45
R 38 - P 1 G G G
11 ' Cyprus 09 | -54  -47 i -57 i -56 : -51 : -90 @ -13 : 03
N 13 (7 B 0 (G G
14 Luxembourg 33 i -07  -07 ¢ 05 : 03 : 10 : 13 : 13 : 16
15 Mata . A2 32 24 24 35 24 17 10 09
16 Netherlands 02 =51 52 44 -39 =29 =22 =20 00
17 Germany . ...........702 32 -42 -0 00 01 06 08 . 09
18 Poland ... 736 73 =73 48 -37 -4l 37 27 22
19 Portugal . 738 98 -112 74 57 48 72  -44 20
20 Romania .. -54 91 -69 :
21 Slovakia . 24 18 15
22 Slovenia i 14 | -58 @ -56
s ey a0 s s
25 France .. .T33..772 =69
29 EUmeanvalue 0 =25 -66 64

28 Sweden ... 18 -07

-37 22  -13  -07 : -29
-43 27 27 26 . -22
40 | -147 i -55 i -2.8 : -1.9
24 26 26 19 16
22 | 26  -32 28  -17
50 | -41 @ -39 36 @ -35
-53  -53 51  -34 . 09
-39 | -12 21 : -06 : 07
10 14 . 16 02 11
43 33 29 = 23 17

30 Ukane -3 -39 59 18 38 44 50 23 29 16
31 :Deviation from meanvalueintheEU | +1.2 i 427 | +0.5 | +28 | +05 i -1.1 | =21 i 0 i -1.2 i -0.6

Note: Negative values are for countries with budget deficit.

to grow after the global financial crisis, whereas
since 2014, only in Ukraine (from 40.2% in 2013
to 70.3% in 2014) its most rapid growth was ob-
served. This was caused by the political and eco-
nomic crisis, the military conflict, the difficult fi-
nancial situation of certain state-owned enterpris-
es and banks.

Greece had the most difficult situation among
the European countries. The indices of gov-
ernment debt were the highest over the entire
analyzed period in the country. Estonia was
the least dependent on lenders. In 2008-2017,
Estonia had the lowest level of government debt
among all countries. As a whole, the level of

Table 4. The government debt to GDP ratio in Ukraine and the EU countries in 2008-2017, %

Source: Compiled by the authors based on the State Statistics Service of Ukraine, Ministry of Finance of Ukraine and Eurostat data.

Years

2
°

Country

2008 : 2009

2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 : 2017

¢ Austria §0799 ¢
995
187
837
1267
402
70
615
i 528
25
543
358
280

;Belgium

i Bulgaria

;Great Britain

i Greece

Denmark

| Estonia

i Ireland

fviiNioininiwiNiR

Spain
: Italy

=
o

HI
N

Cyprus

o
PN

i Latvia

Lithuania

Jany
w

860 1109 1199 1197 :
601 695 857 955 1004 993 990 = 981

827 824 819 813 840 848 830 783
99.7 . 102.6 - 1043 . 105.5 = 1076 . 106.5 = 106.1 = 103.4
153 152 . 167 171 | 271 262 . 296 256

752 808 841 852 870 879 879 874

1462 1721 1596 = 177
426 461 449 44
66 61 97

1789 1759 1785 1761
S 443 399 @ 379 @ 361
105 99 92 87
11041 768 734 684

1154 1165 1234 - 1290  131.8 1316 1314 1312
568 662 801 - 1031  108.0 1080 1055 = 96.
468 427 412 | 390 = 409 368 403 = 400
362 © 372 | 398 | 388 | 405 @ 426 @ 399 | 39.4

w
AN
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Table 4 (cont.). The government debt to GDP ratio in Ukraine and the EU countries in 2008—-2017, %

