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Abstract. The securities market is a powerful platform to accumulate capital for further
investment in favor of structural reconstruction of the economy, increasing population
welfare level through the possession of fund financial instruments.

As one of the financial instruments, the government debt securities gained widespread
use as reliable, easy-to-use, and readily obtainable financial assets. The place of domestic
government loan bonds in the formation of Ukraine's public debt and financing of the
state budget deficit is highlighted in the article.

The modern statistics confirm the safety and viability for the use of internal government
debt securities and, in conducted research, the author proves a significant increase in
the amounts of funds attracted to budget fund from the Ukrainian domestic government
bond settlement.

The article systemizes the data on main indicators of the domestic market of
Ukrainian domestic government bonds, determines the portfolio structure on the
basis of ownership, and describes ways to expand the range of potential investors,
for example, by involving physical entities. Several primary dealer banks were chosen
to analyze the purchase terms of Ukrainian domestic government bonds for citizens
of Ukraine on the primary market.

The directions for the development of domestic internal debt market were determined,
namely, to strengthen communication with fund market participants, to concentrate
liquidity in certain instruments, to protect investors multilateral trading systems, to make
pricing transparent on the Ukrainian domestic government bond market, to arrange
auctions regularly, to diversify the foreign currency debt structure portfolio, etc.

The well-structured process of Ukrainian domestic government bond emission in
the part of public debt management strategy will allow holding investors with such
investment time frame interested to obtain instruments in the medium run.

Keywords: state finances; public debt; debt policy; financial market; internal
loans; domestic government loan bonds; expected rate of return; primary dealers;
market-makers
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Introduction.

Dynamic reforms to stabilize the
economic environment in Ukraine take
place in a planned manner and cover all
areas of state influence on the financial
system subjects. The positive tenden-
cies also appear in favorable conditions
formation for minimizing the govern-
ment debt service cost. The reduction
of government foreign currency debt
share will positively influence in long-
term run on gold and foreign exchange
reserves. The effective instrument to
achieve this goal is the issuance of do-
mestic government bonds denominated
in the local currency and their further
settlement among potential investors.

Analysis of recent researches
and publications.

The issue of making adequate mana-
gerial decisions by the authorities on the
financial market segments to ensure state
financial stability was highlighted by the
team of authors (Prymostka et al., 2020)
with establishing correlative intersegment
connections. It is known from the finance
theory that loans can be granted both in the
capital market and in the money market,
and securities are instruments of the capi-
tal market. Vatamaniuk-Zelinska & Ohirko
(2021) considers the process of additional
financial resources formation as a mecha-
nism of implementation of distributive and
regulative public loan functions in society.
The areas for the development of the gov-
ernment debt securities market were stud-
ied in the works of Lubkei (2016). Bench
et al. (2020) give reasons for the necessity
to use exactly domestic government bonds
to cover the budget deficit within the public
debt policy. The reasonability of investor’s
purchase of domestic government loan
bonds with their further realization on the

securities market was analyzed by the team
of authors (Zhytar et al., 2020); the advan-
tages and disadvantages of Ukrainian do-
mestic government loan bond settlements
were indicated and their influence on the
economic processes was described.

It is well known that the banking sec-
tor including the central bank, occupies a
leading position in domestic government
debt portfolio structure (more than 80%)
because these structures are closest to the
capital market among other financial mar-
ket participants. Yakusheva (2021) clari-
fies the role of domestic government loan
bonds in the effective functioning of the
stock market debt segment and emphasizes
that the bond circulation sector remains in-
sufficiently diversified. And the following
study was conducted exactly from the actu-
ality standpoint of activating the role of in-
dividuals as investors in the stock market.

The purpose of the article is to iden-
tify the manifestations of scientific and
practical problems of domestic govern-
ment bonds among the financial market
entities and prospects for use of securi-
ties investment instruments to strength-
en Ukraine’s debt security in modern
economic conditions.

Materials and methods of research.

The research was conducted on the ba-
sis of a systematic approach using a wide
range of dual-purpose scientific knowl-
edge methods, such as analysis and synthe-
sis, induction and deduction, comparison,
modeling, tabular and graphical methods.

Results of the research and their
discussion.

