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Abstract. The article examines unofficial dollarization trends of the Ukrainian economy over
the past 25 years. With the help of various estimation methods, in particular, the dollarization

of deposits and loans was analyzed, using the official statistic data of the National Bank of
Ukraine. Using the methods of the International Monetary Fund it was determined when the
Ukrainian economy was highly dollarized. The main reasons of high unofficial dollarization

in Ukraine are the financial and political crises in 1998-1999, 2008-2009, 2014-2016. The
operations of the population with foreign currencies and the structure of deposits of the
population of Ukraine were also analyzed in the article. Among the reasons of decrease
of the unofficial dollarization level in Ukraine there are a comparative stability of prices
and the exchange rate of hryvnia, lower interest rates for deposits in foreign currencies.

Conclusions are made about the dependence of dollarization of the economy on economic
and political crises in Ukraine, and about its gradual decline in recent times. It is emphasized
in the article that further research of the dollarization hysteresis effect and the natural level
of dollarization in Ukraine is very important.

Keywords: dollarization, unofficial dollarization, deposit dollarization, credit dollarization,

dollarization of broad money, natural (benchmark) level of dollarization.

Formulation of the problem. Dollarization is one of the most problematic phenomena
of the economies in a crisis and means a widespread use of one or more foreign currencies
in circulation along with the national one. In the age of globalization, individuals and legal
entities in a country with an open economy may hold some savings in foreign currencies, but
in countries with permanent economic crises, this phenomenon can become widespread and
make it difficult to conduct effective monetary and exchange rate policies.

High unofficial dollarization is also typical for Ukraine’s economy, so the study of its
trends is always actual.

Analysis of recent studies and publications. The problem of dollarization of the
economy has always attracted a considerable attention of economists. In particular, recent
works include a study of financial dollarization in Latin America by Eduardo Levy Yeyati [1],
an analysis of the impact of remittances on the natural level of dollarization in Caucasus and
Central Asia by Rocio Gondo, Altynai Aidarova, and Manmohan Singh [2], a monograph by
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Viktor Koziuk [3], a study of dollarization of the financial market in Ukraine by Thor Krupka
[4], an analysis of the natural level of dollarization of the Ukrainian economy by Kostiantyn
Khvedchuk, Valentina Sinichenko and Barry Topf [5], a study of dedollarization in Ukraine
by Mark Shkreb and Kostiantyn Khvedchuk [6] and many other works.

Problem statement. A comprehensive analysis of current trends of the unofficial
dollarization in Ukraine is always an urgent task, as it allows to study the effectiveness of
the monetary and the exchange rate policies in particular, and the economic policy in general.
The purpose of the article is to analyze a dynamic of the unofficial dollarization of Ukraine’s
economy from 1997 to the present. To do this, it is necessary to estimate dollarization indicators
using various methods and statistics of the National Bank of Ukraine, as well as to analyze
main trends of the household operations with foreign currencies.

Presentation of the main research material. In the economic theory the phenomenon
of dollarization has two main types — 1. unofficial dollarization, when foreign currency is
used de facto in circulation, without official status, and 2. official (or full) dollarization, when
foreign currency receives an official status and is used not only de facto, but also de jure
in circulation, and the national currency may have a secondary status or even be cancelled.

The official dollarization is a type of the exchange rate regime and is used mainly in
some small countries or dependent territories. High unofficial dollarization is common for
countries with economic problems, indicates a public distrust in the national currency and is
a way for the households and business to protect themselves against a devaluation.

According to many authors, there is a certain level of unofficial dollarization (so-called
natural (or benchmark) level of dollarization) in the open economy, because individuals
and business always keep some savings in foreign currencies, although the purpose may be
different [5]. For example, foreign economic activity entities are interested in certain amounts
of foreign currencies deposits for future contracts or as an insurance from negative changes
of the exchange rates. Individuals can keep some of their savings in foreign currencies for
prudence or future travels/consumption abroad.

On the other hand, a higher than natural level of unofficial dollarization is a sign of
economic problems in the country and this complicates its monetary policy significantly.

There are various methods of estimating the level of unofficial dollarization, most of
them are calculating a ratio of foreign currency deposits/loans to other indicators, including
total deposits/loans and a monetary aggregate M3 («broad money»).

