INTERNATIONAL TRENDS IN FISCAL POLICY
From the coronavirus outbreak, public finances in many countries
have undergone through the following radical changes:
• Validation of the crisis automatic stabilizers, that appeared as
revenue declines to budget and the rises of cyclical budget
expenditure;
• Fighting the economic crisis and pandemic by the dicretionary fiscal
policy actions and fiscal loosening (globally, amounts of the fiscal
rescue packages reached 16 bn USD);
• Pervasive health care crisis that forced the governments to allocate
additional public funds for medical purposes and to breach the longterm fiscal rules (debt limits, budget deficit rules, etc.)

BUDGET EXPENDITURE BY ECONOMIC CATEGORIES
Economic categories of consolidated budget
expenditure which recorded a biggest rise in
funding in 2020:
• а) subsidies and transfers to enterprises (+1,3% of
GDP);
• b) labour remuneration in public sector (+1% of
GDP);
• c) social protection and provision (+0,3% of GDP);
• d) capital expenditure (+0,3% of GDP).

Consolidated Budget Expenditure by Economic Categories
Through 2018 - 2020 as a % of GDP
Source: author’s calculations on the basis of State Treasury’s and State Statistics Service
data.

Public investments experienced a modest
increase in budgetary financing as compared to
previous years (by 0,3% – 0,4% of GDP). In other
words, budget expenditure structure continues to
be biased towards consumption that hampers the
renovation of public infrastructure and productivity
growth in Ukraine’s economy.

BUDGET EXPENDITURE BY FUNCTIONS OF GOVERNMENT (1)
Budgetary Expenditure in 2019-2020,
bn UAH (if otherwise not indicated)
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Source: author’s calculations on the basis of State Treasury’s data.

BUDGET EXPENDITURE BY FUNCTIONS OF GOVERNMENT (2)
In 2020 р. some governmental functions recorded the highest increase in budgetary
financing, as compared to 2019 (priority functions):
• road construction & maintenance – by 96%;
• health care – by 36,9%;
• defense – by 12,9%;
• Pension fund transfers – by 11,3%;
• police, safety and judiciary - by 11%.
Other governmental functions experienced the smallest increase in budgetary financing
(non-priority functions):
• housing and communal amenities – funding cut by 6,7%;
• culture, arts and sports – funding increase by 0,3%;

• state governance – by 0,7%;
• education - by 5,7%.

ACTUAL BUDGETARY FINANCING VERSUS PLANNED ONE
As compared to planned appropriations, the
following governmental functions were in
privileged position (priority functions):
• defense;
• police, safety and judiciary;
• social safety net.

Deviations of the actual budgetary financing from planned
by governmental functions in %
Source: author’s calculations on the basis of State Treasury’s data.

While the average under-financing rate for the
Consolidated budget was 6,3% in 2020, the
above functions received less than planned only
by 1,7%, 3,1% and 2,6% respectively.

FISCAL POLICY ASSESSMENT IN 2020 (1)
• Overall, in 2020 Ukraine’s fiscal policy was slightly expansionary. In real terms, State
budget expenditure increased by 15% and Consolidated budget expenditure – by 11%
relative to 2019.
• We argue, that Ukraine’s government rightly concentrated the limited budgetary funds in
such important areas as health care, defense, road infrastructure. Drivers: pandemic,
economic crisis, Russian military aggression.
• However, we assess negatively the fiscal austerity measures in education sector, culture,
arts and sports. Motivation: these sectors are important for the human capital development
in Ukraine, they affect the quality of life and labour productivity.
• Besides, permanent expansion of budgetary financing of police and judiciary is
unreasonable. Motivation for negative assessment: these are the components of
government consumption that hardly promotes the human or physical capital accumulation
and have extremely low efficiency in Ukraine.

FISCAL POLICY ASSESSMENT IN 2020 (2)
• Consolidated budget deficit in 2020 was equivalent to 5.5% of GDP. Traditionally, the impact of fiscal
policy on aggregate demand is measured by cyclically adjusted primary balance (САРВ) that equaled
to 0.2% of GDP in Ukraine.
• Ukraine’s CAPB was in sharp contrast with the average CAPB in advanced countries (-10.3% of GDP)
and the average CAPB in emerging markets (-7% of GDP). In both country groups fiscal policy was a
significant contributor to aggregate demand level. But it is not the case for Ukraine, where the impact
of fiscal policy on aggregate demand was almost neutral.
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Source: author’s estimates for Ukraine and IMF’s “Fiscal Monitor” data.

