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d  Price stability as the key objective of the monetary policy:
regimes, targets, transmission from tools

O

Monetary policy operational framework
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Unconventional monetary policy
O Quantitative easing

Reserve requirements

FX interventions

Capital controls
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Monetary policy communications
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Price stability as the key objective of
the monetary policy



@ Price stability is a primary objective of the monetary policy

Price stability
(low and stable inflation)

¢ 8 8 ¢

The predictable

environment for Ig;smei :rned Credibility of Low real and
making consumer rotectgd trom domestic nominal interest
and investment prote currency rates
. inflationary tax
decisions
\. J \ J \ J \ y,

Favorable conditions for economic growth and employment

= [nflation is always and everywhere a monetary phenomenon (M. Friedman)
= The unique CB’s function — to supply money for economy — naturally determines
responsibility of CB for price stability

National Bank
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Monetary frameworks

Fixed
exchange rate

Monetary
targeting

Inflation
targeting

Nominal GDP
level (or
growth) or
price level
targeting

National Bank
of Ukraine

Exchange rate level

Money growth

Inflation

Level (or growth
rate) of nominal

GDP or a certain
level of prices

Allows to reduce inflation fast
Clear targets, well perceived by
the population

High level of coordination
between monetary policy and
macroeconomic policy

Fast response in the case of
target change

Long-term objective with short-
term flexibility

Systemic approach and
predictability

Mixed objectives of CB
(balancing between inflation and
output gap)

Commitment to speed up
inflation in a future

Monetary policy losses its
independence

Economy suffers from shocks
and financial instability

Precondition is a stable demand
for money

For general public it is not easy
to understand

Effects of non-monetary factors
on inflation

Anchoring inflation expectations
takes up time

More challenging for CBs in
terms of analytical capacities

Delays in GDP data publication,
frequent updates

Absence of prioritization of
objectives, difficulties with
communications and
accountability
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What is Inflation Targeting regime?

I C\flation as the only quantitative target

Clear institutional mandate for the central bank to achieve it

A collection of modern central banking practices

 Distinguished features:

Interest rate is the main instrument

Relatively flexible exchange rate

Strong emphasis on forecasts and analysis of risks
Focus on transparency and accountability

 Appealing long-term solution for many countries
Some adopted it out of necessity in a balance-of-payments
crisis

”"> National Bank
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The channels of transmission mechanism. Time lags in
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Monetary policy operational
framework



Operational framework of monetary policy under inflation
targeting

MP operational framework comprises the operating target and the monetary
instruments the central bank uses to manage the liquidity of banking system and the
conditions in the interbank money market necessary to achieve its operating target

Monetary policy
instruments

Standing
lending and
deposit facilities

A

Open Market
Operations

(OMO)

2

Operating
target

short-term
market rates

maintaining short-term market rates
within the corridor, set by the overnight
rates, close to key policy rate

Assets purchases
FX interventions
Capital controls
Forward guidance

National Bank
of Ukraine

———————>

» Transmission »

= |[nterest rate
channel

= Exchange
rate channel

= Credit
channel

= Asset prices
channel

= Expectations
channel

Intermediate

Target

Inflation
Forecast

Price
stability



i

The key policy rate is set for the liquidity provision or absorption
operation depending on the banking system liquidity stance

condition

Poland
Czech

Serbia
Russia

Moldova

Georgia
Turkey

Albania

Key Policy

Rate

National Bank
of Ukraine

ON LIQUIDITY ABSORPTION OPERATIONS

1-week bills Surplus
2-week reverse repo Surplus
1-week reverse repo Surplus
1-week deposit auctions Surplus
2-week certificates of deposit Surplus

ON LIQUIDITY PROVISION OPERATIONS

1-week refinancing loans Deficit
1-week repo Deficit
1-week repo Deficit

o Signals the CB’s commitment to use its open market operations to
steer short-term interbank market rate close to the operating target

= Signals the policy stance
: = Supports the achievement of the primary MP objective

10



The CB's operational frameworks reflect the approach of liquidity

management
Georgia: the key policy rate, interest rate corridor, Kazakhstan: the key policy rate, interest rate corridor
market rate and volumes of operations, % and market rates, %
12% - 400 12
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TIBR Volume (Right Axis) === NBG O/N Credit Facility (Left Axis) = Boundaries of the interest rate band
=== NBG Policy Rate (Left Axis) ====NBG O/N Deposit Facility (Left Axis) — Base rate - 1-day swap
REPO Volumes (Right Axis) === TIBR (Left Axis) — 1-day repo (TONIA) 2-day swap
Source: NBG Monetary Policy Report (August 2022). Source: NBK Annual Report (2021).

= The width of interest corridor matters. Narrow corridor sends clear policy signal, while wide
corridor provides the Central bank with the flexibility

= The proximity of short-term market rates to the operating target indicates the effectiveness of
the CB's liquidity management and operational framework

= Main configurations of CB’s operational framework are currently in use: Floor System and Mid-
Corridor System (Fixed-at-the-Policy-Rate Full-Allotment System and Flexible-Price Fixed-
Quantity Auctions)

National Bank
) 11
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https://nbg.gov.ge/fm/%E1%83%9E%E1%83%A3%E1%83%91%E1%83%9A%E1%83%98%E1%83%99%E1%83%90%E1%83%AA%E1%83%98%E1%83%94%E1%83%91%E1%83%98/%E1%83%90%E1%83%9C%E1%83%92%E1%83%90%E1%83%A0%E1%83%98%E1%83%A8%E1%83%94%E1%83%91%E1%83%98/%E1%83%9B%E1%83%9D%E1%83%9C%E1%83%94%E1%83%A2%E1%83%90%E1%83%A0%E1%83%A3%E1%83%9A%E1%83%98_%E1%83%9E%E1%83%9D%E1%83%9A%E1%83%98%E1%83%A2%E1%83%98%E1%83%99%E1%83%98%E1%83%A1_%E1%83%90%E1%83%9C%E1%83%92%E1%83%90%E1%83%A0%E1%83%98%E1%83%A8%E1%83%98/2022/2022q3-eng.pdf?v=mnr6r
https://www.nationalbank.kz/en/news/godovoy-otchet

% “Floor System” approach

Pros:

Works even under the conditions of a weak,
underdeveloped interbank market
v" An accurate CB forecast of the banking system liquidity
IS not required
No need to conduct frequent liguidity management and
fine-tuning operations by the CB

= Key policy rate is the rate on
excess reserves (lower limit)

= Full-allotment provision of
liquidity by the Central bank

= Temporary banking system v
liquidity surplus, unstable
liquidity position

= Norway (mid 1990-s -

10.2011) Destimulates the development of the interbank market,

banks tends to conduct operations only with the CB

Bank of Norway rates and NIBOR, % annual

ﬂ@

0 1 1 1 1 1 1 1 1 1 1
03.2001 11.2001 07.2002 03.2003 11.2003 07.2004 03.2005 11.2005 07.2006 03.2007 11.2007

Key policy rate (Rate on overnight deposits)

Source: Central bank of Norway.

{ National Bank
' of Ukraine 12
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“Fixed-at-the-Policy-Rate Full-Allotment System” approach

= The Central bank offers short-term liquidity
injecting or absorbing instruments at the policy
rate and at the full amount demanded

= The policy rate is in the middle of a corridor,
set by the standing facilities

= Czechia, Moldova, Slovakia, Ukraine (before
war)

Czech National Bank’s monetary policy interest rates
and market rate, %

Spread (interbank -
7 - policy rate)
H Interbank

Policy rate

5 e e Standing facilities
!

-2 Jd
Jan-01 Jan-03 Jan-05 Jan-07 Jan-09 Jarn-11 Jan-13 Jan-1!

