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DETERMINANTS OF THE CURRENT ACCOUNT BALANCE
AND OUTPUT IN UKRAINE

Abstract. Using quarterly data for the 2000—2017 period, fiscal and monetary policy
effects upon the real exchange rate (RER), the current account balance and output (GDP) in Ukraine
are estimated with the SVAR model. It is found that the budget surplus is a factor behind both an
improvement in the current account and the business cycle, arguing in favor of fiscal discipline as a
stabilization tool. On the other side, there is weak evidence that the monetary hangover measured as
a deviation of the monetary aggregate M2 from its equilibrium trend contributes to an improvement
in the current account as well, but at the cost of significant output losses with 4 to 6 quarter lags.
Similar outcomes are brought about by the RER depreciation above trend, with a simultaneous drop
in output on impact combined with the current account surplus. Both money supply and RER
effects could be explained by crowding out of investments in the nontradable sector by the export
activities, as it is implied by the familiar dependent economy model. As there is an increase in the
money supply in response to economic boom, it rejects criticisms about artificial money shortages
in Ukraine. Our results provide support to the so-called «45° rule» of a direct link between output
and the current account, although with a significant time lag. A favourable current account effect
upon output is achieved in the long run either, with an opposite restrictionary effect being observed
on impact. While there is no causality running from the money supply to the budget balance, a
strong link between the budget deficit and expansionary monetary stance is observed.

Everything seems to be that an increase in GDP is an effective factor in improving the
current account balance over the long term, while a favorable feedback also appears with a
significant time lag (in the short term, it is quite the opposite, that is, improving the current account
balance worsens the cyclical GDP position). However, the decomposition of the remnants does not
allow asserting the importance of causality «ca=Yyp» Ta «yi=Caw. It is obvious that changes in the
balance of the current account depend largely on the state of external markets, and the cyclical GDP
dynamics — on internal factors, which relate primarily to the exchange rate and the monetary
"sway" (the effect of the budget balance is less significant).

Keywords: fiscal and monetary policy; current account, output; real exchange rate.

JEL Classification: C32, E52, E62, 023

Formulas: 6; fig.: 3; tabl.: 1; bibl.: 19.

186


http://orcid.org/0000-0003-4352-4421

Illeguyk B. O.

00KMOp eKOHOMIUHUX HAYK, npogecop,

3a6i0ysay Kaghedpu MidCHAPOOHUX eKOHOMIYHUX GIOHOCUH

JlvsigcvK020 Mmop2osenbHO-eKOHOMIUHO20 YHIgepcumemy, Ykpaina;
e-mail: victorshevchuk@netscape.net; ORCID ID: 0000-0001-6930-1440
Cunuax B. I1.

OOKMOp eKOHOMIYHUX HAYK, Npogecop,

3a6i0ysau Kagheopu meneddcmenmy, QiHancie, OAHKIBCLKOI cCnpasu ma cmpaxyeanHs;
XmenvHuyvrkozo yHisepcumemy ynpaenintisa ma npasa; Yxpaiuna,

e-mail: kmf@univer.km.ua; ORCID ID: 0000-0001-8957-3654
3aeeponuin A. C.

KaHOUOam eKOHOMIYHUX HAYK, OOYeHM,

doyenm Kageopu 306HIUHbOECKOHOMIYHOT Ma MUMHOI OiIbHOCMI
Hayionanvnozco ynieepcumemy «J/lvsiécoka nonimexuixa», Yxpaina;
e-mail: 40anzas@gmail.com; ORCID ID: 0000-0001-7307-536X
bapaneyvka O. B.

Kanouoam eKOHOMIYHUX HAYK,

ooyeHm Kageopu ekoOHOMIUHOT be3nexku ma QiHancosux po3ciioysans

TepHnoninbcbko2o HAYIOHANLHO20 eKOHOMIYHO20 YHIGepcumemy, Ykpaina,
e-mail: o.baranetska@tneu.edu.ua; ORCID ID: 0000-0003-4352-4421

