OIHAHCOBO-KPEAUTHA AIANBHICTb: MPOBJIEMW TEOPIT I MPAKTUKM 2022 N2 1 (42)

UDC 332.1:330.34:336.143.21
Voznyak H.
Doctor of Economics, Senior Research Fellow,
Leading Researcher
of SI «Institute of Regional Research named after M. 1. Dolishniy of the NAS of Ukrainey,
Lviv, Ukraine;
e-mail: gvoznyak@gmail.com; ORCID ID: 0000-0003-2001-0516
Mulska O.
Doctor of Economics, Senior Research Fellow
of SI «Institute of Regional Research named after M. I. Dolishniy of the NAS of Ukrainey,
Lviv, Ukraine;
e-mail: oliochka.mulska@gmail.com; ORCID ID: 0000-0002-1666-3971
Patytska Kh.
Ph. D., Senior Research Fellow,
of SI «Institute of Regional Research named after M. 1. Dolishniy of the NAS of Ukrainey,
Lviv, Ukraine,
e-mail: pelechata@meta.ua;, ORCID ID: 0000-0003-2871-7540
Radelytskyy Y.
Doctor of Economics, Associate Professor,
Professor of the Department of Accounting and Auditing,
Ivan Franko National University of Lviv, Ukraine;

e-mail: y05051@ukr.net; ORCID ID: 0000-0001-8968-4821

FINANCIAL IMBALANCES AND THEIR IMPACT ON THE DEVELOPMENT
OF UKRAINIAN REGIONS IN ECONOMIC INSTABILITY"

Abstract. The COVID-19 pandemic has revealed significant structural flaws, caused
deterioration of living and labor conditions, and slowed down economic growth paces for both
regions and the country as a whole. It makes the domestic economy vulnerable to various stresses
that, in turn, increases the vulnerability of financial systems and reduces their financial resilience.
The paper aims to analyze the trends and factors causing financial imbalances of regions in
economic instability and substantiate the consequences for their economic growth. The theoretical
foundations of financial imbalances are expanded by decomposing financial stability, financial
vulnerability, and financial instability. The interpretation of the concept of financial imbalances is
expanded. The financial imbalances of Ukrainian regions in 2015—2020 are detected based on the
suggested algorithm using the selected indicators. Depending on the year and type, the paper reveals
the regions with a consistently low level of financial imbalances, high negative level, and a
noticeable accumulation of financial imbalances. The causes of their emergence are explained,
including the low capacity of the state to secure a sufficient amount of revenues and thus the budget
balance, the low quality of planning and executing the budgets, weak relationship between budget
programs and strategic priorities of regional development, domination of consumer expenditures
over the development expenditures, inadequate public regional policy, falling volume of capital
investment and poor investment attractiveness, declining production and thus deteriorating financial
results in basic types of activity in the region, falling income of the population at the background of
aggravated social tension and growing unemployment. The author suggests arrange of measures to
prevent the emergence of financial imbalances and a set of efficient tools to regulate them. The
paper emphasizes the need to develop a unified system of indicators in Ukraine similar to the
scoreboard in Europe to measure imbalances on both macro and regional levels in order to detect
prospective risks of imbalances emergence and expand the opportunities for their elimination or
regulation.

" The research is accomplished in the framework of the project Financial Determinants of Securing Economic Growth in the
Regions and Territorial Communities on the Behavioral Economics Principles (Ne 2020.02/0215) supported by the National
Research Fund of Ukraine (Support of Leading and Young Researchers Competition).
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®IHAHCOBI JIJUCBAJTAHCH TA IXHIA BILJIUB HA PO3BATOK
PEI'TOHIB YKPATHU B YMOBAX EKOHOMIYHOI HECTABLJIBHOCTI

