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PROSPECTS OF IMPLEMENTATION OF EUROPEAN PRACTICE
OF FINANCIAL IMBALANCES REGULATION IN UKRAINE

Abstract. In the article it is noted that the trigger for the emergence of financial instability is
the accumulation of financial imbalances the spread of which leads to increasing vulnerabilities in
the financial system, violation of its stability and reduce the level of financial security. The
interrelations between financial imbalances, financial stability, financial instability, financial
vulnerability, financial security, financial crisis are outlined. The article is aimed at determining key
indicators in assessing the level of existing financial imbalances and developing a set of measures to
resolve disequilibrium in the domestic financial system, taking into account European practice. The
domestic practice of financial imbalances disclosure was summarized which gave the opportunity to
justify the conclusions on ineffectiveness of the methods used in Ukraine, that allow only identify
already existing threats in the financial system. The experience of European countries is examined,
where the practice of identification of potential signals of financial imbalances is widely used, in
particular, to identify imbalances in the economies of the EU the macroeconomic imbalances
procedure was approved. The main indicators in assessing the level of existing financial imbalances
are determined. Some contradictory aspects of applying macroeconomic imbalances procedures
within the EU are identified. It is noted that the necessity of providing financial stability is a priority
task of the economic policy of each state, because a stable financial system has the ability to restrict
and eliminate disparities through self-regulation mechanisms before they lead to a crisis. Priority
directions of development of the state system of financial imbalances regulation in Ukraine are
proposed: legislative provision of comprehensive and systematic monitoring of financial
imbalances; preparing the necessary array of statistical information; delegating the authority of
evaluating financial imbalances and developing measures for their regulation by a unit of the
government institution.
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indicators of imbalances; government regulation.
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NEPCIEKTUBU IMILIEMEHTAIIIl €BPOIIEMCHKOI'O JJOCBIAY PETI'YJIIOBAHHS
®IHAHCOBUX JUCBAJIAHCIB B YKPAIHI

AHoTauis. 3a3HaueHo, 1110 TPUTEPOM BUHUKHEHHS (PiHAHCOBOT HECTAOUILHOCTI € HAKOTTMUCHHS
¢iHaHCOBHX IMCOANAHCIB, MOMIMPEHHS SKUX IMPU3BOAUTH IO 30UIBIIEHHS BPa3iIMBOCTI (HIHAHCOBOI
CHCTEMH, TIOPYIIEHHS 11 CTIMKOCTI Ta 3HWKEHHS PiBHS (hiHaHCOBOI Oe3nekn. OKpecIeHo CIiIbHI PHCH,
BIZIMIHHOCTI Ta B3a€EMO3B’I3KM MK (DIHAHCOBUMH AMcOaIaHcaMu, (JiHAHCOBOIO CTIHKICTIO, (DiIHAHCOBOFO
HEeCTaOUTBHICTIO, (P IHAHCOBOIO KPUXKICTIO, (DIHAHCOBOO OE3MEKO010, (NIHAHCOBOIO KPU3OIO.

