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The Euro area has been challenged by numer-
ous range of threats such as deflation pressure,
zero output growth rate and lack of liquidity for
banking institutions. These problems have more
deepen through the modest strengthening in the
US economy, the slump in China and the oil price
decline. The answer of ECB consists of uncon-
ventional Quantitative Easing program and key
rate cut. Although such measures provide unpre-
dictable outcomes on asset markets in countries
with emerging economies such as Ukraine and
provide new causes for volatility risk at financial
markets. This sequence has been considered in
the article on the example of Ukraine and further
suggestions given regardingly to providing sus-
tainable monetary policy model by European and
Ukrainian regulators.
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€8p030Ha AOHUHI cmpaxdasa Bi0 HU3KU Makpo-
EKOHOMIYHUX Mpob/sieM mako2o opsioKy, siK
deqhrisyitiHut  muck, Hy/1bosul  piBeHb  Mpu-
pocmy BBl ma Hecmaya /liKBIOHUX akmusig y
6aHkKiscbkilti cucmemi. Lii npobnemu we 6ibwe
no2nubunucs Ha mii Hopmasizauyii MoHemap-
Hoi osimuku y CLLIA, yrioBislbHEHHS] eKOHOMIKU
Kumato ma cpnykmyauii yiH Ha Haghmy, 0co-
61us0 B8 6iK 3mMeHweHHs. [oci esporelicbkuli
peaynsmop sionosioas 3acmocysaHHsIM 3ax00i8
HempaouyjtHoOi MOHemapHOI MO/IIMUKU Ki/lbKic-
HO20 MOM'SIKWEHHST ma 3HUKEHHSIM MpoyeHm-
Hux cmasok. [pome yj 3ax00u HeoYikysaHo Bio-
2YKHYNUCS Ha KpalHax i3 puHKamu, Wjo WBUOKO
PO3BUBAKOMLCS, HaNMPUK/Ia0 Makumu, siK Ykpa-
IHa, ma cmaiu we OOHUM YUHHUKOM [10po-
O)XEeHHS1 80/1amUu/IbHOCMI Ha (hiHaHCOBUX PUHKax
ma puHKax akmusis. [aHull MpUYUHHO-Hac/lio-

KoBull 38'A30K OOC/IOXYeEMbCS y cmammi, ma
rporio3uyii Wodo Kopekyii Bekmopis peasizayjii
MOHEemapHUX noaimuk esponelicbkuM ma ykpa-
IHCbKUM peay/1simopoM Haso0sIMbCs1 HaNPUKIHUI.
KntouoBi cnoBa: eKoHOMIKU, WO po3susa-
OMbCSl, MDKHapOOHA MPaHCMICISl WOKIB Karli-
masy, kaHas1 akmusig, HempaoduyiliHa MOHe-
mapHa noaimuka, chiHaHcosul YUK/I, Ba/lOMHa
MpPaHCMICIsi.

EBpo3oHa 00 ce200HsAWwHe20 OHs cmpadasia om
psida MakpO3KOHOMUYECKUX Mpo6/ieM makozo
poda, Kak Oech/IIyUOHHOe das/ieHue, Hynesol
yposeHb rpupocma BBI1 u dechuyum AuKsuo-
HbIX aKmugos 8 baHKOBCKOU cucmeme. 3mu
rpobrieMbl ewé bosiee ycusunuUCh Ha hoHe Hop-
Ma/usayuu MoHemapHou noaumuku 8 CLUA,
COKpalwjeHusi aKoHoMuku Kumas u cprykmya-
yuli yeH Ha Hegbmb, OCOBEHHO B CMOPOHY UX
yMeHbLeHusi. K amomy MomeHmy esponelckuli
peaynsimop rpubeaas K Mepam HempaouyuoH-
Holi MOHemapHOUl MOAUMUKU KO/IUYECMBEHHO20
CMSI2YEHUST U CHUXXEHUSI MPOYEHMHbIX CMasok.
Ho daHHble Mepbl HEOXUOaHHO 0mo6pa3u/ILCh
Ha cmpaHax ¢ bbICMpPopPasBUBaLWUMUCS PbiH-
Kamu, Harpumep Ha makux, Kak YKpauHa, u
cma/iu ewé 00HUM ¢hakmopom, npeowecmsy-
FOUWUM YCUZIEHUIO BOI@MU/ILHOCMU Ha chuHaH-
COBbIX PbIHKaX U PbIHKaX akmusos. [aHHyto
MPUYUHHO-CAIEOCMBEHHYIO CB53b UCC/1e008aHO
B8 Cmambe, U BbIOBUHYMbI MPEO/IOKEHUS1 OMHO-
CUMe/IbHO KOPPeKyuU BEeKMOopos peaauayuu
MOHemapHbIX MO/IUMUK esporelickuM U ykpa-
UHCKUM pe2y/1smopomM, Komopble rpusoosmcesi
B8 KOHYe.