®AKTOPHU PAXYHKY NOTOYHHMX OMNEPAIIHA I JOXIJ B YKPAIHI

AHoranisa. BukopucroByroun kBaptanbHi gaHi 3a nepion 2000—2017 pp., 32 10o1omMororo
SVAR-mozmeni 3aificHEHO OIIIHKY BIUIMBY (DiCKaIbHOI 1 MOHETapHOi TMONITUKA Ha peaJbHHUN
OOMIHHUH Kypc, paxyHOK mnoTouHux omnepauid i BBII Vkpainu. BusBieHo mo3uTuBHI pucu
npodiuTy OFO/KETY K (PaKTOPY MOKPAIICHHS CalbI0 PaXyHKY MOTOYHHUX OTEpaIii i MUKIIYHOTO
pocty BBII, mo cBiquuth mpo 3HadeHHs (¢icKaabHOI AMCHUIUIIHM SK 3aco0y crabimi3amiifHol
NOMTHKU. 3 1HIIOro OOKy, TPONIOBMH «HABiC» (BIIXHMJIEHHS TpOIIOBOrO arperary M2 Bin
PIBHOB@KHOTO TPEH/Y) TaKOX IMOKpAIIye CalbI0 MOTOYHUX OINEpalliif, MpoTe y MbOMY BHUMAIKY
BHHUKAE CIIaJl BUPOOHHUIITBA 3 YAaCOBHM JIaroM Bif 4 g0 5 kBapramiB. TakuM ke YUHOM BIUIHBAE
3HIDKEHHSI PEeajbHOr0 OOMIHY KypCy TMOpPIBHSIHO 3 PIBHOBRXHHM TPEHAOM: CHaJ BHPOOHUIITBA
CTIOCTEPITa€ThCSI OAHOYACHO 3 TOKPAIIEHHSIM CajbJ0 PaxyHKy IOTOYHHX orepamniid. Bkasani
edeKTH TPOIIOBOTO «HABICY» Ta pPeaTbHOr0 OOMIHYy KypCcy MOXHa TMOSCHUTH 3MEHIICHHSIM
IHBECTHIII y CEKTOpi TOBapiB BHYTPIIIHBOI TOPTIBIIi BHACTIAOK 30UIBIICHHS EKCIOPTY, SK IIe
nepeadavae MoJeNnb «3alekHOI» eKOHOMIKH. OCKIUIBKM SK BiANOBiAR Ha mokBaBieHHS BBII
CTIOCTEpITaeThCsl 30UTBLICHHS TPOIIOBOI MPOMO3HMIlii, € CIHPOCTOBYE KPUTHUYHI 3ayBa)KCHHS
BI[HOCHO «IITYYHOTO» OOMEXEHHs Tpoumieii B ekoHomili Ykpainu. OTpumani pe3yibTaTu
MIATBEP/KYIOTh TaK 3BaHE «IIpaBuiio 45», mo nependauvae npsMuid 3B’s30k Mk BBII 1 canbno
paxyHKy NOTOYHHUX OMepalliif, xo4ya i 13 iCTOTHUM 4aCOBHUM JIaroM. Y JJOBFOCTPOKOBIiH MepCreKTHBi
MOKpAallleHHs! paxyHKy MNOTOYHMX onepauiid crumymoe BBII, y Toii yac sik mpocTexyerbes
3MEHIIEHHS JIOXOIy B KOPOTKOCTPOKOBOMY MepioJii. 3alie)KHOCTI CajibJ0 OOIXKETY BiJl IPOILIOBO]
MIPOTO3HIIIT HE BUSIBIICHO, MPOTE ICHYE 3BOPOTHHH 3B’ SI30K MIXK 301UTBIIICHHS OFO/KETHOTO ACPIIIUTY
1 TPOIIOBOIO MPOIO3UIIIELO.

Kurouosi ciioBa: ¢ickanbHa Ta MOHETapHA MOJIITUKA, TOTOYHUM paxyHOK, BUX1J, pealbHHUH
OOMIHHMH KypC.

®opmyin: 6; puc.: 3; Tabmn.: 1; 6i6m.: 19.
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®AKTOPBI CYETA TEKYIIIUX ONEPAIIUHA U JOXO/I B YKPAUHE