The negative financial and economic
consequences of the world coronavirus
crisis that were recorded in decline in
consumer demand and increased debt
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load resulted in Ukraine’s financial sys-
tem imbalance and made the issue of
studying public finances relevant, whose
role in solving current economic policy
problems has increased significantly.

During the COVID-19 pandemic,
the processes of globalization and in-
ternational capital migration have been
slowing down, and countries are forced
to look for sources of financial support
in domestic markets.

The state policy effectiveness relates
to financial system debt model perfec-
tion. Ukraine has significant amounts
of state and state-guaranteed debt, and
during the researched period, the ten-
dency of annual growth of internal debt
amount can be seen: from $ 25,37 bil-
lion in 2016 to $ 38,18 billion in the 2nd
quarter of 2021 (Table 1).

As to the structure of total state debt of
Ukraine, the share of external borrowing is
predominant and has remained in the last 5
years in the range of 52-64%. In absolute
terms, the external debt does not show a sta-
ble trend and counted as much as $ 39 bil-
lion in 2019 and about $ 54 billion in 2020.

The state borrowings are widely used
fiscal instruments for budget state re-
sources formation. It is possible to esti-
mate the main vectors of country govern-

ment activities through the use of the state
budget and also to determine fund use ar-
eas and their income sources. For a quite
long time, the state budget of Ukraine has
been considered, approved, and executed
with a deficit. And government securi-
ties issuance is a method of state budget
deficit financing in volumes foreseen for
this aim by Law of Ukraine “On the State
Budget of Ukraine for the relevant year”,
and within the critical extent of state debt.
The government of Ukraine uses such a
debt instrument as government bonds to
finance the needs of the state budget.

Let’s have a look at the characteris-
tics of the domestic government debt
of Ukraine. Its main part is the debt on
securities issued in the domestic market,
such as domestic government bonds.

Ukrainian domestic government loan
bonds are government securities that are
settled exclusively on the domestic stock
market and confirm Ukraine’s obligations
to reimburse the holders of these bonds
their nominal value with income payment
according to the terms of bonds settlement
(Domestic Bonds, 2021).

According to the results of 2020, the
Ministry of Finances of Ukraine over-
took UAH 382,3 billion to the state bud-
get by domestic government loan bond

1. The overview of total state debt of Ukraine for 2016-2021

No Tndicator 2016 | 2017 | 2018 | 2009 | 2020 | 2R | o701

| | Total state debt, 1929.76 | 2 141.67 | 2 16845 | 1761.37 | 2551.88 | +622.12 | 2514.36
billion UAH
Total state debt,

2 | billion USD, 7097 | 7631 | 7832 | 7436 | 9025 | +1928 | 92.52
including:
internal, billion USD | 2537 | 2731 | 27.86 | 3542 | 3653 | +i1.16 | 3818
relative share, % 35.7 35.8 35.6 47.6 40.5 +4.8 41.3
external, billion USD | 4560 | 49.00 | 5046 | 3894 | 5372 | +8.12 5434
relative share, % 64.3 64.2 64.4 52.4 59.5 -4.8 58.7

Source: compiled on the basis of data (State Debt and State Guaranteed Debt, 2021).
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settlements, among them UAH 251,6
billion were bonds nominated in the lo-
cal currency (Fig. 1).

The linear trend Y as a geometric re-
flection of the average values of the ana-
lyzed indicator and the value of R2 in Fig.
1 shows how closely the indicative values
of the trend line correspond to the actual
data. The indicator is not close to 1 be-
cause funds raised to the State Budget of
Ukraine by settling domestic government
bonds on the primary market was not a
gradual increase but with a jump in 2019
when the amount increased 3.5 times.

We systematized the National Bank
of Ukraine (NBU) information regard-
ing the main indicators of the domestic
market of domestic government bonds
(DGB) in Table 2.

We should remind that the deprecia-
ble cost of a bond is a difference between
nominal bond cost and the total amount of
payments to repay the principal amount of
the debt. In Table 1, the value of DGB is

the total for bonds denominated in nation-
al and foreign currencies. It is possible to
trace a stable tendency to the funds’ vol-
ume growth: from 216 till July 1, 2021,
the nominal depreciable cost increased up
to 33% approximately to UAH 1 trillion.
During the period from 2016 to 2021, the
average-weighted profit margins of DGB
nominated in UAH increased up to 21% —
from 9.16 to 11.66%.