BusnaueHo OCHOBHI 1HAWKATOpPH OIHIOBAHHA PIBHA HasBHUX (HiHAHCOBHX JucOAaHCIB 1
PO3pO0IEHHST KOMIUIEKCY 3aXOJIiB 100 BPETYAIOBAHHSA JAMCIPOTIOPIIN Yy BITUM3HSIHINA (iHAHCOBIN
CHCTEMI 3 ypaxyBaHHSM €BPONEHCHKOTO JOCBiLy. Y3arallbHEHO BITUM3HSHY MPAKTUKY BHSBICHHS
¢binaHcoBux aucOanaHciB, IO Jalo 3MOTy OOIPYHTYBaTH BHCHOBKM IIOAO HEe(EeKTUBHOCTI
BUKOPHCTOBYBaHUX B YKpaiHi METOMK, SIKi JO3BOJISIOTH 1IEHTU(IKYBATH JIMILIE BXKE HAsIBHI 3arpo3u y
¢binaHcoBil cuctemi. Po3ristHyTO TOCBiN €BPOMEHCHKHUX KpaiH, /i TIOMIMPEHa TPaKTUKa iIeHTUiKaIii
HNOTEHIIMHUX CHTHAMIB (DiHAHCOBOI PO30AIaHCOBAHOCTI, 30KpeMa 3aUlsl BUSBJICHHS JUCIIPOTIOPII B
exoHoMikax kpain €C 3arBeppkeno [Iporenypa MakpoeKOHOMIYHUX AUcOananciB. Biu3HaueHo OCHOBHI
THAWKATOPH OLIHIOBAaHHS PIBHs HasBHUX (DIHAHCOBHUX JuicOanaHciB. BUsBIeHO cyrnepedsvBi acreKkTH
3actocyBaHHa llponenypu MakpoekoHOMiYHMX jaucbamanciB y kpaiHax €C. 3a3HaueHo, 110
HEOOXiHICTh 3a0e3mneueHHss (DiHAHCOBOI CTAOUTLHOCTI € TEPIIOYESPrOBUM 3aBIAaHHSM EKOHOMIYHOT
TIOJITHKY KOXKHO1 JepKaBH, ajpke cTabiibHa (piHAHCOBA CUCTEMAa Ma€ 3aTHICTh 0OMEXyBaTH i yCyBaTu
JCIIPOTIOPITii 3a JOTIOMOTOI0 MEXaHi3MIB CAMOKOPUTYBaHHS, TEpII HDK BOHU MPU3BEAYTH [0
BUHHUKHEHHS KPH3H. 3alpOIIOHOBAHO TIEPIIOYEProBl HAMPSMHU pO30YAOBH CHCTEMH JEpKaBHOTO
peryiroBaHHs (piHaHCOBHMX [ucOanaHCIiB B YKpaiHi: 3aKOHOZAABUe 3a0e3MEUeHHS KOMIUIEKCHOTO 1
CHCTEMaTH4YHOTO MOHITOPUHTY (DIHAHCOBHX JHMCHPONOPLIHA; MiAroTOBKA MOTPIOHOTO MAacuBY
CTaTUCTUYHO1 1H(oOpMarlii; JereryBaHHS TMOBHOBR)XECHb 13 OIIIHKK (PIHAHCOBUX JucOaNaHCiB 1
PO3po0IIeHHSE 3aX0/1iB IO 1X PEryJIIOBAaHHS MiIPO3IUTY YCTAHOBH JIePKaBHOT BIIA/IH.

Karouosi cioBa: dinancosi nucbanancu; ginanciamizaris; [Ipomenypa MakpoeKOHOMIYHUX
JqucOananciB; IHAMKATOPU JUCOAIAaHCIB; Aep:KaBHE PETYITIOBaHHS.
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NEPCHEKTHUBBI UMILIEMEHTAIIMA EBPOIEMCKOI'O OIIBITA
PEI'YJIMPOBAHUA ®UHAHCOBBIX JTUCBAJIAHCOB B YKPAUHE

AHHOTanus. PaccMoTpeH OmNBIT €BpPONMEHCKUX CTpaH OTHOCUTEIBHO  INPAKTUKU
UACHTH(UKAIIMY TOTEHIUAIBHBIX CUTHAJIOB (DMHAHCOBOW pa30aJaHCHPOBAHHOCTH, B YAaCTHOCTH
JUIsL  BBIABJIGHMS JMCHIponopuuii B oSkoHoMHKax ctpaH EC yrBepxkaena Ilpouenypa
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MaKpOAKOHOMHYECKUX jaucOanancoB. OmpeneneHbl OCHOBHBIE WHIUKATOPHI OIICHKH YPOBHS
UMeIoIuxcsl (PUHAHCOBBIX JUCcOaTaHCOB. BBISBICHBI MPOTUBOPEUYMBBIE ACHEKTHI MPUMEHEHUS
[Tpouenypsl MakposkoHOMHYECKHX aucOanmancoB B ctpaHax EC. IlpeanoxxeHbl mepBoodepenHble
HAIpPaBJICHHUS Pa3BUTHs CUCTEMbI FOCYIAPCTBEHHOTO PETyIMpOBaHUS (PMHAHCOBBIX AUCOATAHCOB B
Ykpaune.

