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The article is devoted to topical issues of mon-
etary regulation in Ukraine. The concept of
transmission mechanism was defined. Were
shown and explained all the key channels of
monetary transmission used in Ukraine and
in the world, and were suggested the ways to
improve their efficiency, which in future may lead
to the improvement of the economic situation in
Ukraine. Was justified the necessity of improving
the transmission mechanism for the monetary
policy strategic objectives achieving. There were
given the recommendations on how to improve
the channels of transmission mechanism in
Ukraine with the aim of increasing the effective-
ness of monetary stabilization policy.
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Cmammio MpUCBSIYEHO aKkmya/lbHUM UmaH-
HIM  2pOWO0BO-KPEOUMHO20 pe2y/itoBaHHs 8
YKpaiHi. BusHa4eHO roHSIMmmSs mpaHCMICiliHo20
MexaHi3my. oKasaHo ma rNosiCHEHO BCI K/IH0HOBI
KaHa/lu 2powiosoi mMpaHCMICHi, WO 3acmoco-
ByrombCsl 8 YkpaiHi U csimi, & makox 3arpo-
MOHOBaHO W/IAXU MIOBULEHHST X echekmus-
HOCMi, Wo 8 MalbymHbOMy MOXe rpussecmu
00 NO/IMWEHHs] eKOHOMIYHOI cumyayji 8 kpaii.
O6rpyHMoBaHo HeOBXIOHICMb  YOOCKOHa/1eHHS1
MpaHCMICIUHO20 MexaHi3My 0719 OOCS2HEHHSI
cmpameaidHux  yineli
ro/simuku. HagedoeHo pekomeHoayii ujodo wiis-

2pOoLWOoBo-KPEAUMHOT

XiB8 YOOCKOH&/IEHHSI KaHa/li8 MmpaHCMICIliHo20
MexaHi3My 8 YkpaiHi 07151 MioBuUUeHHs1 echekmus-
Hocmi  2powoBo-kpedumHoi - cmabinizayitiHoi
r1o/limuKu.

KntouoBi cnoBa: 2powoso-kpedumHe peay-
J0BaHHSI, MPaHCMICIUHUU  MeXaHi3M, KaHa/lu
mpaHcMicii, epowiosa maca, BI0COMKOBI cmasku,
yeHmpasibHUl 6aHk, 3viHa BBIT.

Cmambsi nocssiujeHa akmya/ibHbIM 80Mpocam
OeHEXHO-KpeAUMHO20 peaysiuposaHus 8 Ykpa-
uHe. Onpede/sieHo MOHSIMUEe MPaHCMUCCUOH-
HO20 MexaHu3ma. lMokasaHbl U 06bACHEHb! BCe
K/oyesble kaHa/lbl OeHeXHOU mpaHcMuccu,
rpumeHsieMble 8 YkpauHe U Mupe, a makxe
MpedsIoKeHbl Mymu MOBbILEHUST UX 3chghek-
musHocmu, Ymo 8 6ydywyem Moxem rnpuse-
CMu K Y/yqUweHUro 9KOHOMUYecKol cumyayuu
B8 cmpaHe. ObOCHOBaHa HEOBXOOUMOCMb YCO-
BEPWEHCMBOBaHUSI MPaHCMUCCUOHHO20 Mexa-
HusMa 0719 O00CMUXEeHUSI Cmpameaudyeckux
yeneli deHexHo-kpedumHol rosumuku. [pu-
BedeHb! pekoMeHdayuu omHocumesibHo nymel
YCOBEPWEHCMBOBaHUSI KaHa/108 MpaHCMUCCU-
OHHO20 MexaHu3Ma 8 YkpauHe 07151 [MoBbILEHUST
aghghekmusHoCcmU  OeHEXHO-kpedumHol cma-
6us1u3ayUOHHOU Mo/IUMUKU.

KntoueBble cnoBa: OeHeXxHO-KpeoumHoe peay-
JIUpOBaHUe,  MPaHCMUCCUOHHBIU  MEeXaHU3M,
KaHa/Ibl mpaHcMuccuU, OeHexHasi macca, npo-
YEHMHble cmasku, UeHmpasibHbIl 6aHK, usme-
HeHue BBI.

