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Summary. The main challenges for the effective
inflation targeting implementation in Ukraine are
studied in this paper. We define the range of essential
actions that are to be realized immediately by the
Ukrainian government and the central bank.

AHHOMayus. Bcmamee uccie0o8aHbl OCHOBHbIE
akmopesl 3¢pekmusHo20 8HeOpeHUs MexdHU3-
Ma UHGAAYUOHHO20 mapzemuposaHus 8 YKpauHe.

AHomauis. Y cmammi 0ocnioeHO OCHOBHI
YUHHUKU e(heKmuBHO020 8NPOBAOXKEHHA MEXAHI3MY
iH@AAyitiHo20 mapeemysaHHs 8 YkpaiHi. O6rpyH-
Mo8aHo 3axo0u, NpUUHAMMA AKUX € 0608’A3KOBUMU
0719 YMOX/IUBJIeHHA eghekmusHoT peanizauii iHgns-
UitiHo20 mapzemyeaHHs 8 YKpaiHi.

O60CHOBAHHO Mepbl, NPUHAMUE KOMOPbIX A8/AI0M-
CA OCHOBHbIM yCr108UeM 3ghhekmusHOU peasuzayuu
UHIAYUOHHO20 mapeemupo8aHus 8 YKpauHe.
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1. Introduction

The science society has no single opinion about
the inflation targeting consequences. From one
hand, there are no doubts about the market charac-
ter of this policy that causes the financial regulatory
openness and the conducting an effective commu-
nication among public, central bank and govern-
ment. Thought, at the same time there are radically
different experts’ conceptions about the level of the
inflation targeting regime efficiency on the ensuring
economic growth, the crisis avoiding or its influence
minimization [1; 2]. This topic is always discussed in
the sections of economy’s types for the deep distinc-
tions of the inflation targeting implementation even
in different countries, not just economies. Due to this
and the final Ukraine’s European Choice it is worth
studying the experience of the inflation targeting in
order to find an effective models for Ukrainian mar-
ket management.
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2. Ukraine’s European Choice

It is worth mentioning that Ukraine from the
very first moments of its statehood and cultural form-
ing in the time of Kyivan Rus’ always sought for the
European way of development. The same happened
in present-day Ukraine that proclaimed its sover-
eignty in 1991. Ukraine has involved in partnership
and cooperation with European Community since
1994. The memorable event for Ukraine happened in
2006 when US Department of the Treasure and EU
recognized the market status of Ukraine’s economy.
As a result, it gave an opportunity to the domestic
enterprises to compete with other companies in the
foreign market on a parity basis. The next significant
signal of the Ukraine’s European choice was the be-
ginning of the negotiations between Ukraine and EU
in March 2007 and their synchronous ratification in
September 2014.
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All these events have already touched all eco-
nomic spheres and financial system as well. The most
meaningful events are as follows: 1) the National Bank
of Ukraine was opened and the two-tier banking sys-
tem was created in 1991; 2) the IAS methodology was
implemented into the national accounting system in
1998; 3) the Law of Ukraine “On the National Bank
of Ukraine” was adopted in 1999; 4) the achievement
and the support of the price stability was stated as
the priority of the central bank monetary policy (The
Law of Ukraine “On the National Bank of Ukraine”,
article 2, part 2, 2010). However, at the same time the
Constitution of Ukraine still defines the stability of
domestic monetary unit as the main function of the
NBU (Constitution of Ukraine, article 99).

3. The Inflation targeting in Ukraine

The NBU’s intention to introduce the inflation-
targeting regime was promulgated for the first time
in Memorandum on the economic and financial
policy [3] in August 2014 and was repeated in the
Main aspects of the monetary police for 2015 [4]
in September 2014. According to these documents,
the NBU intends to introduce the inflation-targeting
regime in the second half of 2015. It is noteworthy
that these actions previously require the conduction
of some structural economic reforms that could en-
sure the global perception of Ukraine as a perspec-
tive and reliable partner. The reforms’ necessity is
caused by the deeply spoilt Ukrainian economy by
the corruption that distorts and weakens the mar-
ket mechanism functioning, increases risks, worsens
the economic environment and the conditions of the
business conduction as well. That is why the radical
worsening of the macroeconomic indicators is not
the main problem of Ukraine, but huge corruption,
bribery, ineffective state management.

Recurring to the subject of the inflation-targeting
regime it should be mentioned that each country has
its peculiarities for introducing. As experience proves
in many advanced economies that pursue inflation
targeting, this regime has been introduced only after
price stability has been reached [5]. But this is not
the case in the transition economies that introduce
inflation targeting for the price stability reaching.
The execution of this police becomes some more
complicated if the economy has deep structural dis-
proportions and a high degree of openness. Ukraine’s
openness provides by its high import orientation and

since 2005 the imports of goods and services have ex-
ceeded exports stably (Table 1).

So, as we can see despite of market status of
Ukraine from 2006 that was expected to stimulate
the export of the domestic products and the tech-
nological improvement of the domestic enterprises
it has not happened. Even more, since 2005 Ukraine
has become less attractive to the foreign investors
(Table 1). We think that the main reasons are the cor-
ruption and the rule of the law fully absence.