But maximum return rate value was
recorded in 2018 — 17.8%. The high level
of interest rates on DGB reflected both
the consequences of the tough monetary
policy of the NBU and the high state de-
mand for free loan funds to finance the
state budget deficit (Hrubliak, 2020).

There are all groups of institutional
investors among DGB buyers (Fig. 2), ex-
cluding united territorial communities who
carried out such investment operations
with DGB for the total amount of UAH
180 million only in December 2020 (Do-
mestic government bonds market, 2021).

300
251,59
250
227.61
208,92
200
150 Y =47.955x - 30,669
R* = 0,766
100
65.13
50 37,03 32,76
0 B = |
2016 2017 2018 2019 2020 01.07.2021

Fig. 1. The dynamics of funds raised to the State Budget of Ukraine
from the settlement in the primary market of domestic government loan
bonds for 2016-2021 (billion UAH)

Source: compiled on the basis of data (Domestic government bonds market 2021).
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2. The features of the Ukrainian domestic government bond market for 2016-2021

No Indicator 2016 | 2017 | 2018 | 2019 | 2020 | 2020to02016 | 1/07/2021
DGB that are in circulation at

1 | nominal depreciation value, |668.13 | 751.02 | 758.84 | 827.38 | 998.60 |  +330.47 999.45
billion, including:
individuals, billion UAH 0.10 | 147 | 617 | 9.78 | 11.10 +11 18.12
relative share, % 0.01 0.20 | 0.81 1.18 1.11 +1.10 1.82
DGB that are in circulation,

2 | for the sum of main debt, 667.56 | 750.27 | 756.06 | 822.751991.62 |  +324.06 993.34
billion UAH
Average-weighted profit

3 |margins of DGB, nominated | g 16| 1047 | 1779 | 1693 | 1020 |  +1.04 11.66
in UAH, on the primary
market, %

Source: compiled on the basis of data (Domestic government bonds market, 2021).

It is required to extend the list of
actual counterparties to increase the
liquidity of DGB market, thus dissem-
inating widely securities among house-
holds, the relative share of them as own-
ers of DGB makes only 2% according
to the results of the 1st quarter of 2021.
DGB are currently the most liquid secu-
rities in Ukraine and a profitable instru-
ment for investments with a higher level
of profit return than popular nowadays
fixed-term deposits. Income from DGB
transactions remits personal income tax
in contrast to time deposits, where the

51

client loses 18% of income. There is
also no military fee (Domestic Bonds,
2021).

The client can choose a convenient
term of investment in DGB: from 3
months to 5 years. If an investor needs
early access to money for various rea-
sons, DGB can always be sold by a
broker on the secondary market at the
current price that is determined by the
current market conditions. While early
deposit agreements termination in most
cases is not foreseen at all or involves
the loss of accrued interests.

B NBU

Banks
m Legal Entities
# Individuals

Nonresidents

Fig. 2. Domestic government bond portfolio structure on the basis of
ownership dated July 1, 2021, %

Source: compiled on the basis of data (Domestic government bonds market, 2021).
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Advantages and disadvantages for
DGB owners are represented in Fig. 3.

DGB profit margins can be influ-
enced by the issuance to which the bond
belongs, maturity, availability of inter-
im payments between the date of pur-
chase and the bond maturity date. For
example, the SIM symbol in the quota-
tion means a simple return with a cou-
pon payment at the end of the term, and
YTM — a profit margin to maturity, in
other words, the presence of intermedi-
ate coupon income payments.

There are some restrictions on mini-
mum amounts to access DGB trading on
the primary market. The constant is the
nominal value of one bond —1000 UAH
and can also be determined in foreign
currency. At the same time, investment
companies have the opportunity to sell
DGB on the secondary market from 1
item in any currency.

The general agent of issuance ser-
vices and DGB redemption is the NBU.

The transactions connected with bonds
settlement are carried out by NBU via
brokers, dealers, who are custodians,
and clients of the depository of the Na-
tional Bank. The Ministry of Finance of
Ukraine places regular bond issues at
auctions once or twice per month.