AnHotauus. Vcnone3ys kBaprameHble AaHHbie 3a nepuoa 2000—2017 rr., ¢ moMomsio
SVAR-Mozenu omieHeHO BIUsSHHUE (PHUCKATBLHON MU MOHETApPHOW MOJIMTUKU HA PEaNbHBIM OOMEHHBIM
Kypc, cuer Tekymux oneparnuii 1 BBII Ykpannsl. BIsBIeHO MOJOXKHUTEIBHBIE YEPTHI MPOPUIITA
OropkeTa Kak akTopa yaydlIeHHs calablo CYeTa TeKYIIMX omnepanuil 1 MuKiIndeckoro pocta BBII,
YTO CBUJETEIBCTBYET B MOJb3Y (PUCKAJIBHON NHUCUUIUIMHBI KaK CpEACTBAa CTAOMJIM3AalLlMOHHOU
nonutukd. C JApyroi CTOPOHBI, JEHEKHBIN «HaBec» (OTKIOHEHHE JACHEXHOro arperara M2 ot
PaBHOBECHOI'O TPEH/A) TAKXKE YJIYYILAET CalbJ0 CYeTa TEKYLIMX OlepalMil, HO B 3TOM ciyd4ae
BO3HHUKAET CIaJ MPOU3BOJICTBA C YaCOBBIM Jarom ot 4 no 5 kBaptanoB. [Iogo0HbIM 00pa3om BiIHsIET
CHIDKEHHE pealbHOro OOMEHHOro Kypca IO CpPaBHEHHIO 3 PABHOBECHBIM TPEHIOM: CIHaj
MPOU3BOJICTBA HAONIOAAETCS OJHOBPEMEHHO 3 YIYUIIEHHEM CalbJ0 CueTa TEKYIIMX OIeparlHii.
Vkazanubie 3(QQEeKThl JIEHEKHOTO «HABECa» W PEaTbHOTO0 OOMEHHOT0 Kypca MOXKHO OOBSICHUTH
YMEHBUIEHUEM HMHBECTULMNA B CEKTOPE TOBAPOB BHYTPEHHEW TOPIOBIIMA BCIEICTBHE YBEIMYECHHS
JKCIIOPTA, KaK 3TO MPEANoaracT MOJEIb «3aBHUCUMON» AKOHOMUKH. [lockoibky B OTBET Ha
oxxuBnenne BBII nHabmiogaercs yBenuyeHHE [EHEKHOTO TMPEIVIOKEHHS, 3TO OIMNpOBEpraer
KPUTHYECKHE 3aMEUYaHUs OTHOCHUTEIBHO <«HUCKYCCTBEHHOT0» OIPAaHUYEHHS JIEHEI B 3IKOHOMUKE
VYkpaunsbl. [lomyuyeHHble pe3ynbTaThl MOATBEPIKAAIOT TaK Ha3bIBaEMOE «IpaBHIIO 45%», KOTOpoe
MpearnonaracT npAMyr cBsizb Mexay BBII u canpno cuera Tekymux omnepauuii, XoTs U C
CYILLIECTBEHHBIM BPEMEHHBIM JaroM. B A0ArocpodHoOl MEpCreKTHBE YIYYIIEHHE cYeTa TEKYIIUX
onepauuii ctumyinpyet BBII, B TO Bpems Kak NIpOCIEKHUBACTCA YMEHBIICHHE [0XOJa B
KPaTKOCPOYHOM TMepHuoje. 3aBUCUMOCTH CalbJ0 OmO/KeTa OT JCHEKHOTO MPEIJIOKEHHUS He
00HapyKEeHO, OJIHAKO CYIIECTBYET 0OpaTHas CBSI3b MEX]Y YBEJIMYEHHEM OIOJKETHOro neduuura u
JICHEKHBIM MPEIJIOKEHUEM.

KitoueBble cjioBa: QuckaibHass M MOHETapHasl IMOJIUTUKA, TEKYLUIMH CYeT, BBIXOJ,
peanbHbI OOMEHHBIH KypC.

®opmyi: 6; puc.: 3; Tabn.: 1; 6uobm.: 19.

Introduction. One of the most significant features of the Ukrainian economy of 2014—
2017 was the lack of an expected transition to the current account surplus after a considerable
devaluation of the hryvna in nominal and real terms (Fig. 1). In fact, real (taking into account
inflation) hryvna exchange rate has decreased by 30—40 % compared to the average value of
2010—2013, but the balance of export-import of goods and services remains negative, which does
not allow to increase the currency reserves of the National Bank of Ukraine and creates the basis for
expectations of further depreciation of hryvna. At the same time, the obvious revaluation of the
hryvna could have become a factor of the deepening of the decline in production, which has
worsened the payment balance due to a decrease in supply of goods for export. In this context, it is
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interesting to compare the effectiveness of fiscal and monetary policy as instrumental tools of
economic growth (GDP) and the balance-of-payments (BOP) equilibrium in narrow sense (the
current account balance), as well as to reveal the nature of the interaction between the two most
important macroeconomic indicators.

