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The article explores the theoretical foundations
of the analysis of financial systems. It also con-
siders the likely consequences for the financial
systems’ of the United Kingdom and Ireland that
could arise in the Brexit process. An analysis of
the national financial systems of countries has
been carried out, the monetary and exchange
rate policies of the countries have been ana-
lyzed. Vector autoregression has been modeled
to determine the impact of the budget balance,
inflation rate and public debt on the countries’
GDP. Analysis of the obtained results of mod-
eling the dependence of GDP and economic
indicators of the United Kingdom and Ireland for
the period under study indicates that there is a
mutual dependence between the GDP of the
United Kingdom and public debt. Also, a causal-
ity was found between Ireland’s GDP and gov-
ernment debt, inflation and government budget
balance. The constructed model also showed
that there is a one-sided relationship that was
found between the GDP indicators and the infla-
tion rate in Ireland.

Key words: GDP, the United Kingdom, state
budget, Ireland, inflation, public debt, vector
autoregression.

B cmambe uccriedyromes meopemuyeckue
OCHOBbI aHa/u3a (bUHaHCOBbLIX cucmemM. B

HEM makoke paccMampusaromcsi BepOsmHbIe
roc/iedcmausi 47151 huHaHcoBbIX cucmem Besu-
KobpumaHuu U VpnaHouu, komopble Mozym
BO3HUKHYMb 8 npoyecce Bpexcuma. lNposedeH
aHa/Iu3 HayUOHa/IbHbIX (HUHAHCOBbLIX cucmem
cmpaH, npoaHanu3suposaHa OEHEXHO-Kpeoum-
Hasi u Kypcosas rno/iumuka cmpaH. BekmopHasi
asmopeepeccusi bbuia cmode/nuposaHa 0ns
orpedesieHus B/IUSIHUS B0OXemHoeo basiaHca,
YPOBHS UHGh/ISIYUU U 20CYAapcmBeHHO20 dosiea
Ha BBl cmpaHb!. AHasIu3 MoJyYeHHbIX pesysib-
mamos ModenuposaHusi 3asucumocmu BBI1
U 3KOHOMUYEeCKUX rokasamenel Benukobpu-
maHuu u YpnaHouu 3a uccriedyembil nepuoo
rokasblgaem, 4mo cywecmsyem B83auMHasi
3asucumocms Mexdy BBI BenukobpumaHuu u
2ocydapcmseHHbIM 0o/120M. Kpome moeo, bbina
O6HapyxeHa MPUYUHHO-C/Ie0CMBEHHas CBA3b
mexoy BBI1 VipnaHouu u 20Cy0apcmseHHbIM
dosteom, uHgnayuel u casib0o 20cydapcmBeH-
Ho20 6rodxema. NocmpoeHHass MOde/b makxe
rokasasna Ha/iudue OOHOCMOPOHHeU 3asucu-
mocmu mexoy nokasamesisimu BBIT u yposHem
uHghnisiyuu 8 Vipnaxouu.

KnioueBble cnoBa: BBI[1, Benuko6puma-
Husi, eocyOapcmBeHHbIl 6rooxem, VipnaHousi,
UHGbAyus1, 20cydapcmeeHHbIll dosi2, BEKMOp-
Has1 asmopeapeccusi.