The Ministry of Finance of Ukraine
announces a list of DGB in order to devel-
op the government securities market and
as a result of consultations with primary
dealer banks that are proposed for market
makers use as benchmarks to support the
liquidity of government securities on the
secondary market. The National Securities
and Stock Market Commission of Ukraine
provides information about the following
market-makers and they are PJSC Stock
Exchange “PERSPEKTIVA” and JSC
“PFTS Ukraine Stock Exchange” (Mar-
ket-makers, 2021). Bond market makers
are eager to make a profit by selling bonds
more expensively than they bought them
(and vice versa), after accounting for all

Advantages and disadvantages for DGB owners

!

Advantages

v

Disadvantages

reliability (the state guarantees a
return of 100% of the bonds value
and interest payments regardless of
the amount of investment);

liquidity (possibility to resell with
minimal loss at any time of
ownership);

— preferential taxation;

protection against devaluation (DGB
nominated in foreign currency).

related participants and transactions
(required  agreement  with a
professional stock market player, ||
opening a securities account);

significant expenses (when investing
small funds, the investment is not |-
highly profitable).

Fig. 3. Advantages and disadvantages for domestic government bond owners

Source: developed by the author.
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the hedges they have, just to minimize
changes in overall returns. This difference
in the sale and purchase price is fixed by
the spread between the BID price and OF-
FER. If market-makers are sure that they
can quickly sell bought bonds, they offer a
relatively small spread.

The exchange trade of DGB are car-
ried out on the stock section of PISC UCE
“HOUSE of CONTRACTS UICE” (PJSC
“Ukrainian interbank currency exchange”,
2021) and JSC “Ukrainian Exchange”
(JSC “Ukrainian exchange”, 2021).

The use of the latest technologies
by banks will allow to better meet the
needs of customers in various banking
products. “A strong and stable banking
system of the state is a reliable basis for
optimal redistribution of capital in the
economy for macroeconomic priorities
achievement financial insurance” (Sova
& Yakimova, 2020, p. 344). The list of 11
primary dealer banks that conduct DGB
transactions can be found on the website
of the Ministry of Finances of Ukraine.
As of 1/07/2021, these are the following
banks (Primary dealers, 2021):

1. JSB “UKRGASBANK”.

JSC CB “PrivatBank™.

JSC “OTP BANK”.

JSC “State Savings Bank of
Ukraine”.

JSC “Raiffeisen BANK”.

JSC “Ukreximbank”.

“Pivdenny” Joint-Stock Bank.
PJSC “ALFA-BANK”.

9. PJSC “KREDOBANK”.

10.PJSC “PUMB”.

11. PJSC “Citibank”.

An individual cannot independently
purchase DGB. It is necessary to con-
tact intermediaries to buy. Let’s choose
several dealer bank and compare the
conditions that are set for individuals in
case of purchasing DGB on the primary
market (Table 3).

Sl el

X_Now

It should be noted that, in addition to
the data provided in Table 3, the list of ex-
penses is not final, because the commercial
banks on websites and during a conversa-
tion with call centers give only indicative
information. They also encourage a client
to communicate with the personal man-
ager in the bank branch. For example, it
was found out that if you buy DGB in JSB
“UKRGASBANK” as a primary dealer, it
is required also to open a clearing sub-ac-
count in PJISC “Settlement Center” for 300
UAH (Domestic government bonds. JSB
“UKRGASBANK?”, 2021). The JSC CB
“PrivatBank™ presents different tariffs for
services depending on DGB amount pur-
chase growth of more than UAH 1 million
(Osnovni umovy roboty z OVDP. JSC CB
“PRIVATBANK?”, 2021). It is required to
become the owner of a premium card, the
maintenance of which in the Light package
will cost 1.100 UAH per year just to open
declared free of charge current account
and securities account in JSC “OTP Bank”
for DGB purchase. Monthly card expens-
es should make no less than 5000 UAH
(Domestic government bonds. JSC “OTP
Bank”, 2021).

The DGB purchase is available only
for clients of a premium class in JSC
“State Savings Bank of Ukraine”. The
“Elit” package in the emission of a pre-
mium payment card will cost 80 UAH per
month (Posluhy dlia premialnykh kliien-
tiv. JSC “Oschadbank”, 2021). The JSC
“RaiffeisenBank™ gives opportunities to
purchase DGB also to owners of premi-
um-cards and, for example, “Start-up”
package will cost 200 UAH per month, or
free of charge in case of monthly card cost
of 10000 UAH (Domestic government
bonds. JSC “Raiffeisen Bank™, 2021).