The purpose of the work is to study the impact of fiscal and monetary policy, as well as
changes in the real exchange rate of the current account balance and GDP growth (taking into
account the mutual relationship between two indicators). This is important for determining the
economic policy that can provide simultaneous internal (GDP) and external equilibriums (the
current account balance).

20 —O0— Current account (left) 180
RER (right)

220

% of GDP
index, 2010=100
inzexc, 1998=100

80

2000
2006
2008
2010
2012
2014
2016

-15 40

a) the current account balance and RER; b) GDP;

Fig. 1. Ukraine: selected macroeconomic indicators, 2000—2017
Note: equilibrium trend for GDP is obtained with the Hodrick—Prescott filter.
Source: IMF (2018), NBU (2018)

Review of relevant literature. Mostly domestic researchers recognize the effectiveness of
devaluation of the hryvna as a factor of improving the balance of export and import of goods and
services in the crisis period of 2014—2016 [1, p. 10—12], albeit at the expense of a significant loss
of hryvna deposits and restrictions on bank lending [2, p. 136—146]. At the same time, there are
assumptions that since the beginning of 2016 the hryvna devaluation has lost its positive impact on
the volume of export, and one of the reasons may be a reduction of investment and a decrease in
labor productivity [3, c. 48—54]. In general, a significant devaluation of the monetary unit may not
have the expected stimulant impact on export [4], while there will be a rapid decline in imports and
production [5, p. 49—64]. The excellent impact of the exchange rate on income can attributed to
such factors as business activity cycle, capital movements, dollarization of debt obligations,
openness to foreign trade, revaluation of the real exchange rate, economic situation in trading
partner countries [6, p. 680—708].

An alternative to devaluation of the hryvna may be the transition to the budget surplus [7],
as it was in 2000—2001, but such a policy may reduce aggregate demand without the expected
improvement of the export-import balance. Indeed, one study does not show the favourable impact
of high tax revenues on the trade balance, which denies the logic of so-called fiscal devaluation [8].
However, earlier studies show a simultaneous improvement in the current account balance and the
acceleration of economic growth due to the budget surplus [9], which corresponds to the
dependencies for low-income countries [10, p. 47—76] or the countries with high indebtedness [11,
p. 502—510]. Less attention was paid to the dependency of the current account on the supply of
money supply. In one study for Ukraine, the volume of lending increases both export and import
[9]. Foreign studies mainly show an inverse relation between the money supply and the current
account balance [12, p. 408—416; 13, p. 451—462; 14].

The popular explanation of the low efficiency of the domestic export sector is the
predominance of primary components [15, p. 38—42] and structural problems such as backlog by
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the level of development of the innovation sector, trade restrictions, bureaucratic procedures, etc
[16, c. 80-85]. This provides for the direct causality of «GDP»=>current account», which denies the
standard assumption of open economy models of the inverse relationship between the two
indicators. In general, the nature of the interaction between income (GDP) and the current account
balance can significantly modify the impact of economic policy instruments on both indicators.

Empirical results. For empirical study, quarterly tine series for the period 2000—2017 of
the budget and current account balances (% of GDP) and the real effective exchange rate, monetary
aggregate M2 and GDP (all three indicators are in deviations from equilibrium trend, in %) are
used, as provided by the IMF and NBU databases. Visually the link between the GDP cycle and
excess money supply, which can be considered an effective indicator of excessive supply of money
supply, has been traced quite definitely since the mid-2000s, when the process of re-monetization of
the Ukrainian economy was completed (Fig. 2). Similarly, the deterioration of the budget balance in
2008—2013 could be one of the reasons for the unfavourable dynamics of the current account
balance (Fig. 1), although the reverse causality between the two indicators should not be excluded.
Over the past three years the budget balance is rather unstable. Although it was possible to
overcome the stable budget deficit of 2009—2010 and 2012—2014, there is a lack of convincing
improvement of fiscal indicators, as it was in 2001—2008.

20 ———— It BBIT

—0— I'porosuii "Hasic"
o

a) the budget balance (% of GDP); b) business cycle and excess money supply (%)

Fig. 2. Ukraine: the budget balance and excess money supply, 2000—2017
Source: personal calculations using IMF (2018) and NBU (2018) databases

As both the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests indicate that our
variables are stationary, it allows the use of structural vector autoregression (SVAR) model, with no
need for error correction procedure. Such an approach has advantages in comparison to a canonical
structural regression model, as it is difficult to specify properly complicated relationships between
several interrelated variables. Compared with a general class of VAR models, specification of a
SVAR model allows for imposition of specific structural restrictions upon individual functional
relationships in accordance with economic theory.