Anortaunis. [Taagemis COVID-19 cyTTeBOo BUsBHIIA CTPYKTYpPHI HEIOJIKH, TpHU3BETa 0
MOTIPIIEHHS YMOB JKUTTEAISUIBHOCTI Ta Mpalli, CIOBUIbHWIA TEeMH €KOHOMIYHOTO 3pPOCTaHHS SK
PErioHiB, TaK 1 KpaiHM 3arajioM. 3a3HaueHe poOUTHh BITUM3HSHY €KOHOMIKY BPa3JIHBOIO 10 Pi3HUX
HOTPSICiHb, IO, CBOEIO YEPror0, IOCHIIIOE BPA3IUBICTh (PIHAHCOBHX CHCTEM 1 3HUKYE IXHIO
¢diHaHCOBY CTilKicTh. MeETOI0 CTaTTl € aHaji3 TEHACHLINW 1 YUHHMKIB, SIKI 3yMOBIIOIOTH (DIHAHCOBI
IrcOanaHCH PETIOHIB B yMOBaxX €KOHOMIYHOI HECTaOlIbHOCTI Ta OOIPYHTYBAaHHS HACIIIKIB JIJIS
iXHBOrO €KOHOMIYHOTrO 3pocTaHHs. llormubneHo TeopeTwyHi 3acaau (iHAHCOBUX IuCOaTaHCIB
yepe3 JIeKOMMO3HIli «(iHAHCOBOI CTaOUIBHOCTI», «(IHAHCOBOI BPA3IMBOCTI» Ta «(PIHAHCOBOT
HECTaOlIbHOCTI». YIOCKOHAJICHO TPaKTyBaHHSA CyTHOCTI aedininii «dinancoBi aucbOamancu». Ha
OCHOB1 3alIPONIOHOBAHOTO AJITOPUTMY, 3 BHKOPUCTAHHSAM OOpaHUX 1HJUKATOPIB, BHSBIECHO
¢inancoBi qucbanancu perioHiB Ykpainu 3a 2015—2020 pp. YcraHOBIIGHO, 110 3aJIEKHO Bil POKY
1 Tuny (QikcyemMo perioHw: 3 HE3MIHHO HU3BKMM piBHEM (DIHAHCOBHX IUCOAIAHCIB; BHUCOKHUM
HEraTUBHUM 1 NMOMITHUM HaKONMYEHHSIM (iHAHCOBUX AMCOaaHCIB. APryMEHTOBAaHO MPUYMHHU iX
BUHUKHEHHS, CEPe] SIKUX BHOKPEMJICHO: HU3BKY CIIPOMOXKHICTH JIepKaBH 3a0€3MeYnTH AOCTATHIN
00CsT HaIXOKEHb, 1 SK HACTIIOK — 30aJaHCOBaHICTh OIO/DKETIB; HHU3BKY SKICThH TIAHY BAHHS
1 BHUKOHaHHS OIOJKETIB; Ca0Ki 3B’S3KH MK OHOIKETHUMHU nporpaMamu 1 CTpaTeriyHuMU
NPIOPUTETAMU PO3BHUTKY PETIOHIB; TOMIHYBaHHS CIIOKMBYHMX BUIATKIB HaJl BUJATKAMH PO3BHUTKY;
HEJIOCKOHAJIA JIep)KaBHA pErioHaJbHA TMONITHKA; 3MEHIIECHHS OOCATY KamiTaJIhbHUX I1HBECTHUIIIN
1 HU3BKMHA pIBEHb I1HBECTHIIIMHOI MPUBAOIWUBOCTI; TMAaJiHHSA OOCSATIB BHPOOHHUIITBA, a BIJITaK
1 moripiieHHs (iHAaHCOBUX Pe3yJIbTATIB y 0a30BUX Ul PETIOHY BUAAX MisSUIBHOCTI; MaiHHS PiBHS
JIOXOJMIIB HACEJCHHS Ha TJI TOCHICHHS COIIadbHOI HANpPyrHw 1 3pOCTaHHS Oe3poOiTTs.
3anpornoHOBaHO HHM3KY NPEBEHTHBHHMX 3aXOAIB BUHHUKHEHHS (DIHAHCOBUX IUCOANAHCIB 1 JIEBUX
IHCTpyMEHTIB 11X perynoBaHHs. Haronomeno Ha HeoOximHocTi (opMmyBaHHA B YKpaiHi
yHI(QIKOBaHOT CHCTEMH IHIUKAaTOPiB Ha KIITAIT €BPONEHCHKOTO «TallI0» BHUMIpPIOBaHHA
nucOanaHCiB K HAa Makpo-, TaK 1 PErioHaJIbHOMY PIBHSX, IO JAajio © 3MOTy BYacHO BUSBIISITH
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MOTEHLIWHI PU3UKM BUHUKHEHHS AMCOANTaHCIB 1 PO3IIMPIOBATH MOXJIMBOCTI IX HIBEJTIOBAHHS,
pEryJIOBaHHS YU YCYHEHHS.

