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CONCLUSIONS TO CHAPTER 4

In this Chapter analysis on financial dollarization in Ukraine was conducted.
The overall dollarization of economy is difficult to measure due to limited control
over cash transactions, it can be classified also between financial dollarization and
real dollarization, which covers the use of foreign currencies by the real sector in
forms of wages nominated in foreign currency, rents, and consumption, etc. Deposit
and loan dollarization serves as a pretty accurate proxy for analysis of financial
dollarization. Conducted analysis of the available literature revealed high emphasis
on deposit dollarization, especially in terms of undeveloped financial markets.

System of simultaneous equations has been developed to analyze the
influence of macroeconomic indicators on deposit and loan dollarization. The
specified system of simultaneous equations comprises five main endogenous
variables, including the consumer price index, exchange rate, key policy rate, and
deposit and loan dollarization ratios, along with several exogenous variables such as
the CPI of the main trading partners, official exchange rate, international reserves,
and more. The model can provide a comprehensive analysis of the causes and
consequences of financial dollarization.

SD approach has been applied to capture the complex feedback loops and
non-linear dynamics. It allows to find leverage points in the system, and to test
resilience of the system to different policies. In contrast to system of simultaneous
equations, more variables, such as deposit and loan rates have been endogenized. It
also includes hypotheses on how investors demand for deposits is formed and how it
distributes among foreign currency and hryvnia deposits. Similarly, it covers how the
need for borrowings is formed and how banks set the approval rate on loans based on
estimated default risk. The results of the simulation indicate that deposit rate will
keep increasing in 2023 and will reach around 41% which is consistent with
development of DD under system of simultaneous equations. LD in its turn is
expected to stay at the same level as a response to overall high credit risk and both
reluctance of banks to caring extra risks during crisis period and cautious of

borrowers in regards to higher borrowing costs and accordingly debt service.
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It has been found that the NBU conducts a highly effective monetary and
macroprudential policy that enables the management of dollarization levels.
International experiences suggest that macroeconomic stability is a crucial goal,
without it, additional measures aimed at de-dollarization may not be fully realized.
Deepening the financial market should be a primary strategy for de-dollarizing the
economy. Facilitating access to and promoting hryvnia instruments, particularly
hryvnia deposits and bonds, should be a priority for the NBU and the Ministry of
Finance. Ensuring macroeconomic stability will maintain dollarization at a relatively
low level, but it's necessary to anticipate reducing incentives for dollarization for
banks, the population, and businesses.

De-dollarization strategy for Ukraine has been proposed with the focus on the
following three elements: inflation-targeting, financial market development and
administrative measures. To conclude, the experience of the central bank of Ukraine
has showed that maintaining a low level of dollarization during a period of war
requires a complex approach, and it includes macroeconomic and microeconomic
policies. The usage of inflation targeting was important in anchoring people's
expectations and maintaining a stable macroeconomic environment. The central bank
of Ukraine can take several steps to reduce dollarization in the banking system,
including using monetary policy instruments, reducing foreign currency lending,
improving financial literacy, and promoting the benefits of using local currency.
Promoting government bonds among individuals, which was used in Israel, can be an
effective instrument. There can be used such elements of policy as public awareness
campaigns, offering attractive interest rates, and simplifying the process of buying
and selling bonds can incentivize individuals to invest in hryvnia bonds. Overall,
reducing dollarization requires a concerted effort from the government, the central

bank, and the public.