KnioueBble cnoBa: pa3susarolyuecss 3KOHO-
MUKU, MexXOyHapoOHasi MpaHCMUCCUsI WOKO8
Kanumana, KaHa/s akmusos, HempaduyUOHHas!
MOHemapHasi Mo/UMuUKa, GOUHAHCOBbIL YUK/,
mpaHcmuccus Ba/IOMHO20 KaHasla.

Introduction. The main goal of this article is to
investigate the relationships between interest rate
policy decisions of European Central bank (ECB) and
asset prices, especially housing prices, in Ukraine.
Also, will be making special emphasize on transmit-
ting the fluctuation, which goes from asset market to
currency channel of monetary mechanism of Ukraine.

On this issue of explanation relation between
advanced monetary policy and supply shocks in
emerging economies the wide range of scientists
have been dealing. Among them are Dees (2016),
Borio (2012), Drehmann (2012), Pesaran (2012), Xu
(2012), Eickmeier and Ng (2015) and many other.
Firstly, Pesaran had conducted modelling interna-
tional linkages including financial variables with help of
using global VAR model (hereinafter GVAR). It allows
for the interdependencies across many countries
between national and international factors, including
real, monetary and financial variables. Further, Borio
has proved that it is not possible to understand busi-
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ness fluctuations and the corresponding analytical
policy challenges without understanding the financial
cycle. And Drehmann et al. (2012) described clear
empirical comovement linkage between financial
cycle stage of development and property price owing
in international framework.

In work of Marcel Fratzscher, Marco Lo Duca and
Roland Straub (2012) [1] has explored some affec-
tations under using non-conventional tools. OMT
related announcements (26 July and 6 September
2011) resulted in 74 b.p. decline in 10-year govern-
ment bond yields in Italy and Spain, while they led
to increase on +10 b.p. in yields on bonds of highly
wealth Euro area countries. Equity indexes in Italy
and Spain lifted by nearly +9%, while bank equity
prices went up by around +14%. Also in wealthy Euro
area countries, simultaneously equity indexes and
bank equity prices went up, while this increase not
such accelerated as in Italy and Spain. Nominal euro
exchange rate has appreciated on +72 basis point [1],
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thus function of credit channel impulse response neg-
atively correlates with foreign exchange variable. So,
that’'s why transmission resulted in increasing defla-
tion and lending margins in countries under sovereign
debt default crisis.

But till today it is not existed investigations in direc-
tions of measuring and proving hypothesis on strong
dependency of asset prices in Ukraine on answer of
developments in ECB monetary policy. As a most
neighboring trade partner with year-to-year pro-
gressing stake of good and servicing turnover, Euro
area's financial cycle has become more transitive for
Ukraine real economy. So, this article is dedicated to
higher outlined problem.

Literature overview. Successful monetary Quan-
titative Easing — further QE instruments for the US
and partly Japan incentive policies has failed in
Europe reality and have been raising up concerns on
how does banking supervisor and finance sustain-
ability regulator in face of European Central Bank
correct understand monetary mechanism of Euro
system and its spillover effects on emerging markets.
This paper will be try to answer on this question and
predict further plausible steps of regulator.

More skepticism was existing regardingly to QE
policy on fact, that lowering loan rate in maturity mar-
kets had provided significant outflow of investment
funds from ones to emerging economies. When Fed-
eral Reserve Bank's Finance open market commit-
tee in May of 2013 [1] announced the probable plan
of tapering of the security repurchasing program, the
policy makers of developing markets expressed their
fears on intensifying volatility swing in capital flows
and asset prices. Therefore, the issue of coordinating
and converging monetary policies of advanced econ-
omies to biorhythms of global economic ecosystem
has been becoming increasingly important.