Knwuoei cnosa: dinancoBi aucOanaHCH, PO3BUTOK PETiOHIB, (DiHAHCOBA HECTAOUIBHICTH,
(biHaHCOBA CIPOMOXKHICTb, (DIHAHCOBA BPA3JIUBICTD.

®dopmyi: 2; puc.: 2; Tabm.: 2; 6i6:1.: 16.

Introduction. The COVID-19 pandemic has revealed substantial structural flaws,
aggravated the conditions of living activity and labor, and slowed down the economic growth paces
of both regions and the country as a whole, which remain to be extremely low while the model
(growth) is based on domestic consumption. The above mentioned in combination with excessive
dependence on remittances from migrants make the domestic economy vulnerable to various
shocks. Meanwhile, the uncertainty about the duration of the coronavirus crisis, new challenges,
and risks, and thus indefinite perspectives of economic rehabilitation complicate the recovery and
future trajectory of sustainable and balanced development. Despite the indisputable fact of
emergence of new opportunities (digitalization, the change in the behavior of economic entities,
etc.), the recovery of economic growth (less changing, inclusive) with the increasing role of social
capital (especially on the level of territorial communities) and growing credit, budgetary,
operational, monetary, etc. risks stipulate the increasing vulnerability of financial systems to market
changes and hence declining financial resilience.

In this regard, the ability of authorities to with stand unpredictable challenges substantially
depends on financial opportunities to allocate funds for unscheduled goals while maintaining their
solvency. A mid the mentioned trends, both in global and domestic scientific spaces, the problems
of financial vulnerability and financial imbalances are getting more relevant. Moreover, if the
research has already been underway on the national level [1], it is still only the stand-alone studies
on theme so or basic levels. In turn, it encourages the research of trends and the causes for their
emergence and the development of practical recommendations for their regulation in Ukraine.

Analysis of research and statement of the problem. The analysis of scientific studies on
the subject shows that the issues of substantiating the causes of emergence of financial imbalances
and the mechanisms of their regulation and evaluation are the scientific inquiry subject for both
domestic and foreign researchers [2—S8]. Domestic researchers Skrypnychenko M. L.,
Yatsenko H. Y. [3], and Shumska S. S. [8] have made a significant contribution to the development
of the methodology to evaluate financial imbalances of economic growth in Ukraine. The
substantiation of theoretical aspects of the relationship between financial imbalances, financial
resilience, financial instability, and financial security is addressed in the studies of Sidelnikova L. P.
et al. [4; 5]. The research [7] dwells on practical aspects of improving the approaches to the
evaluation of financial imbalances and the search for ways to eliminate them in the context of
increasing national security.

Mean while, alarming trends in the system of public finance of Ukraine and aggravated
crisis phenomena caused by external triggers (hard to predict) produce financial imbalances and
thus generate multiplications of negative effects.

So financial imbalances constitute the risks for economic growth and obstacles for economic
capacity implementation. It is a difficult task to detect and assess them. The timely development of
mechanisms to regulate accumulated imbalances will foster the development of scenarios of the
public economic growth policy in the medium- and long-term perspectives and help secure the
financial stability of economic systems on various levels.

The paper aims to analyze the trends and factors that cause financial imbalances of regions
in economic instability and substantiate the consequences for their economic growth.

Metodology and research metods. The research is based on a hypothesis that financial
imbalances constitute the risks for economic growth and obstacles for the implementation of
regional economic capacity. To verify the hypothesis, the following methods were applied:
theoretical generalization, comparison, systematization, and formalization — to substantiate the
nature of financial imbalances; analysis and synthesis — to identify and detect financial imbalances
of the regions;statistical analysis and mathematical modeling — to estimate the impact of financial
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imbalances on regional development. The research conclusions are framed based on systems
analysis and scientific abstraction.

Research results. The research of vulnerability of financial systems and financial imbalances
requires the focus on basic notions that disclose their nature. The concept of financial vulnerability is
mostly used by foreign researchers, interpreting it as the condition of a financial system when a slight
shock leads to disproportionally large effects from the viewpoint of changing assets prices or
noncompliance with obligations [9]; banking crisis and financial volatility that can transfer to
financial instability and cause the production decline in case of negative shocks [10]. Financial
vulnerability is caused by the imbalance of the financial system (it can be both inaccurate assets
assessment and imbalance of financial flows of some economic entities). Traditionally, the following
are the most common vulnerability indicators (on the national level): growing government debt;
persistent budget deficit; current account deficit; asymmetry in bank accounts, etc.