Source: IMF Working Paper (2020)

National Bank
of Ukraine

Pros:

v

Gives banks more incentives to trade
on the interbank market than the floor
system

An accurate Central bank forecast of
the banking system liquidity is not
required

No need to conduct frequent liguidity
management and fine-tuning
operations by the Central bank

Demands from banks a high-quality
forecast of liquidity

Overbidding/underbidding problems

13


https://www.imf.org/en/Publications/WP/Issues/2020/02/07/Monetary-Policy-Implementation-Operational-Issues-for-Countries-with-Evolving-Monetary-48961

% “Flexible-Price Fixed-Quantity Auctions” approach

Pros:
= The Central bank provides the v Encourages banks to conduct transactions on the
banks with resources at a interbank market, promotes its development
flexible price by auctions with v" Can reduce the volatility of market rates and bring
fixed volumes them closer to the key rate
= More relevant for structural :
liquidity deficit An accurate Central bank forecast of the banking
= The ECB (2000-2008) system liquidity is required

Market rates can significantly deviate from the key
policy rate (if the Central bank makes a mistake in

The ECB rates and EONIA, % annual determining the volume of the auction)
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NBP: Monetary policy instruments

Operational Goal
<L

NBP interest rates and the POLONIA rate in 2020-2021, %

A Ve ARG
2.5 eyt BN S s S S S s st
to keep the POLONIA rate running ’o i it iibiiiiin
close to the NBP reference rate. ' i bl bbb R
Depending on the market conditions, 15—
the POLONIA rate may deviate from 10 WE T Ll AN TR N T 0 O O O _wk
the NBP reference rate within the WMt 1 T D O S 2 o
corridor set by the NBP lombard rate 0.5 B T T ; NN EEE
and the NBP deposit rate 0.0 ——— =k P ‘“’
o5l i it N T S PO T I
01.20 04.20 07.20 10.20 01.20 04.21 07.21 10.2112.21
NBP reference rate —— NBP lombard rate
POLONIA NBP deposit rate
‘ Source: Narodowy Bank Polski Report on Monetary Policy in 2021

NBP interest rates:

= reference rate determines the yield on open market operations

= NBP interest rate corridor (lombard rate for overnight borrowing from the NBP;
deposit rate for overnight deposits with NBP)

MP instruments:

= Open market operations = FX market interventions
= Standing facilities = Required reserves
National Bank = X swaps

of Ukraine 15


https://www.nbp.pl/en/publikacje/o_polityce_pienieznej/rmp2021.pdf
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The development of the MP operational framework in 2015
allowed the NBU to manage interest rates in the interbank market

NBU Policy Rates and Ukrainian Index of Interbank Rates, %
35
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

—[Key policy rate —Qvernight loans = Minimum term CDs UONIA*

* Before 25.12.2015 — average interbank interest rate, 25.12.2015 - 22.06.2020 — Overnight interbank (UIIR).
Source: NBU.

= Prior to 2015, the key policy rate played a rather symbolic role in the money market

= The NBU strengthened the role of the key policy rate by applying this rate to main operation in the
interbank market - the placement of two-week certificates of deposit

= After the NBU switched to a new operational framework of its monetary policy, the key policy rate
has an effective impact on short-term rates in the interbank market

ank
16
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Evolution of the NBU’s MP operational framework

’ HaujoHansHui
I Gank Ykpaium

Coronacrisis

War

NBU’s decision motivation

Main operation

Interest Rate Corridor
for Standing Facilities

(on key policy rate) Overnight | Overnight
CDs loans
April 2016 Streamlining of the MP operational CDs with maturity of 14 days Key rate Key rate
framework -2pp +2pp
To be more flexi.ble. ip respondipg :[o CDs with maturity of 14 days
January 2019 changes in the liquidity of Ukraine’s . ing | ith Key rate Key rate
y banking system and effective in rre man_cmgf oags wit -2 pp +2 pp
achieving its operational target maturity of 14 days
CDs with maturity of 7 days
March 2020 _ o . ing | ith . Key rate Key rate
To give banks greater flexibility as + refinancing loans with maturity -2 pp +2 pp
they manage their liquidity in response up to 30 days
to heightened turbulence in the CDs with maturity of 7 days
. i i Key rate Key rate
April 2020 mEmeEl arerets + refinancing loans with g bp é/ pp
maturity up to 90 days
) CDs with maturity of 7 days
June 2020 To ensure the achievement of the _ _ , Key rate Key rate
operational target + refmgncmg loans with —1pp +1 pp
maturity up to 90 day
MP operational framework Kev rate Kev rate
July 2021 normalization in order to increase the CDs with maturity of 14 days i/ +31/
efficiency of monetary transmission PP PP
March 2022 To mampam a proper liquidity level of Is not conducted Key rate Key rate
the banking system -1 pp +1 pp
June 2022 To prowde additional room for reviving Is not conducted Key rate Key rate
the interbank market -2 pp +2 pp
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Unconventional monetary policy
Quantitative easing (QE)



% Unconventional monetary policy tools

For several decades, CBs typically used a policy interest rate as main tool for conducting MP

CBs in many advanced economies lowered their policy interest rates to near-zero levels in
response to the Global Financial Crisis (2007—-2009)

CBs began to rely on unconventional MP instruments

Unconventional MP instruments have again become prominent as CBs (both I
in AEs and EMs) respond to the economic consequences of the COVID-19

Asset Negative Adjustments to Term funding Forward

purchases interest rates market operations facilities guidance
CBcanseta CBs set = providing large CBs provide low- CB's
target for: negative amounts of liquidity to cost, long-term communicati
= price of policy rates, the financial system funding to on of the

assets motivating that » expanding the range financial stance of MP
= quantity of by the need to of collateral institutions at

assets it will avert a » increasing the range rates below the

purchase = deflationary of eligible cost of most of

guantitative currency counterparties that their existing

easing (QE) appreciation they allow to engage funding sources

N Source: Reserve Bank of Australia Explainer, BIS CGFES Papers No 63 “Unconventional monetary policy tools: a cross-
ational Bank _
of Ukraine country analysis” (October 2019) 19



https://www.rba.gov.au/education/resources/explainers/pdf/unconventional-monetary-policy.pdf
https://www.bis.org/publ/cgfs63.pdf

% Quantitative Easing: Definition, purpose and importance

O Definition

“Quantitative easing (QE) — changes in the composition and/or size of a CB’s

balance sheet that are designed to ease liquidity and/or credit conditions”
(Blinder, 2010)

Q The policy has two main purposes:

1. Attend the disruption of the interbank market

2. Reduce interest rates relevant to private sector through buying:
= Agency assets, etc to lower the liquidity premium
= Long-term gov. securities (twist) to lower term premiums
= Securities private companies issued to lower credit premium

O Two channels at work for QE to provide monetary stimulus:
1. Portfolio rebalancing

2. Signaling

’;> National Bank
\# of Ukraine

20



% Unconventional MP has the same goals as conventional MP, but ...

There are potential side effects of unconventional MP:

The willingness of CBs to provide liquidity may reduce the incentive of financial
institutions to hold adequate buffers — could make future episodes of financial
stress more likely — CBs have put in place requirements to ensure that financial
institutions hold adequate liquidity buffers

Adverse effects of persistently low or even negative interest rates:
= damage banks profitability and reduce their capacity to lend
» allow less productive business to survive when they would not normally be viable

= fuel excessive increases in asset prices (e.g. rising prices of houses and shares)
despite weak economic growth — can increase the risk of financial instability.

Threat to CB’s independence

CBs asset purchases are seen to disproportionately benefit some groups in society

Risks of unconventional MP is higher for low-income countries

OOE O

m

> National Bank
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Source: official web-pages of central banks, national statistical

Quantitative easing became the main MP instrument of the major
central banks during the coronavirus crisis

Asset purchase programs and additional lending
programs, % of GDP

60 120
50 100
40 80
30 60
20 40
10 20

01.07 08.09 03.12 10.14 05.17 01.20 08.22

—Federal Reserve ECB

—Bank of England —Bank of Canada

—Bank of Japan (RHS)

agencies.

National B
of Ukraine

Asset purchases*, % of 2020 GDP

25
20
15
10
0
-5

US|EA|AU|NZ|UK|CA|JP |HU| IL |PL RO

18.423.3) 0 | O [25.7/ 0 |98|09| 0 | O | O

® Since termination of QE** m Until termination of QE

July-December 2020 ®m March-June 2020

* The amount of assets held by the CB, purchased under QE
in previous periods, in % of 2020 GDP, as of February 2020, is
shown under the country codes.

** By August 31, 2022.

Source: official web-pages of central banks, NBU estimates.