No. Country : T T T Ye?rs T T T T
2008 : 2009 : 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 : 2017
14 Luxembourg 148 157 | 198 187 220 237 | 227 222 207 . 230
15 | Malta 62.6 67.6 67.5 70.1 67.7 68.4 63.7 58.6 56.3 50.9
16 Netherlands 547 68 593 617 662 677 679 646 619 570
17 Germany 652 726 8LO 786 799 | 774 . 745 708 679 639
18 Poland 463 494 531 541 537 | 557 | 504 513 542 506
19 Portugal 717 836 962 1114 1262 1290 ' 130.6 1288 1292 1248
20 i Romania 12.4 221 29.7 34.0 36.9 37.6 39.2 37.8 373 35.1
21 Slovaki D ms 3 w2 @7 w2 547 s »2 sis 509
.22 Slovenia 218 346 384 466 538 704 804 826 787 741
23 i Hungary 71.6 77.8 80.2 80.5 78.4 771 76.6 76.6 75.9 73.3
24 Finland w7 w7 wa ass s3e ses w02 s36 630 613
25 France 688 830 853 878 906 A 934 . 949 956 982 985
26 _ Croatia 390 483 573 638 694 . 804 . 840 837 802 775
27 Czech Republic 283 336 374 398 445 | 449 | 422 400 368 347
28 :Sweden 37.7 41.3 38.6 37.8 38.1 40.7 45.5 44.2 42.4 40.8
129 £, mean value Cs07 733 788 mia 838 857 sea 844 833 86
30 Ukraine .....200 347 0 399 359 366 402 703 794 8L0 718
31 : Deviation from mean value in the EU i —40.7 : -38.6 : =389 : =455 : -47.2 : =455 : -16.1 : -5.0 -2.3 -9.8

government debt in Ukraine did not exceed the

average for EU countries, however, the credi-

bility of Ukraine as a borrower is much lower
than in other European countries, and the cost

of debt servicing is higher.

The role of the state in redistributive relations in
society can be characterized by the consolidated

budget revenues to GDP ratio (see Figure 3).

35,0%

34,0%
33,0%
32,0%
31,0%
30,0%

29,0%

28,0%

27,0%

26,0%

2008

2009

2010 2011

During 2008-2017, the value of the indicator var-
ied within the range of 29.1-34.1% and did not ex-
ceed the critical level (37%), although it was sig-
nificant and the budget accounted for about one
third of GDP. Taking into account the role of the
authorities in overcoming the military conflict
consequences and, accordingly, the need to fi-
nance appropriate measures, as evidenced by for-
eign experience, it can be assumed that the level

2012

Source: Calculated by the authors based on the State Statistics Service
of Ukraine and the Ministry of Finance of Ukraine data.

2013

2014

2015

2016

34,1%

2017

Figure 3. The level of GDP redistribution through the consolidated budget in 2008-2017, %
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of budget centralization of GDP will continue to imports) and since then their growth has been
tend to slightly increase. observed;

Given the high dependence of the domestic econ- 2) the highest ratio was in Romania (2008-2012),

omy on foreign trade, special attention should be Croatia (2013-2014), Bulgaria (2015-2016)

paid to the study of sufficiency of gold and foreign and the Czech Republic (2017);

exchange reserves to finance imports under limit-

ed exports. 3) the minimum value of the indicator was ob-
served in Luxembourg and ranged within 0.02

While comparing the value of the indicator in to 0.05 months of imports;

Ukraine and EU countries, the following should

be noted (see Table 5): 4) the EU’s gold and foreign exchange reserves
amounted generally to an average of 2-3

1) gradual reduction of domestic gold and for- months of imports;

eign exchange reserves compared to imports
of goods and services, while the critical val- 5) the largest deviation from the average indicator
ue of this indicator was in 2014 (1.2 months of in the EU was in 2010, and the smallest in 2015.

Table 5. Gold and foreign exchange reserves in Ukraine and the EU in 2008-2017, months of imports

Source: The World Bank Group data (n.d.).