FISCAL POLICY ASSESSMENT IN 2020 (3)
• Fiscal impulse measure is calculated as difference in the CAPBs of two subsequent years.
Negative fiscal impulse indicates the fiscal consolidation episode, while a positive impulse shows
the fiscal expansion. Our estimates reveal that fiscal impulse in Ukraine was +1% of GDP in
2020; in other words, fiscal policy was more expansionary in 2020, than in 2019. However,
Ukraine’s fiscal impulse appeared to be 4 times smaller than in emerging markets, and 8 times
smaller than in advanced countries. Thus, the size of fiscal stimulus in Ukraine lags far behind
the fiscal stimulus in other countries.
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COMPONENTS OF BUDGET DEFICIT FINANCING
• Government domestic borrowing on the financial market was the largest source of budget deficit financing
in 2020 (149 bn UAH). Second source by the order of magnitude was foreign borrowing from the official
and private creditors (95 bn UAH).

Deficit Financing by Main Categories in 2014–2020
Source: compiled by author on the basis of State Treasury’s data.

DOMINANT TRENDS OF A MARKET FOR DOMESTIC
GOVERNMENT BONDS (OVDPs) IN 2020:
1) significant fluctuations in the interest rates and funds raised, that contributed to
general market volatility;
2) enhanced role of the Ukrainian banks and enterprises as investors into the
OVDPs, while the share of retail investors remained minor;
3) sharp decreases in the nominal and real interest rates on OVDPs in the course
of January-July and renewed upward trend in the interest rate dynamic in the
course of August-December 2020.
Average nominal yield of the hryvna-denominated OVDPs in 2020 (9.8% per
annum) went down by 1.7 times as compared to 2019. Average real yield of the
OVDPs in 2020 was twice lower than in 2019 and constituted 5% per annum.
However, at the end of 2020 real interest rate increased up to 6%.

AMOUNTS OF BORROWINGS, NOMINAL AND REAL
GOVERNMENT BONDS YIELD IN 2016-2020 PER MONTH

REAL INTEREST RATES ON DOMESTIC GOVERNMENT BONDS IN
UKRAINE ARE EXTREMELY HIGH
Real interest rates on domestic government bonds
in countries with В, В2-В3 credit ratings in February 2021
(percent per annum)
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Ukraine’s OVDPs are overvalued, even taking into
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PUBLIC DEBT SUSTAINABILITY ASSESSMENT
Public debt sustainability indicators signal the
growing risks of insolvency and international
illiquidity for public finances of Ukraine. A set of
sustainability indicators consists of public debt
ratios to GDP and budget revenues, external debt
ratio to exports, short-term debt ratio to international
reserves and public debt service ratio.
Apart from these indicators, significant threats for
Ukraine’s debt position are associated with
• high gross financing needs for the state budget
(at 15.8% of GDP in 2020 and 14.7% in 2021);
Debt Sustainability Indicators in Ukraine through 2015-2020 and Their
Threshold Values
Source: author’s calculations on the basis of Ministry of Finance, NBU’s and State Treasury’s
data.

• huge share of debt, denominated in foreign
currencies (64.9% at the end of 2020)

FISCAL POLICY RECOMMENDATIONS FOR
UKRAINE’S GOVERNMENT
In view of problems and risks (identified above), we advise the Government:
• while formulating the state budget for 2022, to incorporate the cut in budget deficit into the
budget plan (as compared to the actual and planned figures of 2020-2021),
• starting from 2023, to restore the validity of fiscal rules, reflected in Art. 14 and 18 of the
Budget Code of Ukraine.
Ukraine’s Government has to take seriously the IMF’s notice for member countries that cautions
against the premature termination of the fiscal support for the crisis-hit economies and
recommends its extension until the end of 2021, at least, in order to fuel the economic growth and
to soften the destructive effects of the pandemic.
Thus, currently, the urgent tasks of fiscal policy in Ukraine are:
• continuation of social protection of the vulnerable categories of population during the pandemic;
• government support for the economic activity via subsidies and concessional loans to viable
enterprises, as well as sufficient funding of public investments.