Y cmammi 00C/iOXymMbCs meopemuyHi OCHOBU aHasli3y (hiHaHCOBUX cucmeM. Y HbOMY MaKOX p032/1510atombCsi MOX/IUBI HAC/IOKU 07151 QhiHaHCOBOT
cucmemu Besukoi’ Bpumanii ma lpaaHail, siki MoXymbs BUHUKHYMU 8 npoyeci Bpek3ima. Bucoka s3aemorios’siaHicms IpnaHadil 3 Besukoro Bpumatiero
makox pobums Ips1aHadito Bpaz/IuBoto 07151 bpek3imy. MposedeHo aHasli3 HayioHa/TbHUX (hIHAHCOBUX CUCMEM KpaiH, MPOaHa/li308aH0 2pOWO0B0-KpedumHa
i kypcosa ronimuka kpaiH. ViMosIpHi exoHoMIYHI HacaidKu Bpek3ima Ha nepuiomy emari 6ydyms He2amusHUMU, GPUMAHCHKa EKOHOMIKa MOXe 3a3Hamu
36UMKi8, peaslbHi 00X00U HaCeNEHHST MakKoX MOXYMb Br1acmu Ha Kislbka pokKis. [pu HasiBHOCMI Ha PUHKY Besiukol bpumaHii kommaHit, Qisi/ibHICMb SIKUX
ros’si3aHa 3 eBpornelickKUM PUHKOM abo 8 Ui/loMy 3a/1eXumb 8i0 €8pO0MeliCbKo20 PUHKY | BIOKpUMUX KOPOOHIB, KoMaHism 0osedemscsi abo nepeixamu 8
esponelicbKi KpaiHu, Wo HeaamusHO BI/IUHE Ha PUHOK rpayj, OCKi/IbKU ye npu3sede 00 CKOPOYEHHST Ki/lbkoCmi po604UX MiCUb. AHa/II3 cmaHy OepyKasHUX
chiHaHcis Benukoi Bpumarii ma lpnaHadii nokasas, wo, xoua 6roxemHuli 6asiaHC He BUK/IUKaE 3aHEMNOKOEHHS!, CMaH depxasH020 6opay BUK/IUKAE 3aHe-
rokoeHHs1. Modesib BeKMOPHOI asmopezpecii 00380/151€ BU3HaYUMU Bri/IUB basiaHCy Grooemy, pisHs iHQbAsYi ma depasHo20 6opay Ha BBI1 kpaiHu.
Pesyismamu mecmy [peliHoxepa niomsepoxyroms 2iomesy rpo Bri/IU8 MNeBHUX EKOHOMIYHUX MOKasHUKi8 Ha BBI. AHasi3 ompumaHux pe3y/ismamis
MOOesIHoBaHHSI 3a/1exHoCcmi BBIT | eKOHOMIYHUX MOKa3HUKIB Benukoi bpumarii ma lpiaHdii 3a doc1ioxysaHull nepiod rokasye, Wjo iCHye B3aEMHA 3a/1eX-
Hicmb mix BBI Benukoi bpumarii' i 0epxxasHum 60paom. Kpiv moeo, 6yna susigneHa npuduHHo-Haciokosuli 38’130k Mixx BBIT IpiaHail | depxasHum 6op-
20M, iHGhnsyjero | basiaHCcoM depyasHO=20 brodxemy. MNobydosaHa MOOEb MaKoX MoKasasia HasiBHICMb 0OHOBIYHOI 3a/1EXKHOCMI MiX Moka3HUkamu BBI i
pigHeM iHehnsyii 8 IpnaHdil. Takum YuHOM, aHasiz cmilikocmi ghiHaHcoBUX cucmem Besukoi Bpumarii ma lpniaHoii mokasas, Wo KopuayBaHHs1 BiOMOBIOHUX
MaKpPOEKOHOMIYHUX 3MIHHUX, MaKux sk 6ro0xemHuli 6anaHc, piseHb iHgh/isyii | epykasHuUli 6ope, MosuUHHa Gymu rpiopumemHUM 3as0aHHSIM rpuU PO3PO6BY
MaKpPOEKOHOMIYHOT Mo/IiMUKU 07151 3abe3rneYeHHs1 EKOHOMIYHO20 3P0CMaHHSI.

KntouoBi cnoBa: BBI, Besiuka bpumarisi, depxasHuli 6ro0xem, lpsiaHoisi, iHgb/isiyisi, 0epxasHUll 6ope, BEKMOpPHa asmopezpecis.

Formulation of the problem. The United Kingdom
is one of the most highly developed industrial coun-
tries in the world. The country occupies high positions
in international ratings, belongs to countries with a
high level of economic development. The UK econ-
omy ranks fifth in the world in terms of GDP. A suffi-
ciently high competitiveness of the country allows it
to produce such goods and services that meet the
needs of the world market and allow it to withstand
competition in international trade, and Ireland, an
agro-industrial country, is developing progressively.
Due to its small size, the Irish economy is heavily
dependent on foreign trade. The pharmaceutical and
information industries are rapidly developing in the
countries, the country is attracting large volumes of
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investments. In 2015, the UK announced its desire to
leave the European Union. This step may have impli-
cations for the development of the economy not only
in the UK, but also in Ireland.

