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Journey through Ukraine’s inflation targeting experience:
Lecture Outline

7
‘A decade since a bold turn’

Why Ukraine chose inflation targeting (IT)

Building the IT framework

Performance before the full-scale war
Resilience under full-scale war

Conclusion: Inflation targeting in a new era of uncertainty
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A bold decision amid the ‘perfect storm’ and its consequences for
Ukraine’s economy
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2010-13: Accumulation of
Macroeconomic Imbalances

2016: Monetary stabilization

2020-21: Stimulative MP during

_ amid IT introduction COVID-19 crisis
= Fixed exchange rate (~8 = Complete overhaul of MP = Easing MP helped a lot for
UAH/USD) supported by FXI restored some credibility economy to withstand the
= Reserves peaked at $38 bn = Inflation — 12.4% in 2016 pandemic
(2011) — fell to $20.4 bn = Reserves — $15.5 bn = [nflation at 5% in 2020
(Jan 2014)
2014-15: Perfect storm 2017-19: Dealing with inflation February 2022: Start of
= russia’s Annexation of Crimea shock the Full-Scale War
and the Start of the War Against = After exceeding 16% in mid- = NBU and banks faced
Ukraine in Donbas 2017 inflation | to 4.1% in the existential challenge
= Triple crisis: Macroeconomic- 2019 in good shape
Banking-BoP = Reserves — $25.3 bn (2019) = Credibility and reforms
= Reserves down to almost $5 bn = NBU’s MP under maturing IT — resilience
at the beginning of 2015 gained credibility = Temporary deviation

Inflation > 60% in mid 2015

from IT
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Why Ukraine chose inflation targeting:
Aligning monetary policy with modern international standards

Monetary policy framework
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Source: IMF, Annual Reports on Exchange Arrangements
and Exchange Restrictions, 2006, 2011, 2016
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Countries with the IT regime, 1989-2015
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% What is inflation targeting regime?

= Inflation as the only quantitative target — for anchoring expectations
= Clear institutional mandate for the Central Bank to achieve it

= Acollection of modern central banking practices
= Changes the way monetary policy is done
v" Relatively flexible exchange rate
v" Policy based on interest rate changes
v' Strong emphasis on forecasts and analysis of risks
v" Combining flexibility with a rules-based policy framework
v Focus on transparency and accountability
= Appealing long-term solution for many countries
Some adopted it out of necessity in a balance-of-payments crisis

= Political Will: The Decisive Factor Behind Choosing Inflation Targeting as the Only
Viable Option
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The shift to inflation targeting marked a deliberate break from Ukraine’s
previous monetary policy frameworks

Before IT adoption After IT adoption

" Numerous and changeable objectives )| . . h
Objectives (exchange rate, monetary aggregates, Irrevocable inflation target
\ EX restrictions etc,) J\ J
. .. [ )
Decision De facto individual, non-transparent,

lacking analytical support Collegial, forward-looking, transparent

making

Numerous instruments
Instruments (interest rate, exchange rate, OMO,
reserves requirements, refinancing loans)

One main instrument —
key policy rate

. J
—,——————————————————————— =~
Peg to USD Floating exchange rate
regime SSSS————

@ Non-transparent central bank, hYE Transparency, h
Transparency & incomprehensibility of goals, decision- communication with different target groups
predictability making process, on the plans, goals and reasons behind the

\_ expected results J decisions y
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How well was Ukraine prepared compered with other IT adopters?

Comparative Country Analysis of IT Preconditions at Time of Adoption

The average CPI over

Country (year of IT adoption) the 5 years before/after
Ukraine (2015) | IT adoption
Philippines (2002) | Bl Economic Structur 6.6 4.4
Israel (1997) | 11.3 4.4
Czech Republic (1998) | 8.7 4.6
Peru (2002) | 5.0 1.9
Hungary (2001) | 12.3 4.8
Korea (1998) | 5.0 3.5
Brazil (1999) | 19.3 8.7
Chile (1999) | 7.7 3.2
Thailand (2000) | 5 1 1.7
Poland (1999) 1 21.3 5.1
Colombia (1999) | 20.3 8.3
South Africa (2000) | 7.4 5.5
Mexico (2001) 19.4 4.9

1 2 3 4

(0 —Unsatisfactory; 1 — ldeal; for each of the four categories of preconditions)

Source: World Economic Outlook, September 2005: Chapter 4. Does Inflation Targeting Work in Emerging Markets?;
NBU staff estimates.
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Setting an irrevocable inflation target by NBU in August 2015