= Most countries terminated their QE programs by the end of 2021 while some major economies

continued them by
2022 Q1 — US and Australia
2022 Q2 — Eurozone and Canada

= Bank of Japan halted a part of the corporate bond purchase program (associated with the
coronavirus crisis) in 2022 Q1, but continues to buy government bonds under QQE

ank
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Asset purchase programs in emerging markets

Asset purchases by central banks during pandemic  European EM central bank asset purchases
(% of 2020 GDP; end-February 2020 to end-June 2021) (per month as a % of 2020 GDP)

25} - :F = HRV POL mTUR mSRB MROU m HUN
2.5¢ -
20}
2 L -
15
1.5 _
104
1 L _
5 |
I 0.5} -
0] 1 | | 1 | | |._|.| 1 | | — |
zZ d Jdz 20 o0x < 2 LD
>SIZQ0o0gFzx>ITQ IO 0
T o I wkFEFEO o o O O O O O ©O ©O © © m ™ — ™ ™— —
(] (9N} [aN] (9N (9N} o~ (9N (9N} o™ [aN] o~ [9N] (9] [aN] (9N (9]
. . ga%%%‘magﬁo:gaagg
*The market value of securities purchased by the Croatian = < =332 38c 288 & =< = 3
National Bank is 5.5 percent of GDP. = _ _
Source: Asset Purchase Programs in European Emerging Source: Asset Purchase Programs in European Emerging
Markets, IMF (2021) Markets, IME (2021)

The scale of APPs introduced in EMs ranges from small (Romania, Serbia, Turkey) to more

sizable (Croatia, Hungary, Poland), though all have been smaller in magnitude compared to
those conducted by the Federal Reserve and the ECB

Asset purchase activity peaked in April and May 2020 and then fell off sharply. The bulk of EM

vatonalgank  CENEral bank asset purchases in Europe had paused by the mid-2020 (Hungary and Poland
of Ukraine being notable exceptions) ”


https://www.imf.org/en/Publications/Departmental-Papers-Policy-Papers/Issues/2021/09/23/Asset-Purchase-Programs-in-European-Emerging-Markets-464648
https://www.imf.org/en/Publications/Departmental-Papers-Policy-Papers/Issues/2021/09/23/Asset-Purchase-Programs-in-European-Emerging-Markets-464648

Government bond market response to the asset purchase
program announcements (European EM countries case)

Following APP announcements, long-term bond yields

declined, more so for initial announcements, ... .. and the yield curve flattened
1. Median Response of 10-year Bond Yields 2. Median Change in Yield Curve at t =1
(Percentage point change) (Percentage point change)
0.2 | - - 4 0.1
g o5
g 0.1 | - 0 %
= A . - -
gg -0.1 . £3
= > - - __0.2 @
22 -02 ! ==
a8 =5
e ” 0.3 - 0353
s T Interquartile range B Interquartile range =
E —0.4L —® Allannouncements _ - —@— All announcements 41-0.4 —
a3 Initial announcements Initial announcements )
—-0.5L 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1-05
-3 -2 -1 0 1 2 3 1-year 3-year 5-year 7-year 9-year
Days (event = 0) Maturity

Term spreads declined following the initial announcements, Liquidity conditions in the bond market, as captured by
but the decline was short-lived and did not extend to bid-ask spreads, temporarily improved

subsequent announcements.
4. Median Response of Government Bond Bid-Ask Spreads

3. Median Response of Term Spread (Percentage point change)
(Percentage point change) - Interquartiie range {003
- 04 r Interquartile range B - -8 All announcements 4 0.03 fﬁ
& 03| -e—Alannouncements - - Initial announcements 4 0.02 ©
=g Initial announcements i 4002 £ »
202y - 001 S8
&2 ] 1. §8
s E01 ¢ - - {00152
53 . \ — e o g ——U000E8
= P ., -
5§ ——— = i {-001 22
Z = 011 - - 1001 €
é 8’—02 - 1-002 £
5 T N 1 1 1 1 1 1 U—-0.02 ©
-0.3L ' ' ' ' ' ' -3 -2 -1 0 1 2 3
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[} National Ba Days (event = Q)
' of Ukraine

Source: Asset Purchase Programs in European Emerging Markets, IMF (2021)



https://www.imf.org/en/Publications/Departmental-Papers-Policy-Papers/Issues/2021/09/23/Asset-Purchase-Programs-in-European-Emerging-Markets-464648

% QE programme conducted by NBP in 2020-2021

Large-scale purchases of T-bonds or government-guaranteed bonds on the
secondary market as part of the structural open market operations (SOMO)

NBP Asset Purchases

The objectives of (per month of settlement as a percentage of 2020 GDP)
2.0
purchases: By
p N 16 -
to change the long-term 14
»| liquidity structure in the 12
banking sector 10
0.8
( ) 0.6
to ensure liquidity in the 04
”| secondary market for 0.2
repurchased securities 0.0
\ J aaaaaaaaoaaa;a;a——zma
: , EFFE22583488828533888
,| to strengthen the MP Source: 2021 ARTICLE IV CONSULTATION—PRESS RELEASE;
transmission mechanism STAFF REPORT; AND STATEMENT BY THE EXECUTIVE
\ ) DIRECTOR FOR THE REPUBLIC OF POLAND (Feb 2022)

= |ME: “The central bank’s asset purchase program has been effective in providing liquidity to
government securities markets and strengthening monetary policy transmission”

=  OECD: “Monetary policy has been appropriately accommodative. Monetary policy has reacted
forcefully and quickly to the emerging coronavirus crisis”

National Bank
of Ukraine 25


https://www.nbp.pl/en/aktualnosci/2020/mpc_2020_03_17.pdf
https://www.imf.org/-/media/Files/Publications/CR/2022/English/1POLEA2022001.ashx
https://www.imf.org/en/Publications/CR/Issues/2022/02/22/Republic-of-Poland-2021-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-513449
https://www.oecd-ilibrary.org/economics/oecd-economic-surveys-poland-2020_0e32d909-en

response to coronavirus crises

The CBs of EM countries use unconventional MP instruments in

CBs (EM+IT countries),

that use such instruments

Focus area Key tools

(lonlenisc e Asset purchases («quantitative
[llefes slies . easing»)

Poland, Romania, Hungary, Mexico,
SAR, Turkey, India, Indonesia, Thailand,
Philippines, Colombia, Chile

FX swaps with banks

Serbia, Turkey, Georgia

To maintain
liquidity and to
expand the

Long-term refinancing instruments for
banks and other financial institutions

Ukraine, Hungary, India

resource
potential
of banks

Targeted longer-term refinancing
operations

Poland, Hungary, Mexico, Kazakhstan,
Turkey, Georgia, Egypt and other

Interest rate swap with banks

Ukraine

Restrictions on lending interest rates

Encouragement

Hungary

of crediting by
administrative

Loan repayment holidays, moratorium
on loan repayments

Ukraine, Hungary, India, Georgia, SAR,
Serbia

measures
Extension of loan repayment period

Brazil, Turkey
26



The NBU also responded to the challenges posed by the
@ coronavirus crisis

NBU AGAINST CORONA-crisis

MONETARY POLICY MEASURES MACROPRUDENTIAL POLICY MEASURES

Relaxed requirements on credit risk assessment:
loans restructuru due to quarantine-related restrictions
do not have negative impact on banks’ capital

In 2020, the NBU markedly eased its monetary
policy and cut key interest rate to 6% — an all-time
low nominal level

Updated operational design of monetary policy — Temporarily suspended requirements on building up
to give banks greater flexibility in managing their capital buffers, requirements on assessment of property
liquidity: collateral and inspections of banks
= the frequency of tenders to place CDs and issue
short-term refinancing loans was increased from Extended deadlines for submitting reports and financial
every other week to once a week statements
= the maturity of CDs was shortened (from 14 to 7 _ _
days) Postponed certain requirements to banks:
= the maturity of refinancing loans was extended to = |T-solutions for risk management systems and NPL
90 days (from 14 to 30 initially) management processes
= the interest rate corridor was narrowed to +/- 1 = stress testing and SREP assessment
pp (from +/- 2 pp)
Extended eligible collateral: by government- Recommended banks to refrain from dividend
guaranteed corporate bonds and municipal bonds distribution

Long-term refinancing loans with maturities of Facilitate(?l‘ banks to: o
up to five years (provided at a floating interest rate = offer “loan payment holidays” and launched

under the same collateral as for short-term loans) restructuring of loans to crisis-hit borrowers
= reduce commissions for cashless transactions and

) — Interest rate swap was introduced to help banks promote cashless payments

of Ukraine Manage interest rate risks



Banks actively used long-term refinancing

Refinancing loans (except overnight), interest rate
swaps and share of NBU funds in bank liabilities

50000

40000 f

30000

20000

launching of LT
refinancing

12.17
Interest rate SWAP, UAH m

12.18 12.19

10%

8%

6%

4%

2%

0%

mmm | ong-term (>26 days) refinancing loans, UAH m
—Share of NBU funds in bank liabilities, % (RHS)

Source: NBU.