No. Country T T T T Yefars T T T T
2008 2009 2010 : 2011 = 2012 : 2013 2014 2015 : 2016 . 2017
1 Austria 077 0103 120 : 111 : 130 : 115 : 119 : 127 = 125  1.06
2 Belgium 036 0 070 075 070 078 . 066 . 061 = 070  0.64  0.67
3 Bulgaria 477 | 742 710 559 668 602 . 610 = 761 846 871
4 GreatBritain . 054 098 115 115 123 121 = 124 = 160 . 154 = 166
5 Greece 029 064 079 079 113 . 078 . 082 = 109 131 131
6  Denmark 238 577 569 547 605 570 . 479 = 469 467 . 5.09
7 Estonia 232 0378 198 012 017 . 017 . 023 = 027 022  0.20
8 lIreland £ 004 : 009 : 009 : 007 : 007 : 007 : 006 : 007 : 010 : 012
9 Spain 038 074 081 105 131 . 119 . 123 . 151 175 = 175
10 ltaly 158 | 263 287 272 334 270 . 262 278 290 293
11 :Cyprus © 042 : 060 | 049 : 051 : 065 : 054 @ 052 : 032 : 047 @ 034
12 latvia 295 | 725 | 644 395 445 = 449 183 229 . 235 = 268
13 Lithuania 214 0 391 296 268 276 . 237 . 262 060 092 133
14 Luxembourg 002 005 005 . 004 003 @ 003 003 003 004 = 003
15  Malta 016 . 027 028 021 030 024 . 025 027 031 038
16 : Netherlands £ 037 | 064 @ 067 | 065 : 075 : 061 : 053 : 053 : 051 : 0.53
17  Germany 100 | 165 177 164 188 144 138 143 = 149 . 148
18 Poland 291 | 497 487 437 511 482 . 422 455 529 454
19 Portugal 105 . 178 220 211 @ 273 . 208 . 221 . 250 319 @ 297
20 Romania . 512 868 844 688 = 715 688 58 575 548 = 526
21 Slovakia 251 033 034 032 035 028 . 033 041 040 046
22 Slovenia 027 . 043 040 031 034 032 . 034 032 026  0.28
23 Hungary 265 | 452 430 429 434 441 | 376 343 263 252
24 Finland © 069 @ 136 @ 1.05 | 095 : 1.07 : 1.08 : 1.03 : 119 : 1.21 : 111
25  France 114 186 220 . 195 « 224 . 172 . 167 . 181 = 190 = 191
26 Croatia 417 651 656 605 @ 673 . 791 = 652 . 7.37 640 . 729
27 Czech Republic 270 379 340 278 321 . 400 = 367 @ 490 = 647 & 10.03
28 sweden 126 | 274 238 210 232 286 266 2.8 292 = 286
29 EU, mean value 175 | 296 290  2.60 = 294 . 2.82 . 249 = 270 297 . 3.46
30  Ukraine 365 | 520 543 370 266 . 226 . 117 = 2.87  3.22 3.6
31  Deviation from meanvalueinthe EU = —19 @ —2.24 | 253 | -1.1  0.28 . 056 . 132  -017  -025 . 0.2

w
(O]
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Table 6. Indicators of the efficient creation and use of Ukrainian authorities’ financial capacity

in 2008-2017
Source: Calculated by the authors.
] Years
No. Indicator T T T T T T T T T
2008 : 2009 : 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 : 2017
1 The goverr.mment budget deficit/surplus 1 0.67 0.67 1 0.67 0 0 0.33 0 0.33
......... toGDPratio B S O OO NS VOSSO SO USROS AU SO S
The amount of government and i i i i i i i i i
2 :government—guaranteed debt to GDP ; 1 1 0.67 1 0.67 0.67 0 0 0 0.33
0O, B B ST RSSO RSOSSN RSO NSV SN S A e
3 fThe level ofGDP redistribution through D067 1 1 067 067 1 1 0.67 1 067
v the consolidated budget
4 Grossinternational reserves 1 067 . 1 : 1 . 067 0 . 0 : 0 : 1 1,03
5 Overall efficiency indicator of the 10835 0918 | 0.835  0.835 0503 0418 025 @ 05 = 05 0415

‘ authorities’ financial capacity

Generally, the authorities” financial capacity was
susceptible to the effects of the global financial cri-
sis affecting Ukraine, as well as the more complex
early 2014 crisis, which included radical transfor-
mations in many aspects of society’s activities. The
overall indicator of the efficient creation and use
of financial capacity of the Ukrainian authorities
in 2008-2017 is calculated (see Table 6).