Headline
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The introduction of inflation targeting became a catalyst for profound

institutional changes

Ukraine CBI index among other countries in
Europe

1.0 —r O
0.8
Q
8 —_—
0n
506 g
N
5 0
G
204 0
i
n
0
0.2
0.0 0 0
Standardized CBI Survey Weighted Standardized Romielli Standardized Garriga Weighted
Method
Notes:

Provided by Ashraf Khan (IMF) based on Adrian, Khan, and Menand
(2024)

The assessment does not account for the temporary relaxation of
monetary financing restrictions introduced in 2022 due to the full-scale war
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Ukraine CBI index
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https://www.imf.org/en/Publications/WP/Issues/2024/02/23/A-New-Measure-of-Central-Bank-Independence-545270
https://cbidata.org/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4716704
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Instruments and operational framework under inflation targeting

NBU'’s interest rates and UIIR/UONIA, %
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= |n early 2016, the operational design of monetary policy was refined: the role of the key policy rate as the
main policy instrument was reinforced, and the interest rate corridor was narrowed to improve the
transmission of policy signals to money market rates

National Bank

of Ukraine

10



b

Proactive monetary policy decision making based on macroeconomic

forecast

MP Formulation

Analysis of data, Board/MPC

forecasts, policy Policy Decision about

analysis and the operational targets
proposals

Collection of data
and information
about lower
frequency economic
events
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of Ukraine

MP Implementation

Decisions about the
usage of individual
instruments

Operations in the
money and FX
markets
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Forward-looking decisions are supported by sophisticated
| analytical toolkit

Modelling toolkit

Nowcasting and short- Core semi-structural macroeconomic Additional
term forecasting models model (Quarterly Projection Model) models
* CPIl nowcasting (webscraping) . atool for current economic analvsis » Fiscal stance model
e CPINTF system (OLS by . askeleton for forecasting procegs * REER equilibrium
components) o s models
. (combining empirical data, expert
g:nqu(())(r)]cér:;r)ecast == judgments and short-term forecasts into * Money growth
. GDPp y middle-term forecast) model _
- é‘:\‘;":;s ng —» + determines path of policy instruments — I E‘A'C’:T Simulation
» atool for analysis of policy ode
* OLS based on monthly alternatives * etc.
sectoral data « assessing forecast uncertainty
* OLS based on surveys results (confidence intervals and risks of
* GDP NTF system (OLS by scenarios)
components, FAVAR)
v et et

Reporting system (historical analysis, forecasts comparison

= The NBU also strengthened its research function by launching the Working Papers Series, and publishing studies
on the development of macroeconomic models (Nikolaychuk, Sholomytskyi (2015); Grui, Lepushynskyi and
National Bank - Njkolaychuk (2018); Shapovalenko (2021))

of Ukraine



https://doi.org/10.26531/vnbu2015.233.054
https://doi.org/10.26531/vnbu2018.243.004
https://doi.org/10.26531/vnbu2021.252.01
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Communication became a strategic pillar of the IT framework
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Monetary Policy Transparency Index

The key policy rate forecast and the Quarterly Projection
Model were made public

The NBU began the release of the Summary of the Discussion
on the Key Policy Rate at the MPC

Increasing operational transparency, improving monetary policy
communications
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Source: NBU staff estimates based on the methodology by Dincer, Eichengreen and Geraats (2022).
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https://www.ijcb.org/journal/ijcb22q1a8.pdf
https://www.suerf.org/docx/f_8489127cbef60df4ff9aaeda12eeb327_44765_suerf.pdf
https://www.ijcb.org/journal/ijcb22q1a8.pdf
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First tangible evidence that IT works

Inflation and Inflation Targets, %
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Source: Source: SSSU, NBU staff estimates.
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Inflation targeting taught the market to trust the central bank’s actions

% and targets

12-Month-Ahead Inflation Expectations, %
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Source: Info Sapiens, NBU.
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Stabilizing inflation expectations and gradually anchoring them around
the announced target

CPI and Financial Analysts’ Short- and Medium-term Inflation Expectations, %
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Significant reduction in GDP growth volatility

Real GDP, qoq, % (seasonally adjusted)
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% Adaptation to ER flexibility and improved external position

Monthly Exchange Rate UAH/USD Volatility* International reserves, USD billions
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Source: NBU staff estimates. Source: NBU staff estimates.

