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UKRAINE’S MONETARY POLICY EFFICIENCY ESTIMATE

Abstract. The efficiency of the National Bank of Ukraine’s monetary policy in the context of achiev-
ing strategic objectives has been analyzed. The presence of problematic issues related to non-
compliance of monetary policy measures to the defined objectives and priorities, the use of inappro-
priate to modern realities techniques and instruments in monetary and credit relations spheres as well
as the urgent need for reformatting the monetary policy to effectively influence the economic growth
and ensure stability in the financial sector have been acknowledged and grounded.
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PE3YNIbTATUBHA OL|IHKA LINEBU3HAYEHOI
MPOLIOBO-KPEAUTHOI MNONITUKN YKPAIHU

AHomauis. [JocnidxeHo pe3ynbmamugHicmbs 2powo8o-kpedumHoi nonimuku HauyioHansHoeo ba-
HKYy YKpaiHu y KoHmeKcmi 0ocsieHeHHs cmpamegaiyHux yined. BusdHaHo ma obrpyHmoeaHo HasieHicmb
npobnemMHuUx numaHb uwio0o0 HeegidnogioHocmi 3axodie 2pPoWO080-KPeOUMHOI MOAIMUKU 8U3HAYEHUM
uinam ma nipiopumemam, 8UKOPUCMaHHS HealeKeamHUX Cy4YacHUM peasnigm memodie ma iHcmpyme-
Hmi8 y cgbepi epowosoeo obiey i KpedumHUX 8I0HOCUH, @ MaKoX HazarnbHy rnompeby y nepegopma-
myeaHHi 2powo80-KpeduMHOI nonimuku 3adns egheKmueHo20 8rugy Ha memMrnu eKOHOMIYHO20 3POo-
cmaHHs1 ma 3abearnedyeHHs1 cmabinbHocmi y (hiHaHCO8OMY CEKMopi.

Knroyoei cnoea: epowogo-kpedumHa nosimuka; HauioHanbHuli baHk YKpaiHu; eKoOHOMIiYHe 3po-
CmaHHs; yiHoea cmabinbHicmb; iHGAyis; 6aHKieCbka cucmema.

E. B. PoroBas, k. 9. H.

PE3YJNIbTATUBHAS OLIEHKA LLEENEONPEQENEHHON
AOEHEXHO-KPEAUTHOMU NOJIMTUKU YKPAUHDI

AHHOMauyus. UccnedosaHa pesyrnbmamueHOCmMb OeHexHo-kpedumHou nonumuku HayuoHars-
Ho20 6aHka YKpauHbl 8 KOHMeKcme docmuxxeHusi cmpameaudeckux yened. lNpusHaHo u ob6ocHosaH-
HO Hanu4yue rnpobrieMHbIX 80MPOCO8 OMHOCUMEbHO Hecoomeemcmeusi Mep OeHEXHO-KPedumHoU
nonumuku onpeodesieHHbIM UessiM U rpuopumemam, UCofib308aHUe HeadeK8amHbIX CO8PEMEHHbLIM
peanusm Memodo8 U UHCMpPYMeHMOo8 8 cghepe OEHEXHO20 obpawjeHUs1 U KpeOUMHbIX OMHOWeHuUU, a
makxe HacyuwjHol Heobxodumocmu & nepeghopmamupo8aHuu OEeHEXHO-KPeOUMHOU noaumuku 0ns
3¢bgheKmu8HO20 8USHUSI Ha meMrbl 3KOHOMUYECKO20 pocma e2ocydapcmea u obecriedeHue cma-
bunbHoCcMU 8 GhUHaHCOBOM CEKMOpE.

Knroyeenie crnioga: 0eHeXHO-kpedumHasi nonumuka; HayuoHanbHbIl baHK YKpauHbl;, 3KOHOMUYe-
CKul pocm; yeHogasi cmabunbHoCMb; UHISAYUS, baHKO8CKasi cucmema.

