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Annotation. The purpose of the article is to highlight the international experience of state monetary policy
formation and implementation in the conditions of war. Research methodology. The goal set in the article was
achieved using the following research methods: analysis and synthesis of processed information, logical generaliza-
tion and scientific abstraction. The results. A set of monetary policy measures aimed at easing inflationary pressure
and restoring the financial stability of the state's economy in wartime conditions is proposed. The importance of
applying the relevant experience of some countries is substantiated, taking into account the planning of the state's
monetary policy not only for the period of war, but also for the post-war time. Practical significance of research
results. The practical use of proposed approaches to formation and implementation of national monetary policy in

the conditions of war will allow to increase the level of financial stability of Ukrainian economy.
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Statement of the problem in a general form
and connection with the most important scientific
or practical tasks. Monetary (monetary and credit)
policy is a set of measures implemented by the state
in the person of the central bank in the sphere of
monetary and financial-and-credit sectors, aimed at
achieving the defined strategic goals of the country's
economic development. The strategic goals of mon-
etary policy can be focused on: 1) maintaining low
inflation rates, which is a prerequisite for maintaining
macroeconomic balance in the economy and certainty
state for all economic agents, since stability of mone-
tary unit provides opportunities for long-term savings
and investments; 2) ensuring the stability of national
currency in terms of exchange rate relationship with
other currencies, which is a mandatory condition
for maintaining trust in it on the part of national and
foreign businesses, as well as facilitating the work-
ing conditions of foreign economic activity subjects,
which is determined by the possibilities of its better
long-term planning perspective and conclusion of
long-term contracts; 3) ensuring foreign economic
balance — maintaining the balance of payments, since
the activity of business entities in foreign markets
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and the balancing of money and commodity flows of
the country as a participant in the world market is a
mandatory condition for the stable economic devel-
opment of the country; 4) promotion of a high level of
employment (for example, the Fed in the USA), etc.

Different directions of influence and different
tools are used to achieve the goals of monetary pol-
icy, but the relationship between the use of these tools
is always determined by a certain stage of economic
development and specific goals of monetary policy.

The main areas of monetary regulation (monetary
influence) are: 1) interest policy; 2) credit policy (refi-
nancing of commercial banks); 3) reserve policy —
definition and regulation of mandatory reserve norms
for commercial banks; 4) transactions with securities
on the open market; 5) currency policy; 6) operations
with deposit certificates of the central bank; 7) man-
agement of gold and foreign exchange reserves, etc.
[8, p. 5-6].

Wartime demands from the state both protection
of its citizens and territory, as well as effective con-
duct of macroeconomic policy, including monetary
policy. Effective use of monetary policy instruments
is guarantee of country's financial stability. The cur-
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rent state of Ukrainian economy can be characterized
as a defense economy that operates in conditions of
significant military spending and ongoing war. As a
result, inflation accelerated, public debt increased,
and other challenges emerged. To address these chal-
lenges, monetary policy must withstand the effects
of wartime shocks and prevent significant economic
downturns [13]. At the same time, the monetary pol-
icy should be focused on maintaining monetary sta-
bility, which involves combating inflation and stabi-
lizing the exchange rate.

Analysis of recent research and publications.
Problems and features of Ukraine’s monetary policy
formation and implementation during the war are
researched in the works of O. Demyanchuk [10],
V. Kozyuk [11] (monetary policy and stability of
banking system in Ukraine), D. Kretov (features of
the application of monetary policy instruments of
Ukraine under martial law) [12], V. Lepushynskyi
(monetary policy of NBU during martial law) [13]
and O. Sharov (international experience of monetary
policy under war) [15].

Forming the article goals (setting the task). The
purpose of the article is to study the Ukrainian and
foreign experience and peculiarities of state monetary
policy formation in conditions of martial law.