The concept of imbalance / disbalance used in scientific discourse means the absence of
balance, instability, nonconformity, discrepancy, disequilibrium [11]. One can agree with the
opinion of researchers that «imbalance is the intrinsic market economy feature that stems from its
nature, while the balance is only a temporary condition» [12]. Another view of the concept
stipulates the following interpretation — the lack of correspondence between the actual financial
parameters and their planned values or deviation of the dynamics of the financial aggregates from
their historical trajectories [13].

In this research, financial imbalances are interpreted as deviations of financial indicators
from economically justified values under the impact of external triggers (shocks) that stipulate the
changes in the functioning of financial systems of various levels (often shown in the imbalance
between the needs and available financial resources necessary for economic entities to meet social
needs / secure balanced economic growth), which can lead to financial instability in case of
substantial accumulation and long-term action (Fig. /).The lack of efficient measures of eliminating
or regulating the financial imbalances can cause the financial crisis . In other words, the growing
financial imbalances boost the vulnerability of financial systems and violate the financial resilience
displayed in their incapacity to withstand external shocks.

An other aspect to be taken into account in the research similar to this one is related to the
nature of financial imbalances impact (highly questionable!) on the economic growth parameters
and factors determining it because it defines what decision is to be made (on countering,
eliminating, regulating, or possible support). In this regard, it is important to emphasize the fact that
financial imbalances can foster economic growth (e.g. attracting external borrowings can boost
economic growth as long as the debt service is lower than the investment profitability), may not
impact the economic growth paces, and can constrain economic growth (e.g., the deficit of balance-
of-payments financing can cause the growth of goods markets, the enterprises’ accounts payable
increase, the increase in foreign and domestic loans and thus interest rates, the accumulation of
external debt and its service costs, etc.). In other words, not all imbalances carry the risks for
economic growth, only those the accumulation of which can be of the threatening events nature
(including the expansion of financial-economic crisis). In turn, it requires preventive or adjusting
measures.

When researching the financial imbalances problems in the regions and their causes, it is
worth mentioning that the current expert-scientific environment doesn’t have any unified system of
financial imbalances identification and measurement, same as their characteristics, causes, and
consequences for the economy. Global practices show some examining of identification and
economic imbalances. Meanwhile, the system of such indicators (and their threshold values) cannot
be unquestionably borrowed, for instance, for Ukraine. Indeed, the existing differences in the levels
of development, availability of resources, economic structure, etc. stipulate different cross dynamics
of macro indicators before the crisis.

" A crisis is the consequence of the combination of financial vulnerability and the crisis triggers (internal and external).

ISSN 2306-4994 (print); ISSN 2310-8770 (online) 243



OIHAHCOBO-KPEAUTHA AIANBHICTb: MPOBJIEMW TEOPIT I MPAKTUKM 2022 N2 1 (42)

}l‘ T D B Financial instability i
[ % Financial vulnerability ... .ccceceiiinnny  peeeessseesssnnnnng] \
' Financial stability ' _ Display ‘... Emergence :
f i H areas :
I— f " -..................:E Teassssnsnsssnnnnsd "
[ @ @ = | Monetary - . N -
Fi ial /. % = Fiscal : Financial il s
inancia B = . institutions = =
) - E = Bu.dgetary : | 2
systems < = E Price : . 2| s
of various £ = Debt : Public N
levels IS 2 Payment : finance =
i e = = Trade :
= Financialflows | i Local finance :
Y e s s s e "sssssEEEEEEEEEEEEES

Types of imbalances

’ ’ . e ’

By scale By the liabilities — resources By the nat.ure of impact By the degree

correspondence on economic development of control
v \
piEEEEEEEEEEEEEEEN]g Il'.l'.l'.l*'.l'.l'.l'.l. -llllllllllllllllllllll. llllllllllllllllllllll*llllll
. global : : vertical : H stimulating : : controllable :
i national 3 . horizontal : : restricting : . uncontrollable .
2 local ot : oo :
. sectoral H

Fig. 1. Decomposition of financial imbalances and their types

Source: developed by the authors.

The financial imbalances of the regions will be evaluated based on the suggested
coefficients for all regions of Ukraine, considering the subject of the research and the fact that the
unified system of parameters for the evaluation of financial imbalances on the regional level hasn’t
been developed yet and the single scientific approach to the evaluation of financial imbalances in
regions that would be the ground for proving the reason ability of application of some efficient
regulation tools is lacking [14] (Table 1).