Statement of the problem. The current stage
of economic development of Ukraine is determined
by the impact of the crisis on all aspects of society,
hence the need for development and implemen-
tation of active measures of regulatory impact in
order to minimize the negative impact of the crisis
on the national economy. In such circumstances,
the research of problems related to optimization of
the Central Bank’s monetary policy tools of influence
on the real sector of the economy are particularly
relevant. Despite the fact that Central Bank has no
direct influence on the achievement of the ultimate
strategic goals of monetary regulation with the help
of own instruments, there is a need of the achieve-
ment of defined tactical objectives, which is the direct
influence of the Central Bank, i.e. involves the use
of an appropriate transmission mechanism of mone-
tary regulation. Therefore, a necessary condition for
effective influence of monetary policy on the course
of economic processes is the construction of effective
mechanism of monetary transmission that provides

transmission of corresponding impulses of monetary
regulation on the real sector.

Analysis of recent researches and publica-
tions. The issues of the use of appropriate Central
Bank instrumentation are very relevant and widely
reported in domestic and foreign scientific works.
Recently, the problem of the effective monetary trans-
mission mechanism has become widespread and is
in the research interests of a significant number of
scientists. Among the representatives of western
and Ukrainian economic thought, which investigated
the issue, it should be noted such scientists as John
Keynes [1], V. Stelmakh [2], V. Bazilevich [3], V. Mish-
chenko [4; 5], S. Arzhevitin [6], T. Slipchenko [7],
Ye. Andrushchak [8], A. Dzyublyk [9] and others.

This study examines, among other things, such unre-
solved part of the general problem as the search of ways
to increase the efficiency of the transmission channels.

The purpose of the study is the examining of chan-
nels of the monetary policy transmission mechanism in
Ukraine and searching for the ways to improve them
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with the purpose of the efficiency increasing of the
Central Bank influence on the real sector of economy.

The main objectives of the study are:

— disclosure of such economic phenomena as chan-
nels of the monetary policy transmission mechanism;

— highlight the key features of each transmission
channel;

— analyze the transmission channels in Ukraine
and in the world;

— finding ways to improve the transmission mech-
anism in Ukraine for the efficiency increasing of the
Central Bank influence on the real sector of economy.

The research object is the provision of effective
monetary stabilization policy as means of overcoming
the negative processes and phenomena in economy.

The research subject is the analysis of the trans-
mission channels in context of their impact on the
implementation of monetary stabilization policy.

Results. Monetary regulation of economy is carried
out by using the so-called transmission mechanism.
For the first time this concept was introduced by John
M. Keynes. Scientist called so the system of variables
through which the money supply affects economic activ-
ity [1, p. 205]. Today, there are many points of view on
the definition of this concept. In my opinion, most fully
the economic essence of the monetary transmission
definition displays V. Stelmakh, according to whom "the
transmission mechanism is the relationship associated
with the transmission of changes in the use of monetary
policy instruments on macroeconomic variables through
a complex chain of intermediate variables" [2, p. 205].

In the process of transmission mechanism imple-
mentation the effect of the Central Bank activity affects
the real economy with a certain time lag. First, the
effect of using monetary policy is reflected directly in
the money supply that causes changes in the perfor-
mance of the financial sector, such as interest rates,
exchange rate, volumes of deposits and loans. These
changes in turn affect the adoption of economic
actors in decisions about production, consumption,
savings, and investments. For example, "high inter-
est rates have a negative impact on the propensity to
investment, and taking into account the multiplier, on
the economy as a whole" [3, p. 576]. Ultimately, this
leads to a change in the gross domestic product.

Thus, schematically, the stages of the transmission
mechanism action can be represented as follows:

The change in the money supply —> Change in the
financial sector (interest rates, exchange rates, vol-
umes of loans and deposits and the like) —> Changes
in the real sector (investment, consumption, net
exports, etc.) —> Change of GDP

The impact of monetary policy instruments on the
main economic indicators of the country is carried out
through a chain of intermediate variables, or in other
words, the channels of the transmission mechanism.
The formation of various channels depends on the
Central Bank transmission mechanism model. The
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Central Bank takes into account national peculiarities
of the economy, the main of which are the scale of the
economy, its openness, level of development, tools
and goals of monetary policy [4, p. 8-21].

Today the transmission mechanism model of
Ukraine monetary policy is at the design stage. In
the structure of monetary transmission mechanism in
Ukraine today there are such channels as monetary,
channel of interest rates, channel of assets prices,
credit channel and channel of economic agents’ expec-
tations. Let us consider each of them separately.

1. Monetary channel, as considered in scientific lit-
erature, is the first channel of the transmission mech-
anism, which really began to be used in practice. Its
action is characterized by direct effects of money supply
on the monetary market and the price level in economy.