Presentation of the study’s main material with
full justification of the obtained scientific results.
Monetary policy is an integral part of the state's eco-
nomic policy, which contributes to the achievement
of projected socio-economic indicators by imple-
menting monetary goals and objectives, using the
tools of monetary and currency regulation. The posi-
tive impact of this policy on the state development
determines the effectiveness of the entire monetary
system. In the modern market economy, monetary
policy is one of the most important levers of state
influence in the form of the central bank on the course
of economic processes in general and on the country's
competitiveness in particular.

Increasingly, emphasis is being placed on the need
for greater orientation of monetary policy to ensure
not only purely monetary goals, but also employment
of population and economic growth as important ele-
ments of economic security.

Aspects of monetary policy are more relevant
today than ever before, because high inflation rates,
insufficient liquidity, high unemployment and low
economic growth are problems faced not only by
developing countries, but also by economically
developed ones [6].

The monetary policy of central banks as an inte-
gral part of economic policy provides financial and
credit basis for the stable socio-economic develop-
ment of country as a whole and of each subject living
in it, in particular [8].

For Ukraine, the security aspect of monetary pol-
icy becomes especially important because of humani-

tarian threat due to the effect of coronavirus pandemic
and direct military aggression of Russia [15] and the
economy forced to function in conditions of war.

In the conditions of martial law, the use of mon-
etary instruments has its own characteristics, they
require flexibility and quick adaptation to the con-
stantly changing economic conditions [12].

Only with the start of military operations in
Ukraine in March 2022, Western countries realized
that inflationary growth, namely low inflation, is no
longer a problem of economy [6], and accordingly
completely changed their economic policy to combat
high inflation.

The specifics of monetary instruments opera-
tion during wartime require careful analysis and
adaptation of strategies. For example, currency
market volatility, increased inflationary pressure,
and reduced liquidity may be the result of military
events [10]. Therefore, monetary policy during
the war should take into account these factors and
ensure effective control and stability in a complex
conflict environment.

Military conflicts and military activities can sig-
nificantly affect the functioning of the country's
financial system and lead to emergency situations
and instability [12]. In such conditions, the impor-
tance of regulatory activity of state management bod-
ies, including the National Bank of Ukraine, through
the use of monetary policy instruments in the state
increases significantly, because the correct manage-
ment of monetary policy can affect the country's abil-
ity to withstand the challenges of war and ensure sta-
bility of economic processes.

It should be emphasized that hostilities and their
consequences for the country's economy and its infra-
structure reduce the effectiveness of market regula-
tion tools. The high uncertainty of current situation
makes it impossible to implement monetary policy
in the form of inflation targeting with a floating
exchange rate, as well as other "traditional" instru-
ments of regulation and supervision [9]. This requires
change in approaches to selection of monetary policy
instruments and their modification.

Russia's war against Ukraine has created com-
pletely new situation that has put even the European
Central Bank in a dilemma. In the pre-war period, a
consensus was reached in the EU on a growth strategy
based on the green economy, digital modernization
and industrial policy [3], which responded to the new
geopolitical and technological challenges of competi-
tors, as well as on the reform of the tax system. But
the war broke these plans, destroying supply chains
and creating threats to financial stability.

The specifics of monetary policy for the wartime
period have been used repeatedly throughout the
long history of mankind. In this regard, the analysis
of Ukrainian monetary policy during the war should
be supplemented with examples of such countries’
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policies as: the USA, Afghanistan, Iraq, Iran, Syria,
Israel, the USSR, Yugoslavia [15].

For example, during World War II, the Treasury
asked the Fed to keep long-term interest rates low to
allow cheaper financing of the national debt accumu-
lated during the war. After the war, the Fed contin-
ued its wartime interest rate policy. However, keep-
ing interest rates low even while the economy was
growing ran the risk of overheating the economy and
increasing inflation. In 1947, the Fed introduced a
peg to the Treasury bill rate. However, the Ministry
of Finance insisted that the Fed set a minimum price
for government debt by determining the upper limit
of its profitability.

Prior to the start of the Korean War in June 1950,
Fed leaders viewed the experience of World War 11
through the lens of price control and inflation sup-
pression, but were reluctant to repeat that experience
during the Korean War [15]. In 1951, the Treasury
agreed to end the previous agreement and enter into
a new agreement that allowed the Fed to set interest
rates on its own if necessary to achieve economic
stability. The Fed has remained independent since
1951, conducting monetary policy to maintain eco-
nomic stability without responding to short-term
political pressures.

