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1. Introduction
Currently Ukraine faces urgent need to decrease the size 

of public debt, as it continues its growth, and traditional sour
ces of debt repayment are reduced. The negative trend of the 
state debt policy is defined by the fact that loans coming from 
international financial and credit institutions are not used for 
investment but to redeem state deficit and service previous 

loans. Therefore, efficiency of public debt management and op-
timization of external debt is under revision.

2. Brief Literature Review
Many scholars contributed to the research of public debt 

management, among them such prominent economists as 
V. Allen (Allen, 2006) [1] and C. Freeman (Freeman, 1982) [2]. 
Geyets (1999), Plets (2014), Londar (2015), Nestoruk (2011) 
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Fig. 1: Classified features of public and publicly guaranteed debt
Source: [16]

Tab. 1: Dynamics of Ukraine’s public and publicly guaranteed debt for 2010-2015, mln UAH

Source: Compiled by the author based on [13]

studied the regulatory processes of public debt [3-6]. 
Borynets (2012), Makar (2012), Gedz (2015) focused 
on public debt dynamics in different countries [7-8, 17]. 
However, negative trends in national economy, such as 
GDP reduction, growth of inflationary processes and cur-
rency devaluation, crisis of domestic banking system, un-
favorable investment climate unable to attract foreign in-
vestors, affect the state’s debt security.

3. Purpose
We aim to study current state of Ukraine’s public debt 

and to search for approaches to achieve state’s debt re-
duction and optimization of international borrowing usage.

4. Results
In the situation of economy’s institutional imbalances, 

and the growth of budget deficit and balance of payments, 
debt burden on internal and external borrowing increases. 
According to the Law of Ukraine «On the Foundations of 
Ukraine’s National Security», debt security is such a level of in-
ternal and external debt, including the cost of its service and ef-
fectiveness of usage, that is sufficient to meet socio-economic 
needs, do not threat national sovereignty, nor jeopardize integ-
rity of the domestic financial system [10]. In other words, the sti
mulating impact of public debt on the country’s socio-economic 
development is clearly defined by current legislation. But reali-
ty do not meet legal provisions as International Monetary Fund - 
the major lender of Ukraine - forecasts the growth of Ukraine’s 
gross public debt in 2016 up to 94% [15].

The public debt is the total amount of state’s debt liabilities, 
including paying off received and non-redeemed credits (loans) 
as of the reporting date, arising as a result of government bor-
rowing [13]. At present, the main purpose of state’s borrowing 
is to finance budget deficit (in 2015 it equaled UAH 52 million 
according to Ministry of Finance of Ukraine, although it halved 
comparing to 2014) [13].

Ukrainian legislation treats public debt as consisted of di-
rect and guaranteed debts:
•	 direct debt is the total amount of unconditional country’s 

debt liabilities for received and non-redeemed to date credits 
(loans) that arise from government borrowing;

•	 publicly guaranteed debt is the total debt liabilities of business 
entities-residents of Ukraine on paying off received and non-
redeemed to date credits (loans) guaranteed by the state [13].

By borrowing sources, public debt can be internal (state’s 
debt to all citizens and legal entities - holders of domestic 
public bonds) or external (state’s borrowing on the internatio
nal market) (Figure 1).

The public debt structure since Ukrainian independence 
shows that the amount of the external debt exceed the internal 
one [15], which leads to negative socio-economic consequen
ces: payment of interests and main debt causes the outflow of 
foreign currency, which in turn reduce gold and foreign curren-
cy reserves, increase exchange rate of foreign currency to na-
tional currency, produce of hryvnia devaluation, etc.

The main indicator of the state’s financial stability is its abili
ty to fully service and repay public debt, which is crucial to the 
image of responsible and reliable borrower. Today most coun-
tries of the EU and United States are the most reliable borro
wers as they have steady economies and good credit history. 
These countries are able to acquire loans on the best availa-
ble terms on the market. The state of public and publicly gua
ranteed debt in Ukraine is dramatically different, while showing 
some positive dynamics in the last six years (see Table 1).

The bigger picture of Ukraine’s public and publicly guaran
teed debt demonstrates the rapid increase in debt burden - 
263.6% for 2010-2015.

 It should be noted that during this period the growth of 
both external public and publicly guaranteed debt is about 
twice as much as the increase in state’s internal debt. In abso-
lute terms, the total amount of public debt has increased by al-
most UAH 1,139 bln, moreover, the most rapid growth of pub-
lic debt was observed in 2014-2015.

The negative trends in public and publicly guaranteed 
debt growth persisted at the beginning of 2016. On Aptil 30, 
2016 this indicator increased by UAH 118,016.26 mln com-
pared to the end of 2015. Increase was both in public debt 
(by UAH 115,052.99 mln) and publicly guaranteed debt (by 
UAH 2,957.27 mln). Both hryvnia devaluation and significant 
increase in government borrowing are responsible for debt 
growth. Government borrowed, both internally and externally, 
to cover budget deficit, to service existing public debt, and to 
smooth negative effects of the financial crisis.