Analysis of recent research and publications.
Different authors give different definitions to the con-
cept of a financial system. In the article "The role of
the financial system in the market economy" [1], the
author gives the following definition to this concept:
the financial system is considered as a system of
economic relations, financial funds and financial insti-
tutions. An essential function of the financial system is
to facilitate payments in the economy. The role of the
financial system is to provide the necessary mech-
anisms by which funds can be transferred between



m CBITOBE TOCIMNOAAPCTBO | MDXKHAPOHI EKOHOMIYHI BIQHOCUHW

surplus units and those who wish to borrow. In the
work [2], the authors analyse the importance of the
financial system for the real economy using such an
analysis method as regression. In the course of the
study, the authors point out that the financial system
influences the real economy largely through such
channels as the interest rate channel, the balance of
payments channel, the bank’s capital channel and the
channel of uncertainty. As the purpose of this article,
the authors define the following: to understand and
model how the financial system affects the real econ-
omy through various channels better. The authors
describe each of the listed channels in detail. For
example, the interest rate channel describes how the
real economy is affected when market interest rates
rise, for example, because the central bank increases
the refinancing rate.

In the article “Regulation and structural change
in financial systems”, author Stijn Claessens writes
that over the past few decades, financial systems
have undergone many changes due to real economic
changes, advances in technology, globalization, reg-
ulatory shifts and the global financial crisis. As sys-
tems change, especially in information processing,
trading and interactions between banks and markets,
the nature of market failures and sources of systemic
risks also change. The author points out in the con-
clusion that changes in the financial system require
a revision of regulatory approaches. The arguments
presented in the article and other studies point to
the need in many countries for more significant cap-
ital market development to support new sources of
growth and innovation. Since future economic growth
requires more investment in intangible assets and
less in the framework of fixed investments, especially
the necessary equity financing. For some countries,
especially civil law, banking systems, this means fun-
damental reforms. This can be facilitated by deeper
financial integration [3].

After analyzing the results of the research [4-8],
it should be concluded that an important indicator
that affects the financial system is the state of the
balance of payments, as well as the interest rate.
In the context of regional integration, the national
financial system requires the search for such forms
of interaction that meet world requirements. One of
the works also indicates that the modernization of
the financial system should be accompanied by the
reform of public finances, and the formation of a sta-
ble financial system should proceed in such a way as
to resist external threats and be resistant to internal
shocks. Financial systems are subject to change due
to advances in technology, globalization, as well as
crises in the world.

Formulation of the problem. The aim of the
study is to analyse developments in national financial
systems of the United Kingdom and Ireland during
the Brexit period.

Presentation of the main research material.
Brexit could negatively and positively impact FDI
flows from the UK as well as from third countries to
Ireland. Firstly, foreign direct investment from the UK
and third countries to Ireland may decline in the short
term due to greater uncertainty. Increased transit
costs, which expand the costs of trade in interme-
diate goods between the EU and Ireland, may also
reduce the EU activity in Ireland in the short term. In
the longer term, lower UK GDP growth could reduce
overall UK outflows of FDI. Lower demand in Ireland
could reduce foreign direct investment inflows from
the UK as well as from third countries. In addition, in
all Brexit scenarios, spending on trade in intermediate
goods will increase, which could also trigger changes
in UK value chains and reduce UK activity in Ireland.

The UK is one of the largest recipients of FDI
among the major progressive economies. About two-
fifths (42.6% as of January 2018) of foreign invest-
ment in the UK comes from the other EU countries.
The Netherlands is officially the largest EU investor
in the UK; however, some of this investment may not
originate from the Netherlands, but simply be directed
there for tax reasons. The share of total investment in
the UK coming from the EU fell from 48.8% in 2011.

Leaving the EU could affect the attractiveness of
the UK for foreign investors. There are at least three
reasons why FDI in the UK can be boosted by the EU
membership and, therefore, why it can be reduced by
Brexit [8].

Compared to the other 26 EU members, Ireland
is heavily dependent on trade with the UK. While
Ireland exports about 15 percent of its goods and ser-
vices exports to the UK, large countries like Germany
and France only have half the risk, with 8-9 percent of
their exports going to the UK. Smaller countries such
as Finland and Denmark export 5-7% of their goods
and services to the UK, while Cyprus, Luxembourg
and Malta are also heavily dependent on the UK as an
export market, which in all cases accounts for most of
their exports. Their services go to the UK. The picture
is similar in terms of imports, with Ireland being the
most dependent on the UK as a source of imports.
Many exporting firms, including foreign ones, depend
on imports as a contribution to their exports, and both
Irish and foreign companies in Ireland receive large
amounts of resources from the UK, implying a double
impact of Brexit on exporters [8].