“While ECB policies mainly affected financial mar-
kets in the euro area, they also had positive spillovers
to global markets by increasing equity prices and low-
ering risk aversion and credit risk... while the over-
all effect of policies on international yields was neg-
ligible. The euro slightly depreciated on average in
response to the ECB’s unconventional measures...”
[1], — summarized Marcel Fratzscher, Marco Lo Duca
and Roland Straub in their research paper, published
in November, 2014.

But mostly it appears that market volatility and,
in particular, “risk on” and “risk off” models in global
markets [5] are often determined by exogenous
events which are not under the direct influence of
central banks, so that's why monetary transmission,
which theoretically can lead to desired sustainabil-
ity, in empirical evidence leads only to unpredictable
turmoil. Such situation appears before Euro area,
where additional liquidity injecting has not lead to
appreciating equity instruments and causes funds
outflow.

Due to the reasoning mentioned above, it is impor-
tant to measure volatility magnitude of European and
Ukrainian asset prices as a function of imposed mon-
etary targets on main liquidity programs provided by
ECB. Obtained results will help to better understand
the main causalities in monetary transmission of ECB
policy and provide further proposals in avoiding slug-
gish economy development in mature market and
emerging economic system, such as a Ukraine.

After destroying outcomes of Global financial cri-
sis European Central Bank has seriously rethought
its monetary policy and set new objectives' focuses.
The Federal Constitutional Court of European Union
has requested the ECB on explaining, how Outright
Monetary Transactions (OMTs) program could pro-
vide carrying out of its main monetary policy mandate
in 11th June of 2013. Regulator commented on it in
next way: “Fears of involuntary break-up of the single
currency led to severe tensions in the capital mar-
kets. At the heart of those distortions lay turmoil in the
government bond market...” [6]

It is very important to understand relationship
between yielding at debt market in European mon-
etary system, i.e. EMS and capital movement to
abroad. Thus, we will assess each effect from liquid-
ity injection programs of ECB.

The core of monetary program was relocated to
capital market by establishing remembered OMTs
and repurchasing of mortgage backed securities,
which was named as expanded asset purchase pro-
gram (APP). The last one provides next channels
of liquidity: third covered bond purchase program,
asset-backed securities purchase program, public
sector purchase program. With help of this non-con-
ventional monetary tools and rates cut the regulator
has expected to unfreeze deflationary economy.

The key interest rates decision of the regulator on
the last meeting in 8 December 2016 the Governing
Council of the ECB decided that the interest rate on
the deposit facility will be maintained on 0,25 % level
that is bigger on 55 basis points comparatively to
the same period at last year. The interest rate on the
main refinancing operations and the interest rate on
the marginal lending facility will remain unchanged at
0.00% and -0.40% respectively [8]. From 21 of Janu-
ary in 2016 itis a gross decrease in 1.08 % in key rate
with average sliding on 10 b.p. Such minus rate move
has influenced on desynchronization of lending and
saving rate valuing across the Euro area countries.

Regarding non-standard policy measures, regula-
tor will continue its purchases under the asset pur-
chase programme (APP) at the current monthly pace
of 80 billion euros until the end of March 2017 [9].

If until to 2009 the variation of credit rate disper-
sion among advanced and developing European
countries was under 15 basis points (fig. 1), so after
2013-2014 it has hit at one third of rate disperse to
average value.
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Dataset name
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Fig. 1. The coefficient of variation of the credit rate disperse within countries in EU

Source: European Central Bank (2016) [12]

It can be explained by over margined credit market
of such countries as Spain, Italy, Greece and Ireland
due to their rising defaulting risk. Due to that reason
the ECB next decisions on downing key lending rates
will fail and provide new risen volatility in Euro quot-
ing, unemployment rising and output slowing.

The most volatility is being seen in short-term loans
for non-financial corporations and indeed most stable
lending rate is been seeing in loan with over and up
2 years’ maturity. The last conclusion non-standardly
contradicts the duration theory and its must be con-
sidered in further assumptions on poor performance
of the monetary transmission mechanism.