Urgency of the research. Performing a balanced monetary policy is the main condition for ensur-
ing effectiveness of general economic policy implementation aimed at providing economic growth in
the toughest conditions, such as: the negative impact of military conflict inside the country, changes in
world market, trade wars with Russia, deteriorating economic sentiments and expectations of the pop-
ulation, the vital importance of external financing for the economy. The development and implementa-
tion of a balanced and adequate to modern realities monetary policy will form a basis for overcoming
the crisis in the economy.
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Target setting. At present the Ukraine has faced a critical situation regarding price stability, ensur-
ing economic growth and the banking system operation caused by the intensification of unfavorable
external conditions for the country and the lack of progress in overcoming the internal crisis as well as
the improper conduct of the monetary policy.

Actual scientific researches and issues analysis. Considering the critical importance of the is-
sue, much attention was paid to the study of the basic principles and problems of conducting an effec-
tive monetary policy by many home researchers, such as A. Halchynsky, V. Geyets, M. Moroz, M. Pu-
khovkina, M. Savluk, A. Somyk, V. Stelmakh, M. Tugan-Baranovsky, A. Shchetynin and others.

Defining the uninvestigated parts of general matters. Despite the considerable number of stud-
ies done, the issue of developing an effective monetary policy in a changing environment requires on-
going scientific research.

The research objective. The main objectives of this study are the identification of the characteris-
tics of monetary policy implementation during the year of 2015, the estimate of the National Bank of
Ukraine’s management in monetary policy sphere and its impact on the achievement of the defined
objectives and priorities.

The statement of basic materials. According to regulatory documents, the National Bank of
Ukraine (the National Bank) defines and implements the monetary policy in Ukraine (known from [1]).
Since there is no presently a single approach among scientists to assess the effectiveness of mone-
tary policy, in order to achieve the objectives of this study the efficiency estimate will be carried out by
comparison of the actual parameters of monetary policy and the planned (expected) by National Bank
ones (grounded in [2]). The monetary policy parameters are demonstrated in the document which the
National Bank develops and approves for each subsequent year that is «The basic principles of mone-
tary policy». National Bank’s objectives and corresponding measures ratio is given in Table 1.

Summary of the above data leads to the conclusion that "The basic principles of monetary policy
for 2015" clearly set the National Bank’s goals and objectives for the year of 2015 and offers a number
of measures to achieve them. But at the same time the quantitative (expected) indicators, as guide-
lines for achieving the objectives, are identified only by one objective of the National Bank’s monetary
policy, namely "reducing inflation rate to a level which will help to restore public confidence in the na-
tional currency and to lessen inflation expectations”.

Table 1
The hierarchy of National Bank’s objectives and tasks in 2015
The hierar- Objectives and tasks | The activities planned by "The | Quantitative indicators
chy of defined by "The basic | basic principles of monetary | (expected), defined by
National principles of monetary | policy for 2015" "The basic principles of
Bank’s policy for 2015" monetary policy for 2015"
objectives
1 2 3 4

Objective 1 — | The main objective - re- - measures to stabilize the situa- reducing inflation to 5% a
to  achieve | ducing inflation rate to a | tion in the currency market, year, with a tolerance of + 1
and maintain | level which will help to - bringing all range of currency | percentage point;
price stabil- | restore public confidence | exchange operations to the legal The quantitative efficiency
ity. in the national currency | status and ensuring a stable ex- | criteria and indicative targets

and lessen inflation ex-
pectations

change rate fluctuation limits by
means of optimizing monetary
policy, bank regulation and super-
vision,

- reducing currency restrictions,

- implementation of stimulating
measures to return the exporters’
foreign currency earnings to
Ukraine,

- the use of moderate exchange
rate binding modes or controlled
exchange rate is possible.

of IMF cooperation program
by net international reserves,
net domestic assets and the
monetary base will be con-
sidered as the operational
guidelines of the monetary
policy. The upper limit of
monetary base growth for
2015 is set at 90.8 billion
UAH or 27%.
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Continuation of Table

