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STRATEGIC AREAS OF THE DEVELOPMENT
OF THE PUBLIC FINANCE MANAGEMENT SYSTEM
Issue of formation and implementation of the development strategy of the public finance management
system in Ukraine is analyzed. Specific features of public finance development in foreign countries
in the post-crisis period and measures to ensure its stability are disclosed. Approaches to the for-

mation of a new, better level of the public finance management in Ukraine considering the expe-
rience of the EU Member States and the peculiarities of the development of our country are defined.

Keywords: public finance, sustainability of public finance, fiscal consolidation, public finance
transparency, medium-term budget planning.

JEL classification: H30, H50, H60, H63.

A. 1. MapkoBcbKHH

CTPATEI'TYHI HAIIPAMHU PO3BUTKY
CUCTEMMU YIIPABJIIHHA JEP2KABHUMHU ®ITHAHCAMHU
Pozenanymo numanns gopmyeanns i peanizayii cmpameeii po3eumiy cucmemu Ynpaeainua oep-
JcasHumu Qinancamu Yxpainu. Buceimaeno ocobausocmi po3eumky 0epicasHux Qinaucie y 3a-
PYOICHUX KpaiHax y nocmKpu30suli nepiod ma 3axodu w000 3abe3neuenns ix cmabinizayii. Bu-

3HA4eHo nidxoo0u 00 GOPMYBAHHA HOB020, AKICHIUO020 Di6HA YNPABAIHHA 0ePICAGHUMU QiHaAHCAMU
Ykpainu 3 ypaxyseannsam doceidy kpain — unenie €C ma ocobausocmeli po3eumKy Hauioi Kpainu.

Kumrowosi ciioBa: nep>xaBHi (hiHaHCH, CTIMKICTb Nep>kaBHUX (DiHAHCIB, (hicKaabHA KOHCOJiallis,
MPO30PICTh AePKaBHUX (PiHAHCIB, CEPeIHLOCTPOKOBE OIOKETHE IIaHYBaHHSI.

A. 1. MapkoBcKui

CTPATETHYECKHE HAIIPABJIEHUS PA3BUTHUA
CHUCTEMBbI YIIPABJEHHUA T'OCYJAPCTBEHHBIMHA ®MHAHCAMUA

Paccmompennvt  6onpocvl  hopmuposanus U peasu3ayuu cmMpamecuu pPazeumus CUCMeMbl
ynpasneHus eocydapcmeeHHbiMu Quuancamu Ykpaunsl. OceeujeHbl 0COOEHHOCMU DPA3GUMUSL
20Cy0apCcmeeHHbIX (UHAHCO8 6 3apYOedCHbIX CIMPAHAX 8 NOCMKPUSUCHBIU Nepuod U mepsbl Ho
obecneuenuro ux cmaburuzayuu. OnpedeneHvl n00x00bl K (hopmMUpoearury Hooeo, b6onree Ka-
YeCMBEeHH020 YPOBHs YNPABAEHUs 20CY0apCmMEeHHbIMU QUHAHCAMU YKPAUHbL ¢ y4emom Onbima
cmpan — unenos EC u ocobennocmetl pazeumus Hauiell CmpaHol.

KimoueBbie ci0Ba: rocynapcTBeHHbIE (DMHAHCHI, YCTOMUYMBOCTh TOCYIapCTBEHHBIX (PUHAHCOB,
(uckanbHass KOHCONMMAALMS, TPO3PAYHOCTb TOCYAAPCTBEHHBIX (DMHAHCOB, CPENHECPOYHOE
GI0KETHOE TIJTAHUPOBAHUE.

Public sector plays a vital role in the socio-economic development of Ukraine
and constitutes 37% of GDP. Thus, public finance gain particular importance. After
all, the country’s sound financial system is critical for its financial stability, invest-
ment climate both in the country and in particular regions, stimulation of transfor-
mations in strategic sectors, resources of modernization, technical re-equipment,
change of business line of existing enterprises and opening of new entities [1].