Such causality we can find in deposit facility valu-
ing, where the overnight savings for non-financial
corporation demonstrated the 2,6 times variance of
random variable from average point. Surprisingly cur-
rent deposit rate has moved more homogeneously
and REPO instruments also has stable pace of yield
growth (fig. 2).

Summarizing all above saying we conclude that
slow pace of yield growth and risen volatility under
outflow funds pressure loops to new circle of defla-
tion pressure. The same conclusions have been done
at World Economic Forum at the beginning of 2016,
where the European finance crisis was one of the first
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issue on agenda. For instance, the Italian ministry of
finance Pier Carlo Padoan said at CNBC panel: “The
way the US responded to financial crisis was proved
to be more efficient [than in EU] in a few ways. The
sequencing of adjustments was different: the US first
target of adjustments was financial system and fis-
cal position came after of that. EU done the opposite”
[11]. The prevailing of rebounding balance of fiscal
position for EU monetary strategy is more important,
than sustainability in finance system. And last one is
the main reason of ineffectiveness of monetary trans-
mission in EU and risen volatility in a capital markets.

If we will make some comments on National
Bank of Ukraine (hereinafter — NBU) unconventional
actions, we will get next conclusions.

At the period of anchoring hryvnia’s rate the dis-
count rate was set without assuming the objectives on
meeting desired level of CPIl and exchange rate pass-
through into asset channel prices. But after restoring
the stability in banking sector the worth of liquidity has
been gradually lowered on 40 basis points, but it has
not affecting into the rising of aggregate demand due
to poor level of credit transmission channel in mon-
etary mechanism in Ukraine (28.7% share of credit
channel in 2011, and 4 % — in 2014, 3.9% — in 2016)
[13] (fig. 3).
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Fig.3. The dynamics of NBU’s discount rate

Source: Monetary statistics of NBU (2016) [13]

Also, Lepushynskiy [5, p. 11-12] argued that low
efficiency of monetary transmission was related to
lack of flexibility in foreign exchange rate setting and

therefore level of responsiveness of reaction function
was very unpredictable and caused a very disper-
sive change in CPI level. But after political crisis in
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2013-2014 at the beginning of 2014 NBU has made
decision on putting foreign exchange rate in free-float
with the record low level of international reserves with
26.4% of level in January 2017 and 19.9% of pre-
crisis level [14]. That's why NBU had to rise discount
rate on 338%. Now after implementing de-jure of the
regime framework of inflation targeting the NBU has
stabilized inflation at 13% and provided several cut
rates, the schedule of which it can be seen at figure 3.

Although after such step of releasing foreign
exchange rate pricing into free-float leads to more
openness Ukrainian to external shocks, and espe-
cially negative interest rate policy of mature econo-
mies monetary authorities.

Main results. Thus, let consider how percent
targets of ECB have been affecting the capital and
equity market in European countries and one emerg-
ing country (in modeling is figured Ukraine example).
We used approach as proposed by Stephane Dees
(2016) in exercise for European countries suffered
from sovereign debt crisis. from Ukraine was included
with the aim to assess the influence from interest rate
policy of European regulator on asset price chan-
nel in first one. EU is the second largest world mar-
ket, neighbor, and strategic trade partner of Ukraine
today with constant level of import share of 37% in
October of 2016, which is exceeded CIS counties’
stake of trade on 170% [12]. We make hypothesis
that interest rate policy of ECB supports rising of net
financial account in Ukrainian balance of payment,
which further transmits to increasing of volume real
estate building and due to poor aggregate demand
in Ukraine nowadays it might be caused price slump
in real estate assets and depreciation of hryvnia’s
exchange rate.

For that we have built system of VAR equations,
which describes relationships between asset yield
curve (Yt) and rates of OMTs, SMP, SLTRO (Sup-
plementary Long-term Refinancing Operations) and
VLTRO (Very Long-term Refinancing Operations):

Y, = B, -MP[OMT,, SMP,, SLTRO,,VLTRO, ] +
+ 5 (OMT,,SMP,SLTRO,,VLTRO, ),

(D

where 3 — slope of endogenous variable, MP
[OMTst, SMPt, SLTRt, VLTROt] — matrix missives
from non-conventional liquidity injections.