1 2 3 4
Objective 2 - | Raising confidence in the - measures on banks recapitali- Quantitative indicators (ex-
to promote | National Bank and the | zation, pected) are not defined
the stability | banking system in gen- - considerate actions in the area
of the bank- | eral as well as recovering | of bank supervision,
ing system. the interbank credit mar- - temperance in making deci-

ket as an effective liquidi- | sions concerning the recognition
ty redistribution institute of banks insolvency,
- providing banks’ equal access
to the National Bank resources by
transparent criteria.
Objective 3 - | Supporting Government's - Development and implementa- Quantitative indicators (ex-
promoting activities concerning the | tion of the program of intensifica- | pected) are not defined
the sustain- | recovery of economic | tion of bank crediting of the real
able rate of | growth. economy sector and also concern-
economic ing the assistance in Govern-
growth and ment’'s implementation of certain
supporting obligations in the framework of the
the Govern- IMF cooperation program.
ment  eco-
nomic policy.

Source: Generalized by the author on the basis of the Law of Ukraine "On the National Bank of Ukraine" and the document
"The basic principles of monetary policy" for the year of 2015 ([3])

In order to estimate the monetary policy in the context of the effectiveness of the implementation of
the National Bank’s main task for 2015 - reducing inflation to a level which will help to restore public
confidence in the national currency and lessen inflation expectations and, accordingly, the accom-
plishment of the strategic objective 1 - achieving and maintaining price stability in the country, - let's
consider the peculiarities of monetary policy implementation in 2015 and analyze the dynamics of
change in some major macroeconomic indicators of the monetary sphere.

So, an inflation rate is a generally recognized indicator of the monetary unit stability. It is known
from the official sources ([3]) that consumer inflation in Ukraine at the end of 2015 amounted up to
43.3%, at the end of 2014 - 24.9%, at the end of 2013 - 0.5%. And the highest level during the ana-
lyzed period was reached by the consumer inflation rate in April, 2015 - 61%. Another monetary unit
stability indicator - the amount of GDP - also has a downward trend of development. The fall in real
GDP in 2015 was estimated at 10.5%, in 2014 - 6%, in 2013 the fall in real GDP was not registered.
During the period from 2013 to the present time hryvnia’s exchange rate as to foreign currencies
dropped down more than three times.

The banking system of Ukraine resumed monetary base growth, but according to experts, the an-
nual rates remained very low. In the second half of 2015 there was an increase in national currency
deposits, while the rate of decline of foreign currency deposits slowed down in annual terms.

According to experts since 2014 Ukraine's economy has been undergoing a phase of stagflation,
when the rapid growth of inflation processes in the country was being accompanied by the decline in
production and employment. This state of economy is considered to be the most difficult one and re-
quires government and National Bank’s reasonable measures. Accordingly, during the year that has
passed, the National Bank conducted the monetary policy in a monetary targeting regime which im-
plies the presence of such a money supply volume, which allows to ensure economy functioning and
at the same time not to create additional inflationary pressure.

So, to regulate the amount of money supply in circulation and inflation, the National Bank has used
during 2015 a number of methods and instruments, the main of which, according to the author, are:

1) araise in the discount rate (from 9.5% to 14% in 2014 and up to 22% at the end of 2015);

2) raise in average rates on refinancing credits (from 7.15% to 15.57% in 2014 and up to 25.22%
at the end of 2015);
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3) the measures of administrative regulation in foreign currency transactions sphere have been in-
troduced, which, according to the National Bank experts, "will help to stabilize the currency market ...
and will make it possible to avoid unproductive capital withdrawal from Ukraine" (known from [3]);

4) in order to enhance crediting the National Bank in 2015 changed the approaches to calculating
credit risk standards, which is ultimately expected to give the opportunity to banks to direct the re-
leased funds for crediting;

5) to stabilize the exchange rate the National Bank intervened in the interbank forex market - buy-
ing as well as selling currency depending on market conditions;

6) Auctions for sale of government bonds held by the National Bank totaling 136 million UAH. New
types of deposit certificates transactions have been introduced in the secondary market.