The most common method of estimating the level of unofficial dollarization is to calculate
a ratio of foreign currency deposits to the total amount of deposits (dollarization of deposits
or deposit dollarization) and a ratio of foreign currency loans to the total amount of loans
(dollarization of loans or credit dollarization). The International Monetary Fund recommends
to estimate the level of unofficial dollarization as a ratio of foreign currency deposits to
«broad money»; if this ratio exceeds 30%, then such an economy can be considered to be
highly dollarized.

The calculation of these indicators (Fig. 1) showed a generally high level of unofficial
dollarization in Ukraine during the selected observation period.
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Fig. 1. Deposit dollarization, credit dollarization and dollarization by M3
in Ukraine during 1997-2021 (%)
Source: calculated by the author according to statistical data of the NBU [7]

Peak values of these indicators were observed during monetary, financial and political
crises, in particular, for the deposit dollarization — 44.59% in January 2000 (due to the currency
and financial crisis of 1998-1999), 41.06% in August 2006 (due to the political crisis with
the parliamentary coalition), 49.95% in October 2009 (due to the currency and financial
crisis of 2008-2009) and 58.83% (maximum value of the selected observation period) in
February 2015. The peak values of the credit dollarization were 51.45% in January 2000,
59.10% in December 2008, 59.81% (maximum) in February 2015 and 58.29% in February
2016. Recently, there has been a gradual decline of the deposit and credit dollarization (as
of November 2021 — 34.20% and 29.73%).

According to the IMF’s methodology, Ukraine’s economy was highly dollarized from
December 2008 until May 2020 (except for some months in 2013-2014). The maximum value
of this indicator was 44.31% in February 2015, and since June 2020 it has been gradually
decreasing (to 25.16% in November 2021), which is below the threshold value. Thus, we can
conclude that recently the Ukrainian economy is not highly dollarized any more according
to the IMF’s methodology.

However, the calculation of the level of unofficial dollarization using only the bank
deposits does not take into account a significant volume of foreign currencies in cash outside
banks. The above indicators are underestimated and give only an idea of the dollarization
trends in the country.

For a comprehensive estimation of non-bank dollarization, it is advisable to analyze the
trends of household operations with foreign currencies (Fig. 2).



82 Bohdan LAPCHUK
ISSN 2078-6115. BicHuk JIbBiBCbKOro yHiBepcuteTy. Cepis ekoHomivHa. 2021. Bunyck 61

The analysis of the volumes of transactions with foreign currencies of the population
showed a generally high level and a sharp decline of them during the monetary, financial and
political crises (in particular, in 2009 and 2014-2016), which can be explained by negative
expectations. The maximum value of this indicator was 6.9 billion US dollars in December
2007, the minimum — 193.7 million US dollars in January 2016. Since 2017, the volume
of transactions with foreign currencies of the households has been gradually growing and
reached more than 4.2 billion US dollars as of December 2021.

However, the balance of foreign currencies purchases by the population from banks has
decreased significantly over the past 7 years compared to previous periods, and the population
of Ukraine now sells foreign currencies to banks more often than buys.
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Fig. 2. Volumes of transactions and balance of purchase of foreign currencies
by households (million USD; left scale), dollarization of deposits (%; right scale)
in Ukraine during 2002-2021
Source: calculated by the author according to statistical data of the NBU [7]

Recent trends in the structure of bank deposits of the households are also positive
(Fig. 3). There can be seen a clear reduction of the share of deposits in the national currency
during the monetary, financial and political crises in Ukraine — from October 2008 to October
2009, as well as from January 2014 to September 2015. Since October 2015, the volumes and
share of hryvnia deposits have been growing steadily comparing to relatively stable volumes
of deposits in foreign currencies. Thus, in February 2015 the share of hryvnia deposits was
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only 35% of the total amount of the deposits, in November 2021 it increased to 62%. In
February 2015, the share of deposits in US dollars was 55%, in euros — 9%, in November
2021 —30% and 7%. This situation contributes to a gradual decline of the level of unofficial
dollarization in Ukraine, estimated according to banking statistics.