During the 2010-2013, the state of public finances in Ukraine demonstrated
mixed trends caused by both internal and external factors. In 2010-2011, the volume
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index of GDP (percentage of the previous year) was respectively 104.1 and 105.2,
but in 2012-2013 — 100.2 and 100.0. If the fiscal deficit in Ukraine in 2010-2011
decreased from 5.9 to 1.8% of GDP and public debt — from 29.9 to 27.4%, then in
2012-2013 the deficit increased respectively to 3.8 and 4.4%, while the public debt —
from 28.3 to 33.0% of GDP [2].

Expectations of the world economic recovery and improving conditions on the
global financial and commodity markets were not justified. During 2010-2013, a
slowdown in economic growth was observed among OECD member states. In 2010
the real GDP growth rate (comparing with previous year) in the OECD area com-
prised 3.0%, but in 2011 — 1.9%, 2012 — 1.4%, and in 2013 — 1.2%.

During the last year recession affected economies of European Union States,
with an economic decline of 0.4%. The largest real GDP reduction among Eurozone
countries was observed in Cyprus (—5.4%), Greece (—3.9%), Italy (—1.9%), Portugal
(—1.4%), Finland (—1.4%), Slovenia (—1.1%) [3].

In connection with mentioned above, the research of the public finances stabi-
lization and ensuring their sustainability problems have acquired special importance
[4-9]. During the economic crisis the trend of sharp increase in the deficit and gene-
ral government debt amount emerged. They were resulted by strengthening risks of
internal and external instability, macroeconomic imbalances, worsening conditions
for the private investment, economic growth and employment. In order to solve
these problems, stabilization mechanisms are actively developed and implemented by
the government, displayed by the term “fiscal consolidation”.

The measures of fiscal consolidation facilitated decrease of the general govern-
ment deficit to GDP in OECD countries from 8.0% in 2010 to 4.8% in 2013.
Although this indicator remains significant in Japan (10.0%), Ireland (7.4%),
Slovenia (7.1%), the UK (6.9%), Spain (6.7%), the USA (6.5%), Portugal (5.7%),
and France (4.2%) [10].

It should be noted that over past years the EU countries experienced an impair-
ment of public finance and its sustainability (due to accumulation of significant
public debt, increase of risks of social program funding, and a downward trend in
the financial state of public corporations). Excessive level of budget deficit and debt
burden causes interest rates growth, suppression of investment activities and under-
mines macroeconomic stability [11, p. 18-20]. Adjustment of accumulated internal
and external imbalances is expected to be a process of economic landscape formation
for several years [12, p. 2].

The European Commission considers sustainability of public finance as a
government’s ability to provide funding for current debt and expected future costs.
In experts’ opinion, the concept of public finance sustainability, along with fiscal
approach, includes a wide range of alternative theoretical and practical approaches.
First of all, this concept expects the level of state public debt at which interest pay-
ments do not reach the size that cannot be paid. Thus, the stability of public finance
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reflects government ability to meet sovereign debt obligations on account of current
and revenues (future budget surpluses) [13, p. 1].

Financial position of the country is unstable, if budget revenues are not suffi-
cient to cover current expenditures and public debt service. Even if the government
would reduce the debt to the original level, it is possible that at some point the debt
will reach the size at which economic agents would consider it dangerous for the
future purchase of government debt securities. Debt growth is usually accompanied
by deterioration in key macroeconomic indicators over the medium term (lower
economic growth, inflation rise, a decrease in reserves, etc.).

In order to strengthen the preventive and corrective functions, the Regulation of
the European Parliament and of the Council No. 1175/2011 provided amendments the
Stability and Growth Pact. They are aimed to strengthen coordination of economic
and fiscal policies of EU member states by evaluation and monitoring the programs of
national stability and convergence on behalf of the Council and the European Commission
in order to prevent excessive general government deficit to sustain growth and employ-
ment within the EU [14]. Each participating Member State shall determine medium-
term budgetary objectives for its budgetary position (within the euro area from —1%
of GDP to a surplus of cyclically adjusted general government budget). Countries with
debt levels far below 60% of GDP may reach structural deficit level within 1% of GDP.