Net hryvnia corporate and retail loans, 12.2016=100%

450%
400%
350%
300%
250%
200%
150%
100%
50%
0%

12.16

368%

12.17 12.18 12.19 12.20 12.21
= Hryvnia corporate loans
= Hryvnia retail loans

Source: NBU.

= |T regime and design of monetary policy instruments provide banks with continuous access to

financing in order to maintain sufficient liquidity

= The NBU can launch long-term refinancing instrument to support bank lending in times of crisis.
Thus, in March 2020, the NBU introduced long-term refinance loans for a term of up to five years

= Monetary policy design guarantees banks' ability to lend to households and businesses during
both periods of structural surplus and periods of structural deficit

' National Bank
of Ukraine
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The NBU responded to the challenges posed by the invasion

NBU AGAINST CONSEQUENCES OF THE FULL-SCALE WAR

&
"

National Bank
of Ukraine

MONETARY and FX POLICY MEASURES

Key policy rate revisions were suspended (until June)
The exchange rate was fixed

A number of administrative restrictions on FX
transactions and capital controls were introduced

Monetary policy operational design was adjusted:

= |ntroduction of (blank) refinancing tenders

= suspension of the tenders for placing 14-day certificates
of deposit issued by the NBU

= cancelation of the decision to raise reserve
requirements that was made in early February

Adjustment ratios for domestic government debt
securities pledged as collateral for refinancing loans
were abolished

The option to exchange cash hryvnias abroad was
offered

MACROPRUDENTIAL POLICY MEASURES

Banks were exempt from corrective actions for violating
capital adequacy and liquidity ratios and other
requirements

Dividend payouts were forbidden

Bank resilience assessments, including stress tests,
were canceled

Some requirements to banks were postponed:

= introduction of capital buffers

= revaluation and verification of collateral

= NSFRincrease to 100% (currently 90%)

= submission of financial reports and some stat reports

Fees for NBU BankID services were temporarily
canceled

Regular updates of recovery plans were suspended
The use of cloud services by banks was allowed

Simplified verification was temporarily expanded, onsite
AML/CFT inspections were suspended

Fines, penalties, and loan rate increases were forbidden.
Loan restructurings were promoted

The interchange fee for PROSTIR NPS services was
cancelled for 2 months, then lowered below pre-war level



Monetization of fiscal deficit as the reaction to the invasion

Fiscal needs*, monetization and expected external
funding in 2022, USD bn

12

10 l

6 *
o * IR IR
4-. .‘

. I L

2 -
ym B B BN EEEBENS
01- 03 04 05 06 07 08 09 10 11 12
02
International financing ® Domestic borrowings
® Monetization ¢ Needs

* General fund of the state budget, excluding grants.
Source: STSU, MoF, NBU staff calculations.

National Bank
of Ukraine

G-bonds in the NBU's portfolio

1000 25
800 1 20
600 1 15
400 r 1 10
200 + 5

0 0

2010 2012 2014 2016 2018 2020 2022 2024
@ UAH bn —0—% of GDP

Source: NBU, forecast as of July 2022 Inflation Report.

30



L
AT
HARH AR
A e s
L
TR T
R
AAAAAYIAAAAAARIARAAAA
AT
AAAAAAAAAAAARAAAAAAAA

KRR
G
WA
ittt
PP
it
ittt
AR

it
A
it
AR

A
Ay
A

A T

LA S

I

A T

T

AT e

L

AT

AAAAARAAAARAGRAARAA

VWA
ARARAKAARARARARAY

Reserve requirements



Reserve requirements objectives

National Bank
of Ukraine

Microprudential Liquidity buffer

FolEue “Taxing” riskier

) funding sources
Macroprudential
and Capital Flow

Management .
Smoothing the

Reserve . credit cycle
requirement

Interest rate Managing
targeting structural liquidity

Monetary Policy

Quantitative Improving
targeting transmission

Central bank motivations for imposing the reserve requirements are generally
aligned with mandates of maintaining price and financial stability. RR is
designed to meet either monetary or prudential policy objectives. However,
some central banks have used it to pursue a combination of different objectives
in different categories

32



% RR for monetary policy objectives: quantitative targeting

The RR was used to control base money and guide credit growth

The supply of reserves is set by the CB at the desired level for an inflation
objective and a given potential output

Credit to the New credits create new |

economy expands deposits Reserve base 1

If credit expansion is not consistent with desired level for an inflation
objective and a given potential output ....

( | ( “ reserve base |,
:gtsa:rsrgsaggefor Interest The demand the demand for reserves
rates 1 for credit | back in line with the

exceed the supply
4

supply

The reserve requirement amplifies the traction of the demand for reserves on rates,
and its ratio can be adjusted to speed up or slow down the tightening process if
necessary

[l
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Reserve requirements for interest rate targeting

Mid-corridor system
(the mid-rate is the operating target)

The RR can play a key role in calibrating
open market operations as RR with
averaging would set a stable total demand for
reserves.

Central banks may influence the OMOs size
by adjusting the structural liquidity position by
using the RR.

Changes in the RR should be supported by
medium-term forecasts of the structural
liquidity position

Floor system
(the market rate pinned to the floor)

CB aims at satisfying slightly more than the
precautionary demand for reserves, which is
remunerated at the policy rate.

If a RR is in place, the central bank would have
to provide more than the demand for excess
reserve because the RR is known exactly ex
ante.

The demand for excess reserve could be
relatively stable if the RR is high enough and if
averaging is allowed

Interest rates could be targeted

With accurate liquidity forecasts and well-functioning interbank markets, central banks would
only need an open market operations to steer interest rates, independent of the interest rate

National Bank
of Ukraine

targeting framework

. Several central banks that

engaged in balance sheet expansion after the global financial crisis pushed the excess
reserve supply far into the section of the demand curve in which interest rates did not
respond to liquidity shocks. In these circumstances, the RR does not play any monetary

policy role

34



Global trends in reserves requirements:
Low activity till 2022, hybrid objectives

CB’s objectives for

, RR in national currenc
using RR y

COUNTRY
Macro-

prudent Interest

pay, %

Liquid.
Manag.

MP % Changes in 2022

| - (last change Key policy
- - - 0,
CLECHIRER. : 2% 07.10.1999) rate
| Key poli
POLAND + - 13.5% 31.03.2022 ey policy
" rate
|
| - (last change 0.60%,
- 0-8%
MO * * ! ° 24.05.2015) 24.08.2022
|
i
| 15%/ up Key policy
+ + - -10.
HUNGARY : t0 10%1 From 01.10.2022 .
i
|
0%2/ - (last change 0.75%,
|
SERBIA ¥ S 5063 18.02.2011) | 18.06.2022
|
[ 16.07.2022 overniaht
! 16.06.2022 (110 34%), | - Osgit
MOLDOVA . 137% | 16.052022 (1to 32%), | " 00
| 16.04.2022 (1to 30%), !
| (10 30%). | 17 05 5019
| 16.01.2022 (1to 28%)

1 - depending on declaration of the credit institution
2- over 2 years

3-upto2years

Source: official web-pages of central banks.