It is worth reminding about bank
commission during securities pur-
chase-sell on behalf of the client that
in addition to interest may have a mini-
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3. A comparison of purchase conditions on the primary market of domestic
government bonds nominated in the national currency in the commercial
banks of Ukraine

Bank purchase | from concluded accog n(t;l'luIlT:ec cuITrihasgC/Ot}nll1dsore:mit Om(%r(:t’hpe
amount agreement -ou -] pu un .
rities), UAH tance or write-off
0.05% from the
250 UAH
Ukrgasbank | 490,000 | totatamount, |- 10 /450 UAH 100 UAH
UAH per transaction
0,
L nilion | totl amount. 200 UAH
PrivatBank : ’ /200 UAH 50 UAH
UAH | min 2 thousand .
UAH per transaction
OTP Bank 1 million 0.3% from 0 0.001% from agreement | 0.005% from
UAH agreement 0 amount, per transaction | nominal of DGB
. 0.05% from 0.1% from total amount,
]S?’t;rtli ie%vmgs 1 million agreement, 38 min 2500 UAH no%?gg{)/g ffrDong
Ukraine UAH | min 2 thousand /100 UAH min 200 UAH
UAH per transaction
Raifffeisen 2 million | 0.05% from 400 UAH 0.05% from
Bank UAH agreement 1000 per transaction nominal

Source: compiled on the basis of data (Domestic government bonds. JSB “UKRGASBANK”,
2021; Osnovni umovy roboty z OVDP. JSC CB “PRIVATBANK?”, 2021; Domestic government
bonds. JSC “OTP Bank”, 2021; Posluhy dlia premialnykh kliientiv. JSC “Oschadbank”, 2021;
Domestic government bonds. JSC “Raiffeisen Bank™, 2021).

mum absolute amount, for example, JSB
“UKRGASBANK” on their website
indicated — min 1000 UAH (Domestic
government bonds. JSB “UKRGAS-
BANK?”, 2021).

Such types of custody transactions
as coupon income payment on securities
and DGB write-off from the account in
securities were not separately indicated
in the table. For example, it is required to
pay 100 or 300 UAH for a single income
payment depending on the amount in JSC
CB “PrivatBank”, and one accounting
operation on withdrawal of securities will
cost 1000 UAH (Osnovni umovy roboty z
OVDP. JSC CB “PRIVATBANK?”, 2021).

The experience of bonds issuance
and settlement shows that reforms of
stock exchange should be carried out in
lockstep with debt load reduction on the
financial system, including scenarios of

the state debt management (Trusova et
al., 2018).

It is necessary for that to expand the
list of participants of the primary auc-
tions with DGB settlement by involving
non-banking financial institutions to
participate in them; to arrange an analy-
sis of DGB purchase for the citizens and
take measures to simplify them; to con-
sider the possibility of issuing targeted
DGB for the implementation of priori-
tized investment projects identified by
the Government of Ukraine.

Ukraine is moving in the right direc-
tion for the development of the domestic
debt market thanks to a partnership with
government debt and risks management
program, namely: it strengthens interac-
tions with investors, makes the transi-
tion to benchmark issues, and expands
investors base (Butsa, 2019).
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Conclusions and future
perspectives of the study.

The harmonization of the develop-
ment of the financial system in Ukraine
and correction of debt indicators should
be provided with the strategy of the state
finance management system. Fiscal rules
for optimizing state borrowings by main-
taining the balance of internal and external
debt components should encourage the ef-
fective attraction of financial resources to
the budget and their rational use.

Nowadays the dominant instrument of
domestic loan execution by the Govern-
ment of Ukraine is domestic government
bonds. And the Government has taken a
course to ensure measures to form price
benchmarks for the safe settlement of do-
mestic government debt securities.

The successful steps have been al-
ready done and they are as follows: the
problems with holding an auction were
solved, which are based on the budget
deficit, rather than the market price;
fragmentation of debt instruments, and
homogeneity of the investor base.