Table 1
The coefficients for the identification of financial imbalances in the regions
Coecfficients Interpretation
The ratio of the deficit / surplus of local budgets to the total amount
of local budget revenues (with transfers)
The ratio of own local budget revenues (without official transfers)
to the total amount of local budget revenues (with transfers)

K; — Local budget deficit coefficient

K, — Budgetary autonomy coefficient

K3 — Debt dependence coefficient The ratio of a local government’s external debt to GRP
. The ratio of the income of the population in the region to their
K, — Income adequacy coefficient . popu &
expenditures
Ks — Wage arrears per an employee The ratio of wage arrears in the region to the number of employees
coefficient in the region

K, — Additional income of the population | The ratio of average annual wages of the population to the real income
coefficient of the population in the region

The ratio of the total investment in the region to the number
of economic entities registered in the region
Kg — Extended reproduction coefficient The ratio of fixed investment growth to GRP growth

Ky — Banking activity coefficient The amount of lending to GRP
Source: selected by the authors.

K, — Coverage with investment coefficient
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The obtained parameters are ranked with in the [-1; 1] range based on the Fechner approach
by the formula (1).
disi) = o ¢ 1 M
where dis;; — the imbalance rate for the j oblast reduced to the selected range;
x;— the financial imbalance coefficient;
@ — the variable determined based on the beginning and end of the selected range of
changes in the values of the examined coefficient [-1; 1];

dis;j— -1 — the high financial imbalance of a negative nature in the region by the
calculated x; financial imbalance coefficient;
dis;j— 0 — the low financial imbalance in the region by the calculated x; financial

imbalance coefficient;
dis;j — 1 — the high financial imbalance of a positive nature in the region by the calculated
x; financial imbalance coefficient.
The consolidated financial imbalance indicators are calculated according to the given values
by calculating the arithmetic mean:
disi, +disj,+--+dis;, Y dis;

dis,, = = ) (2)

n n
where dis,; — the consolidated financial imbalance indicator;

dis; — the value of the i parameter reduced to the selected [-1; 1] range;

n — the number of the consolidated financial imbalance coefficients.

Where by:

FSUH -1 — the high financial imbalance of a negative nature in the region that requires a
complex approach and implementation of a system of measures to regulate financial imbalances.

FSUH 0 — the low financial imbalance in the region;

dis,; — 1 — the high financial imbalance of a positive nature in the region.

Detection and elimination of financial imbalances are important for the balanced
development of regions as the accumulated problems, in addition to the negative impact on
economic dynamics, can have destructive social consequences.

The constructed series of normalized indicators for all Ukrainian regions are the basis for the
calculation of consolidated parameters of financial imbalances. The evaluation of financial
imbalances of Ukrainian regions conducted based on the suggested indicators for 2015 and 2019
(Fig. 2) allows to draw conclusions and generalizations.

In the analyzed period, Dnipropetrovska oblast was characterized by the persistently low
financial imbalances level (0.23 in 2015, 0.24 in 2019). It might show the fact that financial
imbalances do not have a noticeable impact on the economic development of the region. Financial
imbalances were almost absent in Kyivska oblast (0.08) as of late 2019, and trends shifted from the
positively low level (that can indicate the positive impact on the economic development of the
oblast) to low. Poltavska oblast improved its positions essentially, having eliminated slight negative
financial imbalances (from -0.05 in 2015 to 0.01 in 2019, respectively). The trends show the leading
positions of the mentioned oblasts by the parameters of socio-economic development in the national
rankings (which is in line with the results obtained for the previous period).

The noticeable accumulation of financial imbalances is recorded in the industrially powerful
oblasts: Donetska, Zaporizka, Odeska, and Harkivska (see Fig. I). If in Donetska oblast the
negative trends of financial imbalances accumulation can be attributed to the consequences of
Russian military aggression and the loss of substantial part of the area, in Harkivska, Odeska, and
Zaporizka oblasts, financial imbalances are mostly accumulated in economic and financial domains.
It is worth mentioning that according to domestic statistics, these regions are gradually pushed to
the sidelines of competition (even though they used to traditionally compete for industrial capacity
and produce over a third of the country’s GRP). The gradual industrial degradation and in capacity
to create a favorable business environment are seen as the causes of that.
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Fig. 2. The results of evaluating the financial imbalances of Ukrainian regions, 2015 and 2019
Source: the author’s calculations.