The next step is to calculate the overall indicator of
the efficient creation and use of economic entities’
financial capacity.

In this regard, the dynamics of changes in cred-
it interest rates was estimated (see Figure 4). The
analysis gives grounds for asserting that interest
rates remained at a relatively stable level within
the range of 15.87 to 21.82%, while they were sig-
nificantly higher compared to the average in the
EU countries, fluctuating within 6.1 to 7.6%.

25,00%

20,00%

15,00%
15,87%

10,00%

5,00%

0,00%

2008 2009 2010 2011

2012

The high level of interest rates in Ukraine is due to
high risk and decrease in the financial position of
borrowers. Accordingly, the ratio of non-perform-
ing loans to total gross loans in 2008-2017 is con-
sidered (see Table 7).

The data suggest that Ukraine has a clear tendency
to increase the share of non-performing loans to
total gross loans from 3.88% in 2008 to 54.54% in
2017, while in the EU countries, their share fluctu-
ated within the 2 to 6%.

Along with bank loans, the attraction of financial
resources as a result of the security issue, in par-
ticular shares and bonds, may be of key impor-
tance in capital mobilization of enterprises. The
level of listing companies capitalization (the ratio
of capitalization of listing companies to GDP) is,
for example, one of the indicators of success in the
of financial resources creation.

Source: Compiled based on the World Bank Group data (n.d.).

21,82%
19,24%

16,65%

16,38%

2013 2014 2015 2016 2017

Figure 4. Credit interest rates in Ukraine in 2008—-2017
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Table 7. The ratio of non-performing loans to aggregate gross loans in Ukraine and the EU countries

in 2008-2017, %

Source: Compiled based on the World Bank Group data (n.d.).

No. Country Ye?rs
2008 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 : 2017

1 Austria - 190 283 . 271 . 281 287 = 347 339 . 270 = 237
2 Belgium 165 280 330 374 424 418 379 343 292
3 Bulgaria 240 1192 1497 1663 1688 1675 1461 1317 1043
4 GreatbBritain 156 395 396 359 311 165 101 094 = 073
5 Greece 467 912 1443 2327 3180 3378 3665 3630 4557
6 Denmark  n/a 407 366 595 462 440 369 321 248
7 Estonia 194 538 405 262 147 139 098 087 070
8 Ireland 19 13.05 1612 2499 2571 2065 1493 1361 1146
9 Spain 21 467 601 748 938 845 616 564 446
10 ttaly 628 1003 1174 1375 1654 1803 1806 @ 1712 1438
11 Cyprus 359 58 999 1837 3856 4497 4775 4868 = 40.17
12 latvia 210 1593 1405 872 641 = 460 464 626 = 551
13 Lithuania 608 2333 1884 1480 1159 819 495 366 = 318
14 Luxembourg o/ 025 038 015 021  nfa nfa 090 079
15 Malta - 501 702 709 775 = 885 905 677 . 532 407
16 Netherlands . 168 283 271 310 323 298 271 254 231
17 Germany 285 320 303 28 270 234 197 171 150
18 Poland 28 491 466 520 498 482 434 405 = 394
19 Portugal 360 531 747 974 1062 1191 1748 1718 1327
20  Romania 7S 1185 1433 1824 2187 1394 1351 @ 962 641
21 Slovakia 249 584 561 522 514 535 487 444 370
22 Slovenia 42 821 1181 1518 1331 1173 996 = 507 = 320
23 Hungary 323 1004 1368 1604 1683 1562 1166 742 = 417
24 Finland o Me oA na w130 134 152 167
25 France 282 376 429 429 450 416 . 398 . 364 = 3.08
26 Croatia Ty 1109 1227 1376 1543 1671 1633 1361 1120
27 Czech Republic 281 539 522 524 520 561 548 450 374
28 Sweden 046 078 065 070 06l 124 117 106 = 112
I Yo el e S o T e R e
30 Ukraine 388 1527 1473 1654  12.89 1898 = 28.03 3047 = 5454
3p Deviationfrommeanvalue ) —9.88  -872 @ -906 -648 = -13.50 K —23.12  -25.95

{inthe EU

: —50.82

The analysis of the indicator’s values for 2008-2017
(see Figure 5) shows its growth to 29.21% in 2014,
as well as sharp decline after 2014 (to 3.21% in 2015
and 0.39% in 2017). In addition, the value of the
indicator was in the critical area (up to 15%) in
2008-2009, 2011, and 2015-2017.