800 000

750 000

700 000

650000 WOther

600 000 RUR

550 000 EEUR

500 000 BuUsD

450 000 UAH

400 000

350 000

300 000

250 000

200 000

150 000

100 000

50 000
0 ! : : : : : : : :
e & ® o o —~ o = w v e = w o o =
S S &8 § 8 8§ 8 &8 8 &8 &8 & &8 &8 & st

Fig. 3. Deposits of the households in Ukraine during 2006-2021
(at the end of the period, UAH million)
Source: calculated by the author according to statistical data of the NBU [7]

The main reasons for a gradual reduction of dollarization in Ukraine (but excluding the
shadow sector of the economy) are lower inflation and more optimistic inflation expectations,
stabilization of the hryvnia (Fig. 4), absence of sharp economic and political shocks in the
country. If such political and economic trends remain, the unofficial dollarization will decline
to its natural level. According to a study by Kostiantyn Khvedchuk, Valentyna Sinichenko
and Barry Topf, the natural level of dollarization of Ukraine’s economy is about 20% [3].

In addition, one of the reasons for the decline of the share of foreign currency deposits
in recent years is a significant reduction of interest rates on these deposits (Fig. 5). Thus, the
interest rate on such deposits decreased to the minimum value of the entire observation period
(0.6% in September 2021). For comparison — the maximum interest rate on foreign currency
deposits was observed in March 2009 (11.6%) during the monetary and financial crisis in
Ukraine and the world. Due to lower interest rates, some individuals and entities refuse to
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keep their savings in foreign currencies in the banking system (because of the traditional
distrust in banks). As can be seen from Fig. 3 and taking into account the minimum interest
rates, we can conclude about the stabilization of dollar deposits over the past two years, which
may be consistent with the theory of the natural level of dollarization.
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Fig. 4. Deposit dollarization and consumer price index (%; left scale),
exchange rate USD-UAH (UAH; right scale) in Ukraine during 2007-2021
Source: calculated by the author according to statistical data of the NBU [7]

However, as we can see from the graphs, unofficial dollarization is decreasing much
more slowly than increasing, due to the so-called dollarization hysteresis effect, which is
typical for many countries [8]. This effect means a long-term maintenance of a high level
of dollarization, even after the disappearance of the reasons that led to its growth, as well
as the overall macroeconomic stability in the country. Obviously, this effect is also present
in Ukraine, but it requires a more in-depth study of the factors influencing the level of
dollarization of the economy.
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Fig. 5. Interest rates on time deposits of the households (weighted average interest rates, %)
and deposit dollarization (%) in Ukraine during 2007-2021
Source: calculated by the author according to statistical data of the NBU [7]

Conclusions and prospects for further research. Thus, the estimation of the level of
unofficial dollarization in Ukraine using various methods has shown its high level for a long
time. The Ukrainian economy was highly dollarized from December 2008 to May 2020, and
from June 2020 the level of dollarization is gradually decreasing.

Based on the traditionally high level of dollarization in Ukraine during the whole
observation period and taking into account the natural level of dollarization, we can agree
with the conclusions of other authors [5], that the target level of dollarization in Ukraine is
20-30% (short term target indicator) and 10-20% (long-term target indicator).

Among the reasons of improving the situation are the stabilization of the exchange rate
of hryvnia, lower interest rates, recent political and economic stability. However, experience
shows that the situation can change dramatically in case of crises and growing negative
expectations of the population and business.

In general, to reduce the level of unofficial dollarization, the state needs to provide:

— macroeconomic stability (low inflation, stability of the exchange rates, etc.);

— confidence in the government’s economic policy;

— formation of optimistic expectations of the population and business;

— political stability (fair elections, lack of confrontation between branches of state
power, coordinated work of the state apparatus);
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— successful implementation of structural reforms;
— effective measures against corruption and the shadow economy.

