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FOREIGN CURRENCY MARKET OF STATUS AND DEVELOPMENT TRENDS

O. Ruda

Candidate of Economics, Associate Professor,
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Ukraine

21000 Vinnytsia str. Sunny 3

Abstract

The current state and problems of the foreign exchange market of Ukraine are considered. The essence of the
currency market and the basics of its functioning are considered. In the process of payments in foreign trade, for
loans, for investments and interstate payments, there is a need to exchange one currency for another due to the lack
of a single means of payment. Such exchange takes place in the foreign exchange market. The foreign exchange
market is a leader among all other markets and is an integral part of the economic processes taking place in the
country. At the present stage of economic development, the currency market is a complex and dynamic economic
system that operates throughout the world economy. Structural and environmental factors that influence the func-
tioning of the foreign exchange market and the dynamics of the exchange rate are highlighted. The structure of the
foreign exchange market is presented. Weaknesses of its functioning in Ukraine are revealed. The main causes of
influence, their effects on the dynamics and development of this market are investigated. The main tendencies of
the national currency market of Ukraine are considered. The dynamics of the exchange rate for 2015-2019 is
analyzed, the reasons of changes in the hryvnia exchange rate for the specified period are indicated. The basic
tendencies of development of the national currency market of Ukraine are considered. The main problems of the

foreign exchange market of Ukraine are revealed.

Keywords: currency market, currency transactions, monetary policy, currency regulation.

Introduction.The rapid development of integration
processes in the context of strengthening the intercon-
nection between national financial institutions and
Ukraine's rapid entry into the world economic commu-
nity requires optimization and improvement of the
functioning of the domestic currency market as an im-
portant mechanism for ensuring interaction between the
national and world economy. However, on the other
hand, the foreign exchange market and its regulation
occupy a significant place in the macroeconomic policy
of the state, since it contributes to the sustainable de-
velopment of the country and has a significant impact
on the status of individual sectors, industries and enti-
ties. Structural changes in the economy of the country
and its external environment, in turn, affect the devel-
opment and organization of monetary and financial re-
lations and to some extent adjust the monetary policy
of the state. Thus, in the context of increasing influence
of globalization processes on the economy of Ukraing,
which still have post-crisis manifestations of destabili-
zation of the main macroeconomic indicators, as well
as internal economic and political instability, the prob-
lems of functioning of the domestic foreign exchange
market become especially relevant.

Among the scientists and scientists who have con-
ducted research in the field of development and func-
tioning of the foreign exchange market, as well as con-
ducted an assessment of the current situation in
Ukraine, it should be noted: Bereslavskaya O., Bodrov
N.E., Vdovichenko N.E., Vladimir O.M., Dublyuk
0.V, King M.M,, Pasichnyk A.G., Crossing L.M. and
many others.

The purpose of the article is to analyze the current
state of the Ukrainian foreign exchange market, to out-
line its major problem areas and to find new ways of

regulating them. Describe monetary policy and cur-
rency regulation.

Presenting main material. The foreign exchange
market is an integral part of the functioning of the coun-
try's overall financial market, and its effective function-
ing is the key to a successful and competitive economy
of the country and its financial processes as a whole.

In today's globalization environment, no state is
able to function effectively only on the basis of its own
financial resources, in particular, a developing country.
Attraction of financial resources, based on foreign di-
rect investment, and other revenues is commonplace to
operate in international financial markets.

The formation of the world economic system, in-
ternationalization and globalization of economic ties
have led to the development of international monetary
relations, which are endowed with signs of chaos,
which determine the aspirations of individual economic
entities, taking into account the diversity of their inter-
ests and motivation. In this sense, it is precisely the cur-
rency market that acts as the objective organizer of
monetary relations, which segments and streamlines
the aspirations of various economic agents. Recent de-
velopments in the world demonstrate the importance of
the impact of the foreign exchange market on the econ-
omy.

Ukraine's currency market, like the currency mar-
kets of most countries in the world, largely reflects the
state of the country's economy. Its short (worldwide)
history is represented by several periods when different
approaches to its regulation were applied. The for-
mation of the foreign exchange market in Ukraine is di-
rectly related to the processes of development of the
Ukrainian state and reformation of its economy [1].

Participants in the foreign exchange market are
different groups of economic entities, each of which
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seeks to maximize profits. The current currency market
is characterized by the presence of a wide range of reg-
ulatory institutions, which include: relevant state bod-
ies; the system of international financial institutions,
groups and agreements operating on an intergovern-
mental basis, as well as the system of currency risk in-
surance. Although the role of the state in currency reg-
ulation is increasing in the current context, state regu-
lation should not replace market regulators, but should
only supplement and adjust their action accordingly.