Ireland’s high trade with the UK makes Ireland
vulnerable to Brexit. The high intensity of trade with
the UK also highlights the need to diversify Ireland’s
export base after Brexit. The Gross Domestic Product
in the UK has been growing since 2009, but in
2015 there was a slight decrease in this indicator by
5.6% [9]. One of the main reasons for this can be
considered the fact that in 2015 in the UK the govern-
ment adopted a bill that determined the holding of a
referendum on the country’s exit from the European
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Union and a campaign to change the conditions of
UK membership in the EU. In 2016, in a referendum,
the majority of the population supported the UK’s
secession from the European Union. In 2016-2017,
there was also a decrease in this indicator, and in
2018 GDP increased by 7.1%. According to the UK
statistics office, there have been slight fluctuations in
GDP over the past five years. However, given recent
circumstances, it is clear that the UK has fully recov-
ered from the 2008 global financial crisis, but a future
Brexit threatens the stability of UK GDP in the com-
ing years. The goal of the UK’s Bank is to keep the
inflation rate below 2%. In the period 2014-2016, the
country maintained the inflation rate below 2%, but
in 2017 the rate increased, this growth is also com-
bined with Brexit, and in the coming years the situa-
tion will be unstable, as suggested by the UK Office
for National Statistics [10; 11].

Examining data on unemployment in the UK, it
should be noted that this indicator has been stead-
ily decreasing since 2011, according to the Office for
National Statistics, in 2017 this indicator reached a
record low since 1974 [12; 13].

However, the Organization for Economic
Co-operation and Development has warned that low
unemployment is currently underpinned by robust
economic activity, but Brexit could also worsen this
figure, putting pressure on the movement of financial
activities abroad, which in turn will lead to unemploy-
ment if Brexit does force employers to move some
of their jobs abroad [17]. The UK exchange rate is
fairly stable. The exchange rate appreciated in 2018,
indicating that the UK national currency has depre-
ciated, a depreciation that has been observed since
2015, when the UK announced its withdrawal from
the European Union.

In 2018, there was an increase in the UK gov-
ernment revenue and expenditure. The Treaty on
the Functioning of the European Union obliges

p
GDP=a, + Zﬁu' Econmatype,

i=1

member states to avoid excessive budget deficits.
The excessive deficit procedure protocol, added to
the Maastricht Treaty, defines two criteria and ref-
erence values to be met by member governments.
These are: deficit (or net borrowing) to gross domes-
tic product (GDP) 3% and debt to GDP ratio — 60%.
The state budget deficit is decreasing, and everything
does not exceed 3%. Public debt decreased in 2018,
but this figure exceeds the target 60% [13].

Ireland’s GDP increased significantly in 2018,
it should be noted that the country has seen a sta-
ble GDP growth. This growth was driven by signifi-
cant growth in consumer spending, investment and
exports. But analysts believe that Brexit could also
negatively affect the Irish economy [9]. The consumer
price index rose in 2018, but overall this figure is
unstable. During 2015-20186, the indicator was stable
[14]. The strong performance of the economy is per-
haps better reflected by the significant improvement
seen in the labor market. The unemployment rate in
the country in 2018 decreased significantly compared
to 2014 and amounted to 5.8% [15].

The unemployment rate in 2018 was the lowest
since the 2008 global crisis. It is believed that emigra-
tion was to some extent a factor holding back unem-
ployment after the financial crisis, the labor market has
improved dramatically over the past few years, reflect-
ing the strengthening of the economic recovery [16].

State budget receipts in 2018 amounted to
25.41% of GDP. State budget receipts, as well as
expenses, are decreasing every year. The balance
of the state budget in 2018 was in surplus for the
first time in the last 5 years. This figure meets the
criteria for the EU membership. Ireland’s public debt
in the period 2014—-2018 decreases, but exceeds the
established 60% [17].

The following VAR model was used to study the
causal links between the state budget balance, infla-
tion and public debt and GDP:

p
+Z’P’1x‘ GDPy_4 + &4,
i=1

(2.1)

p p
Econmdtypet =a;t Zﬁz:‘ GDP;_; + Z}’zr ECOnIndtypet_l +Ex
i=1 i=1

where GDP; — Gross Domestic Product,

Econ_Indtype, — type of economic indicator (state
budget balance, inflation rate and public debt).

Empirical estimates were obtained for annual data,
in particular, the indicators of GDP and the balance of
the state budget, inflation and public debt from the
IMF World Economic Outlook Database and the IMF
International Financial Statistics for Great Britain and
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Ireland (annual data 1998-2019), a total of 6 vector
autoregressions were constructed .