While studying the bases of the effective inflation-
targeting regime introduction the scientists define as
follows: 1) the real political and operational indepen-
dence of the central bank; 2) the determination of the
price stability as a main task of the monetary policy;
3) the statement of the distinct price index to target;
4) the respond of the central bank to the deviation of
the actual inflation from the target [6; 7; 8; 9].

Despite of the Ukraine government announcing
about the abandonment of the central bank’s profit
transferring to the state budget in advance it has
not had any legislative confirmation yet (the Law of
Ukraine “On the state budget of Ukraine for 2014”,
article 15). Thought, this year the NBU has started to
define the inflation targets independently and to use
own predictions to conduct monetary policy (ear-
lier the Ministry of the economic development and
treasure of Ukraine set the main economic indicators
and inflation as well). Another essential handicap is
the lack of coordination between government and
the NBU in the inflation target setting: the NBU has
already set the inflation target for 2015 on 9% and
the government is calculating the budget for 2015 on
the CPI 5,4%. As a result, any wage’s indexation will
not be consistent with the expected inflation by at
least 3,6% and it complicates the central bank’s com-
munication with the public initially. But according to
the new addition of the NBU’s document [4] from
23.04.2015 abovementioned target was replaced by
another target — the growth of the monetary base.

At the same time, the process of implementation
of the monetary regime involves the specific technical
features identifying, including: 1) the determination
of the price index target; 2) the determination of the
target object — a point or a range; 3) the determina-
tion of the target horizon; 4) the level of governments
involving determination; 5) the incorporation of the
exchange rate into the inflation-targeting framework
[10].
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The NBU has chosen the CPI as a target for its
clearness to the public. It should be taken into ac-
count the high sensitivity of this index on a large
number of different economic processes that are out
of the central bank impact. In particular, they are the
administrative regulated prices and tariffs and their
increasing because of the imminent economic re-
forms; events on the Eastern Ukraine and as a result,
a radical changes in economic relations with Rus-
sia. We agree with Frederic S. Mishkin that a more
narrowly defined measure of inflation that excludes
possible effects of transitory shocks could be better
controlled by a central bank, but at the same time,
it could be more difficult for the public to assess the
conduct of monetary policy based on such measure.
Given into consideration the low level of the credibil-
ity to all state institutions, including the central bank,
the NBU is forced to take a responsibility for more
difficult task; its realization will allow obtaining the
highest market value - the trust of the public. On the
other hand, it is also reasonable to study the experi-
ence of the Czech National Bank that introduced a
new concept, so-called net inflation, which excluded
regulated prices.

The NBU is going to target a point with a short-
time horizon — one year. We share Frederic S. Mish-
kin’s opinion that trying to achieve annual inflation
targets required heavier reliance on manipulating
exchange rates, which led to its having large swings.
Taking into account the level of Ukraine’s openness,
high level of economy dollarization (Table 1), and
the fact that the dynamics of the hryvnia exchange
rate has a significant impact on inflation, we consider
more appropriate is to establish a medium-term ho-
rizon and to target a range. It won't worsen the cred-

ibility of the central bank that can’t be affirmed in the
case of the point target deviation.

The NBU has introduced the “exceptions” that
could justify missing an inflation target in short and
medium terms. For the short-time period they are:
unstable political situation and the continuation of
the war conflict on the east of the country. As to the
second position, they are unfavorable global finan-
cial and commodity markets, and economic reforms
ineffectiveness. Should be mentioned that the Czech
Republic, unlike Poland and Hungary, used the same
practice.

Another very important question is the exchange
rate regime and its use as an economy anchor. As
pointed out by the experience of the Czech Repub-
lic, Poland and Hungary only the Czech Republic
introduced inflation targeting before moving to a
floating exchange rate. That is why it is often called
a “big bang” or a “shock therapy” approach. At the
same time, Poland and Hungary chose gradualistic
approach. Thus, Poland in 1998 announced the infla-
tion targeting introducing, but only in 2000 moved
to a fully floating currency regime. Ukraine follows
the Czech example and has already moved to a float-
ing exchange rate. Thought there is no fully foreign
exchange market liberalization in Ukraine because of
the series of restrictive measures concerning foreign
currencies transactions. The main reasons that en-
couraged Ukraine to introduce the floating exchange
rate so urgently are the critically low amount of to-
tal reserves (in November 2014 they were 12 587 m
US$) and a low level of the credibility to the national
currency, which partly explains the high level of dol-
larization of the Ukrainian economy (Table. 1).
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Figure. 1. Economic preconditions of the inflation targeting implementation
in the Czech Republic in 1991-1997

Source: The World Bank data: http://data.worldbank.org/indicator;
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So as we see Ukraine has chosen the Czech Re-
public experience as a landmark for inflation-target-
ing regime implementation. That is why it’s important
to understand the level of comparability of Ukraine’s
and Czech’s economic preconditions (as the Czech
Republic introduced this regime in 1997 we studied
the time period 1991-1997). The common features
are the volume of export-import operations in % of
GDP during 1991-1997, the stable imports excess
over exports and poor investment climate (Fig. 1).

However, the Czech Republic had much higher
level of the citizens’ well-being and a lower level of
economy dollarization (Table. 1, Fig. 1).

4. Conclusion

In this paper, we have discussed the precondi-
tions and the challenges for Ukraine in the context
of the effective inflation-target regime introduc-
tion. In our research we proceeded from the opinion
though inflation targeting in transition economies is
more difficult than in advanced economies, it brings
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