For Ukrainian realities, the experience of the mil-
itary monetary economy of the Middle East coun-
tries (the period of Iran-Iraq war of 1980-1988 or
Afghanistan, Iraq, and Syria in the first decade of
the 21st century) is not of great value. This is due to
non-market nature of their economy. In particular,
in Shiite Iran, the fiscal component of monetary pol-
icy dominated, which some researchers even called
financial repression, with significant restrictions on
currency transactions, capital movements, monetary
settlements, etc. [5, p. 25]. The widespread use of
"Islamic banking" principles were an additional fac-
tor. Similar approaches are typical for other Islamic
states in the region.

In this context, the experience of Israel, which has
been in a state of military readiness for many decades,
could be useful. But it is precisely as a result of such
a prolonged effect of martial law that the monetary
policy of the central bank takes into account the cor-
responding risks in the normal functioning mode
(business as usual). The results of the corresponding
analysis show that the influence of money on the vari-
ability of output is significantly reduced during peri-
ods of recovery from the crisis. However, it seems
that variables do not directly depend on monetary
changes, but are mainly explained by shocks of mon-
etary policy and price mark-up in the short-term and
long-term periods [1, p. 26].

The experience of the Soviet Union during the
period of the Afghan war of 1980-1989 does not
seem very suitable. This period was characterized by
an increase in budget expenditures (including due to
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direct lending to the State Bank and deposits of Sber-
bank of the USSR, as a result of which, as is known,
freezing and "disappearance" occurred of these depos-
its) and building up the so-called "inflationary veil" —
i.e. the money supply not secured by goods. Under
market conditions, this should lead to an inflationary
rise in prices, but according to the catchphrase of the
head of the State Bank, V.S. Alkhimova — "inflation is
forbidden in the USSR", so as a result, goods for sale
disappeared (albeit at fixed prices). Theoretically, all
this was well described by famous Hungarian econo-
mist J. Kornai in the monograph "Deficit Econom-
ics". That is, the result was repressed inflation, which
at the first signs of economic liberalization in the final
period of Perestroika turned first into "galloping infla-
tion" and then into hyperinflation in 1992—-1993.

Therefore, with regard to monetary policy in the
conditions of war in Ukrainian realities, in fact, only
the experience of the countries of the former Yugosla-
via can be used. After collapse of the old communist
structure, the Yugoslav currency fell as other former
republics — now independent countries — abandoned
it and Serbia tried to keep it. In 1992, when the Bel-
grade regime began printing additional dinars to pay
the salaries of civil servants and pensioners, hyperin-
flation erupted in Serbia. At the height of the crisis,
prices rose by 2% every hour. Money was virtually
worthless, and Serbs bartered goods or exchanged
whatever stable hard currency (such as German
marks) they had saved. By the end of 1994, half of
the population spent between 66 and 100% of their
family income on food alone. Everyday existence
was a problem for many people. However, given the
fact that in the Balkan War Serbia was the aggressor
or the party that supported the separatists, the expe-
rience of Croatia is more valuable for Ukraine [7].
Recently (in mid-December 2021), it was discussed
at a scientific conference dedicated to the 30th anni-
versary of the monetary policy of Croatia Central
Bank. It was casually mentioned not only about the
strengthening of cooperation and coordination of the
actions of the central bank and Ministry of Finance,
but also about the "tightening of the monetary pol-
icy", which was carried out "not according to the text-
book" [2]. Together with the introduction of a "quasi-
fixed exchange rate", this made it possible to curb the
growth of inflation.

The starting positions of Ukrainian monetary pol-
icy during the war can hardly be called favourable.
The central bank's key decisions caused extremely
mixed reactions from politicians and experts. And
delays in monetary or regulatory reactions are prob-
ably the result of a more complex policy coordina-
tion format, which was formed in response to the
realities of martial law and which is characteristic of
such conditions of centralization [11]. Nevertheless,
NBU demonstrated that key decisions on ensuring
macro-financial stability were made in accordance
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with its mandate, the public value of which only
increased.