The medium-term budgetary objectives shall be revised every 3 years in order
to reflect the effect of structural reforms on sustainability of public finance. These
objectives shall be included in the national medium-term budgetary limitations in
accordance with Chapter IV of Council Directive 2011/85/EU of 8 November,
2011. Stability and convergence programs shall be based on the most likely macro-
fiscal scenario or the most cautious (less costly) development scenario based on the
latest updated Commission forecasts.

The Council Regulation No. 1177/2011 of 08.11.2011 introduced a new legisla-
tive framework for speeding up the implementation of set procedures under excessive
general state deficit [15]. In particular, the role of the Council and the European
Commission in monitoring the compliance with established procedures is increased.
According to Art. 126 of the Treaty on the Functioning of the European Union,
Member States shall avoid excessive government deficits. The European Commission
monitors the development of the budgetary situation and of the stock of government
debt in the Member States.

Council Regulation number 1177/2011 envisages that the excess of total govern-
ment budget deficit the reference value shall be considered exceptional only when it
is resulted from an unusual event outside the control of the Member State, or from
a severe economic downturn. Also, this document established a new benchmark for
gross government debt reduction. Henceforward, the gross sovereign debt of the euro
area, where it is exceeding 60% of GDP, is decreasing sufficiently and is in a satis-
factory pace approaching to the reference value, given its annual reduction by 1/20
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compared to the average of the preceding three years. Also, sanctions are defined for
failure to comply with these requirements (permanent component of the fine is 0.2%
of GDP, the value of the variable component depends on budget performance of the
general government) [15, p. 35, 39].

In order to strengthen economic and fiscal integration, on March 2, 2012, 25
EU member states signed the Treaty on Stability, Coordination and Governance
in the Economic and Monetary Union (hereinafter — the Treaty) [16]. According
to the Treaty, annual structural government deficit must not exceed 0.5% of GDP
at market prices. This regulation regarding the maximum level of structural budget
deficit should be included in the national legislation of the Member States.

The Treaty provides the creation of a centralized correction mechanism, which
will be triggered automatically when exceeding the structural deficit limit of 0.5% of
GDP. The benchmark for gross government debt remains at 60% of GDP. If it is
significantly below 60% and risks of distortion of the long-term sustainability of pub-
lic finance are low, a country can set a structural deficit at the level of 1% of GDP
at market prices based on medium-term budget objectives (Article 3.1 of the Treaty).

Also, a coordination procedure of issuance of state debt obligation is established.
Parties of the Treaty shall report on their plans of borrowing on capital market to
the Council of the European Union and to the European Commission in order to
improve the planning of national sovereign debt.

The Court of Justice of the European Union gained the power to impose sanc-
tions on Member States in case of their failure to comply with the criteria estab-
lished by the abovementioned fiscal pact. According to Art. 260 of the Treaty on
the Functioning of the European Union, the Commission may refer the case to the
Court. The penalty may not exceed 0.1% of GDP of the noncompliant country.
If the violator is part of the euro area, the amounts imposed shall be paid to the
European Stability Mechanism. In the case of penalties to other EU countries, pay-
ments shall be made to the general budget of the European Union. (Article 8.2 of the
Treaty). From 1 March 2013, financial assistance in the framework of the European
Stability Mechanism is granted in case of Treaty ratification (by the Member State)
and transposition of the provisions of this fiscal Pact into national legislation.

According to the Regulation of the European Parliament and of the Council
No. 473/2013 of 21.05.2013 the Member States in the euro area are required to pro-
vide general government draft budgetary plans to the Eurogroup and the European
Commission (by 15 October). The Commission shall adopt a reasoned opinion
on the draft budgetary plan (by 30 November), and request the particular country
to provide a revised draft budgetary plan within three weeks from the date of the
Commission’s reasoned opinion in the case of non-compliance with obligations
under the Stability and Growth Pact [17].

However, these measures were not sufficient to ensure EU economic growth at
global and national levels: the slowdown and instability in the economic and social
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spheres remain, affecting international markets. This has resulted in the deteriora-
tion of international trade environment and limited Ukraine’s access to capital
markets. The risks of trade balance deterioration (increased import and goods and
services export lagging) have grown. In particular, the following developments were
observed:

— reduced demand for domestic exports products due to low rates of economic

recovery in foreign countries and increased competition in global markets;

— sustaining high energy prices for Ukraine;

— increased foreign exchange risks under instability of global financial markets;

— deterioration of conditions for capital inducement from foreign financial mar-

kets.