We also has included for increasing LR sta-
tistics lagged values of residuals, thus we have
obtained ARIMA(p,t,q) process. Therefore, we will
use GARMA-CH process, where standard error will
adjust biased estimators and make ones robust to
heteroscedasticity.

So, the model will be transformed in a next way:

Y, = B -MP[OMT,SMP, SLTRO,VLTRO_t]+
p ,(2)

p-i ;
+ Z P g, +iu;
i=1
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This function will be an interest rate transmis-
sion link, which impulse furtherly will be included into
regression of Ukrainian asset market. Assessments
result will be shown in Result section.

Results. But this approach does not consider
whether financial variables data set makes a signifi-
cant contribution on changing real sector business
cycle. In this way, we may use approach of Stephane
Dees (2016), which extends research in this field in
a next way: proposed model now includes addition-
ally property prices, which comprises monetary and
credit variables in terms of determining how is hous-
ing market capturing all the features of the financial
cycle [2, p. 22-23].

Therefore, we will assess relationship between
interest rate policy targets of ECB and Ukrainian capi-
tal movement tendency and next its influence on the
asset price transmission.

Targeted in Ukrainian variable set asset prices
series depend on euro area interests and capital
movement into Ukrainian next sequence:

Y, =—6.511-DF, , —24.769-DF, , +4.922-EONIA, , -
~14.577-EONIA, , —0.2198-MLF, , +21.114-MLF, , +
+8.212-PP,,, , +0.531-PP., ,~12.216-SLTRO, , +
+16.402-SLTRO, , +2.230-VLTRO, , —0.018-VLTRO, , -’
~0.405-NFA, , —0.162-NFA, , —0.089-DI,_, —0.005-DI, ,

+0.012-NEFER, , —0.032-NEFER, , —21.852

®3)

where DF, ,, EONIA, ,, MLF, ,, PP

t—i? EUt-i? SL TROt—i’
VLTRO, ;, NFA,_,,DI,_,, NEFER, ; —respectively deposit
facility, interest rate EONIA, marginal lending facility,
property prices in 18 EU countries, supplementary long-
term refinancing operation rate, very long term refinanc-
ing operation rate, net financial account of balance of
payments in Ukraine, direct investment into Ukraine, t —
time period, i —lag (i=1_2).

Estimation was done for 22 quarters from fourth
quarter of 2010 year till to third quarter of 2016. Model
was adequate in terms of unbiasness of estimators,
consistency of chosen variable set (accordingly to
ACF and LM test), and fulfilling statistical references.
For this panel, it has been obtained next summari-
zation. The estimation was conducted in R software,
package “var” and “forecast”.

In second quarter increasing spiral of the direct
investment in 100 basis point causes the next conse-
quent decreasing of 8.9 b.p. in asset prices in Ukraine.
More quickly the net financial account reacts in down-
ward movement on 40.5 b.p. in next quarter. Such effect
supports by increasing rate of supplementary long-term
refinancing, marginal lending facility and deposit facil-
ity in 1 % in first quarter after event and evokes next
decreasing of asset prices in Ukraine on 12.216, 0.22 in
next first, second quarters and 6.511 in fifth quarters
respectively. Rising in third quarter of EONIA rate influ-
ences on a sliding of asset prices on about 14.6 %.

But If we consider effects on net financial account
of a balance of payment in Ukraine, we will see that
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increase in deposit facility rate will in third quarter
reinforce deficit in financial operation result and in
second quarter it will be widen on around 50%. Finan-
cial account balance will be risen on 27 times after
1% increase of flexible rate EONIA in next two con-
secutive quarters, further effect is eroding. Increase
in property prices in European market leads firstly to
growing inflows on financial operation on 26.7 % and
then it moderates to a size of 4.2% per 1% of appre-
ciation of real estate.