Monetary channel influences due to the fact that the
optimum growth of the money base and the money sup-
ply to balance the structure of the money market plays a
crucial role in the formation of inflation, prices and value
of assets. The criterion of the monetary channel effec-
tiveness is the observation of the money base growth,
as well as the proportions of money supply growth.

Today in Ukraine, this channel is used quite
actively because the operational target of monetary
policy is the money base indicator. After the introduc-
tion of inflation targeting, the role of this channel will
decrease, since the operational target of monetary
policy should be the interest rate [5, p. 42].

2. Interest channel is the main channel of trans-
mission mechanism. Its effect is that the change in
the money supply affects the interest rates. The latter
leads to a change in consumption, savings and invest-
ment. The ultimate impact indicators is the GDP, infla-
tion or other strategic indicators [2, p. 208; 4, p. 15].

The scheme of functioning of the monetary transmis-
sion interest rate channel can be represented as follows:

The change in the money supply —> Changes in
interest rates —> Changes in volume of consumption,
savings, investments —> Change of GDP

Within this channel, there are two separate chan-
nels: substitution and income. The effect of the substi-
tution channel is that the change in interest rates affects
the ability of subjects to meet their needs, in particular,
puts before a choice: to fulfil own needs now, or save
and implement them in the future. That is, lowering the
interest rate increases current consumption, including
the expense of the loans. The latter stimulates the growth
of aggregate demand and production volumes. "The
increase in interest rates leads to an increase in savings
and decrease in consumption, which leads to a decrease
in demand for loans. As a consequence will be a fall in
aggregate demand and decline in production” [6, p. 10].

The effect of channel of income is based on the fact
that the change in interest rates leads to a redistribu-
tion of income between creditors and borrowers. For
example, higher interest rates contributes to the redis-
tribution of income in favor of the lenders. Because
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creditors are less inclined to spend savings than bor-
rowers, the result will be a decrease in aggregate
spending, which will restrain the growth of aggregate
demand, particularly investment. Ultimately will be a
decrease in production volumes [6, p. 10; 7, p. 252].

Enhancing of the effectiveness and efficiency of
the interest rate channel functioning requires the fol-
lowing steps:

— development of a clear strategy for monetary policy;

— development of indicative interest rate and
money market indicators;

— improvement of operating system of the banks
liquidity regulation;

—development of the secondary securities market.

3. Channel of assets prices operates through
changes in relative prices of financial and real assets.
The Central Bank with tools of monetary regulation
changes the volume of the money supply, which affects
interest rates. The changes of the past affect the price
of assets, such as securities, foreign currencies, real
estate and the like. This is because, for example, in
the case of lower interest rates the yield of money as
an asset reducing. Economic actors starts to look for
alternative objects of investment capital, the prices of
which, due to increase in demand, grow [2, p. 208].

Some scientists allocate as a composite channel
of assets prices channel in Ukraine monetary policy
the channel of the exchange rate. The latter is a key
element of monetary regulation in an open economy.
"The action of the exchange rate channel is that in
case of domestic interest rates reducing, which is a
consequence of the increase in money supply, the
demand for the national currency decreases, which
leads to a decrease of the national currency, and
consequently, to growth of net export and aggregate
demand" [8, p. 108]:

The change in the money supply —> Changes in
interest rates —> Change of the national currency
exchange rate —> Changes in net export and invest-
ment —> Change of GDP

The effect of the influence of national currency
exchange rate on the total expenditures can be
decomposed into the effect of changes in relative
prices and balance sheet effect.

The effect of changes in relative prices turns out
in changes in the demand for domestic goods and
services, which during the reduction in the national
currency exchange rate become cheaper on the
world market. This leads to an increase in aggregate
demand through higher net export, which is an inte-
gral part of the gross domestic product of the country.

Balance sheet effect of change in national cur-
rency exchange rate is associated with the presence
of liabilities in foreign currency in economic entities
balance. If these liabilities are not fully covered by
assets in a foreign currency, the rates growth may
lead to changes of equity and the cost of servicing
foreign currency obligations [4, p. 18].

The main directions of the exchange rate channel
efficiency increase should be:

— increasing the liquidity of the foreign currencies
market;

— clear permanent conditions of the Central Bank
release on the currency market;

— reducing the level of the economy dollarization;

— improvement of currency risks hedging mecha-
nisms.