Taking into account the abovementioned, the program of improving the man-
agement of public finance of Ukraine should take into account a number of internal
and external challenges that negatively affect its development.

Defined measures for improving public financial management (adoption of the
Law on national strategic planning, approval of the Procedure for development and
implementation of action plans for ministries — main regulators of state budget funds
for the planned and subsequent two budget periods, enhancement of national target
programs, development of draft legislation on state aid to economic entities based
on the requirements of the EU and the WTO, and on amendments to the Budget
Code of Ukraine on marginal loans under government guarantees; improvement of
public debt management, and introduction of program-target budgeting at the local
level) are envisaged.

To fulfill the objectives, it is necessary to create an appropriate public finance
management system, able not only to solve the problems that may arise during
its development, but also to minimize possible negative challenges, both internal
and external. This calls for spurring the introduction of innovative mechanisms for
strengthening the capacity of public finance sector, ensuring its stability and sustain-
ability during the reform period.

The issue of enhancing public financial management has received much attention
[18-20]. In particular, the Concept of Public Finance Management Development
stresses the importance of further improving the efficiency of public finance manage-
ment. The Concept drafts areas of the development of public finance management
system for boosting its performance by improving legislative regulation of its com-
ponents and enhancing coordination between governmental bodies implementing
public policy in this domain. Its major provisions include: introduction of an effec-
tive budgeting mechanism, in particular for public debt management as part of public
finance; definition of strategic development objectives including the state budget
capacities in the medium term; ensuring transparency, predictability and consistency
of fiscal policy by:

1) further development of program-target approach to budgeting;
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2) improving the strategic planning system at the level of main regulators of
budget funds;

3) monitoring implementation of legal acts on public internal financial control.

Particular attention is paid to the public procurement reformation and its
improvement, especially related to increasing the efficiency of public procurement
mechanism for goods, works and services by ensuring proper transparency and pre-
venting discrimination in procurement procedures; ensuring optimal and efficient
use of public funds; strengthening control over quasi-fiscal operations, which will
allow to minimize risks on determining the state budget incomes. Facilitating the
access to budgetary information by increasing the institutional capacity of govern-
ment agencies gains a great importance.

In order to improve the management of public finance, the Strategy of develop-
ment of public finance management system was approved [21]. Its main focus areas
are:

— state fiscal policy;

— medium-term budget forecasting and planning, program-target method, stra-

tegic planning at the level of regulators of budget funds;

— management of liquidity of public finance and public debt;

— quasi-fiscal operations;

— accounting system in the public sector;

— public procurement system;

— public investment;

— public internal financial control,

— adequate external financial control;

— counterwork of corruption in public finance;

— public access to information on the issues of budget and public finance.

The Strategy is expected to achieve the following results:

1) establishing a public finance system focused on accelerating economic growth,
and development of the real sector and realization of social programs;

2) enhancing the sustainability of public finance and ensuring stable financial
development in Ukraine;

3) creating favorable environment to increase employment;

4) improving strategic planning of public finance (taking into account the finan-
cial activities of the general government and public corporations);

5) improving legislative acts which regulate the procedure of financial opera-
tions within general government sector (related to state strategic planning,
deepening the correlation between strategic and budget planning);

6) ensuring the efficient use of program-target method for general government
sector development planning;

7) implementation of medium-term budget planning aimed to enhance the per-
formance of financial operations in public finance;
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8) increasing the efficiency of public spending (within the general government
sector) and expenditures of public corporations;

9) implementation of medium- and long-term strategy for management of gov-
ernment debt liabilities aimed to optimize state and sovereign state debt and
to ensure the efficient use of resources mobilized through such mechanisms;

10) harmonization of public procurement system in accordance with the EU
recommendations;

11) developing a competitive and efficient system for online procurement of
goods and services and external audit system for procurement of goods,
works and services for public funds;

12) developing an efficient and competitive system for the provision of state aid
to business entities;

13) conducting general government’s financial operations under the conditions
of limiting pressure on budget system by enhancing control over quasi-fiscal
operations;

