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PREFACE BY THE EDITOR-IN-CHIEF

Dear readers,

The current issue of the Visnyk of the National Bank of Ukraine investigates questions relevant for 
macroprudential regulation, �nancial stability, and monetary policy. Useful insights from presented 
studies can help readers understand the in�uence of interest rates on exchange rates, deepen your 
knowledge of the role of the global �nancial cycle in capital �ows, and predict possible bank defaults.  

The �rst article How Does the Interest Rate In�uence the Exchange Rate? by Adam Hashchyshyn, 
Kateryna Marushchak, Oleksandr Sukhomlyn, and Andrii Tarasenko, employs meta-analysis techniques 
to infer the interest-rate exchange-rate relationship. This relationship is found to be positive and 
signi�cant in the short run, but dissipates in the long run. According to the authors� results, a short-
term appreciation/depreciation of the hryvnia may be observed in response to an increase/decrease 
in the key policy rate in Ukraine.

In the second article, The Missing �Cycle� Part and Other Thoughts on the Global Financial 
Cycle, Olga Bondarenko examines co-movements in cross-border capital �ows that give rise to a 
phenomenon dubbed the global �nancial cycle. The author estimates a global common factor in 
capital �ows, explores its cyclical properties, and states its limited importance for capital �ows. This 
result implies that domestic policies play the primary role in maintaining macroeconomic stability.

In the third article, Predicting Bank Defaults in Ukraine: A Macro-Micro Perspective, Anatolii 
Hlazunov and Olesia Verchenko propose a modeling approach that successfully generates an out-
of-sample signal of a systemic crisis four periods ahead of the 2014�2015 turmoil. The authors argue 
that the probability of default exceeding 11% could signal a vulnerability in a bank and in a �nancial 
system in general.

The Visnyk of the National Bank of Ukraine invites scholars and policymakers to join the discussion 
initiated by our authors. We expect your submissions and would like to draw your attention to the 
upcoming online conferences co-organized by the National Bank of Ukraine: (1) the 5th conference 
for students and young researchers Banking and Monetary Policy: Prospects for Development  
(21 May 2021, with Kyiv School of Economics), and (2) the 6th annual research conference  
The Policy Toolkit for a World in Flux (10�11 June 2021, with Narodowy Bank Polski). We encourage 
you to submit your papers and participate in the conferences, as these events provide opportunities 
for fruitful discussion and potential cooperation.

Best regards,
Dmytro Sologub
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HOW DOES THE INTEREST 
RATE INFLUENCE  
THE EXCHANGE RATE? 
ADAM HASHCHYSHYNa, KATERYNA MARUSHCHAKa,
OLEKSANDR SUKHOMLYNb, ANDRII TARASENKOc

a�Kyiv School of Economics 

E-mail:	ahashchyshyn@kse.org.ua
	 kmarushchak@kse.org.ua
b�National Bank of Ukraine 
E-mail:	osukhomlyn@kse.org.ua

c�University of Mannheim 
E-mail:	atarasenko@kse.org.ua 

Abstract Understanding the e�ect of increasing the key policy rate on the exchange rate of the national currency 
remains one of the most critical issues for central banks. The goal of this study is to infer about the signs and 
the magnitude of this impact using existing studies conducted for 30 countries and aggregating estimates 
applying the meta-analysis procedure. Results indicate that the short-term impact of interest rate changes on the 
exchange rate is positive and statistically signi�cant, although the economic signi�cance is weak, while the long-
term relationship is found to be insigni�cant. The analyzed studies do not reveal any evidence of publication 
bias, which contributes to the validity of empirical �ndings. The received results conclude that there might be a 
short-term appreciation of the hryvnia in response to an increase in the key policy rate in Ukraine.

JEL Codes E43, E52, E58, Y90

�Keywords exchange rate, interest rate, key policy rate, meta-analysis, monetary policy, transmission mechanism.

1.	 INTRODUCTION
In an era of �oating exchange rate regimes and 

independent central banks concentrating on price stability, 
exchange rates have lost their priority in economic policy 
decisions. Meanwhile, the debate on the importance of 
considering exchange rate movements in an open economy 
continues to evolve. On the one hand, the impact of monetary 
policy on the value of the national currency is inexorable as 
exchange rates remain both a substantial component in the 
transmission mechanism and the factor that re�ects cross-
country di�erences in interest rates through the uncovered 
interest rate parity (Taylor, 2001). On the other hand, authors 
such as Obstfeld and Rogo� (1995) warn that substantial 
deviations from PPP in the short- and the long-run, caused 
by policies targeted at exchange rate stabilization, are 
undesirable for the economy. Therefore, understanding the 
extent of the impact of monetary policy tools, especially the 
key policy rate, on subsequent exchange rate �uctuations 
has crucial importance for central banks striving to make 
prudent and justi�able decisions.

Although the incidence of currency appreciation resulting 
from the increase in domestic interest rates has a strong 
theoretical background, making decisions based solely on 
theoretical grounds is not viable. The main reason for that is 
a large number of country-speci�c factors, which might have 
an impact on the interest rate-exchange rate relationship, 

making this relationship both economically and statistically 
insigni�cant. 

The ability to conduct an empirical research of the 
relationship in Ukraine is restricted due to an insu�cient 
amount of data: before 2014, the NBU had been keeping the 
exchange rate stable using foreign exchange interventions 
under a �xed exchange rate regime. Therefore, an inference 
about of such relationship could be made by analyzing 
the experience of other countries and conducting a meta-
analysis of existing studies, and answering the question, 
�What are the short- and long-term impacts of increasing 
interest rates on the domestic exchange rate?�

In this study, an inference about empirical papers 
examining the interest rate-exchange rate relationship are 
investigated, and their �ndings are aggregated using meta-
analysis techniques. The research also checks the validity of 
the e�ects described in publications and examines whether 
they are truthful or if there is a publication bias, leaving 
numerous �ndings not published due to the mismatch 
of these �ndings with theory and due to the statistical 
insigni�cance of results. Section 2 describes existing 
theoretical and empirical evidence on the relationship 
between interest rates and exchange rates. Sections 3 
and 4 describe the particular features of the data and 
methodology used. Section 5 describes the �ndings based 
on the examined literature. 

' National Bank of Ukraine, A. Hashchyshyn, K. Marushchak, O. Sukhomlyn, A. Tarasenko, 2020. This work is licensed under a Creative Commons 
Attribution-NonCommercial 4.0 International License. Available at https://doi.org/10.26531/vnbu2020.250.01


















































