Market approaches were preserved as much as
possible in Ukraine. Nevertheless, as stated by the
Deputy Chairman of the National Bank S.A. Niko-
laychuk, the management of the Central Bank aban-
doned the lexical, orthodox policy of inflation target-
ing, understanding the limitations of the influence
of the key interest rate, but was forced to introduce
certain administrative restrictions (in particular, this
concerns the introduction of a fixed official exchange
rate of hryvnia) (Figure 1).

In general, the monetary and prudential policy
of the National Bank is aimed at ensuring the unin-
terrupted functioning of the banking system, and
therefore the forced restrictions will be gradually
abolished after the end of the war [14]. Thanks to

this approach, a month after the start of the war, infla-
tion rates (2.1% — for March or 11.1% — in annual
terms) exceeded pre-war forecasts (9.2% — in annual
terms) with a slight deviation, which the chairman of
the National Bank of Ukraine estimated as moderate
despite the war. Both the internal aspect of monetary
policy (issue activity of the National Bank) and the
external aspect (including relations with the Interna-
tional Monetary Fund) are important for Ukraine.

As evidenced by world experience, ensuring price
stability is still, if not the only, then the most impor-
tant goal of monetary policy (including case of cri-
sis situations of humanitarian and military danger),
which can be achieved within one of four monetary
regimes: 1) monetary targeting, 2) exchange rate tar-
geting, 3) inflation targeting, or 4) implementation
of monetary policy with multiple objectives without

| Ensuring price stability I

- _>

In peacetime

The key (accounting) rate is the main tool
of monetary policy

- _5

During the period of martial law

Postponement of decisions on the discount
rate. Since June, the key rate is an auxiliary
instrument of monetary policy

Prospective nature of monetary policy
decision-making

AN J/

Ve

Response to a rapidly changing environment

N

~

Operational design for the effectiveness of
the accounting rate

N

Operational design of the market-maker of last
resort: ensuring the appropriate level of
liquidity and flexibility of banks in its

management
. N\ %
/ N [ M
Adherence to the floating exchange rate A fixed exchange rate is a nominal anchor for
regime expectations and an anti-inflationary tool
- J J
s N ([ N
Smoothing of exchange rate fluctuations Currency interventions as the main monetary
with the help of currency interventions operation
AN AN J/
/ N
The course for the abolition of currency Restrictions on foreign exchange transactions
restrictions and the liberalization of capital and capital movements to maintain exchange
movement rate fixation
- /

Ban on monetary financing of the budget

J

Monetary financing of the budget

Figure 1. Changing the principles of conducting monetary policy during the war

Source: [13]
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an obvious nominal anchor. It is through the choice
of monetary regime that central banks influence the
"price of money", which is a determining factor of a
market economy.

In the conditions of martial law, the situation
changes radically, and the National Bank must adjust
its approaches to ensuring the stability of the national
currency. The task of keeping inflation within the
established limits should be a priority. The stability
of the exchange rate in wartime conditions can be
ensured through a quasi-fixed exchange rate, that is,
by keeping it from sharp fluctuations through cur-
rency interventions, as well as through the introduc-
tion of tighter control over currency transactions and
certain restrictions on export-import operations by
the government. It should be taken into account that
the goal of ensuring economic growth in the wartime
period loses its traditional relevance due to the fol-
lowing factors: 1) a change in the structure of pro-
duction in the direction of strengthening the defence
industries and 2) significant labour migration.

As the chairman of the National Bank of Ukraine,
K. Shevchenko noted, the rapid transition to wartime
monetary policy was helped by the experience of pre-
vious use of administrative restrictions, and further
stability was ensured by a healthy macroeconomic
policy: a small budget deficit, reduction of the debt
burden, control over inflationary expectations, a float-
ing exchange rate and significant currency reserves
(at the beginning of the war they amounted to 31 bil-
lion US dollars) [4].