KaoueBble ciaoBa: (uHaHCOBBIE JucOanaHchl; (uHaHcHanu3anus, I[Ipomemypa
MaKpPOIKOHOMUYECKHUX JcOaTaHCOB; WHUKATOPHI JCcOaJIaHCOB; rOCyIapCTBEHHOE
perynupoBaHue.

®opwmyit: 0; puc.: 2; Tadu.: 1; 6ubmn.: 16.

Introduction. The scientific debate about the nature and issues of imbalances in the
economic system is one of the most pressing both for individual states and international
organizations, as understanding the causes of instability of national economies can prevent
spreading negative fluctuations to the functioning of the global economy.

Modern economics sees the root cause of the manifestation of the crisis phenomena in the
emergence and accumulation of financial imbalances resulting from the discrepancy between the
real and financial sectors of economy.

In the scientific literature such process is named “financialization”, i.e. "the transformation
of the directions of movement of financial resources (cash funds created in the process of
distribution, redistribution of national wealth) by their reorienting from maintenance of commodity
relations in the real sector of economy to generating higher potential economic benefits in the
financial sector” [1, p. 88]. Thus, deviations causing excessive build-up of the financial sector, in
fact, are financial imbalances. In contrast, the balanced development of the financial sector can
more effectively allocate the available resources and promote economic growth.

Research analysis and problem statement. The following foreign scientists conducted
their researches on this issue: O. Blanchard (2009) [2], C. Borio (2004) [3], P. Krugman (2009) [4],
F. Lowe (2004) [3], H. Minsky (1992) [5], F. Mishkin (1999) [6] etc. Among native scientists it is
worth mentioning N. Kravchuk (2014) [7], V. Kozyuk (2007) [8], M. Korneev (2015) [1], O.
Lunyakov (2013) [9], N. Shumska (2015) [10] and others. In particular, N. Kravchuk [7] pays
considerable attention to the conceptual basics of global financial imbalances M. Korneev [1]
studies the impact of imbalances of financial resources movement on the financial and real sectors
of the economy. O. Lunyakov [9] explores the imbalances of the financial sector, which, according
to the scientist, are somewhat narrower concept unlike financial imbalances. N. Shumska [10]
studies macroeconomic imbalances and evaluates imbalances in economic development of Ukraine
in accordance with European Union practice.

However, Ukraine has no formalized approach to identification of financial imbalances, and
most of the theoretical achievements are focused on measures aimed at resolving financial
instability that is already the result of the accumulation of excessive imbalances.

The research objective is determining key indicators in assessing the level of existing
financial imbalances and developing a set of measures to resolve disequilibrium in the domestic
financial system, taking into account European practice.

Research results. Western scientific thought uses the term “imbalance” for determining the
concept of disequilibrium, which means “the absence of equilibrium, instability, discrepancy” [11,
p. 914].

In the Regulation (EU) No 1176/2011 on the prevention and correction of macroeconomic
imbalances the term ‘imbalance’ means any trend giving rise to macroeconomic developments
which are adversely affecting, or have the potential adversely to affect, the proper functioning of the
economy of a Member State or of the economic and monetary union, or of the Union as a whole
[12]. Such interpretation clearly characterizes imbalances as negative changes in the economy.

Therefore, emerging and accumulating of financial imbalances lead to increased
vulnerability of the financial system, the violation of stability and financial security, as manifested
in its inability to self-regulation and ensuring the efficient allocation of public resources in case of
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changes in economic conditions.

Under the influence of external shocks, the financial system passes into a state of instability
and in the absence of effective action — into financial crisis. Where the amount of accumulated
financial imbalances is critical in many areas of the financial system, the crisis comes even without
the effect of external shocks, avoiding the period of financial instability (Fig. 1).

| Financial |
p ' vulnerability :
Financial equilibrium  |> .F't;‘alnc'a' =>] Financial -
Financial Stability ----| ~ !mbalances instability c
N 7 L9
' Financial soundness o £ 3
: _ 1l soundness Imbalances Financial crisis - 5
! Financial security in financial flows &€
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V V g°
4
Price imbalances Debt imbalances

Fig. 1. Financial imbalances and their relations with financial system condition*
* Developed by the authors

In Ukrainian practice, like in foreign one, an assessment of the financial system condition is
carried out and deviations that may threaten its operation are detected. The level of financial
security of Ukraine is calculated using a number of indicators established by the Order of the
Ministry of Economic Development and Trade of Ukraine "On Approval of the methodology for
determining the level of economic security of Ukraine™ of 29.10.2013, number 1277. Each group of
indicators characterizes a particular sector of the state financial system (banking, non-banking
financial sector, debt, budget, currency, monetary sector) [13].