Therefore, the currency market of Ukraine is char-
acterized by a high level of regulation of all major seg-
ments.

Today, the system of currency regulation and con-
trol is too regulated, complex and overly bureaucratic,
and currency legislation contains contradictions, which
are objectively conditioned by the fact that it is still at
the stage of formation and does not have a clear system
of currency norms. Remedy of the deficiencies of the
current currency legislation is possible only in the case
of a block of laws of Ukraine specified by the relevant
subordinate legal acts of bodies of special competence.

It is worth noting that perhaps the most important
purpose of the foreign exchange market is to ensure the
implementation of the monetary policy of the state,
aimed at regulating the national economy and expand-
ing foreign economic relations. After all, monetary pol-
icy, as a component of monetary policy, helps to stabi-
lize prices, high employment, economic growth, in-
crease the balance of payments and ensure the stability
of the national currency.

Monetary policy - a set of economic, legal and or-
ganizational measures undertaken by the government,
government bodies, central banking and financial insti-
tutions, international monetary and monetary organiza-
tions in the field of monetary relations within the coun-
try and abroad [2].

Monetary policy is an important instrument of the
mechanism of state regulation of the economy, expan-
sion of foreign economic activity.

In Ukraine, the main law governing monetary pol-
icy is the law that came into force on February 7, 2019
“On Currency and Currency Transactions” [8]. The
new system consists of eight major resolutions of the
Board of the National Bank, which replaced the previ-
ous base of 56 regulations in the field of currency reg-
ulation. The new regulation provides for a number of
eases in the foreign exchange market, which will sim-
plify business operations and increase the investment
attractiveness of Ukraine. The main purpose of the
NBU policy is to ensure price stability. Another priority
is to promote the stability of the banking system as a
key condition for ensuring the financial security of the
state. The latter provides for the functioning of the fi-
nancial system in equilibrium, creating incentives for
full employment and economic growth. The necessary

conditions for this are adequate risk assessment and
management, maintaining a certain margin of safety to
counteract internal and external shocks.

Also, one of the objectives of monetary policy that
contributes to the achievement of national economic
goals is the regulation of exchange rates and diversifi-
cation of foreign exchange reserves in accordance with
national interests and conditions and objectives of eco-
nomic development of both the individual country and
the world as a whole.

The monetary policy strategy for 2016-2020 pre-
sented by the NBU describes in detail not only the main
stages of monetary regime evolution in Ukraine since
2014, but also describes the use, during one or another
period, of the required type of exchange rate.

So, in particular, during 2014, in the midst of the
crisis, the so-called "eclectic policy”, whose main ob-
jective of monetary policy, concerned the stabilization
of the financial system, acted.

During 2015-2016, monetary targeting took place
in the country and a floating exchange rate was present,
the main condition of which was also the stabilization
of the financial system, as in the previous one. The
main objectives for ensuring the condition of this
course were: disinflation, replenishment of interna-
tional reserves and stabilization of the foreign exchange
market.

For the years 2017-2018, "inflation targeting" and
a floating exchange rate were introduced, the purpose
of which was to ensure economic growth. The main ob-
jectives of this regime were: the inflation target; replen-
ishment of international reserves; interest rate as an op-
erating objective.

This course is planned to be further developed
(from 2020), with a sufficient level of international re-
serves already being the main requirement, with the
main goals being the inflation target and the interest
rate as an operating objective.

The conducted analysis of the state of equilibrium
in the foreign exchange market of Ukraine over the last
three years shows the existence of a certain dispropor-
tion between the demand for the currency and its sup-
ply, which is reflected in the difference between the
volume of foreign currency buying and selling opera-
tions for 2017-2019.

Overall, the negative balance of the foreign cur-
rency balance, which totaled $ 598 million over the last
three years, is traced over this period. US equivalent.
At the same time, the level of disproportionality is ra-
ther insignificant, since the overall balance of the for-
eign exchange market was 0.95% over a certain period.
The correlation between the volume of transactions for
sale and purchase of foreign currency in the foreign ex-
change market of Ukraine in 2017-2019 is presented in
Fig.1
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Fig. 1. Volume of transactions in the foreign exchange market of Ukraine, 2017-2019 (USD million in equiva-
lent) [4]

The main reason for the existence of a negative
balance of foreign exchange transactions in 2017-2019
was the excess demand for supply in the cash foreign
exchange market in the corresponding period, which
compared to the total balance of foreign exchange
transactions equaled 60%.

