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CENTRAL BANK’S DISCOUNT RATE:
EUROPEAN UNION EXPERIENCE AND PROSPECTS FOR UKRAINE

The economic development of any country is based, except all other, on
banks' crediting of the market subjects, Ap activity of the crediting primarily
depends on the central bank, which regulates an average level of interest rates

of Ukraine in March 2015 up to 30%.

The aim of this research is the analysis of the dynamics of Eastern EU
Members central banks' discount rates and the formulation of the private view
on the expediency of raising the discount rate of the National Bank of Ukraine
according to realities of monetary and foreign exchange regulation,

On the eve of the 2008 crisis, directors of Federal Reserve System were made
a decision 10 a sharp decrease of the fodera] funds rate (the analog of the
discount rate in the USA). The ideology of this solution, proposed by the
American_economist J. Taylor, relates {o the implementation of Keynesian
postulates about the inverse relationship between an interest rate and
investments. This step didn't save the US cconomy from a catastrophic fall, but
contributed to a rapid exit from the crisis and restoring the calm in the credit
market — a decline of rate had accelerated the development of crisis processes,
significantly reducing the time of passing the phase of stagnation,
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Table I

Discount (and similar) central banks’ rates of some EU Members
and Ukraine in 2008-2015 (at the end of the year), %

Yale Discount (and similar) central banks™
Ukraine | Poland | CzechR. | Hungary | M [ L

2008 | 1200 | 5.0 5 10,00

2009 [ 102 5 6.25

201 7 : 5 575

201 7 1 .25 7.00

201 5 05 575

2013 [ 650 | 250 | 0,05 3.00

201 1400 | 2,00 05 2.10

2015 | 22,00 .50 .05 1.50

Compiled by the author according (o [1-5; 8]

It is worth to note, that in the analyzed period in Latvia had already acted the
general rate of the European Central Bank, and in 2013 it spread to Lithuania,
which means the loss by the central banks of these countries their sole
prerogative of the regulation of pricing in the domestic capital market.

Therefore, and also because of fact, that, among the above-mentioned EU states,
Polish economy we dare to call the most similar to the Ukrainian one, let us
compare the dynamics of discount rates and inflation of these countries (Fig. 1)-
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Fig. 1. Discount rates and levels of inflation in Ukraine and Poland
in 2008-2015 (at the end of the year), %
Caleulated and consiructed by the author according to [1; 5]
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Comparing base rates of the central banks of Ukraine and Poland, which are
shown in Fig. 1, we come to the conclusion that before 2014 they changed in
one trend, differing only in scale. So, if in the midst of the financial crisis in late
2008, the NBU discount rate was 12%, the reference rate of the NBP was less
than a half (6,25%), and this trend is observed in 2014, after which the
difference between the rates was more than 10%, and by the end of 2015 the
gap will only increase.

As for the inflationary dynamics of the two countries, it is not difficult to
notice that the prices in Poland in 2008-2013 grew by no more than 5%, which
is an acceptable level for developed countries. However, over the last two years,
inflation in Poland has closed to zero, indicating the regression of production,
At the same time, price stability in Ukraine was not exist: situation changed
chaotic — from runaway inflation in crisis 2008 to deflation in 2012, and a new,
more powerful, jump of prices in 2014-2015.

Comparison of rates and prices dynamics in these two countries suggests that
the regulation of discount rates in Poland and Ukraine was held according to the
inflation (to avoid negative real interest rates). However, during at least 2015,
in Ukraine the central bank, the banks and also their customers suffered losses
on own credit operations due to the inconsistency of official inflation statistics
to the real rise in prices, as the author wrote earlier [7, p. 69-70].

We have to admit that the most likely motive for raising the discount rate up
to 30% was the intention of the NBU to somehow compensate the loss on
refinancing operations, arising from the rapid growth of inflation. However,
such step had not only kept the inflation, but also reduced weak dynamics of
crediting. In turn, this makes impossible any economic growth and,
consequently, delays the time of Ukrainian crisis' ending. In our opinion, more
reasonable in this situation is the gradual reduction of the discount rate to the
level of 1-2%, which will help to provide Ukraine of foreign investments in
order to increase national income.