Return on assets (ROA) is an equally important
indicator of assessing the efficient creation and use
of the economic entities’ financial capacity. For
the purposes of the study, the ROA of enterprises
was calculated as the ratio of net profit to the aver-
age annual value of assets in terms of balance as a
percentage (see Figure 6).

38

Based on the data above, one can conclude that
the use of assets of domestic enterprises is unsatis-
factory. This is confirmed by losses in 2008, 2009
and in 2014 and 2015 (while in 2014, the total loss
amounted to UAH 590.067 billion). Since 2016,
there is a positive trend towards increasing the
level of return on assets.

The financial capacity of economic entities was
generally not used effectively enough. This is
proved by the non-compliance of most of the actu-
al values of the indicators with the recommended
ones, especially during the military conflict. This
is also confirmed by the negative dynamics of the

http://dx.doi.org/10.21511/pmf.08(1).2019.03
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Source: Developed based on annual reports of the National Securities and Stock Market Commission of Ukraine and the

35,00%
30,00%
25,00%
20,00%
15,00%
10,00%

5,00%

0,00%

2008 2009 2010 2011

Note: 2017 data are given as of April 30, 2017.

2012

National Commission for State Regulation of Financial Services Markets data.

,39%
2017

2015

2013 2014 2016

Figure 5. The listing companies capitalization to GDP ratio in 2008-2017, %

4,00%

1,5%

2,00%
,4%

0,00% -1,1%

2010 2011

-2,00%
-4,00%
-6,00%
-8,00%
-10,00%

-12,00%

2012

Source: Developed based on the State Statistics Service of Ukraine data.

1,7%

-0,4%
2073

2014 2015 016 2017

-10,1%

Figure 6. Return on assets of the Ukrainian enterprises in 2008—-2017

overall indicator of the efficient creation and use of
economic entities’ financial capacity (see Table 8).

Based on the calculated values of indicators for as-
sessing the efficient creation and use of households’
financial capacity (see Figure 7), it can be argued
that the share of cash income in total household re-
sources during the period analyzed and the share
of spending on food and non-alcoholic beverages
in total household expenses were relatively stable.
The ratio of average old-age pensions to nominal
wages showed a negative dynamics. All calculated
indicators did not match the recommended value.

http://dx.doi.org/10.21511/pmf.08(1).2019.03

Overall, the financial resources and household ca-
pacities were not used effectively. This is evidenced
by values of the overall indicator of the effective-
ness of the relevant component of the state’s finan-
cial capacity (see Table 9).

An integral indicator of the efficient creation and
use of the Ukraine’s financial capacity was calcu-
lated based on the indicators of the effectiveness of
the state’s financial capacity components and da-
ta on the structure of the state’s financial capacity
(see Figure 8).
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Table 8. Assessment of indicators of efficient creation and use of the Ukrainian economic entities’
financial potential during 2008—2017

Source: Authors’ calculations.

Years

No. Indicator
H §2008 2009 : 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 :@ 2017

Capitalization level of the listing

1 companies, % ofGDP 0.33 0.33 1 0 1 1 1 0 0 0
2 Credit |nterest rate 0 0 0.33 0 0 0.33 0 0 0.33 0.33
3 %The non-performing Ioans to aggregate 0.33 0 0 033 0 0.33 0 0 0 0

: gross Ioans rat'lo ‘
4 Return on assets of enterprlses percent E 0 E 0.33 E 1 1 E 0.67 E 0 0 0.33 1 1