National Bank 18
of Ukraine



% Dedollarization of loans and deposits and lower lending rates

Share of Foreign Currency Loans and Interest Rates on UAH Loans to Non-financial
Deposits, % Corporations, %
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Source: NBU. Source: NBU.
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A 180-degree turn: Monetary policy at the onset of the full-scale invasion
% of Ukraine

Bank clients’ FX transactions and NBU’s FX
interventions (USD billions), UAH/USD ER (avg.)
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Hryvnia per USD exchange rates
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The foundation for Ukraine’s shift from a ‘Survival strategy’to
a ‘Recovery strategy’

The Level of Public Confidence in the NBU Trust-mistrust balance*, %

100% 40% .
N Illllllll 29% 19%
13%
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D tt tt” Rth d tt t fo |tt 1010004100100« 0000+H0O0O0O0o
mDo nottrust at all m Rather do not trust m Difficult to say e
Rather trust m Fully trust Difference between share of those who trust the NBU and

) ] ) share of those who don’t trust it
Source: Razumkov Centre sociological studies.

= After an initial surge in inflation to nearly 27% due to the direct and indirect effects of the invasion, a
comprehensive set of monetary policy measures enabled the NBU to bring inflation down to 5.1% by
the end of 2023, effectively returning it to the 5% target

[ rewnzizenk @ This achievement became a key driver of improved public trust in the NBU

of Ukraine


https://razumkov.org.ua/en/
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MP Roadmap: NBU plans to return gradually to a full-fledged IT with
floating exchange rate as proper preconditions are in place

February 2022 October 2023 January 2024==» September 2024 October 2025
: Full-scale russian : NBU shifted I Shifting the Institutionalization : The current
1 invasion / 1 to the regime j anchoring of flexible IT (MP : point
! Introduction of | of managed | role to the Guidelines for the I
1 oclectic MP I flexibility of I inflation medium term) !
: | the ER I ‘ '
1 1
1
1
S Stage 1 I Stage 3
.% | multiple exchange : Stage 2 PaymlgSts c;n I?ans ?rk]]d invistlnglents;
X N . . . . U iberalization of househo
n 3 r?j[es, Frade | Trade fman?e, currency rl.sk_s .of banks, interests on “old transactions; derivatives; lending to
@ [|transactions; new loans ] debt; dividends non-residents and investments
= and investments H abroad
i
> ¥ H
= i Gradual transition to greater N\
— 1 oy .
3 Pegged ER ! ER flexibility Floating ER
= I (managed flexibility of ER) /
5 I
4
g I N Full-fledged Inflati
- . . . ull-Tleageda Intiation
a2 Exchange rate stability Flexible Inflation targeting ged
= I / targeting
§

Macroeconomic preconditions

National Bank
Source: Strategy for easing of FX restrictions, transition to greater exchange rate flexibility and return to inflation targeting (June, 2023)



Not an autopilot: Rules provide the compass, but judgment steers

% the ship

Inflation and Inflation Targets (with Forecast), % Real Key Policy Rate (with Forecast), %
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*Deflated by model expectations (QPM+).
**Deflated by the expectations of financial analysts.

Source: SSSU, NBU staff estimates. Source: NBU staff estimates.

= By the end of 2024, the NBU switched from easing to tightening monetary policy, strengthening this shift
through changes in its operational design

= These calibrated steps helped reverse the inflation trend by mid-2025 while keeping expectations stable

e — @ Sign that monetary policy had matured from firefighting to fine-tuning 23
of Ukraine



Steering inflation targeting in a new era of uncertainty resembles
the ‘Pep Guardiola theory of monetary policy’
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Inflation targeting has fundamentally transformed the NBU’s capacity to deliver on its mandate
It stands as one of the most significant and successful reforms since the Revolution of Dignity

The institutional capacity of monetary policy today is incomparably stronger than it was a decade
ago

The 5% inflation target has served as a reliable nominal anchor through some of the most severe
and prolonged shocks in modern economic history

The ultimate test of a monetary policy framework is not the absence of deviations from the target,
but the central bank’s ability to respond appropriately to shocks

Looking ahead, the key challenge will be to preserve credibility and effectiveness in an
environment of persistent uncertainty

As before, the NBU will make everything possible to provide price stability, adapting our policy
frameworks to new realities. In an age of turbulence, a strong and credible commitment to our
inflation target is more important than ever
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https://bank.gov.ua/control/en/index
https://www.facebook.com/NationalBankOfUkraine?ref_type=bookmark
https://twitter.com/NBUkraine_eng
https://www.flickr.com/photos/134562672@N08
https://www.youtube.com/channel/UCLWsi-3SHrFwwyb0AceOgHQ
https://www.instagram.com/national_bank_of_ukraine/