In addition, as recommended by the IMF, Ukraine conducts an assessment of the financial
stability indicators — indicators of the current financial condition and stability of financial
institutions and their counterparts from the sector of non-financial corporations and households. The
data contain the information on the main indicators of financial stability of depository corporations
(banks) on capital adequacy, asset quality, profit and profitability, liquidity, sensitivity to market
risk and recommended indicators of financial stability, as well as basic data for their compilation.
Indicators of financial stability give the idea of the markets, where financial institutions carry out
their activity.

However, the above mentioned methods used in Ukraine, reveal only the already existing
threats to the financial system. Having analyzed foreign researches on this issue, we note that in
developed countries, instead, a practice of identification of potential financial imbalances signals,
which are mainly associated with price disparities.

In order to identify imbalances in the economies of the European Union in 2011 the
Macroeconomic imbalances procedure was approved (Macroeconomic Imbalances Procedure —
MIP) [14], which is a mechanism for monitoring potential macroeconomic risks. To identify
negative deviations in the economy of a Member State of the European Union a list of 11 indicators
and their limit values is used that characterize the main sources of macroeconomic imbalances
(Table 1).

The following indicators allow evaluate existing financial imbalances: net international
investment position (NIIP), real effective exchange rate (REER), the consolidated private sector
debt (PSD), private sector credit funding (PSCF), general government debt (GGD), total financial
sector liabilities (TFSL).
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Table 1
Indicators of macroeconomic imbalances in EU countries

Indicator Limit value
External indicators
3 year average of Current Account balance, % GDP (CAB) -4 —6
Net International Investment Position, % GDP (NIIP) <-35
Indicators of competitiveness
% change (5 years) in Export Market Shares, % (EMS) <-6
% % change (3 years) in Nominal ULC, % (NULC) > 9 for EU countries and
> 12 for the others
% change (3 years) of Real Effective Exchange Rates with HICP + -5 for EU countries
deflators, % (REER) and + —11 for the others
Internal indicators
Private Sector Debt (consolidated), % GDP (PSD) > 133
Private Sector Credit Flow, % GDP (PSCF) >14
Year-on-year changes in House Prices relative to a Eurostat >6
Consumption Deflator, % (HP)
General Government Debt, % GDP (GGD) > 60
3 year average of Unemployment Rate, % (UR) > 10
Year-on-year changes in Total Financial Sector Liabilities, % (TFSL) > 16,5
Source: MIP Scoreboard [Electronic source] / Official site of the European Comission. — Retrieved from:

http://ec.europa.eu/economy_finance/economic_governance/ macroeconomic_ imbalance_procedure/mip_scoreboard/index_en.htm.

The main task of Macroeconomic imbalances procedure is to identify potential risks at an
early stage, preventing the negative effects of macroeconomic imbalances and adjustment of
existing imbalances.

In case of failure to fulfill the plan of corrective actions or failure to comply with it is
provided applying sanctions to a Member state-violator.

According to the results of Macroeconomic imbalances procedure it is possible to determine
four categories of imbalances:

1. Absence of imbalances.

2. Presence of imbalances: imbalances requiring political measures and monitoring;
imbalances requiring resolute political measures and monitoring; imbalances requiring resolute
political measures and specific monitoring.

3. Excessive imbalances: excessive imbalances requiring resolute political measures and
specific monitoring.

4. Excessive imbalances with a plan of corrective measures [15, p. 32].

In 2016 the program of corrective measures was applied to two countries — Greece and
Cyprus. Excessive imbalances procedure has never been used before.

It is worth emphasizing that introducing Macroeconomic imbalances procedure has some
controversial aspects.