National Bank
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RR in foreign currency

Interest pay,

& %

Changes in 2022

- (last change .
0,
2% 07.10.1999) Key policy rate
13.5% 31.03.2022 Key policy rate
0.00% EUR,
e - (last change 24.06.2020;
° 24.11.2020) 0.05% USD,
.= 24.08.2022
115%l “
I up to I From 01.10.2022 | Key policy rate
V10%t
N -—
13%2/ - (last change not paid
20%3 18.02.2016) P
OREN
/ 16.07.2022
| £42% '16.06.2022 (1to 39%) 0.01%,
\ 716.05.2022 (1to 36%), 07.05.2019
N _ 2 16.04.2022 (1to 33%)
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https://www.mnb.hu/letoltes/mnb-decree-reserve-ratio-20220915.pdf

RR ratios in the context of monetary policy framework and
market type

RRR and CB’s monetary policy framework RRR by market type
4 45
Percent
40 . 40
35 . 35
30 30
25 25
20
20
15
0 ' 10 X
10 }5 * s
—t— | g 5 ———— i
0 ' I Low-income developing countries
[ Monetary aggregate target M Inflation-targeting framework B Emerging market and developing countries
B Other monetary framework ™ Exchange rate anchor B Advanced economies
Source: Reserve Requirements, IMF, July 2022 Source: Reserve Requirements, IMF, July 2022

= RR ratios are lower in inflation-targeting countries

= Advanced economies used to have a leaner balance sheet than emerging markets
and low-income countries because their needs for FX reserves and for monetary
financing of government operations were smaller

National Bank
of Ukraine


https://www.imf.org/-/media/Files/Publications/Miscellaneous/English/2022/ReserveRequirements.ashx%20target=
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NBP have increased the key policy rate and the required reserve
ratio as inflationary pressures have risen

Poland: key policy rate, interest rates corridor and
required reserve ratio, %

8 —rerer— . * Starting from 6 October 2021 the

=' i National Bank of Poland raised the
key policy rate on every meeting
of the Monetary Policy Council

i+ Monetary policy decisions are

i striving to decrease inflation to
the NBP target in the medium
term and at curbing inflation
expectations

N\,

e ———r ]

01.19 07.19 01.20 07.20 01.21 07.21 OE;I,.22 07.22

*

SO B N W~ 01 O N
L L L

-
---------------------

Key policy rate
Interest rates corridor
Required reserve ratio

Source: National bank of Poland

= NBP increased the RRR from 0.5% to 2% in October 2021. NBP Governor pointed out
in the interview that the decision to increase the RRR was purely operational in
character: it aimed to facilitate the stabilization of the POLONIA rate close to the
key policy rate. This is not a decision that directly affects the degree of restrictiveness
of monetary policy, it only facilitates the implementation of this policy

= |n February 2022, the required reserve ratio was increased to 3.5%

National Bank
of Ukraine 37
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Central Bank of Hungary: Reserves requirements as the main MP
iInstrument over the three years until June 2021

Overnight interest rate corridor and reserve ratio of  Reserve requirements and reserve ratio of MNB
MNB, %

L =
17 IMain monetary| 3000 12
15 | I insétr’\L/JImetr;]t— I Key rate 30.08.22 the decision to raise the RR  get of the RR ratio |-
d-ep%nsit | hikecycle 2500 | ratio to 5% depending on the i 4 10
13 F N == = -7 ~o declaration of the 1
Modification -7 RN credit institution (5-10 1 1
S~ ; |
11 of the RR ratio 2000 F .- \‘o\ptlonal), or5 percent_ . 4 8
due to low y | in the absence of an ~1
9 liquidity of L 7 express declaration :
interbank < 1500 } S~ 14 6
“ ~
[ e G2 ot wain 1 .-~ T Modification of the RR™A
5 A optional) | monetary “~ ;  ratio QUe tO'IOW ~
instrument 1000 F > - liquidity of interbank 4
3 | _RR I markets after the
,I global financial crisis
1 F 500 F = \ (2, 3, 4, 5 optional) 2
-1
0 o o o o o 0

01.02 01.05 01.08 01.11 01.14 01.17 01.20 09.22
Overnight interest rate corridor
—Key policy rate
— Reserve ratio —Reserve ratio, % (RHS)

01.07v 01.10 0113 0116 0119 01.22

Reserves requirements , HUF bin

Source: official website of Magyar Nemzeti Bank. Source: official website of Magyar Nemzeti Bank.

National B
of Ukraine

=  From September 2015 until December 2018, the 3-month MNB deposit was the key policy
instrument of the MNB. Since the reduction of the volume of the 3-month deposit to zero, the
role of the main policy instrument has been fulfilled by the reserves requirements

= Since June 2021, the MNB returned to an active interest rate policy

= After the MPC meeting on 27 August 2022, the MNB announced introduction of new measures
to decrease interbank liquidity, including increasing the reserve requirements ratio from 1%
to 5% (up to 10% - depending on the declaration of the credit institution) effective from 1
October 2022

ank
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In order to reduce inflation, the CB of Moldova strengthens
% monetary policy, including by increasing RRR

Moldova: key policy rate, interest rate corridor and reserve requirements ratio, %

45

/T T N A

35 | N

30 ~—
25 b
0 | /_/

15 e

10
5 N—

01.19 07.19 01.20 07.20 01.21 07.21 01.22 07.22

Key policy rate

Interest rate corridor for standing facilities

= = Reserve requirements for funds in the national and unconverted currency, %
Reserve requirements for funds in foreign currency, %

Source: National Bank of Moldova.

= The RRis a complementary instrument of the monetary policy, which is used to control the
level of excess liquidity as well as to mitigate its impact on interbank interest rates

= RRin foreign currency are mainly aimed to prevent an excessive growth of foreign currency
lending by banks

= |n January and August, the Central Bank of Moldova significantly increased the entire range of
interest rates, as well as reserve requirements ratios to ensure decrease in inflation

[l

{ National Bank
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FX Interventions



i

i

How do central banks with IT use FX interventions

«Currency market interventions are one of the instruments at the disposal of a
central bank. For a central bank that targets inflation, the primary instrument is,
however, the interest rate. But at a time when the exchange rate is a serious upside
risk in the inflation forecast and deviates markedly from a reasonable value, a
situation may arise where currency market interventions are motivated as an
additional element in the work of continuously ensuring price stability»

oF T T —

Urban Backstrom, Governor of the Riksbank (1994 — 2002)

—————————————————————————————————————————————————————————————————————————

O A significant number of IT central banks use FX interventions as an additional
element in the work of continuously ensuring price stability. The consistent use of
interventions leads to increase in the level of confidence in the IT regime

L Central banks of developed countries with deep financial markets used
interventions as an instrument to achieve the inflation target when the key interest
rate was zero or negative

L Central banks of developing countries use foreign exchange interventions to:
accumulate FX reserves, limit exchange rate volatility, support liquidity in the
foreign exchange market

National Bank
of Ukraine

\---------'
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After the global financial crisis the role of FX interventions has

Increased
Policy tools used (pre-pandemic period), in per cent* Exchange rate in policy decisions, in per cent*
Interest rate Irrelevant
Macroprudential Not much important

Somehow important
Foreign exchange

. Important
Lending operations

- Very important
Asset purchases

0 20 40 60 80 100

0 20 40 60 80 100 Exchange rates for monetary policy

Policy tool Capital flows for monetary policy
*Answers are not mutually exclusive. For a few economies *Answers are mutually exclusive
macroprudential include capital flows management measures Source: BIS Questionnaire, April 2021

Source: BIS Questionnaire, April 2021

= While interest rates remain at the core of monetary policy frameworks, central banks have
responded to the sharp movements in exchange rates post-GFC and the tighter link between
domestic and foreign financial conditions by deploying additional tools to reduce the exposure
of the domestic economy to capital flows and exchange rate swings

= Exchange rates as well as the nature of the shock underlying their changes are important
inputs for monetary policy

= During pandemic period FX interventions were widely used by many central banks

) National Bank
<!.> of Ukraine 42



Scale of FX interventions can be significant during certain

periods
Czech Republic Israel
40 20
35
30 f 15 ¢
25
20 | 10T
15 ¢

5 5
10 ¢
5 || 0
0 VA" NEPOW LU NV o/
-5 F 5
-10
-15 -10

2008 2010 2012 2014 2016 2018 2020 2022 2008 2010 2012 2014 2016 2018 2020 2022
e [nterventions/International reserves, % mmm |nterventions/International reserves, %

——Changes in CZK/EUR exchange rate, % ("+"-appreciation)  ——Changes in ILS/USD exchange rate, % ("+"-appreciation)

Source: Czech National Bank official website. Source: Bank of Israel official website.
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Why do central banks intervene in different periods and under
different economic conditions?

i

Leaning against
the wind

Reducing
exchange rate
misalignment

Managing or
accumulating FX
reserves

Ensuring FX
liquidity, stabilizing
FX market

National Bank
of Ukraine

Maintaining symmetric volatility (devaluation or appreciation), prevention of
exchange rate short-term “overshoot" and its rapid change. Typical for
central banks both developed and developing economies