4. The impact of the Central Bank's monetary policy
on the availability of credit resources reflects the credit
channel. It is based on the assumption that the Central
Bank affects by instruments of monetary regulation on
the change in supply of credit resources by changing the
amount of the banking system free reserves [2, p. 210]:

Tools of monetary policy —> Change in free
reserves —> Change of the credit volume —> Changes
in volume of consumption, savings, investment —>
Change of GDP

The main directions of improving the effectiveness
of the credit channel should provide:

— improvement of credit and investment climate;

— the financial recovery of the banking system and
its stability enhancing;

— development of mechanisms for the provision
by Central Bank refinancing loans for investment pro-
jects financing (only for investment banks);

— improvement of credit conditions and strength-
ening of the creditors’ rights protection mechanisms.

5. Channel of expectations characterizes the impact
of changes in monetary policy on the economic agents
expectations regarding future prices and macroeco-
nomic situation and, accordingly, on their decision on
consumption, savings and investment.

It is worth to notice that the instruments of mone-
tary regulation are reflected directly in short-term rates
on the money market. The reaction of long-term rates
on the Central Bank operations depends on market
expectations and confidence of market participants in
targets of monetary policy. If monetary policy is con-
sistent with the goals, and the macroeconomic situa-
tion is stable, the effect of the expectation channel will
be negligible. When there is uncertainty in economic
conditions due to low confidence in the governmental
and monetary policy, generated pessimistic expecta-
tions that block incentives for economic growth.

The negative expectations of economic agents may
be the cause of disruption in the transmission mecha-
nism and reducing of the monetary regulation instru-
ments impact that could cause significant deviation of
actual values from the targets of monetary policy.

"The presence of economic agents’ negative expec-
tations could be shown by such indicators as growth in
money velocity, the share of loans and deposits issued
in foreign currency increasing, a significant share of
cash in the money supply structure and other" [4, p. 19].

It should be noted that in addition to the channels,
which are characteristic for the Ukraine's economy,
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in the framework of the monetary transmission mech-
anism allocate such channels as liquidity channel,
channel of changes in equity, Tobin's q, which relate
to the channel of asset prices, etc.

Liquidity channel defines the relationship between
the financial assets owned by households, and their
(households’) expenditures on the durable goods
(cars, home appliances, real estate). In the basis of
functioning of this channel is the desire of house-
holds to distribute the proceeds between the various
assets in such way as to be able at any time to avoid
financial difficulties. In this regard, households tries to
store part of the cash revenues in the form of cash or
highly liquid income-bearing financial assets. If in the
household’s assets structure investments in financial
assets have a significant place compared to the debts
of this subject, we can conclude that the probability of
financial distress for this subject is low. Such house-
holds will be able to buy consumer durable goods.

Based on these assumptions, the effect of the
liquidity channel can be characterized as follows:
money supply growth leads to higher stock prices,
resulting in a lower likelihood of financial difficulties,
and households begin to increase their spending on
durable goods. As a result, the aggregate demand
and, consequently, production volumes will increase.

The influence of the channel of changes in equity on
the real economy is as follows: increase in money sup-
ply leads to an increase in the value of firms’ equity. The
consequence of this, given that equity can be used as
collateral, is the increasing of its cost. This has a direct
impact on the creditworthiness of borrowers, because
when it grows commercial banks begin to expand lend-
ing, which leads to production volumes increasing.

Thus, since the equity of the borrower indicates the
stability of its activity and can be a guarantee of fulfillment
of obligations under loan agreements, changes in bank
clients equity influences the banks’ decisions regarding
the expansion or narrowing of their customers crediting.
Consequently, this will affect the consumption and invest-
ment and will have an impact on production [6, p. 9-10].

Some scientists identify this channel as a broad
channel of lending and call it balance channel. Then,
respectively, the influence of Central Bank on money
supply through a change in reserves is called the nar-
row channel of lending.

The basis of the Tobin's q channel action is the rela-
tionship between the stocks’ price and the investment
costs of the company. The Tobin's q is defined as the
ratio of a firm market value and of replacement cost of
its capital. The first one is the price at which the firm
can be sold on the market, while replacement cost is
the value of the firm in case if all its capital (machines,
equipment, buildings and the like) were replaced with
a new equipment at prices that have formed at the cur-
rent moment on the market. If Tobin's q is high, this
means that the cost of the firm’s capital equipment is
lesser compared to the market value of the company.
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The effects of monetary impulses into the real sec-
tor through this channel are as follows: the increase in
money supply raises the prices of securities that leads
to an increase in the market value of firms compared
to the replacement value of its capital. In this case,
firms can issue new shares and sell them in the mar-
ket at high prices. Additional financial resources will
be directed to investment expansion, the purchase of
new machinery and equipment. Thus, under condi-
tions of constant prices for capital equipment growth
in the Tobin's g will increase the level of investment
spending. The consequence would be an increase in
aggregate demand and production [6, p. 10-11].