It is necessary for strengthening the
institutional potential of the domestic
stock exchange market to work on re-
ducing the currency risk by increasing
the relative share of domestic govern-
ment bonds nominated in the local cur-
rency, the risk of refinancing by increas-
ing the maturity of hryvnia bonds; on
the promotion of operations with gov-
ernment securities in capital markets.
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AHomayia. PUHOK YiHHUX nanepie € MomyxHoro naamegopmoro 0715 aKyMysIrB8aHHA Kanimany
0717 N00QbLWO20 iHBECMYBAHHA HA KOPUCMb CMPYKMYPHOI nepeby0osu eKOHOMIKU, nidsuweHH:
pigHs 006pobymy 2pomadsH 3a805KU 80/100iHHIO hOHOOBUMU IHCMPYMeEHMAaMU.

Ceped 0OCMAHHIX WUPOKO20 MowupeHHs Habyau OepxcasHi 6opaoesi YiHHI nanepu AK HAOIlHI,
3po3ymini y BUKOPUCMAHHI Ma 8UCOKOIKBIOHI (hiHaHCo8i akmusu. Y cmammi euceimnaeHo micye
06nieayili BHympiwHb0i 0epHcasHoi MO3UKU y hopmyB8aHHI OepicasHo2o bopay YKkpaiHu ma ¢iHaH-
cy8aHHI Oegpiyumy depicasHozo 6r00xHEemy.

Cy4acHa cmamucmuka niomeepoxye besneqyHicms i nepcrnekmueHicmes 3acmocy8aHHA 8HYy-
mpiwHix 6opaosux OepcasHUX UiHHUX nanepis, a asmop y nposedeHomy 00Cni0HeHHi 06rpyHmo-
8YE 3HAYHE 3POCMAHHA CYM 3aay4eHuUx 00 6100HemHo20 hoHOy Kowmis 8id poamiujeHHs OBAII.

Y cmammi cucmemamu308aHo OaHi Npo OCHOBHI MOKA3HUKU 8im4Yu3HAH020 puHKy OB/,
8U3HAYEHO CMpyKMypy nopmeesnto 3a 03HAKO 8/ACHOCMI MA HABEOEHO WAAXU PO3WUPEHHA
Kos1a nomeHUuiliHux iHeecmopis, HaNPuKao, Yepes 3aay4eHHA Gi3udHux ocib. ObpaHo dekinbKa
b6aHKie-repsuHHUX Ousepie 0414 aHani3y ymos Kyniesni 2pomadaHamu YkpaiHu OB/l Ha nepeuH-
HOMY PUHKY.
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Hanpamu po36ydosu puHKy depxcagHuUx 6opaosux UiHHUX nanepis

BU3H@YeHO HaMpAMU PO3BUMKY 8IMYU3HAHO20 BHYMPIWHL020 6OP208020 PUHKY, O CaMe,
rocuneHHs KOMYHIKauii 3 y4acHUKamu ¢hoHO08020 PUHKY, KOHUeHmpauis nikeioHocmi 8 nesHux
iHcmpymeHmax, 3axucm iHeecmopig y 6a2amocmopOHHIX Mop208enbHUX cucmemax, rnpo3ope yi-
HoymeopeHHsA Ha puHKy OB/, peaynapHicme nposedeHHs ayKyioHie, dusepcugpikauyis nopmeesto
8a/1t0oMHOI cmpykmypu 6opay mouwjo.

Y yacmuni cmpameaii ynpaeniHHa depxasHum 6opaom Hanazo0xceHul npouec emicii OBAM
dacme MoMAUBICMb mpumMamu iHeecmopie i3 makum 20pU30HMOM iIHBECMYBAHHSA Y 3aYiKas/eHo-
cmi npudbaHHsA iHcmpymeHmie y cepedHbOCMpPOoKo8ili nepcrnekmusi.

Kntoyoei caoea: depxasHi ¢iHaHcu; depxasHuli bope; bopzosa nosaimuka; ¢iHaHcosuli
PUHOK; 8HYMpiwHi 3ano3u4eHHs; 0bi2ayii BHymMpiWHix 0epHcasHUX no3uK, pieeHob AoxiOHOCMI;
nepeuHHi dunepu; mapkem-melikepu
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