Brazil, Great Britain, Romania, Turkey, Czech Republic, Japan, Ukraine

Exchange rate adjustment in the medium-term (in case of significant
deviation of current exchange rate from equilibrium rate). Only those
central banks that have accumulated sufficient FX reserves are able to
withstand medium-term market trend

Accumulation of international reserves as implementation of risk-oriented
monetary policy or official declaration of the purpose of their accumulation

Mexico, Turkey, South Africa, Czech Republic, Chile, Ukraine

Adjustment of imbalances between supply and demand on the shallow FX
market, especially during pandemic period

Brazil (in October 2008), Indonesia (in October-November 2008), Israel (in
2008-2009), Mexico (in 2009), New Zealand (in 2007), Poland (in April
2010 and September-December 2011), South Korea (in 2008-2009), Chile
(in January 2011), Switzerland (since 2009), Serbia, Turkey, Georgia,
Brazil, Mexico, India, Indonesia, Kazakhstan, Ukraine (during pandemic
period 2020-2021)

44



% Tasks of FX interventions in selected countries in recent period

ER arrangement
de-facto (IMF

Country Tasks of FX interventions

classification,

2021)

» smoothing excessive exchange rate volatility
Brazil Floating » provide liquidity and hedge, with the ultimate objective of assuring a
functioning foreign exchange market
. » limitation unusual exchange rate fluctuations
Israel Floating : : e
» smoothing foreign exchange market functioning
Mexico Free floating > fore|_gr_1 eX(_:ha_nge hedging program to smooth volqtlllty
» providing liquidity through foreign currency swap line
Poland Free floating » if necessary to ensure domestic macroeconomic and financial stability
Turke Floatin » limitation excessive exchange rate fluctuations
y g » providing liquidity to contribute to FX liquidity management of banks
Czech Free floatin » to influence the koruna exchange rate
Republic 9 » moderate excessive exchange rate volatility in exceptional situations
Chile Free floating > 1o keep the currency near |_ts equm_brlum v_alue
» replenishment and expanding the international reserves
. Crawl-like . L
Switzerland » to dampen excessive appreciation
arrangement
. » under extraordinary circumstances (for example, participation in
Sieden Free floating concerted interventions with other CBs)
National Bank

of Ukraine
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% The National Bank of Poland: FX interventions

NBP can carry out FX
NARODOWY . .

BANK POLSKI Interventions to ensure
Monetary policy is implemented under the » domest|c- macroeconomic
floating exchange rate regime, which and  financial  stability

does not rule out interventions in the (AREAER 2021)

foreign exchange market (MP Guidelines)

... the range of instruments

Il but used by NBP can be
Like most EM central banks with inflation adapted to the nature of
targeting, the NBP has FX interventions disturbances observed in
in its monetary policy toolkit and uses the economy and market
them if necessary conditions (MP Strategy)

«...NBP will take all necessary actions in order to ensure macroeconomic and
financial stability, including above all to reduce the risk of inflation remaining
elevated. NBP may intervene in the foreign exchange market, in particular to
limit fluctuations of the zloty exchange rate that are inconsistent with the
direction of monetary policy»

(Press release from the meeting of the Monetary Policy Council held on 7 September 2022)

S e e e e B S S

/1 National Bank
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Applying FX Interventions as an Additional Policy Tool Under
% Inflation Targeting (Grul, Lepushynskyi, 2016)

Volatility under different policy responses (normalized to the case w/o FX interventions)

Key
GDP A ER . CPI g-0-q Trade
REER t t
gap UAH/USD gap m;ss changes balance

W/o Interventions

Any shock 1 1 1 1 1 1

With Interventions

Aggregate demand

1.0 0.4 1.0 0.9 1.6 0.9
shock
Aggregate supply 1.2 0.5 15 0.8 0.9 15
shock
Risk premium shock 0.5 0.4 0.6 1.1 0.7 0.7
Foreign IR shock 0.7 0.5 0.7 1.8 0.9 0.8
Terms of trade shock 1.1 0.3 0.9 1.2 2.1 1.2

Monetary policy could benefit from using FX interventions in addition to IR:

» In case of shocks to supply, risk premium or foreign interest rate — inflation volatility is
mitigated. If shocks are leading to appreciation pressure, the NBU is advised to accumulate
international reserves

» In case of aggregate demand or terms of trade shocks, FX interventions lead to higher inflation
volatility — retain from using under depreciation pressure. The trade-off arises under
appreciation pressure: inflation volatility vs. international reserves. Thus, overall

{p Nereral Bk macroeconomic context needs to be taken into account. a7



% The NBU’s FX interventions in peacetime and during the war time

In peacetime, FX interventions are an additional* monetary policy

instrument

Tasks of interventions Principles of interventions

= Smoothing-out FX market functioning -

= International reserves accumulation and
keeping them at the level, coherent with
generally accepted adequacy criteria

= Supporting the transmission of the key
policy rate as the primary tool for
conducting monetary policy in the case
when its effectiveness is not enough

Compliance with inflation targeting regime
Consistency with the floating exchange rate
regime

Minimum adequacy of the foreign exchange
interventions

Constructive uncertainty of the parameters and
tactics of the FX interventions for the market
participants

Equal opportunities for the FX market
participants

During war time, FX interventions are the main monetary policy instrument

= Under high level of uncertainty, caused by full-scale hostilities, a stable exchange rate is the
main anchor for stabilizing expectations and the key tool for fulfilling main functions of the

NBU — ensuring price and financial stability

= For keeping the exchange rate stable, the NBU carries out FX interventions and uses FX

restrictions

@ National Bank
of Ukraine

According to the Foreign Exchange Intervention Strategy of the National Bank of Ukraine 48



Communication of FX interventions by NBU and NBP

NBU’s approach — full disclosure

The NBU according to Foreign Exchange Intervention Strategy without time lag publishes information about:

= jtsintention to conduct at EX auctions — as of the day the auctions shall be conducted;

= motives for conducting FX interventions through public statements, made by its authorized staff, press releases, as
well as in its regular publications

= the outcomes of FX auctions as of the day the auctions are held

= generalized information about all types of FX interventions it has conducted. Such information is published once a
month, no later than the fifth business day after the reporting month has ended

BUT! The NBU shall not publish an announcement of its intention to conduct any other form of FX interventions (single-
rate, best rate, targeted interventions) and motives of such operations to ensure their effectiveness

The NBP discloses information with time lag about: Both CBs publish forward

= motives for conducting FX interventions in its regular publications (Inflation Reports, guidance on their
Report on Banking Sector Liquidity Monetary Policy Instruments of Narodowy Bank Polski) intensions to conduct FX
and sometimes through public statements, made by its authorized staff interventions in Press

= Amounts of FX operations carried out by the CB in its annual Report on Banking Sector releases on Monetary
Liquidity Monetary Policy Instruments of Narodowy Bank Polski policy

The NBP does not publish statistical data on FX interventions on its website! ’

This NBP’s approach to Communication of FX interventions is criticized by:

= Market participants and experts: “Our National Bank of Poland is weak in verbal interventions. One could say
that they are even having the opposite effect. What [central bank] Governor Adam Glapinski and some other [rate
setters] are saying is bad for the zloty” (Marian Noga, 2022)

= |FIs: “In such circumstances, FX intervention would also need to be supported by clear communication, including
on an exit strategy...” (2020 IMF ARTICLE 1V)

National Bank “Should the NBP intervene in the foreign exchange market, it should publish the relevant data, in line with best

of Ukraine

practices” (2021 IMF ARTICLE IV) 49



https://bank.gov.ua/admin_uploads/article/Strategy_FX_en.pdf?v=4
https://notesfrompoland.com/2022/07/12/polish-zloty-falls-to-lowest-ever-level-against-us-dollar/
https://www.imf.org/en/Publications/CR/Issues/2021/02/05/Republic-of-Poland-2020-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-50066
https://www.imf.org/en/Publications/CR/Issues/2022/02/22/Republic-of-Poland-2021-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-513449
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Capital controls



Controls on capital transactions is one of the recognized
methods for regulating the economy

elfitns fl'rSt tlmg, tTe Control on capital IMF: control on capital
contrg on capita q transactions is recognized transactions is an
transactions was use by economists as a economic policy tool
0 overcomfe | measure to overcome the (including in non-crisis
consequ?/\r/l;?ﬁ artieie crisis conditions)