Very interesting fact that rising of asset prices in
Ukraine provokes elevating of a worth of real estate in
18 EU countries on 12.2 basis point in second quar-
ter and approximately 1.88% of depreciation in third
quarter. Thus, it has proved that capital spillover in
Ukraine strongly depends on interest rate policy per-
suaded by ECB and subsequently effects on future
asset market appreciation. But it contradicts that fact
of increasing of inward capital movement from wealth
European countries capital provokes rising of asset
prices’ level in Ukraine.

But negative interest rates policy decision under
such conditions still lead to depreciation of hryvnia’s
rate. Under decreasing deposit facility rate foreign
exchange rate is devaluated on 53 times after 2 con-
secutive quarters. Therefore, our hypothesis is justi-
fied in place of devaluation of foreign exchange rate
under risen financial capital inflow movements (fig. 4).

The size of heteroscedasticity of asset price chan-
nel has increased starting from 3 till 17 quarters and
at 18" quarter it has been gone out. Also, we must
consider that each percentage point of appreciation
of asset prices affecting in 5.1 points of appreciation
exchange rate of hryvnia, that it has proved an exist-
ing relationship between asset channel variable and
foreign exchange rate of hryvnia.

If we will consider the time of response of an
inward direct investment on an answer of appre-
ciation of assets in Ukraine, we can experience
that in sixth month after inward price trend at real
estate market on each percent of appreciation will be
obtained a 32.7 b.p. of gain in net direct investment
position (fig. 5).

And we see controversial relationship if direct
investment will rise at present time the asset prices
in next two months will be declined in 31 b.p. That's
why additional direct inward investments influence
on reducing of asset prices and then transmits into
devaluation of foreign exchange rate (fig. 6).

The financial account time series are considerably
moving homogeneously and error only increases in
7 and then 11 quarters. Thus, internal factor autocor-
relation relationship does not effect on asset price
channel regression model (fig. 7).

The EONIA rate function has more homogenously
distributed error, which increases from 6 to 9 quarter

Table 1
VAR model of interest rate policy of ECB transmission on Ukrainian asset market
with lagged variable in 1 and 2 quarters?
Ukrainian variables European variables
Coefficient, Net Direct | D it PROPERTY_
standard error, | | financial | 7% | FEPOSU-| EONIA | - ()| PRICES IN_| SLTRO_ | VLTRO
t-statistics account | VS| ia) Y 1 EU_COUNT- | MRO(0) | (-1)
(0) RIES(0)
Net financial -0.405 -0.985 0.048 0.021 0.003 0.035 0.166 -0.002 -0.007
account (-1) 0.665 0.174 0.147 0.001 0.045 0.013 0.244 0.028 0.035
[-0.609] | [-5.664] | [0.323] | [27.776] | [0.055] | [2.698] [0.679] [-0.074] | [-0.209]
Net financial | -0.162 | -0.705 0.209 -0,021 | -0.019 | -0.016 0.097 -0.015 | -0.082
account (-2) 0.383 0.1 0.084 |4.000-10*| 0.026 0.007 0.14 0.016 0.02
[-0.423] | [-7.048] | [2.478] | [-48.311] | [-0.737] | [-2.113] [0.691] [-0.911] | [-4.083]
Direct -0.089 -0.282 1.29 -0.029 -0.042 -0.013 -0.015 0.011 -0.058
investment (-1) | 0.738 0.193 0.163 0.001 0.05 0.014 0.271 0.031 0.039
[-0.12] | [-1.464] | [7.924] | [-34.738] | [-0.847] | [-0.928] [-0.054] [0.346] | [-1.495]
Direct -0.005 | -0.569 1.711 -0.068 | -0.047 | -0.061 -0.125 -0.047 | -0.097
investment (-2) | 0.757 0.198 0.167 0.001 0.051 0.015 0.278 0.032 0.03
[-0.007] | [-2.873] | [10.241] | [-78.344] | [-0.931] | [-4.167] [0.452] [-1.48] | [-2.467]
Intercept -21.852 | -656.657 | 947.629 | -20.814 | -3.511 | -23.343 2.203 -41.55 | 21.601
416.384 | 108.919 | 91.913 0.477 28.227 | 8.019 0.056 17.352 | 21.716
[-0.053] | [-6.029] | [10.31] | [-43.602] | [-1.124] | [-1.137] [0.014] [-2.395] | [0.995]
R? 0.928 0.999 0.999 0.999 0.977 0.993 0.973 0.942 0.977
Akaike
informational | 53.317 | 7.342 | -23.859 | -20.782 | -18.417 | -12.611 38.382 -20.952 | 35.694
criterion (AIC)
Schwarz 73.231 | 27.256 | -3.944 | -0.866 | 1.498 | 7.303 58.296 -1.037 | -15.779
criterion (SC)