Firstly, the application of Excessive imbalances procedure requires further revision as the
criteria of its use are unclear. Secondly, it is necessary to refine the selection of imbalances
indicators and their ranking for conducting in-depth review. Thirdly, the mechanism of applying
sanctions requires explanation. Furthermore, as D. Bobyeva reasonably notes, Macroeconomic
imbalances procedure does not fully take into account the level of economic development of the
countries, which can lead to false conclusions [16].

Development and introduction of similar to European procedure of identifying
macroeconomic imbalances in Ukraine will allow identifying potential threats and risks of the
domestic economic system, in particular one of its most important components — financial one.

The emergence and spread of financial instability in Ukraine are largely due to excessive
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expansion of credit activity of institutional sectors and their accumulation of debt liabilities that
ultimately negatively affected the economic growth, as the high level of debt increases the
vulnerability of private agents to possible price shocks and financial instability. Uncertainty about
the ability of the private sector to service and repay debt significantly affects the quality of bank
assets and lending conditions. A significant level of indebtedness of private borrowers reduces their
economic activity as the main attention is focused on aligning their balance sheets rather than on
maximizing profits and expansion of activities.

The result of excessive accumulation of financial imbalances ultimately becomes an
"overload" of economic agents’ balance sheets by excessive debt liabilities, which eventually leads
to their bankruptcy and subsequent igniting of "debt spiral™ because bankruptcy in the sector of
non-financial corporations and households negatively affects the performance of financial sector
whose activity becomes unprofitable or, at worst, totally paralyzed. As a result, the reduction of the
private sector’s activity begins negatively affecting the fiscal sphere of a state where simultaneously
with a decrease in tax revenue it becomes necessary to increase government spending to support the
socio-economic balance in society. Therefore, a budget deficit arises inevitably, financed mainly at
the expense of lending operations, which leads to the formation and accumulation of public debt,
which in terms of inefficient use of borrowed funds over time can also be an additional factor of
financial instability.

Thus, development of the procedures of financial imbalances identification is only a partial
measure for the economy of Ukraine since the identification of imbalances must be accompanied by
a set of appropriate measures for their control. To do this, in our opinion, it is necessary to build a
system of regulation of financial imbalances (Fig. 2).

Key elements of regulation system of financial imbalances

1 Identification of financial imbalances

1. Development of informational support system for detecting financial
imbalances.

2. Determining basic criteria and indicators of financial imbalances.

3. Modelling critical values of the indicators.

)

Identification of potential and real threats to financial system

the financial system in conditions of increased financial imbalances

: j Development of the system of measures to ensure the stability of

'L Determining financial and economic instruments of financial
+imbalances regulation.
2. Developing the system of control of financial imbalances.

_______________________________________________________________

Fig. 2. Financial imbalances regulation system*

*Developed by the authors

The main task of ensuring the functioning of the regulation of financial imbalances must
rely on state regulatory authorities. In exercising state regulation of financial imbalances a set of
measures for the maintenance of financial stability of the economy as a whole, the implementation
of the general rules of behavior of these entities, preventing violations and abuses of a financial
nature takes on a particular significance. In this context it is necessary to establish a series of
regulatory requirements by the state.
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Conclusions. Summarizing the conducted research, it should be emphasized that the
emergence and accumulation of financial imbalances is a direct threat not only to the public
finances of any country. Such phenomena are a danger for the banking sector, currency and
investment markets, the state balance of payments. The need to develop and implement detection of
possible threats to the financial security of the state is evident as early detection of financial crisis
determinants gives the opportunity to provide prompt corrective changes to current financial policy.

Ukrainian practice has not clear, formal approach to identify and assess the level of financial
imbalances. That is why the experience of the European Union to introducing mechanisms to
monitor the potential risks is important in the context of preventing new financial imbalances. The
primary steps in this direction should be: legislative provision of comprehensive and systematic
monitoring of financial imbalances; preparing the necessary array of statistical information;
delegating authorities of valuation of financial imbalances and developing measures for their
regulation to a unit of a government agency (e.g. the Ministry of Finance of Ukraine or the National
Bank of Ukraine).

Prospects for further research are determining critical values of indicators of financial
imbalances for the national economy and assessment of opportunities and effects of the
implementation of foreign experience of state regulation of economic development.
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