The analysis of monetary policy experience in the
conditions of war proves the absence of any certain,
generally accepted (and generally acceptable) standard,

and therefore one can rather talk about the need to work
out in such conditions, suitable for a specific situation
monetary policy [15], which in one way or another (that
is, as a positive or negative example) would take into
account the experience of other countries (Figure 2).

In the conditions of war, the NBU’s monetary
policy is effective in terms of limiting devaluation
processes due to the timely introduction of a fixed
exchange rate, strengthening of currency restrictions
and their further adjustment. However, increase in
discount rate, corresponding increase in interest rates
on certificates of deposit and refinancing, and a slight
increase in deposits and government bonds did not
restrain inflation due to the lack of alternative mon-
etary financing of budget deficit.

The existing dependence of the budget on emis-
sion financing requires the optimization of monetary
expansion measures [12]. In particular, the targeting
of monetary support should be strengthened to stimu-
late investments in the real sector and finance credit
programs.

Conclusions from the mentioned problems and
prospects for further research in the given direc-
tion. Thus, the role of monetary policy has become
increasingly important in recent years as a range of
economic challenges emerge, affecting both develop-
ing and economically developed countries.

Despite the progress achieved, the continuation
of the war in Ukraine and other economic challenges
create uncertain prospects. The risks of rising infla-
tionary pressures, the need to maintain financial sta-
bility and continued adaptation to the conditions of
the military conflict remain key aspects that require
attention and action from the monetary authorities. It

1 )Despite Russia's full-scale invasion and terrorist attacks, the financial system and
NBU are functioning well and supporting Ukraine's defense needs

—)

@

Hryvnia fulfils its functions even during the war. The worst scenario —
the demonetization of the economy — was avoided

3 )This is the result of the NBU complying with its mandate: the priority of ensuring
price and financial stability. This is an important basis for the country's defense
capability during martial law and subsequent rapid recovery in peacetime

O

4@

To achieve its goals, the NBU has in its toolkit a combination of proven and

effective tools (exchange rate stability and control of capital movements), as well as

unorthodox ones (for example, tools to stimulate competition between banks for
depositors, tools for hedging currency risks for households)

Figure 2. The main achievements of Ukrainian monetary policy during the war period

Source: [13]
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is important to continue developing and improving that it is necessary to start preparations for the post-
monetary instruments, to ensure their flexibility and  war recovery of the economy even during martial
responsiveness to changing economic circumstances, law. The monetary policy of the war and post-war
especially in conditions of military conflict. periods should form a single whole, and the victory

The experience of many countries, as well as theo-  in the monetary sphere is formed simultaneously with
retical conclusions of well-known researchers, testify  the military victory.
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A. A. IHooxcap, B. 0. Cmpineus, JI. C. ®panko, A. JI. @nezanumosa, C. 1. Tyaw, FO. O. Excenuit, I[lonmascoxuti
yHisepcumem eKoHomiku i mopeieni. Monemapua nojaimuxka 6 ymMoeax 6ilHU: YKPATHCbKUIL ma 3apyoincHuil
00cegio.