The floating exchange rate will facilitate the de-
velopment of a transparent and liquid internal currency
market, based on: the gradual weakening of administra-
tive measures that limit the flexibility of the exchange
rate and the promulgation and clarification of NBU reg-
ulations to market participants; and the use of foreign
exchange interventions to: smooth the functioning of

the foreign exchange market; accumulation of interna-
tional reserves; maintaining the key interest rate trans-
mission as a major monetary policy tool [8].

The total volume of foreign currency cash transac-
tions in the interbank foreign exchange market of
Ukraine in the end of 2017 amounted to USD 20664.9
million. USA.

The trend of 2019 is a significant predominance of
the NBU currency purchase volume over the popula-
tion's currency sales volume. This tendency is largely
due to the depletion of the population's financial re-
sources and the seizure of foreign exchange savings to
finance current expenses (Fig.2).
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Currency exchange operations have existed since
ancient times, but in the current international economic
environment, the definition of the exchange rate is of
particular importance, since any currency transaction is
impossible without valuation of currencies of different
countries, expressed through currencies of other coun-
tries. Therefore, today the determining element of in-
ternational economic and monetary relations is the de-
termination of the exchange rate. The exchange rate has
a profound effect on currency exchange operations, in-
ternational trade and investment - all that links the na-
tional economy to the world market.

The exchange rate is a powerful instrument of
public policy. The exchange rate regulation should help

increase production and increase net exports, which is
a determining factor in Ukraine's economic develop-
ment.

As aresult of successful monetary reform, the Na-
tional Currency of Ukraine - UAH was introduced into
circulation on September 2, 1996. As a result, we man-
aged to overcome the hyperinflationary processes that
were taking place at that time and to achieve some mon-
etary stabilization. However, during the entire period of
existence, there is a depreciation of the currency, which
is interrupted by separate periods of stability. Inflation-
ary bursts during the recent history of the hryvnia up to
2014 occurred during the periods of the greatest global
crises of 1998 and 2008 (Fig. 3).
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Fig. 3. Dynamics of the exchange rate and inflation [4]

Increase in inflation. Although inflation is a mon-
etary phenomenon that involves an excessive amount
of money in circulation, it may be due to both monetary
and non-monetary factors. That is why it is advisable to
supplement the short definition of inflation as a depre-
ciation of money under the influence of monetary and
non-monetary factors by such interrelated elements as

[7]:

- the main reasons are imbalances in the produc-
tion process, as well as state and corporate economic
policy;

- Consequence - excess money supply in circula-
tion in comparison with the real needs of economic
turnover in money;

- essence (the main form of manifestation) - a sta-
ble general level of prices and depreciation of money;

- negative socio-economic consequences.

The dynamics of the exchange rate directly affects
the overall market conditions, because on the basis of
the value of the interbank exchange rate now forms the
official NBU rate, which depends on many economic
indicators, monetary and monetary policy of the regu-
lator, gives an idea of trends in the banking system, and
further on the economic development of the country as
awhole.

Table 1 shows the dynamics of the official hryvnia
to US dollar and euro exchange rate.
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Thus, by analyzing the dynamics of the national
currency (hryvnia) against the US dollar for 2018, it is
noticeable its relatively stable exchange rate, which
fluctuated from 2613.6 UAH / 100 USD. US $ 2839.1
/'$ 100 US during the study period. As for the trend of
changes in the results of the hryvnia to the euro, the sit-
uation is different: during 2018, the official exchange
rate of the national currency declined in the first half of
the year from 3476.0 UAH / 100 EUR in January to
3056.8 UAH / 100 EUR. and increased in the second
half of the year.

In 2017, trends in the currency market of Ukraine
changed. Thus, at the beginning of the year, the foreign
exchange market was in a state of high turbulence due
to increased demand for foreign currency against the
backdrop of a number of temporary factors. This led to
increased devaluation pressure on the hryvnia.

Analyzing the main reasons for the depreciation of
the national currency against the foreign currency, we
should first note the following. Ukraine is a commodity
economy, so its GDP depends, first of all, on the level
of external prices in relation to the main export destina-
tions (metal, ore, grain). And even with the fact that the
agrarian sector of the economy is still profitable, hos-
tilities in the east, where a large proportion of mining
and machine-building industries are located, have led
to a significant reduction in foreign exchange earnings,
which in turn has led to a shortage of foreign exchange
currency in the currency market of Ukraine.

The list of factors that contributed to the hryvnia
devaluation should include such as: negative business
expectations, reduced FDI inflows, significant increase
in public debt service costs, devaluation of currencies
of trading partner countries, etc. [6].

In addition to these factors, it is worth mentioning
the seasonal and psychological factors that also contrib-
ute to the depreciation of the national currency of the
country.