Assuming the vector of moving average in the form of A, X, = A(L)X,_, + Bg,, the

VAR model presents as follows:

X, = A A(L)X, ; + Ay'Be, = C(L) X, +U,, (1)

where X; is the N x1 vector of endogenous variables, containing the budget balance (bd;), excessive
money supply (m2c;), deviations of the RER from its equilibrium trend (rerc;), the current account
balance (ca;) and the business cycle (yc;). Matrix Ag accounts for relationships between endogenous
variables in the current period, A(L) is the polynomial covariance matrix, where L is the lag
operator, C(L) is the matrix of lagged relationships between endogenous variables, & is the vector of
normally distributed uncorrelated serial stochastic shocks with dimension of K x1, u; is the vector
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of normally distributed shocks with dimension of Nx1, which are not serially correlated, but can
be correlated in the current period.
For empirical estimations, the following SVAR model is chosen (in current shocks):

bd =u,, (@)

m2c = abd +Uu,, ©)
rerc =bbd +b,m2c+u, +hbyy, (4)
ca =c;bd +c,m2c +cgrerc+u,, (%)
y =d,m2c +d,rerc +d,ca+Us. (6)

It is assumed that the budget balance is independent of other endogenous variables in the
current period (equation (2)), being a factor behind money supply developments (equation (3)). It is
natural to suppose that there is an inverse relationship between the budget balance and money
supply (& <0). Deviations of the RER from its equilibrium trend are dependent on the fiscal-

monetary mix and business cycle (equation (4)). As money supply developments reflect changes in
both money supply and demand for money, accounting for the business cycle reflects realities of the
dollarized economy, when a substantial amount of transactions is conducted with foreign currency.
While the excessive money supply contributes to the RER appreciation (b, <0) and a higher GDP

is of an opposite impact (b; >0), the effect of the budget balance upon RER is dependent on the
structural features of the economy (b, <> 0) (Shevchuk, 2008).

The budget surplus and RER depreciation are likely to improve the current account
(¢,,c5 >0) (equation (5)). Effects of money supply are rather ambiguous (c, <>0). While monetary

models imply worsening of the current account by an increase in the money supply, an opposite
effect can be achieved if allow for the aggregate supply effects of money in an economy with
financial constraints. In this case, an increase in the money supply contributes to production of
goods for exports or import substitutes thus improving the current account balance.

According to the assumptions of the dependent economy model with tradable and
nontradable goods, there is a possibility of asymmetrical money supply effects upon the current
account and output (GDP) due to specific features of the real money supply and RER effects upon
production on domestic and external markets (Trachanas, 2013). Generally, it is not ruled out that
depreciation of the RER brings about a decrease in output (d; <0). Although an improvement in

the current account is likely to be expansionary in most of cases, it is possible that a crowding out of
financial and other resources from inward-oriented branches of the economy in favor of the
exporting sector can be of an opposite restrictionary effect.

For obtaining of the impulse response functions (Fig. 3) and forecast error variance
decomposition (FEVD) of residuals (Table), a SVAR model with two lags is chosen, as suggested
by the Akaike and Schwartz criteria. Analysis of the estimates argues in favour of the budget
balance surplus for the Ukraine’s economy, as it contributes to a simultaneous improvement in the
current account and GDP. At the same time, the budget surplus is associated with a decrease in the
excessive money supply and strengthening of the exchange rate (in real terms) in the short run.
However, the fraction of bd; in the FEVD of business cycle is rather low (no more than 7%),
gradually increasing from 12 to 20% in the FEVD of m2c. Such a result suggests about a
significant monetization of budget deficits in Ukraine over the period from 2000 to 2017. Changes
in the budget balance account for 19 % of FEVD for the RER and current account. On the other
side, the budget balance improves as a result of improvements in both current account and GDP (to
less extent), but the fraction of both factors in FEVD of bdt is small enough.
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Forecast error variance decomposition of SVAR model

Responses of Innovations in Forecast horizons
4 8 12 16
bd, 97 89 84 82
Budget m2c; 0 1 1 1
balance (bdy) rerc; 0 2 2 3
cay 1 5 9 11
ye 1 2 2 3
bd, 12 22 21 20
Excesive m2c, 64 48 44 43
money supply rerc, 9 9 9 9
(m2cy) cay 2 9 13 15
yet 13 11 12 13
bd, 12 11 11 11
Real m2c, 3 5 5 5
exchange rate rerc 57 50 49 49
(rercy) ca; 7 12 13 13
Vi 22 22 22 22
bd, 14 13 12 12
Current m2c¢; 2 4 5 5
account (cay) rerc; 5 6 6 5
Cay 79 73 70 70
ye 1 4 7 8
bd, 2 3 7 7
Business cycle m2c; 7 18 17 17
GDP (ycy) rerc, 51 42 40 39
cay 3 5 5 6
ye 37 33 32 31