Overall |nd|cator of the efficiency of

5 ¢ . s e . . 0.165 0.165 0.583 0.333 0.418 0.415 0.250 0.083 0.333 0.333
i economic entities’ financial capacity : : : : : : : : : :
Source: Calculated by the authors based on the State Statistics Service of Ukraine.
100,00
8000 —g79 885 8,1 889  9L0 908 912 94  g50 875
70,00 -

6000 489 500 516 513 501 501 519 3L 498 Lo

50,00 - e - -—@ .—+4‘\H

40,00 495 465
30,00 44,2 ’ 43,7 4172 44,6 43,7

37,5
20,00 32,6

10,00
0,00

25,5

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

==@==Share of cash income in total household resources, %
==@==Share of spending on food and non-alcoholic beverages in total household spending

Ratio of average old-age pensions to average nominal monthly wages

Figure 7. Indicator values of assessing the efficient creation and use
of the household financial capacity in 2008-2017

Table 9. Assessment of indicators of efficient creation and use of Ukrainian household financial
capacity in 2008-2017

Source: Authors’ calculations.

Years
2008 2009 | 2010 | 2011 2012 | 2013 | 2014 = 2015 2016 . 2017

No. Indicator

Share of cash income in total household

1 0 0.33 0.33 0 0.33 0 0.33 0 0 0.33
resources : ; ; ; ; ; : : ;

5 ERatloofaverageoId age pen5|onsto 0.33 033 0 0 0 0.33 0 0 0 0
i average nominal monthly wages : : : : : : : ‘ ‘ :

3 Shareofspendingonfoodandnon- o3 © o 5 933 033 o0 0o 0 033 033
alcohollc beverages

4 Overallindicator ofthe effciency of 1022 022011 {011 022 011 i 011 i 0 | 011 | 0.22
household financial capacity : : : : : : : ‘ ‘ ‘

40 http://dx.doi.org/10.21511/pmf.08(1).2019.03
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Source: Authors’ calculations.
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Figure 8. Integral indicator of the efficient creation and use
of the Ukraine’s financial capacity in 2008—-2017
CONCLUSION

Thus, during 2008-2013, the creation and use of Ukraine’s financial capacity was unsatisfactory, and
in 2014-2017, it was at a critical level. This is evidenced by the inconsistency of key indicators of the
efficient creation and use of the state’s financial capacity components and by the recommended values.
Based on the indicator values of the efficient creation and use of the state’s financial capacity, it is possi-
ble to predict its following future trends:

o further decrease in creation and use of authorities’ financial capacity. This is due to inconsistency
of the state budget spending and its income (the state budget deficit was kept at the level of 3.3% of
GDP), the growth of the volume of government debt and consolidated budget income relative to
GDP, insufficient gold and foreign exchange reserves. All this slows economic growth;

o despite the restoring profitability in recent years, the reduction in the efficiency of the creation and
use of economic entities financial capacity will be caused by the probably maintaining high credit
interest rates, a significant proportion of non-performing loans in total loans and decrease in the
domestic stock market capitalization;

o decrease in the average old-age pensions relative to the average monthly nominal wage, high share
of spending on food and non-alcoholic beverages in total household expenses, as well as share of
cash income in the total household resources will determine the low efficiency of the creation and
use of household financial capacity.

The article has proposed a research and methodological approach to a comprehensive assessment of
the state’s financial potential. It involves using the system of indicators of the efficient creation and use
of financial capacity of authorities, business entities, and households, substantiating the scale of their
scoring and the procedure for calculating the integral indicator of the efficient creation and use of the
state’s financial capacity, which made it possible to conclude on the critical level of financial capacity in
2008-2017, the state budget imbalance, the growth of the government debt relative to GDP, the insuffi-
cient gold and exchange reserves, increase in the proportion of non-performing loans, low level of the
stock market capitalization and the loss-making activity of enterprises in certain periods.

Given the significant influence of the military conflict on the development of the country’s financial

capacity, it can be argued that further decrease in the fighting and its further cessation will create envi-
ronment for more efficient creation and use of Ukraine’s financial capacity.

http://dx.doi.org/10.21511/pmf.08(1).2019.03 41
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