The implementation of these measures, restrictions and instruments of monetary policy, as well as
changes in foreign market conditions and better inflation expectations in the country led to the slow-
down in consumer inflation and the decline in GDP, the national currency return to the banking sys-
tem.

However, despite some progress in monetary sphere at the end of 2015, summing up the data
from the official sources allows us to question the effectiveness of monetary policy and state the dis-
parity between the obtained results and the priorities defined by the legislation of Ukraine. The esti-
mate of target indicators compliance level set by "The basic principles of monetary policy for 2015",
are represented in Table 2.

Table 2
Implementation dynamics of major expected indicators of the monetary sphere,
set by "The basic principles of monetary policy in 2015"

Indicator Value diver-
National gence
Bank’s fact
prognosis
Real GDP, change in % -11,6 -10,5 +1,1
Nominal GDP, billion UAH 1901 1937 36
Consumer price index, change in %, at the end of the period 440 43,3 0,7
(December to December)
The basic consumer price index change in %, at the end of period 30,7 34,7 4
The balance of current account, billion USD -0,7 -0,2 -0,5
Net consolidated balance, billion USD 2,0 0,8 1,2
International reserves, billion USD 18,0 13,3 4,7
Monetary Base change in %, at the end of the period 0,3 0,8 0,5
Money supply, change in %, at the end of the period 5,4 34 2

Source: Generalized by the author on the basis of , The basic principles of monetary policy for the year of 2015”and «Infla-
tion report», September 2015

Note: "+" - the actual value of the index is in the range set by "The basic principles of monetary policy for 2015", "-* - the ac-
tual value of the index is beyond the range set by "The basic principles monetary policy for 2015" ( investigated by the author in
previous study [4])

Summing up these data allows us to conclude that the actual value of most of the indicators taken
as target reference points for achieving National Bank’s objectives and goals in 2015, aimed at achiev-
ing the defined objectives of the National Bank’s monetary policy, have divergence from the expected
values. And if the actual rate of drop in real GDP at the end 2015 was less than expected, but only for
1.1% and the consumer price index by the end of the year was within the expected limits, then all oth-
er listed parameters seem to perform a discrepancy between actual values and the expected ones
leaning to negative side. This may indicate a low quality of prognoses developed by the National
Bank, underestimating of the available risks, or the incompetent use of available monetary policy in-
struments.

Thus, we can state that defined by "The basic principles of monetary policy for the year of 2015"
objective 1 - "to reduce inflation rate to a level which will help to restore public confidence in
the national currency and lessen inflation expectations", was achieved only partially, accordingly,
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there is no reason to talk about the positive dynamics of the implementation of such strategic goal as
"achieving and maintaining price stability in the country".

In the context of implementation of the National Bank’s goals and objectives towards achieving the
strategic goal 3 - promoting the sustainable rate of economic growth and supporting the Government
economic policy, "The basic principles of monetary policy for 2015" include the support of Govern-
ment's activities concerning the recovery of economic growth. In the context of achieving this objective
during the 2015 the Parliament of Ukraine passed a number of legislative acts which would allow to
improve the institutional and financial independence of the National Bank. It is expected that it will later
provide an opportunity for the National Bank to more effectively implement its authority. Besides, the
Complex program of the financial sector development in Ukraine to the year of 2020 was developed
and approved in 2015. However, the program of intensification of bank crediting of the real economy
sector, planned by "The basic principles of monetary policy for 2015", has not been developed and
implemented. So, we can state that activities, planned to be applied by the National Bank in 2015,
were actually implemented only partially.

Moreover, considering that the generally accepted measurement indicator of economic growth in
the country is GDP indicator, whose value over recent years has been demonstrating a downward
trend of development, we can make a conclusion about the partial achievement of specified third goal
and objective of the National Bank for the year of 2015. As a result, we can state about the absence of
progress in achieving the monetary policy strategic objective 3 - "promoting the sustainable rate
of economic growth and supporting the Government economic policy". To perform the efficiency
estimate of undertaken by the National Bank measures in the context of achieving objective 2 - "rais-
ing confidence in the National Bank and the banking system in general as well as recover-
ing/restoring the interbank credit market as an effective liquidity redistribution institute”, and
accordingly National Bank’s strategic objective - " to promote the stability of the banking system”
is not possible, because, as already has been mentioned, "The basic principles of monetary policy"
does not provide us with expected quantitative indicators, the assessment results of which would have
made it possible to come to objective conclusions.

