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UKRAINE’S ECONOMY DOLLARIZATION: CURRENT STATE AND 

OPPORTUNITIES TO OVERCOME 

 

Currently in Ukraine hryvnia is partially replaced by the cash flow by more 

stable foreign currencies such as the US dollar, due to the Ukraine’s economic 

instability, significant inflation level and the desires of economic entities to 

preserve and protect their assets impairment. 

Many domestic and foreign scientists analyzed problems of economy 

dollarization in scientific studies. Ryabinina L. determines the effects of 

Ukraine’s economy dollarization [6]; Reznikova N. and Vidyakina M. consider 

dollarization as a factor in monetary dependence [5]; Marchenko O. traces the 

manifestations and causes of Ukraine’s economy dollarization [2]; Oleinik A. 

considers factors of incentives for savings in terms of dollarization [3]. 

The term "dollarization" means the displacement of the national currency 

by US dollar and other foreign currency. One of the reasons of dollarization is 

the higher level of rate stability and convertibility of foreign currency against the 

national currency.  

Main indications of the Ukraine’s economy dollarization are [3]: 

1) dollarization of assets and liabilities of the state financial and credit system; 

2) population keeps savings in foreign cash; 3) bank deposit accounts are opened 

in foreign currency; 4) securities emission in foreign currency. 

There is a significant amount of foreign currency, especially in the cash 

form, in the economy of Ukraine (Fig. 1). 

 
Fig. 1. Dynamics of foreign cash in monetary turnover 

Source: formed by the authors on [4] 

0,0

50,0

100,0

150,0

200,0

250,0

300,0

350,0

400,0

2008 2009 2010 2011 2012 2013 2014 2015 2016

bln. UAH.

(equivalent)

years

Legend:

Foreign

currency in

monetary

turnover



 

In 2014-2016 the total value of hryvnia cash was increased only by 45.4 

billion UAH (or 19.12%), but the total value of foreign cash was increased by 

86.4 billion UAH (at equivalent) (or 57.61%) in the same period (Fig. 1). It 

demonstrates the continuous replacement of cash hryvnia by foreign cash 

currency [4]. However, a significant part of the population retains foreign 

currency and it is difficult to determine precisely its share in the total monetary 

turnover. 

Distrust of the national currency is a major cause of dollarization. It is 

reflected in the opening of deposits denominated in foreign currency. According 

to NBU the share of deposits of economic entities and individuals opened in 

foreign currency in 2016 is 32.16% of M2 [1], which indicated a significant 

dollarization of deposit accounts. 

The level of dollarization in Ukraine can be determined only approximately 

since a significant sector of the economy is informal. However, there are several 

methods for definition of the dollarization indicators. It may be estimated as a 

ratio of foreign currency deposits to money supply; the value of foreign currency 

deposits to total deposits; the value of foreign currency loans to total loans; the 

value of bank deposits in foreign currency to M2, the value of money in foreign 

currency to total money supply and others [6]. The dynamics of deposits and 

loans dollarization, calculated by the method NBU is disclosed in Table 1. 

Table 1 

The level of deposits and loans dollarization, calculated by the method of NBU 
Indexes 2012 р. 2013 р. 2014 р. 2015 р. 2016 р. 

Dollarization of deposits, % 42,53 43,60 36,82 45,58 44,91 

Dollarization of loans, % 40,74 36,98 34,04 46,54 56,62 
Source: formed by the authors on [4] 

 

Using official data of NBU we can determine the level of dollarization of 

the domestic economy by the criterion of the ratio of foreign currency deposits 

to broad money (M2). Currently, there is a constant high level of dollarization of 

the Ukrainian economy, which is confirmed by via calculations of dollarization 

indicators by different methods. According to NBU in 2016 the dollarization 

level of the lending in Ukrainian economy reached 51.0%, the dollarization level 

of consumer lending – 52.64%, and in addition, these parameters keep to 

increase permanently [4]. 

After analyzing all of the above-mentioned parameters we can state that the 

level of dollarization of the Ukraine's economy is critically high, especially 

given that the limit value for this indicator is 30% (according to the IMF 

method). During the economic crisis of 2008-2009 and 2013-2015 dollarization 

index reached its highest level, which is extremely dangerous for the economy. 

It demonstrates the public mistrust of the national currency. Thus there is an 

urgent need for the application of measures aimed at strengthening the national 

currency and at the increase of the monetary policy efficiency. 



It is essential for the economy of Ukraine to legislatively ensure equal 

conditions for settlements only in national currency, for both residents and non-

residents. It is also necessary to narrow the scope of using foreign currency in 

cash and to strive against the illegal usage of foreign currency as a means of 

payment in Ukraine. These measures will expand the scope of using national 

currency and reduce dollarization [4]. 

Inflation targeting can be an effective tool for implementing such tasks 

since the transparent and predictable monetary policy carried out by NBU will 

reduce inflationary expectations, maintain low inflation, reduce interest rates, 

stimulate attraction of investments and make the exchange rate more flexible 

[9]. Thus, the policy of inflation targeting will promote confidence in the 

national currency and will be a prerequisite for overcoming the dollarization of 

the Ukrainian economy. 

It could be possible to overcome dollarization achieving macroeconomic 

stability in the country, as well as by improving the legislation, consistency of 

monetary and fiscal policy, by implementing reasonable policies for public debt 

management, via implementation of monetary policy that is aimed at controlling 

inflation and currency risks, by reducing budget and payments balance deficits, 

by implementing policy of inflation targeting, via financial market development 

and by increasing of domestic payment systems efficiency. 
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