! ECB data warehouse [12], NBU website statistics [13-15] and author’s estimation. In second line and squared brackets gives

the standard error value and t-staticstics.
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and then decreases at 11" quarter.

e Also, all interest rate panel has sig-
110,00 nificant time drift, which will cause
the cointegration in asset autore-
105,00 gression model. Using error-correc-
tion procedures of Engle (1987) and
100,00 approach described in previous our
investigation [4] such error variation
95,00 can be overcome.

Conclusions. The  relation
90,00 between liquidity injection of ECB
and capital spillover in emerging
economy system is clear and dem-
onstrates negative correlation in EU
= baseline === upperse === lowerse countries under sovereign stress

and Ukraine and positive direc-
Fig. 4. Reaction function of asset prices in Ukraine in one standard error jon vector of yields movement in

85,00
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Source: author’s estimations advanced countries. It is the cost of
saving single currency model, where
Sample: 1 30 pbt_alnlng the convergence of fmgnce
Included observations: 24 indicators becomes increasingly
Correlations are asymptotically consistent approximations comp”cated and produces new trade
YT,DIRECT_INVESTMEN .. YT,DIRECT_INVESTMEN.. i lag lead off mlsmall open economies such as
Ukraine, which is more depended
N | ¢ o | 0 -0.07.. -007.. | from EU market. Under continuing
Co . 1 0222.. -041.. | movements in negative interest rates
: .- : :: : g 822;" :8'2;" zone it might have been affected the
\ =% (o 4 0335 -030. inflows in net financial account and
| [ 1 | [ 5 0417 -033.. | depreciation of hryvnia’s exchange
' r' ' ‘h ! S 8-?3;--- Oé’gg--- rate. Due to decreasing of purchas-
| I I | . -U. . H H
| = Co | 8 0199, 002 | NG power of economic agents in
, = P oo | 9 0203. -011.. U!<ra|ne the r_eal estate price asset
coon | | | [ 10 -005.. 0006.. | will be declined. Therefore, with
! 1 ' ' 1 ! 11 -013.. -0.03.. | aim to rebound finance balance in
: : : : 12 _007.. 000- | ykraine next consequences must be

considered and employed:
Fig. 5. Correlogram for asset prices in Ukraine 1.  Gradually mustbe employed

and Direct inward investment data set .. ’
s - author's estimations target on raising rate of the marginal
ouree: ad lending facility with an aim to thin-
ning lending margins in European

350,00 countries under default pressure.
200,00 ,—"‘\__--"\-_,"'\ ~ 2. The further extension of the
/ (Tl S o7 liquidity injection through asset pur-
250,00 chase program will strengthen capi-
tal spillover between EU market and
200,00 /\’-/\/_\/\/\/ Ukraine.
150,00 3. Net financial account shifts
will cause the depreciation of real
100,00 == T e S e e e e e aa Lo T estate market and effect on hryvnia’s

exchange rate devaluation.
Therefore, proposed VAR model
0,00 will throw the light on effects caused
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 by external Capital market shocks
in Ukraine and further transmission
into foreign exchange transmission

50,00

= e e (pperSe e baseline e e e |owerse

Fig. 6. Reaction function of net financial account channel. _
in Ukraine in one standard error That is why European Central
Source: author’s estimations Bank must provide unconventional

([Gf:)| Bunyck 31. 2018
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Fig. 7. Reaction function of EONIA in EU countries in one standard error

Source: author’s estimations

monetary policy by setting such level of inter-
est rates, that will transmit into lowering margin
between wealth countries and countries of Euro
area under sovereign stress. Furthermore, National
Bank of Ukraine in an answer of such unconven-
tional measurement taken by ECB must considered
risk of additional appreciation pressure of hryvnia
and that's why must ease the regulation limits on
outflow of capital.
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