However, according to the head of the National Bank V. Hontareva on the 12th annual investment
conference Dragon Capital in Kiev in March 2016 ([5]), «the National Bank has completed the basic
cleanup of the banking system, but admits the possibility of the market exit of several small banks be-
cause of their illiquidity». The result of Ukraine’s banking system cleanup was the withdrawal of unfair
participants (62 banks) from the market and the increase in transparency through the disclosure of
banks real owners. Thus, out of 182 banks registered in the State Register of banks on the
01.01.2014, only 120 banking institutions actually operate in 2016. Quantitative changes of banking
institutions and their status are visualized in Figure 1.

On the background of the cleanup policy the following trends were characteristic for the banking
system of Ukraine during 2014-2015 years:

1) the reduction of foreign capital share in the nominal capital of banks - from 34% in 2014 to
32.5% in 2015;

2) the reduction of the amount of banks with foreign capital - 51 banks on 01.01.2014 and 41 on
01.01.2015;

3) low credit activity of banks, business and individual crediting reduction;

4) increase in the share of negatively classified debts in banks credit portfolio - 12.0% on
01.01.2014, 18.4% on 01.01.2015 and 28.2% on 01.01.2016;

5) negative financial result of banking sector activity - in 2014 the losses reached almost 53 billion
UAH, in 2015 - 66 billion UAH;

6) increase in individuals' deposits in local currency since April 2015.
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Fig. 1. The amount and status of banking institutions in the 2015-2016 biennium
Source: visualized by author on the basis of generalization of the data presented on the official website of the National
Bank

Thus, taking into account the mentioned above trends of the banking sector functioning, one can
affirm that objective 2 of the National Bank’s monetary policy in 2015 has been achieved only partially.
The only positive results of the National Bank activity as to achieving goal 2 are the withdrawal of un-
fair participants out of the market, the increase in transparency, reorganization of the National Bank’s
institutional structure.

However, in order to perform the most objective evaluation, it is reasonable to give an expert opin-
ion of the Moody's international rating agency, as an independent external estimate, which has
changed in 2016 the outlook for Ukraine's banking system to stable from negative on the background
of country’s economy recovery expectations (known from [6]). The reason for such a decision of the
agency was the rise in local currency deposits and banks’ limited refinancing needs.

Conclusions. So, generalizing the obtained data concerning of results of regulator’s activity in the
monetary policy development for the year of 2015, one can conclude that, firstly despite the slowdown
in the fall of macroeconomic indicators based on the results 2015, the economic growth in the country
is not taking place. Secondly, some of the actual values of monetary sphere indicators are within the
range set by "The basic of monetary policy for 2015", but the expected numbers due to their negative
value can not be the guidelines for development. Thirdly, some of the National Bank’s set for 2015
objectives, namely “Raising confidence in the National Bank and the banking system in general as
well as recovering the interbank credit market as an effective liquidity redistribution institute” and
“Supporting Government's activities concerning the recovery of economic growth” do not have the de-
fined quantitative indicators which makes it impossible to carry out an objective assessment of mone-
tary policy implementation results in this direction. Fourthly, not all activities planned by the National
Bank for the year of 2015 were actually implemented.

Accordingly, the analysis of implementation dynamics of monetary sphere basic expected indica-
tors set by "The basic principles of monetary policy" in 2015 and trends in the banking sector of
Ukraine can certify quite a low level of monetary policy efficiency in Ukraine in 2015.

Subsequently there comes a necessity to develop and implement the adequate to modern realities
monetary policy measures based on updating and improving the monetary sphere instruments, mak-
ing economically motivated decisions that will enable the realization of monetary policy strategic goals
and intensify the process of achieving the objectives of country’s general economic policy.
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