We agree with the evaluation by leading financial market ex-
perts [5, 7] that currently national economy is in the middle of se
veral major crises in political, economic, financial and banking 
sectors. The military conflict in eastern Ukraine, along with ac-
crued in previous years macro-economic imbalances, have de-
stroyed the state’s macro-financial stability. The fact that in 2014 
the volume of international currency reserves in Ukraine de-
creased to USD 7.5 bln proves this. Further drop in gold and 
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Tab. 2: Factors of impact on public debt status

Source: Elaborated by the authors

foreign currency reserves to USD 
5.6 bln on January 3, 2015 was all 
time low since June 2003, while the 
minimum statutory gold and foreign 
currency reserves (to cover total 
amount of imports for three months) 
should be around USD 23 bln [13]. 
Dramatically shrinking reserves, in 
turn, decreases government capabi
lities to paying off external debt, and 
led to the deterioration in Ukraine’s 
credit rating by Standard & Poor’s 
Ratings Services down to the le
vel «CCC-». However, in February 
2015 Ukraine’s short-term credit ra
ting in foreign currency at «C» le
vel was confirmed [5]. On March 24, 
2015 Moody’s Investors Service also 
downgraded the ratings by long-term 
liabilities in both foreign and national 
currency from «Caa3» to «Ca», and 
kept a negative forecast [5].

Another significant socio-eco-
nomic index is the value of public 
and publicly guaranteed external 
debt per capita and per working citi-
zen. The index dynamics in Ukraine 
for 2010-2015 is shown in Figure 2.

Figure 2 shows steady growth of 
all indicators, as they reached their 
maximum value on January 01, 2016. 
Thus, the amount of publicly guaran-
teed external debt per capita and per 
working citizen in 2015 amounted to 
UAH 5,042 and UAH 13,105 respec-
tively. This is the product of further decrease of total population in 
Ukraine, its aging and constant growth of government borrowing.

To find the main reasons behind Ukraine’s increased debt, 
we have to address factors that negatively affect the public debt 
status, namely: factors of direct impact and factors of indirect 
impact (see Table 2).

An important indicator of state’s debt security is the ratio of 
public debt to GDP. According to the Budget Code of Ukraine, 
the main body of the debt should not exceed 60% of the actual 
annual GDP [11].

However, the data in Table 1 show that the ratio index of 
public debt to GDP in 2010-2015 had positive dynamics and 
reached highest value in 2015 - 79.4%, which exceeds the le-
gal provision by almost 20%.

This situation produce further increase in debt insecurity, 
and threatens future cooperation of international financial and 
credit institutions with Ukraine.

One of the major challenges for the debt policy of Ukraine 
is to balance tax financing of budget expenditures. Short-term 
borrowing creates an opportunity to reduce fiscal burden 
on the economy, and to push businesses to increase in-
vestments in their own development. But as financing of 
current budget expenditures will be carried out at the ex-
pense of future generations that may cause slower eco
nomy’s development in a long run.

In order to boost the socio-economic development of 
the state it is necessary to take a number of steps, name-
ly: to monitor and control the volume of budget deficit 
and the level of debt security; to intensify investments in 
the country by promoting favorable investment climate. 
By acquiring additional financial resources to the country, 
government stimulates the economic growth, and invest-
ment into national economy not only with its own inter-
nal resources. However, public debt along with excessive 
government spending, budget imbalance and failures in 
the monetary policy may lead to financial crises and limit 
investment activity in the country.

Thus, public debt itself is an ambivalent economic 
factor, as it can either contribute to national security or 
be a source of financial threats and risks. That is why it 

is important to elaborate such strategy of public debt manage-
ment that will enable effective usage of international borrowing 
and facilitate the optimization of debt burden [16].

For the purpose of effective public debt management we 
propose to introduce system approach (see Figure 3).

Thus, an important requirement should be efficiency of 
credit resources spending and investment focus of their use, 
which will contribute to gradual economic growth and reduc-
tion in country’s financial dependence on external lenders.

Therefore, central government should take a number of 
measures, including:
•	 establish international cooperation with international finan-

cial and credit institutions, and other governments to pro-
mote positive flow of foreign investments and to increase 
budget revenues;

•	 implement structural reforms in the sector of general 
government management to improve efficiency of using 
budget funds, transition from passive funds attraction for 
budget deficit to system of debt management;

Fig. 2: Dynamics of Ukraine’s public and publicly guaranteed external debt per capita and per 
working citizen for 2010-2015

Source: [13]
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Fig. 3: System approach to public debt management
Source: Elaborated by the authors

•	 ensure transparency in financial flows of 
the public finances through the introduction of 
parallel accounting of transactions and liabili-
ties of financial institutions;
•	 establish special state body, the Committee 
of Debt Security Management, to carry respon-
sibilities for use of international credit resour
ces, and for previous debts restructuring;
•	 intensify cooperation between main coordi-
nators of the debt security area - Government, 
National Bank of Ukraine, Ministry of Finance 
of Ukraine, State Service for financial monito
ring of Ukraine, and international lenders [5; 6].

5. Conclusion
The study of the current state of Ukraine’s 

public debt has shown the growth in its main in-
dicators in recent years, showing no solid steps 
by the government to reduce country’s debt or 
to introduce effective restructuring of the older 
debts. To counter current challenges the authors 
proposed to use system approach to public debt 
management by providing the Committee on 
debt security management with major powers 
in this area. Adoption of such recommendations 
will foster the efficient use of external borrowing, 
help to restore and develop «problem areas» of 
the economy, and to increase state budget re
venues.
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