Anomayia. Cmamms npuceésauena nioxooam wooo peanizayii 0epicasHoi MOHEMapHoi NOTIMUKU Y BOEHHULL
yac. Mema cmammi nonseae y 8UCIMiEeHHI MINCHAPOOHO20 00CB8I0Y (hopMYBanHsa ma peanizayii MOHemapHoi no-
aimuxu depoicasu 6 ymosax eitinu. Cneyughixa pobomu MOHemMapHux IHCMpyMeHmie nio 4ac GitiHu 8UMa2ae pe-
MmenbHo2o ananisy ma adanmayii cmpamezitl. 30Kpema, CMmagumspcs 3a Memy npoaHalizyeamu Kecu psoy Kpait,
BUBHAYUBLUU PENIeBAHMHICb X 00CBI0Y W00 MOANCIUBOCI 3ACOCYBAHHS 8 YKPAIHCLKUX YMOBAX BOEHHO20 CINAHY.
Taxooic ananizy nioaseae gaxmuuna disnvHicms Hayionanornoeo banky Yxpainu ma inuwux 0epicasrux iHcmumy-
mie Yxpainu y cihepi monemapnoi nonimuxu y eocnnuil wac. Memoouxa 0ocnioxcenus. J{ocsienents nocmaegienol
y cmammi memu 30iUCHEeHO 3d O0NOMO2010 MAKUX MemOoOi6 OOCTIONCEHHS. AHANIZY MA CUHMEe3Y ONPAYbO8aHOl iH-
opmayii, 102iuH020 y3aeanvHenHs ma Haykogoi abcmpaxyii. Pesynemamu. Sk 3aceiouye ceimosuii 00csio, 3a-
Oe3neyeHHs YiHoBoi cmMabitbHOCMI 8Ce e € HAUOILIbUW 8ANCIUBOI YL MOHEMAPHOI NOTTMUKY (8 MOMY YUCTT 8
KPU308UX CUMYAYIAX 2YyMAHIMapHOi ma GilicbKo8oi Hebe3neKu), Ky MOACHA OOCAMU 8 MeNCAX 0OHO20 3 HOMUPLOX
MoHemapHux pexcumis: 1) monemaproeo mapeenmysanis, 2) mapeemyeants 6anomHo2o Kypcey, 3) inguayiinoco
mapzemygants abo 4) peanizayii MoHemapHoi NOXIMUKY 3 MHONCUHOIO Yinell 6e3 04eBUOH020 HOMIHANbHO2O AKOPA.
Came uepes 6ubip mMonemapno2o pexicumy yeHmpaioHi 6aHKU GNIUGAIOMb HA «YiHY cpoulelly, AKI € 6U3HAYANb-
HUM (pakmopom punKo8oi eKOHOMIKU. 3 iHU020 OOKY, BUCOKA HEGUZHAYEHICIb NOMOYHOT CUMYaYil YHEMONCIUBTIOE
301lICHeN sl MOHEMApPHOI NOAIMUKY 6 hopmami IHQIAYIUHO20 Mmapeemysants 3 Niaearoyum GAIIOMHUM KYPCOM,
a MaKodc THWUX «MPAOUYIIHUXY THCMPYMEHMIE Pe2yIo8ants ma Haensidy. 3asHayene nompedye 3minu nioxooie
00 00paHHA THCMPYMEHMIB 2POULOBO-KPeOUmHOL norimuky ma ix moougixkayii. IIpononyemvcs Komniexc 3axo0ie
MOHEemMapHoi NONIMUKY, HANPABIEHUX HA NOCIAONEHHS] IHIAYIUHO20 MUCKY MA 8IOHO8NEeHHS (DIHAHCO80 cmabilb-
HOCMI eKOHOMIKU 0epicasil 8 yMo8ax 60€HH020 Yacy. OBIPYHMOBYEMbCS 8ANCTUBICIb 3ACMOCYBAHHI BION0GIOH020
00C8I0y OKpeMux KpaiH, 8paxo8yiouu NiaHy8aHHs MOHEMApPHOL NONIMUKY O0epacasy He auule Ha nepioo Gilinu, aie
i Ha niciasoennull nepioo. Ilpakmuuna 3nauywicms pe3ynbmamis 00CHiOHceHHA. Bukopucmanua Ha npakmuyi
3aNPONOHOBAHUX NIOX00I8 00 POPMYSAHHSI MA GMILeHHS HAYIOHALHOL MOHEMApHOI NOTIMUKU 8 YMOBAX GIUHU 00-
360/1UMb NIOBUUUMU Pi6EHb (PIHAHCOB0T CMABITLHOCMI YKPAIHCLKOT eKOHOMIKU.

Knrouosi cnosa: monemapua nonimuxa, epouio8o-Kpeoumua noaimuka, iH@aayis, 60EHHUL nepioo, pocilicbKo-
VKpaincoka eiuna, Hayionanonui bank Yxpainu.
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