Aconsistently high negative level of financial imbalances is peculiar to Luhanska,
Rivnenska, Chernivetska, Chernihivska, and Volynska oblasts. The obtained data indicates
substantial budgetary and socio-economic imbalances in those oblasts, which is caused by both
development features of these are as and the consequences of the administrative-financial
decentralization reform. It is also alarming that the protracted nature of financial imbalances is the
risk for the economic development of these regions, so they must be eliminated (or regulated), and
efficient tools to adjust financial or economic policies should be applied.

The imbalances in the financial domain in Vinnytska oblast are threatening, which is
confirmed by alow value of banking activity indicator in the region (-0.97) and the worst extended
reproduction parameter in Ukraine (-1.0).

The results of financial imbalances evaluation in the regions for 2020 have turned out to be
quite interesting from the practical point of view (7able 2).

Table 2
Financial imbalances of Ukrainian regions in 2015—2020, consolidated parameter
Oblast Consolidated parameter dis;
Year 2015 2019 2020
Vinnytska 0.02 -0.21 0.02
Volynska 0.03 -0.02 -0.20
Dnipropetrovska 0.23 0.24 0.54
Donetska -0.39 -0.03 0.03
Zhytomyrska -0.1 -0.26 0.01
Zakarpatska 0.01 -0.08 -0.29
Zaporizka 0.01 -0.2 0.19
Ivano-Frankivska 0.06 -0.29 -0.07
Kyivska 0.42 0.08 0.42
Kirovohradska -0.14 -0.25 0.04
Luhanska -0.45 -0.61 -0.41
Lvivska -0.01 -0.15 0.08
Mykolayivska 0.04 -0.05 0.01
Odeska -0.01 -0.29 0.19
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Table 2 (continued)

Oblast Consolidated parameter dis;

Year 2015 2019 2020
Poltavska -0.05 0.01 0.16
Rivnenska -0.01 -0.27 -0.03
Sumska -0.1 -0.27 0.08
Ternopilska -0.04 -0.17 -0.10
Harkivska 0.01 -0.24 0.11
Hersonska -0.1 -0.12 -0.15
Hmelnytska 0.07 -0.25 0.02
Cherkaska -0.08 -0.19 0.04
Chernivetska -0.12 -0.37 -0.30
Chernihivska -0.14 -0.22 0.06

Source: calculated by the authors.

Indeed, in this period, there is a noticeable growth of positive imbalances in
Dnipropetrovska oblast (to 0.54). Despite the negative consequences of the pandemic for the
economic development of territories, 2020 is characterized by growing positive imbalances. The
highest values of imbalances indicator are observed in financial and budgetary domains. The
situation is explained, on the one hand, by growing foreign direct and capital investment paces in
the region, and on the other hand, local budgets revenues.

The trends are the same in Kyivska oblast in2020 (the positive imbalances growth about
twice — to 0.42 compared to 2019). The noticeable changes occurred in the industrial regions of
Ukraine. Poltavska, Odeska, Harkivska, and Zaporizka oblasts in 2020 disposed of the burden of
negative imbalances accumulated in along-term period and confidently moved into the positive
imbalances zone (Table 2). The trends can indicate the growing regional development a symmetries
(e.g., by financial capital concentration parameters in some regions of Ukraine). It generates threats
to the balanced development of all other regions.

When providing the assessment to these trends, it is worth mentioning that for a long time, the
opinion prevailed that the emergence of leading regions in Ukraine (this refers to Dnipropetrovska,
Harkivska, Zaporizka, Donetska, and Luhanska oblasts (before the war) by industrial development (and
at the same time the foreign currency donors of the country) was the positive phenomenon, since high
GRP growth paces in times of economic growth were considered as the key to their economic
development. Instead, the situation changes with the growing financial-economic instability, the
regional policy bottle necks (or errors) become visible. It is especially true with regard to the specifics of
the use of economic capacity in these territories and structural modernization of the economy
(innovative renewal of production, etc.). In this regard, it is worth mentioning that the investment
component substantially impacts the size of financial imbalances, which is observed.

Naturally, the following questions a rise: what factors lead to the emergence of financial
imbalances in the regions? What impacts the sustainability of financial systems? What regulating
measures should be taken to avoid negative consequences of imbalances accumulation for the
balanced development of Ukrainian regions?