A more radical way for the revival of crediting in the country is the strategy
of negative interest rates (which one the Swedish Riksbank follows [6]). In such
conditions, the central bank receives from the commercial banks a fee for
savings deposits — i.e., there are creating conditions under which the use of
credit resources, even with minimum profitability (or without it) is always
better, than saving deposits on correspondent accounts.

Such decision has good chances of success, because when in the country
during 5-10 years is consistently conducted the expansionary monetary policy,
the availability of credit resources for modernization and expansion of
production makes a revival in the real sector of economy. The last one, in turn,
will fill the market with domestic production goods, which will affect the {

strengthening of the national currency exchange rate and increase its purchasing
power, and further will increase the national income.

‘Thus, our research has shown that today in Ukraine the discount rate is higher
(more than 10 times) than similar rates of the central banks of the EU Members.
An expedient we called the need for an immediate cut the National Bank of
Ukraine' discount rate, at least, down to the average European level, and in the
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Jong term — according to the Swedish experience — to close to zero values (not
excluding the negative ones).

rences:

1. Discount rate set by the National Bank of Ukraine [online]: National Bank of
Ukraine Official Website. — Available on: hitp://www.bank.gov.ua/control/en/
publish/article?art_id=67609&cat_id=8782108

2. Historie_diskontni sazby [online]: Ceska narodni banka. — Available on:
hitp://www.cnb.cz/cs/menova_politika/mp_nastroje/

3. Jegybanki alapkamat alakulsa [online]: Magyar Nemzeti Bank. — Available on:
ttps://www.mnb.hu/Jegybanki_alapkamat_alakulasa

“Key ECB interest rates [online]: European Central Bank. — Available on:
hitps://www.ecb.europa. HdEx e i

5. Podstawowe stopy procentowe NBP [online]: Narodowy Bank Polski. —
Available on: http://www.nbp.pl/home.aspx?f=/dzienne/stopy.htm

6. Repo rate decision on 27 October 2015 [online]: The Riksbank Official Site. —
Available on: p: iksbank se/en/P d-publi Rel
2015/prm151028/

7. Sheludko, S.A. (2015). The past and the future of the determination of the
central bank's discount rate optimal level (Proshloe i buduschee opredeleniya
optimalnogo urovnya uchetnoy stavki tsentralnogo banka). International Scientific
and Practical Conference «WORLD SCIENCE» (Scientific and Practical Results in
2015. Prospects for Their Development (December 23 — 24, 2015, Abu-Dhabi,
UAE)»), No 1 (5), Vol. I, p. 68-72.

8. Statistika [online]: Lietuvos bankas. — Available on: http://www.Ib.lUstatistika

Macaasenka P10,
~Kkanoudam exonomiumx nayg,

acucmenm kagredpu dinancie, epowosozo obizy i Kpedumy,
osiacorkuil nayionanii ynicepcumen iveni lsana @patica,
. JTosie, Vipaina

CNIBBIIHOIEHHS TOHATD «YNPABJIHHSI CACTEMOIO
OMNOJATKYBAHHSI» TA «<AIMIHICTPY BAHHS IOJATKIB»

Tepwin «anminicTpysania noxaTkiy y cycmimbHuii oGir sanpOBALKeRyil
[1OIBHAHO. HEZABHO, Xoua B JLAIBHOCTI, skiii Bi MO3HAYAC, y NPAKTUL]
JICpIKABHOTO. YNpABTiHHA iCHYE JI0CHTS JABHO. BiT4M3HANI NPAKTIKH NOYa1i
WKHBaTH e TepMiH ZIECh 3 ApYTOT NonoBMHH 90-X POKIB MUHYJIOTO CTOMiTTs,
Bil Takow 4ACTO TpATIAETECH y HayKoBiil JITepaTypi, NPOTE €AHOCTI Cepen
(paXiBIiB 1010 TPAKTYBAHHS CYTHOCTI BOFO MORSTTA HEMAE.

JayKomi OCHOBH yNpaBAiHChKOi AisulbHOCTI Y Cepi  OnoAATKYBais
saotazeni y npausx B. Aap . 0. i [2], A. K 5
[3], B. Memmuka [4], K. Ipockypi [5] Ta Garambox imumx. Olliax

Nielnaaionn Ha sHasny KitbKicTh nyOnikauifi 3 gawoi mpoGremaTii,
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