However, the devaluation of the national currency
has both negative and positive points, which include:

1) a significant increase in prices for imported
goods, which leads to their displacement from the
Ukrainian market, instead, they are replaced by ana-
logues (or substitutes) of domestic production (export
goods), which will contribute to the profitability of both
their own enterprises and gradual strengthening the
economy of the state;

2) increase of competition between domestic en-
terprises for the consumer, quality goods, pricing pol-
icy, retention of positions in the market segment, etc.,
which will be manifested in the production of necessary

products (services);

3) looking for new opportunities, such as reducing
production costs by replacing gas equipment with elec-
trical equipment, or other types of energy that are ex-
pensive to buy and install but will pay off in a short
period of time.

An important component of the study of the bal-
ance of the foreign exchange market is not only the
identification of factors that determine the imbalance
between demand and supply of currency, but also de-
termining the degree of their influence on the state of
the balance of the foreign exchange market, which is of
practical importance, because it allows the NBU to jus-
tify the directions and measures of its stabilization [5].

Characterizing the state of balance of the foreign
exchange market, it should be noted that its manifesta-
tion has some specificity depending on the type of mar-
ket in which it operates: cash or cash. This specificity
arises from the different subjectivity of these markets.
Thus, the main entities in the non-cash market are legal
entities - national manufacturing and trading enter-
prises, service companies, financial institutions, foreign
investors and the National Bank of Ukraine.

The analysis of the dynamics of the balance of the
foreign exchange market of Ukraine for 2017-2019 in-
dicates a tendency to reduce the imbalance between the
demand and supply of foreign currency. Yes, the for-
eign exchange negative balance halved in the corre-
sponding period. Mainly, the reduction of imbalances
in the foreign exchange market of Ukraine was influ-
enced by the reduction of foreign currency sales and
purchases, the volume of which decreased by 36% over
the last three years.

The main role in reducing the imbalance between
supply and demand is played by the reduction in the
volume of foreign exchange transactions performed on
the non-cash foreign exchange market of Ukraine.
Compared to 2017, foreign currency sales and pur-
chases decreased by 43% and 45%, respectively, in
2019, resulting in a negative foreign exchange balance
on the non-cash foreign exchange market from $ 90
million. US equivalent in 2017 to O at the end of 2019

A similar situation is also observed in the cash for-
eign exchange market before the negative balance be-
tween supply and demand is reduced. Thus, in 2017—
2019, the gap between sales and purchases from - $ 207
million. In 2017 equivalent to —123 million USD. US
equivalent in 2019

The dynamics of the balance between demand and
supply of currency on the foreign exchange market of
Ukraine for 2017-2019 is presented in Fig. 4.
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Fig. 4. Balance of transactions in the foreign exchange market of Ukraine in 2017-2019 [4]

The results of the analysis of the balance of the
foreign exchange market of Ukraine over the last three
years indicate an increase in its stability both in general
and in its individual segments - cash and cash. The
highest level of balance between supply and demand of
foreign currency can be observed in the non-cash for-
eign exchange market - 100%. The increase in the bal-
ance between the operations of sale and purchase of for-
eign currency is also observed in the cash foreign ex-
change market, which at the end of 2019 was 87%. At
the same time, it is justified that the specificity of the
subjectivity of individual segments of the foreign ex-
change market determines the peculiarity of equilib-
rium on them.

Conclusions. Summarizing the above data, it can
be noted that Ukraine's monetary policy has its weak-
nesses and is strongly dependent on political and eco-
nomic actions. All political and economic crises have a
severe collapse of all financial indicators, which indi-
cates the lack of independence and security of our mon-
etary system.

The practice of currency regulation in Ukraine in
recent years has shown that today the National Bank of
Ukraine is unable to use monetary means to implement
currency regulation in times of crisis. Exchange rate
fluctuations are one of the threats to national interests.
Therefore, a prerequisite and foundation for the NBU's
main function of "ensuring the stability of the national
currency” is the pursuit of an effective policy for
achieving stability of the financial and credit sector:
choice of exchange rate policies, maintaining an appro-
priate level of inflation, increasing foreign exchange re-
serves. The whole complex of forms and methods of
state regulation of the currency market of the national
economy is divided depending on the specifics and pe-
culiarities of their application to market, administrative,
economic, monetary, as well as the main and additional
instruments of temporary or permanent action.

Simplifying the legal framework in the field of

currency regulation is a step towards improving mone-
tary policy. The next step should be measures that will
make our monetary system more resilient and inde-
pendent from the negative effects. These steps should
be an increase in gold and foreign exchange reserves,
stimulating monetary and fiscal policy measures for the
development of our country's industry and economy,
and a reduction in external public debt, which also have
a negative impact on the stability of Ukraine's monetary
system.
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