Source: personal calculations

The pattern of money supply effects does not contradict assumptions of the dependent
economy model under conditions of crowding out of inward-oriented branches of the economy by
export-oriented activities. There are no grounds for frequent claims that «insufficienty money
supply is an obstacle for economic growth in Ukraine. A depreciation on the RER on impact is
another favourable outcome of a decrease in the excessive money supply. Money supply does not
affect the budget balance, as suggested by both impulse response function and FEVD. Compared
with the impact of budget balance, the fraction of m2c; in changes of the current account is smaller
(no more than 5%), but gradually increases in FEVD of GDP to 17—18%. As the National Bank of
Ukraine reacts to higher output by an increase in the money supply above equilibrium trend, it
rejects the argument of the so-called monetary «faminey in the Ukraine’s economy (fraction of y; in
FEVD of m2c; approaches 13 %). Also, there is support for sterilization of the balance-of-payment
monetary effects (the fraction of ca; in FEVD of m2c; gradually increases to 15 %) and
restrictionary monetary stance in response to exchange rate depreciation (however, the fraction of
rerc in FEVD of m2c; does not exceed 9 %).

A depreciation of the RER results in a short-lived improvement of the current account, but
with a simultaneous significant decrease in GDP. In the former case the fraction of rerc; in FEVD
of ca; is small (up to 6%), but it is different in the latter case. Changes in the RER determine 50% of
FEVD of yc; on the 4 quarters horizon, remaining significant even after 16 quarters (30%). It means
that a steep depreciation of the hryvna can be considered as the single most important factor behind
a deep fall in output in 2009 and again in 2014—2016. The impact of RER upon the budget balance
and money supply is marginal.
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One of unusual results is that an improvement in the current account is associated with
depreciation of the RER (the fraction of ca; in FEVD of rerc; increases to 13 %). This kind of
outcome can be explained in part by sterilizati on of the balance-of-payments monetary effects, but
it is either convincing that it is the result of deliberate efforts to avoid an appreciation of the hryvna
following the improvement in the current account. Depreciation of the RER resulting from an
increase in output is consistent with the consequences of higher demand for money, with a high
fraction of y; in FEVD of rerc; (22 %) further supporting the importance of this causal link. As the
combined share of changes in fiscal and monetary policies does not exceed 16% of FEVD of rerc;,
it does not contradict the logic of de facto fixed exchange rate practiced by monetary authorities
since 2000 till the beginning of 2014. If account for changes in output and current account, the
share of endogenous factors in FEVD of rerc; increases, but even in this case changes in the RER
are determined by its own dynamics up to 50 %.

All said above looks like an increase in GDP is an important factor behind improvements in
the current account in the long run, while a favourable reverse causality «ca=>y» is of the long run
nature either (on the contrary, the current account surplus is worsening the output in the short run),
However, both «ca;=Yp» and «y;=>Cap causal relationships are rather weak according to FEVD. It
is clear that changes in the current account are influenced mainly by external factors, and those of
GDP being dependent predominantly on domestic factors, exchange rate and money supply in the
first place (fiscal policy effects are less important). .

Conclusions. The obtained results confirm the importance of fiscal discipline as a factor of
improving the current account balance and GDP growth in Ukraine (the reverse favourable causality is
traced at a statistically significant level only for the current account). At the same time, there are
preconditions for strengthening the hryvna, which seems an important factor of increasing GDP, at least
in the short term. Concomitant short-term deterioration of the current account balance does not seem to
be a significant problem in terms of the direct dependence of this indicator on GDP. There are no signs
of stimulating GDP by growing supply of the money supply, as many domestic experts say. The
revealed direct relationship between the excess money supply and the current account can be the
consequence of concentration of financial resources in the export sector, which has a negative impact on
the rest of fields. The National Bank of Ukraine responds to the increase in GDP by the increase in the
supply of the money supply, while we have an opposite reaction to improving the current account
balance. Both dependencies seem to be standard and consistent from the view of the macroeconomic
equilibrium, but some concern is monetization of the budget deficit.
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