Within the framework of vector autoregression
of time series, the mutual causality between each
type of economic indicator (state budget balance,
inflation rate and public debt) and GDP of countries
was tested separately. The results of the Granger
test (Table 1) support the hypothesis of the impact
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Table 1
Granger test for GDP (GDPt) and economic indicators
(Bud_Bal, Inf_R;, Gov_Debt; — state budget balance, inflation rate and public debt)
Countr The studied Lags
y indicator GDP Bud_Bal Inf R Gov_Debt
GDP 2.12 (0.35) 0.18 (0.67) 10.74 (0.00)2
Bud_Bal 2.78 (0.25)
The UK Inf R 0.28 (0.60)
Gov_Debt 1.11 (0.57)
GDP 17.12 (0.00) 29.04 (0.00)? 43.08 (0.00)
Bud_Bal 5.26 (0.15)
Ireland Inf_ R 20.13 (0.00)"
Gov_Debt 8.43 (0.13)

Note: The sample range is indicated in parentheses by country name. In parentheses, along with Wald-statistics, the values of the
P-criterion are given: a, b, ¢ — 1%, 5% and 10% levels of significance, respectively (calculated by the author)

Source: author’s calculations

of certain economic indicators on GDP. Analysis of
the obtained results of modeling the dependence of
GDP and economic indicators (balance of the state
budget, inflation rate and public debt) of Great Britain
and Ireland for the period under study indicates that
there is a mutual dependence between Great Britain’s
GDP and public debt. Also, a relationship was found
between Ireland’s GDP and government debt, infla-
tion and government budget balance. There is also a
one-sided relationship that has been found between
GDP and inflation in Ireland.

Conclusions. After examining the work of various
authors, we can conclude that the financial system
is a system of economic relations, financial funds
and financial institutions that interact to raise funds
for investment, to facilitate payments in the economy,
financial systems play an important role in the alloca-
tion of scarce resources. To study the financial sys-
tems of countries, the authors use the analysis of the
dynamics of indicators, as well as regression analysis
to investigate how various factors affect each other.
The GDP indicator in the UK is quite volatile, but in
2018 it showed an increase. In connection with the
decision of the UK to leave the European Union in
2015-2016, there was a significant decrease in this
figure. Aregression analysis was carried out to inves-
tigate the impact of individual factors on UK GDP.
Regression analysis shows a significant relation-
ship between GDP and factors influenced by it. The
balance of the state budget and the state debt are
inversely related, the consumer price index is directly
related.

Irish GDP, on the contrary, is growing steadily from
year to yeatr, this growth is associated with a signifi-
cant increase in consumer spending, investment and
export. Countries are classified as high-income coun-
tries in terms of GDP per capita.

Inflation in the UK in 2018 was the lowest in the
last two years, because after the declaration of Brexit,
the inflation rate has increased significantly, the Bank
of Great Britain aims to maintain the inflation rate
below 2%. In Ireland, the consumer price index rose

in 2018, which is associated with increases in prices
for housing, water, electricity, gas and other fuels.

The unemployment rate is showing positive
changes, as in both countries there is a decrease in
the unemployment rate. In 2018, the UK had the low-
est unemployment rate since 1975. At this time, about
100 thousand new jobs were created in the UK, but
experts note that Brexit could also provoke compa-
nies to move their financial activities abroad, which
could lead to an increase in unemployment. In Ireland
in 2018, the unemployment rate returned to the level
it was before the global financial crisis. They note that
the labor market has improved significantly in Ireland,
reflecting the strengthening of the economic recovery.

Having examined the state of the UK public
finances, it should be noted that in 2018 the level of
the state budget deficit, as well as the external debt,
decreased. But, since the country is a member of
the European Union, it must meet the criteria estab-
lished — 3% of GDP, state budget deficit and 60% of
GDP, external debt. In this case, the country meets
only the criterion related to the state budget deficit.
The situation is similar in Ireland. Analysis of the
obtained results of modeling the dependence of GDP
and economic indicators (balance of the state budget,
inflation rate and public debt) of the United Kingdom
and Ireland for the period under study indicates that
there is a mutual dependence between the UK’s
GDP and public debt. Also, a relationship was found
between Ireland’s GDP and government debt, infla-
tion and government budget balance. There is also a
one-sided relationship that has been found between
GDP and inflation in Ireland.
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