In order to further investigate the dollarization of the Ukrainian economy, it is necessary to
analyze more deeply the factors influencing the dollarization, the natural level of dollarization
and the effect of its hysteresis in Ukraine, which will help to predict future trends of this
phenomenon more precisely.
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Awnorauisi. J{ocmimkeHo TenaeHiil HeodiliiHol fonapu3arii yKpaiHChKol eKOHOMIKH 3a OCTaHHi 25
POKiB. 3a J0MOMOTrOI0 Pi3HUX METOJHK OOYMCIICHHS, 30KpeMa, IPOaHaIi30BaHO JOJIapH3allil0 JeTIO3UTIB i
KPEIUTIB, @ TAKOXK 32 METOIMKOI0 MiXKHApOIHOIO BalIOTHOTO (OHIY BH3HAYEHO, 110 EKOHOMiKa YKpaiHh
Oyia BHCOKOOMapru30BaHoro 3 rpyas 2008 poky ax 1o tpaBHs 2020 poky (3a BUHITKOM OKPEMHUX MICSIIB
y 20132014 pokax). MakcrMalibHe 3HaUCHHS [ILOT0 TIOKa3HMKa CTaHOBIIO 44,31% y motomy 2015 poky, a
3 yepBHs 2020 poKy criocTepiraioch fforo nocrynose 3HmwkeHHs (10 25,16% y mucronani 2021 poky), 1o €
HIDKYMM BiJT TOPOTOBOTO 3HAUCHHS. AHaII3 00CATIB Omepaniii HaceIeHHs 3 IHO3EMHUMH BaJIFOTAMH 3arajioM
BUSIBUB TPAJIMIIHO BUCOKHUH TXHIH piBEHb Ta pi3ke 3HIKCHHS ITij] 9ac BAIIOTHO-(DIHAHCOBHX Ta MOJITUIHHX
Kkpm3 (30kpema, y 2009 ta 2014-2016 pokax), 1110 MOYKHA MOSICHUTH HETATHBHUMH OYiKyBaHHSMH HACETICHHSL.
OcTaHHI TeHIEHIIIi CTPYKTYpH OaHKIBCBKUX IEMO3UTIB JOMOTOCIIONAPCTB MIOJ0 BAIOT TAaKOXK TMO3UTHUBHI —
YiTKO MPOCTEKYETHCSI CKOPOUCHHS YaCTKH JCTIO3UTIB y HALlIOHAJIBHIH BAITIOTI i1 4ac BAIFOTHO-(DiHAHCOBHX Ta
MOMITUYHUX Kpu3 B YKpaiHi. OCHOBHI MPUYMHAME ITOCTYTIOBOTO CKOPOYSHHS JoNapu3atii B YKpaiHi — 3HIKEHHS
iHISLT Ta iHGIALIHHIX 04iKyBaHb, CTabLTi3aLlis KypCy TPUBHI, BIICYTHICTh PI3KUX €KOHOMIYHHX Ta MOTITHYHHX
MOTPACIHB y KpaTHi. SIKIIO TaKi MoNiTHKO-eKOHOMIYHI TeHICHLIIT 30epiraruMyThesi, TO HeodiliiiHa 1oapu3artis
3HIDKYBAaTUMETBCS 110 1 mpupoHoro piBHsA. KpiM Toro, ofHi€I0 3 NPUYNH CKOPOUCHHS YaCTKH JICTIO3UTIB Y
iHO3EMHHUX BAJIIOTaX MPOTSATOM OCTAHHBOTO Yacy € 3HAYHE 3HIDKEHHS IMPOLIEHTHHX CTABOK 3a JICTIO3UTaMH B
iHO3EMHHX BaIIOTaX. AHaII3 CTPYKTYPH JIETIO3UTIB JOMOTOCHOIAPCTB A€ MiJCTaBH 3pOOHTH BUCHOBKH IIPO
cTabinizaniro 00CsTiB T0JAPOBHX JIETIO3UTIB MPOTSTOM OCTaHHIX JIBOX POKIB, III0 MOXKE BIAIOBITaTH Teopii
TIPUPOTHOTO PiBHS poiapu3anii. [1{o6 rpyHTOBHINIE JOCTIIUTH TOIapU30BAHICTh YKPATHCHKOI €KOHOMIKH,
JIOLTEHUI ITOAANBIIHI aHAIi3 IPUPOAHOTO PiBHA JoNapu3anii Ta eekTy ii ricrepesucy B YkpaiHi, 1o 1acTb
3MOTY Kpallle IIPOTHO3YBaTH MalOyTHI TeH/IEHIIii IbOTO SBHIIIA.

Karwuosi ciioBa: monapusaris, HeodimiiiHa qomapusaris, Jonapu3allis 3a Jemo3uTaMu, T0Japh3alis
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