14) strengthening financial discipline within general government and public cor-
porations;

15) introducing a more efficient system of state internal financial control: ensur-
ing prompt response to the facts (or a threat) of inefficient use of public
funds and financial violations; introducing improved regulatory and legisla-
tive framework on internal audit in budgetary institutions;

16) application of financial monitoring measures in public finance;

17) monitoring and control of state aid to business entities;

18) modernization of legislation on public procurement, extension of access of
domestic suppliers to European markets through the provision of mutual
access to public procurement markets for suppliers Ukraine and the EU;
application of new forms of public procurement;

19) increasing the transparency of transactions within the public finance system
and creating necessary conditions for free access to public information on
development of public finance for civic control, granted by state executive
agencies;

20) achieving significant improvements in the prevention of corruption on state
financial assets transactions based on the requirements of the State Program
on Preventing and Counterwork of Corruption for 2011-2015.

Introduction of innovative approaches to public finance management will con-

tribute to achieve positive results in Ukraine’s consolidated state budget performance.

An improvement of government guarantees assigning mechanisms is envisaged.

It should to be noted, that this instrument must be substantially updated and is aimed
to use resource exclusively on revolving basis. Besides, one of the requirements is
economical use of resources. The main criteria for selection of state-covered proj-
ects is self-sufficiency and reduced burden on the state budget. These innovations
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will enable government to reduce the burden on state and local budgets, to increase
the resource base of the budget system, and to improve financial support for import
substitution.

To enhance the efficiency of provision and application of government guaran-
tees, the procedure of development project selection has been substantially modified.
At the first stage, they will be considered and recommended for implementation by
the main regulators of budget funds. At the second stage, they will be inspected by the
banks involved into their implementation, as these institutions have sufficient capacity
to carry out a qualitative assessment of feasibility study of each project. The third stage
involves consideration by the Ministry of Finance of Ukraine and the working group
under the Ministry of Economic Development and Trade of Ukraine. Finally, at the
fourth stage a project is approved by the Cabinet of Ministers of Ukraine.

An improvement of public finance management also requires implementation of
a tax policy aimed not only to form sufficient resources of public finance, but also to
strengthen the regulatory and simulative functions of taxation. Tax reform is focused
both on creating a favorable environment for business development and reliable
financial background for the economy.

The issues of managing innovation formation and application of budget-
ary resources are becoming increasingly important. They include program-target
approach to the formation and execution of the budget aiming to achieve specific
planned results. It is anticipated, that this approach will be introduced at the level of
both national and local budgets during public finance reformation.

The social security and social services system requires upgrading, in particular in
the following important areas:

— standardization of social services provision by their types and categories of
recipients taking into account customer selection criteria, compliance with
the principles of targeting, accessibility and quality of services;

— creating a favorable environment for competition between the state and
municipal agencies, and non-state actors;

— enhancing the efficiency of mechanisms for social services’ targeting;

— gradual transition from budget financing to purchase of social services.

A key role in improving public finance management belongs to optimization the
volume and improving the structure of public debt. Public debt management shall
be focused on reducing the share of external debt (in the total amount of public
debt). But it should be taken into accounts that the recovery of the cooperation with
International Monetary Fund is an effective factor in maintaining the public finances
sustainability in terms of economic fluctuations. During 2014, a tight fiscal discipline
policy designed to limit budget deficit growth will be continued.

To ensure greater transparency of public finance there is a need to increase the
transparency of budget expenditures; strengthen supervision over fiscal risks associ-
ated with the activities of public enterprises, institutions and organizations.
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A qualitatively new level of control in the budgetary system anticipates transpar-
ency and confidence of the public in government through better understanding of its
activities, creating favorable environment for social concord; improvement of coope-
ration of the state and local governments with the public; fast response to changes in
the financial sector, predictability of decision-making results.

In order to improve public finance management, the Ministry of Finance of
Ukraine takes actions to apply program-target approach in budget process, fiscal
consolidation (under the condition of limiting its possible adverse effects), ensure
sustainability of public finance, introduce medium-term budget planning, continue
accounting system reformation, introduce internal and external audit in public sec-
tor, increase transparency and openness of budgeting process.
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