The period -
The Bretton Crisis February

Woods 1970-1990 after the Asian i G 2012 - 2021

system crisis 1997

= The IMF recognizes the
control of capital transactions
as a mechanism for
overcoming the crisis

= A number of countries
continue to control on capital
transactions even after the
crisis

= UN, WB, the Asian Development
Bank: control on capital
transactions is an adequate
present-day tool of regulation

= IMF adopted the Institutional
View on the Liberalization and
Management of Capital Flows

Implementation of the
policy of free
movement of capital,
reducing the number
of measures to
control on capital
transactions

National Bank
of Ukraine 51
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Institutional View on the Liberalization and Management of
Capital Flows

| The IMF first adopted the Institutional View in 2012 at a time when many
emerglng markets were contending with large and volatile capital flows

2012 4 IMF recognizes capital flows can bring significant benefits to recipient countries, but

they can also result in macroeconomic challenges and financial stability risks

U Capital flow management measures (CFMs) can be useful in certain circumstances but
should not substitute for warranted macroeconomic adjustment

U Capital flow liberalization should be well-sequenced and planned

1 CFMs and macroprudential measures (MPMs) can be applied pre-emptively, even when

Review there is no surge in capital inflows

National Bank
of Ukraine

Ll Pre-emptive CFM/MPMs to restrict inflows can mitigate risks from external debt. Yet
they should not be used in a manner that leads to excessive distortions. Nor should they
substitute for necessary macroeconomic and structural policies or be used to keep
currencies excessively weak

Control on capital transactions is used by countries for:

supporting of financial stability goals
preventing of "overheating" of an economy due to inflows of "hot", speculative capital

Il Capital control measures are not used by countries directly to achieve the target inflation,
but they can hide the goals of inflation targeting indirectly


https://www.imf.org/en/Publications/Policy-Papers/Issues/2022/03/29/Review-of-The-Institutional-View-on-The-Liberalization-and-Management-of-Capital-Flows-515883

Controls on capital transactions in the inflation-targeting
countries

Emerging market and developing economies (Ukraine — data before the war)

European countries Other countries

Controls on capital transactions:
On capital market securities + |+ |+ + + |+ |+ |+ |+ + +
On money market instruments + | + | + + + |+ | + |+ | + + +
On collective investment securities + |+ |+ + |+ |+ |+ |+ |+ | + | +
Controls on derivatives and other instruments + | + + | + + + |+ | + + +
Commercial credits + + + | + | + +
Financial credits + + |+ |+ 1+ +|+ | + | +
Guarantees, sureties, and financial backup facilities + + + | + +
Controls on direct investment + | + + + |+ |+ | +| + | + +
Controls on liquidation of direct investment + +
Controls on real estate transactions + | + | + + + |+ |+ |+ | + |+ +
Controls on personal capital transactions + + + +
Prog:)i;%:]:rsigfggéigznd other credit institutions L I s + S e L B B +
Institutional investors + |+ |+ + |+ |+ |+ |+|+]|+]| +

Sources: IMF, Annual Report on Exchange Arrangements and Exchange Restrictions (Washington, July 2022).
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Restrictions on capital flows?

National B
of Ukraine

Foreign exchange market + +
Transactions in capital and money market instruments - +
Transactions in derivatives and other instruments - +
Credit operations (commercial and financial credits) - +
Use of foreign exchange among residents - +
Financing requirements for imports - +
Repatriation requirements for exports - +
Guarantees, sureties, and financial backup facilities - +
On collective investment securities + +
Direct investment/liquidation of direct investment +/- ++
Real estate transactions + +
Personal capital transactions - +
Prescription of currency requirements - +
Differential treatment of deposit accounts in foreign exchange/ held by n +H+
nonresidents

Provisions specific to commercial banks and other credit I +H+

institutions/institutional Investors
Exchange rate tax® -

https /lmww.elibrary-areaer.imf.org/Documents/YearlyReport/ AREAER_2021.pdf

? The official ER has been fixed and a number of temporary FX restrictions have been introduced. Authorized institutions were forbidden to trade in FX,
except for some cases. The NBU has banned some international FX payments, for instance for servicing private debt. Making settlements and
Wlthdrawmg cash using payment cards abroad and a number of other transactions are an exception to this ban.

® Ukraine. There are proposals to levy special tax on FX purchases for import transactions. No decision has been made.
ank
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NBU: some measures on the FX market to stabilize situation and
prevent the unproductive capital outflow

of Ukraine

Feb-24 March Apr May Jun Jul Aug Sep Oct
>
> FX cashwithdrawals  g¢ Full ban UAG‘;S'; é g}?{ ;
from FX accounts - &
» FX cash withdrawals
,  abroad from UAH V Nolimit  cap . uaH UAH UAH
< accounts
>
< » FXpayments from V No limit
% UAH card accounts cap — UAH
£ » P2Pcardtransfers Y Nolimit cap — UAH UAH $ Full ban
> FXcashpurchases o9 cap - FX cash +509% of noncash FX * 100% of noncash
Full ban purchased by banks _ ot g FX purchased from
from banks ER — official + 10 < ' 'e3!1etions  purchased from individuals v
i cap — UAH 50K / month + — UAH 100K / month +
> Online FX purchases $8 Full ban depositing it for 3 months depositing it for 3 months
> ER for card payments cap official +10% — no restrictions
> SWIFT payments $8 Full ban
abroad
> Imports payments : A . goods ~65% —» ~90% — 100% (no restrictions)
p pay! list of critical imports Services 0% allowed ~30% . 250%
@ » Deadline for settlement
§ of export-import 365 days 90 days —120 days —180 days
8_ transactions
G > Repayments of debts ¢ Fyli ban
O abroad _
> Transfer of FX funds to l"il)l(o‘é"jr?efr?cr;\’ti":f::ain
accounts of for_elgn units 8 Full ban YV the operation of units;
(ther_e are certain Y4 of the amount
I L L transferred in 2021
%) » FX open position 15% — 5%
g » Repayments of loans to early repayments are
nonresidents prohibited
National Bank
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Communications on monetary policy
decisions



% Why does central bank communicate?

Transparency is the cornerstone of the inflation targeting regime, because...

Transparency is an element of accountability given CB independence

Transparency reduces economic and financial uncertainty

Transparency enhances MP predictability

Transparency is a tool to anchor inflation expectations

CB should communicate its goal(s) and targets clearly

It is necessary to explain deviations from the target in times of shocks

National Bank
of Ukraine



@ What to communicate?

Implementation of best practice in communications is bringing
central bank to another reality

FROM MYSTERY

Strategy of monetary policy:
clear numerical targets

Established decision-making & operational design of MP

Regular & proactive monetary policy communications
(press release, press briefing, Inflation Report, Minutes, v/

key policy rate forecast)

Broad public access to data

Expanding of communications in non-MP areas (financial vf
stability, banking supervision, payment systems, etc.)

N\ J
. Y .
§ ool Bark Standard transparency practices of leading central banks




How to communicate?

@

Social media activity

Sample of IT-countries*

number of countries, that have pages in social networks**

Twitter | YouTube |Facebook| Flickr LinkedIn |Instagram
High-income*** (16 countries) 14 15 10 6 8 5
Low & middle-income*** (27 countries) 22 25 21 7 12 12

~

The most followed pages (% of pop.):
on Facebook: Peru (3.95%), Georgia (1.20%), Hungary (1.17%), Thailand (1,06%), Philippines (0.72%)
on Twitter: Paraguay (1.07%), Peru (0.84%), Colombia (0.75%), Mexico (0.68%), Canada (0.53%)

Press conferences/other

communication events, campaigns

among targeted groups

@

Financial literacy projects:

= road-shows
= seminars for university professors

= |ectures on monetary policy at universities

" museums

®

Broad access to data

®

Publication of:

= Strategic documents

= Overviews and reports
* Presentations

= Working papers

@ Research communications:

= research conferences
= open research seminars

*IMF, Annual Report on Exchange Arrangements and Exchange Restrictions (2020)

National Bank ** Links to social networks pages on the official web-site of central bank, as of 03.06.2022
of Ukraine  **WB Analytical Classifications



https://www.elibrary.imf.org/view/books/012/29310-9781513556567-en/29310-9781513556567-en-book.xml?code=imf.org
https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups

Quantitative assessment of CB’s transparency
Dincer, Eichengreen and Geraats (2022)

O — secrecy

National Bank
of Ukraine

15 —transparency

>

Political
transparency

formal statement and prioritization of the objectives
guantification of the main objectives
explicit institutional arrangements, such as instrument independence

Economic
transparency

key macroeconomic and financial variables
macroeconomic model(s) used by the CB for its MP analysis
numerical macroeconomic forecasts by the CB

Procedural
transparency

explicit MP strategy

comprehensive, timely account of MP deliberations (or explanations
in case of a single central banker)

voting record for MP decisions

Policy
transparency

e N

Operational
transparency

prompt announcement of adjustments in the main monetary operating
instrument or target

explanation of MP decisions

explicit policy inclination or forward policy guidance

evaluation of the achievement of the main MP operating targets
shocks affecting the transmission of MP
evaluation of MPoutcomes
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https://www.suerf.org/docx/f_8489127cbef60df4ff9aaeda12eeb327_44765_suerf.pdf

Transparency is associated with better economic outcomes and
Inflation targeting regime

Transparency by level of economic development* Transparency by monetary policy framework*

q 12

9P >ID S P QPO LD
FELFFFTLEL LSS

]
LN
Q.f)

r P s

v
I R S R R SO RN JIC G IR SRS
cﬁ‘@ @@@@@@@@ '\«“y'\’\'\'\«\r'\é\"\
NN A A AT AT AT A AT A A A P BT AR AR DT AR AT AT AP

—#— Inflation targeters ~—f— Monetary aggregate targeters
=+#—Highincome =—Upper middle income =d=Lower middle income ==Low income —¥— Exchange rate targeters ++ @+ Others
“Unweighted average monetary policy tranqurency index *Unweighted average monetary policy transparency index by
across ce_ntral ba_nks grouped by World Bank income IMF de facto monetary policy framework for 2019.
classification for fiscal year 2019.

} ) Source: Dincer, Eichengreen and Geraats (2022).
Source: Dincer, Eichengreen and Geraats (2022). I I H ( )

= Evidence from 112 central banks over 1998-2019

= Central banks from high-income countries experienced the strongest increase in the first half of
sample period. Upper-middle income and lower-middle-income countries starting to catch up in
the early 2000s, and low-income countries — in the early and late 2010s

= These trends partly reflect the adoption of inflation targeting, first in advanced economies and then also
in emerging markets

= [nflation targeters tend to display much greater transparency than CBs with other MP frameworks

National Bank
of Ukraine 61


https://www.suerf.org/docx/f_8489127cbef60df4ff9aaeda12eeb327_44765_suerf.pdf
https://www.suerf.org/docx/f_8489127cbef60df4ff9aaeda12eeb327_44765_suerf.pdf

CBs in EM may vastly benefit from tapping existing experience in
central bank communication and transparency

Monetary Policy Transparency Index

15
14
13
12
11
10

w P OO O N ©® ©

1997 1998 1999 2000 2001 2002 2003

2004 2005 2006 2007 2008

IT Adoption: Ukraine
Czech Republic —1998 +4.5 points (from 6.5 to 11)
Poland — 1998 in 4 years (from 2015 to 2018)
Ukraine — 2015 AN
|
11

Czech Republic
+ 3.5 points (from 7.5 to 11)
in 7 years (from 1998 to 2004)

s ll
-
P
e
-
-
R
-
-
-

+ 7.5 points (from 3.5 to 11)
in 11 years (from 1998 to 2008)

2014 2015 2016 2017 2018

Source: Dincer/Eichengreen/Geraats Central Bank Transparency Data for 1998-2019.

National Bank
of Ukraine

The NBU, following the examples of leading central banks on targeting inflation, has an
opportunity to minimize the time lag between IT adoption and achieving a high level of

monetary policy transparency
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https://eml.berkeley.edu/~eichengr/data.shtml

@ What to communicate? Forward guidance

Most central banks publish their MP decisions,

...but it is important to inform the public about future course of policy decisions to
guide inflation expectations — FORWARD GUIDANCE

/ \
Verbal Quantitative
(descriptive) (numerical path of future policy rates)

L Not a new element of MP, even at zero lower bound
Many inflation forecast targeters use forward guidance regularly
Forward guidance at the ZLB was first adopted by the Bank of Japan in the
context of its zero interest rate policy in 1999

O Filardo and Hofmann (BIS QR Mar 2014)

Provide additional stimulus at the ZLB when CBs communicate that policy
rates will remain lower for longer could reduce long term rates (mortgages)

Reduce uncertainty, thereby lowering interest rate volatility and through this
channel possibly also risk premium

O Policy makers should ensure that conditional nature of projections is not

. mistaken with (unconditional) commitments
National Bank
' of Ukraine 63


https://www.bis.org/publ/qtrpdf/r_qt1403f.htm

)

“Delphic” and “Odyssean” forward guidance

Forecast of macroeconomic performance and
likely or intended MP actions based on the
policymaker’s potentially superior information
about future macroeconomic fundamentals and
its own policy goals

effect

Improves macroeconomic outcomes by reducing
private decision makers’ uncertainty

BUT! It does not publicly commit the
policymaker to a particular course of action

Examples

Narodowy Bank Polski, 2022:

“Further decisions of the Council will depend on incoming
information regarding perspectives for inflation and economic
activity, including the impact of the Russian military
aggression against Ukraine on the Polish economy”

National Bank of Ukraine, 2022:

“The baseline scenario of the macroeconomic forecast
envisages that the key policy rate will be maintained at 25%
at least until Q2 2024. At the same time, the balance of risks
to the key policy rate forecast is assessed as having shifted
upwards. If these risks materialize, the NBU could raise its

Nationz' key policy rate and interest rates on its monetary operations
of Ukia " heyond their current levels ...”

effect

When unexpected events expose weaknesses and
shortcomings in a Delphic framework, Odyssean
communications arising

Odyssean FG

Communication that publicly commits the CB to a future
action (time-based or state-based)

Policymakers can change public expectations of their
actions tomorrow in a way that improves macroeconomic
performance today

BUT! In practice, it's quite difficult to make credible
commitments of this sort — policymakers must rely on
their reputations for accuracy and honesty to make their

commitments credible

Examples

Bank of England, 2013:

“At its meeting on 1 August 2013, the MPC agreed its
intention not to raise Bank Rate from its current level of 0.5%
at least until the Labour Force Survey headline measure of
the unemployment rate had fallen to a ‘threshold’ of 7%”

state-based

ECB, 2018:

“We decided to keep the key ECB interest rates unchanged
and we expect them to remain at their present levels at least
through the summer of 2019...”

But! There is part of delphic FG here:

“...and in any case for as long as necessary to ensure that
the evolution of inflation remains aligned with our current
expectations of a sustained adjustment path”

time-based


https://www.bankofengland.co.uk/-/media/boe/files/inflation-report/2013/monetary-policy-trade-offs-and-forward-guidance
https://www.ecb.europa.eu/press/pressconf/2018/html/ecb.is180614.en.html
https://www.nbp.pl/en/aktualnosci/2022/mpc_2022_10_05.pdf
https://bank.gov.ua/en/news/all/natsionalniy-bank-ukrayini-zberig-oblikovu-stavku-na-rivni-25

Publication of the key rate forecast affects the yield curve

Case of Georgia
Forecast of the NBG key policy rate (IR, May 2016), % Yield curve

10% 4 0% 16.00 + 04.05.2016 *15.06.2016
9% - ;;2 15.00
25% Confidence Interval
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Source: The National Bank of Georgia Source: The National Bank of Georgia

Forecast of the NBU key policy rate (IR, July 2019), % Yield curve
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NBP’s & NBU’s communication cycle on the decisions on
monetary policy issues

Board meeting

Decision making body

NBU NBP
MPC meetin + "
9 Decision making body
+

Press release

Press briefing

+

On the day the decision is taken

Minutes

On the 11th day

+ +
Inflation Report (IR) On the 7t day after decision Three times a year
(quarterly) (In March, July, November)
+
+ >30 days after decision,

the schedule of publication is

predetermined

Voting results

+

Meeting with experts -
discussion of the
forecast and the IR

+

On thel2t day after decision
(quarterly)

National Bank
of Ukraine
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https://www.nbp.pl/homen.aspx?f=/en/onbp/organizacja/minutes.html