"The strategic goals of economic development
and successful application of the entire set of anti-cri-
sis measures crucially depend on the effectiveness
of market-oriented instruments of the Central Bank’s
monetary impact on the economy, a standard set of
which is represented by the minimum reserve require-
ments, discount policy and open market operations.
However, there is a problem of achieving maximum
effect in a relatively short time" [9, p. 63].

Conclusions. In summary, we can conclude that
the implementation of monetary policy occurs via the
transmission mechanism. Under this concept under-
stand the relationships associated with the trans-
mission of changes in the use of monetary policy
instruments on macroeconomic variables through a
complex chain of intermediate variables. The latter are
also known as channels. Each of them conveys the
monetary impulse from the specific tools of the Central
Bank to the real sector of economy. The effectiveness
of these channels is determined by the result of influ-
ence on the final targets, in particular on gross output.

Analyzing the considered channels of the trans-
mission mechanism of monetary regulation, we can
conclude that for Ukraine due to the lack of a devel-
oped stock market is characterized a limited num-
ber of channels: monetary, channel of interest rates,
channel of assets prices, credit channel and chan-
nel of economic agents’ expectations. In addition to
these, there are also liquidity channel, channel of
changes in equity, Tobin's q and others.

Today in Ukraine the transmission mechanism of
monetary policy is not effective enough, as evidenced
by a weak relationship between monetary meas-
ures of Central Bank and the dynamics of financial
market and real sector development. The cause is
because until recently in monetary policy of Ukraine
were used monetary aggregates and exchange rate
targeting regimes. In conditions of post-crisis recov-
ery, the implementation of the basic principles of the
transmission mechanism of monetary policy occurred
against the background of macroeconomic instability
and monetary strain associated with the imperfection
of the institutional framework, methods and tools of
monetary policy implementing, as well as of the main
approaches in operations of Central Bank.
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A promising direction for further research in the
area of improving the functioning of the transmission
mechanism in Ukraine is the rationale for the devel-
opment of secondary securities market, which will
lead to not only revive the monetary and financial
markets, but also to the more significant influence of
the Central Bank on the real sector of economy.
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PROSPECTS FOR IMPROVING THE TRANSMISSION MECHANISM OF MONETARY POLICY IN UKRAINE

The implementation of monetary policy occurs via the transmission mechanism. Under this concept under-
stand the relationships associated with the transmission of changes in the use of monetary policy instruments
on macroeconomic variables through a complex chain of intermediate variables. The latter are also known as
channels. Each of them conveys the monetary impulse from the specific tools of the Central Bank to the real
sector of the economy. The effectiveness of these channels is determined by the result of the influence on the
final targets, in particular, on gross output.

Analysing the considered channels of the transmission mechanism of monetary regulation, we can conclude that
Ukraine due to the lack of a developed stock market is characterized by a limited nhumber of channels: monetary,
the channel of interest rates, the channel of assets prices, credit channel and channel of economic agents’ expecta-
tions. In addition to these, there are also liquidity channel, the channel of changes in equity, Tobin’s g, and others.

Today in Ukraine the transmission mechanism of monetary policy is not effective enough, as evidenced by a
weak relationship between monetary measures of the Central Bank and the dynamics of the financial market and
real sector development. The cause is because until recently in monetary policy of Ukraine, monetary aggregates
and exchange rate targeting regimes were used. In conditions of post-crisis recovery, the implementation of the
basic principles of the transmission mechanism of monetary policy occurred against the background of macro-
economic instability and monetary strain associated with the imperfection of the institutional framework, methods
and tools of a monetary policy implementing, as well as of the main approaches in operations of the Central Bank.

In the research were given the recommendations on how to improve the channels of transmission mecha-
nism in Ukraine with the aim of increasing the effectiveness of monetary stabilization policy. Also were shown
and explained all the key channels of monetary transmission, and were suggested the ways to improve their
efficiency, which in future may lead to the improvement of the economic situation in Ukraine.