With regard to the reasons for the emergence of financial imbalances, it is worth
emphasizing that so far, many problems stipulating them have jelled in the economy of regions. The
lack of coherence between national, regional, and local interests, the deficit of investment resources
of regional development, and the bureaucratic complexity of the development and implementation
of interregional projects directed at the improvement of regional competitiveness are far from the
exhaustive list of problems causing financial imbalances in regions. So they generate the risks for
the national financial system resilience.

The other essential causes of imbalances accumulation, especially budgetary ones, include
the negative trends in public finance that started in 2018 (and definitely displayed on the regional
level) related to the budget revenue short fall and the deficit of external funding (UAH 56 billion of
external borrowings were expected to come to the general fund of the public budget, but none of
them were actually received). The revenue short fall included excise tax (UAH-7.6 billion), VAT on
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imported goods (UAH-5.1 billion), and rent for the use of subsoil to extract natural gas (UAH-2.2
billion) [15]. Strengthening the hryvnya exchange rate and the decline in the official production of
excise goods are seen as the reasons for low tax revenues. It is impossible not to mention the
problems of excessive debt load as the government debt was almost 61% of the GDP (or UAH
2259.2 billion)as of late 2020. In other words, the budget deficit and debt sustainability serve as
expressive markers of the emergence of financial imbalances.

The following similarly essential factors of financial vulnerability in public finance should
be emphasized: a) low capacity of the state to secure sufficient amount of revenues and thus the
budget balance; b) low quality of budget planning and execution; c) weak relationship between the
budgetary programs and strategic priorities of regional development; d) consumer expenditures
dominating over development expenditures, etc. It is obvious that such factors do not contribute to
improving the business activity in regions, slow down the business capital investment, and retain an
unfavorable climate for foreign investment attraction. As a result, budgetary imbalances and threats
to the budgetary resilience of regional financial systems are growing.

With regard to imbalances in the financial domain, the following factors can generate the
financial system imbalances: remittances of individuals (migrants), dynamics of global prices for
domestic export; and those of internal impact — poor solvency and weak payment discipline of
borrowers and low paces of the real economy sector recovery in the regions. The monetary factor
essentially impacts the financial stability and inflation dynamics in Ukraine, since there is an
excessive dependence of regional economies on imports of consumer goods, energy carriers, etc.,
which play important roles in about all sectors and industries.

In the context of the research, it is worth emphasizing that there are also difficult to predict
events (triggers) affecting the regional economy and turning the vulnerability zone into the financial
instability catalyzers and thus the financial crisis epicenter. In the first place, it is about the spread
of the COVID-19 pandemic, political destabilization, the change of prices in goods markets,
military actions in the East of Ukraine, etc.

Conclusions. As a result, it is worth arguing that financial imbalances in Ukrainian regions
caused by the impact of both external and internal shocks can accumulate the in stability capacity.
The impact of negative imbalances on the socio-economic development of territories stipulates the
need to search for the tools to regulate (or eliminate) them to eventually change the trends to the
opposite. There are no perfect mechanisms in Ukraine to over come (regulate or eliminate) financial
imbalances and prevent their emergence. On the macro level, the level of economic security of
Ukraine calculated by the Ministry of Economy of Ukraine [16] serves as a type of imbalances
monitoring. It is based on the evaluation of indicators of production, demographic, energy, foreign
economic, investment — innovative, macroeconomic, social, food, and financial security. Yet, one
can not affirm that the evaluation is being carried out (it does not follow from open sources).

Thus it is worth recognizing that the need to develop a unified system of indicators similar
to the European Score board to measure imbalances on both macro and regional levels is long over
due in Ukraine. It would provide an opportunity to detect prospective risks of imbalances
emergence and expand the opportunities to eliminate or regulate them. It is obvious that timely
tracking of threatening imbalances based on the successfully selected indicators will contribute to
detecting the socio-economic problems that require a solution.

Another conclusion stemming from the research is that the system of measures and tools for
financial imbalances regulation in the regions should be based on the use of regulating instruments in
correspondence with the level of identified imbalances in the region, substantiation of selection and
use of the selected set of regulating tools, and evaluation of the effect obtained from the use of selec-
ted tools in each region based on its features. The timely application of the tools to regulate financial
imbalances in the regions, a long with correct regional development mechanisms, will help minimize
the level of negative financial imbalances in the regions and foster balanced regional development.
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