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futures contract, currency risk, hedging, to price and currency risk management. The main currency risk hedging
derivatives, stock trade. instruments are specified. Also the main currency risk hedgers and foreign

exchange futures peculiarities have been identified.

The state and dynamics of derivatives market development in Ukraine have been
studied. The types of derivatives that are most in demand on exchanges have been
identified. The volume and share of derivatives in the traders' exchanges were
analysed. The basic prerequisites that have formed the necessity of development
of the currency derivatives market in Ukraine are indicated.

Advantages and disadvantages of using foreign exchange futures to minimize
enterprises and agricultural producers currency risks have been defined. The main
problems impeding the development of the domestic derivatives market and
reasons for the low use of hedging instruments in Ukraine have been identified, in
particular:  lack of investment, reduction in derivatives transactions,
underdevelopment of derivatives needed for hedging, insufficient infrastructure for
futures trading, low awareness of economic agents of the possibilities of hedging
through derivatives transactions, domination of speculative motives.

Based on the derivatives market characteristics in Ukraine, recommendations to
expand the monetary market and create conditions for the spread of financial risk
hedging have been proposed.

®IOYEPCH SAK IHCTPYMEHT XEJI)KYBAHHS BAJIIOTHUX PU3UKIB B YKPATHI

CeiiceoaeBa H. I'., /lenucenko A. A.

3anopizbkuii HayioHanbHUll yHigepcumem
Yrpaina, 69600, m. 3anopixcoics, eyn. Kykoecvkozo, 66

Kurouosi ciioBa: VY crarti po3TISHYTO MOHATTS, NMPUHIUI Ta METa XEPKyBaHHS SK OJHOTO 3
¢’104epc, BUTIOTHUI PU3HK, XSIDKYBaHHS, HiAXOAIB 10 YNpaBIiHHSA WIHOBUMH Ta BAJIIOTHUMH pPH3MKaMH. 3a3Ha4yeHO
TIOXiJIHI iHHI TanepH, 6ip)koBa TOPTIiBIIs. OCHOBHI IHCTPYMEHTH JUIs 3JIHCHEHHS XeKYBaHHS BAJIIOTHHX PHU3UKIB.

Bu3HaueHO OCHOBHHX X€KEPiB BAIIOTHUX PU3UKIB Ta 0COOIMBOCTI BAIIOTHUX
¢’rouepciB. JlocmipkeHO CTaH Ta JAWHAMIKY PO3BHTKY PHHKY HOXiTHHX
¢iHaHCOBHX IHCTPYMEHTIB B VYkpaiHi. BusHaueHo, sKi JepUBUTUBH
KOPHCTYIOTBCS HaiOIIpIIUM MONUTOM Ha Oipkax. [IpoaHamizoBaHo oOcsr Ta
NUTOMY Bary TOPTiB JepHUBaTHBAMH Ha OpPraHi3aTOpax TOPTiBIi. 3a3HAYECHO
OCHOBHI TEpeIyMOBH, SKi CcQOpMyBald HEOOXIJHICTP PO3BUTKY pPHUHKY
BaJIOTHUX JICPUBATHBIB B YKpaiHi. BUiABIEHO OCHOBHI 3aKOHOMIpHOCTI
¢yHKIiOHYBaHHS ()’ F0OYEPCHOTO PHHKY B Y KpaiHi Ta 0XapaKTepr30BaHO OCHOBHI
MO3MTHBHI Ta HeraTHBHI TeHAeHLii. OxapakTepu3oBaHo 0co0nuBoCTI ¢ 10uepcy
Ha kypc noiap CIIA na YkpaiHckiit 6ipxi. OxpeciieHO MepCreKTUBH PO3BUTKY
TOpriBiai (’IOYepCHUMHM KOHTPaKTaMH Ha 3EpHOBI KyJlbTypH. Bu3HaueHo
mepeBaru i HEJONIKHM BHKOPHCTaHHS BaTIOTHHX (’rodepciB A MiHiMizamii
BaJIOTHUX PHU3WKIB MIiANPUEMCTB Ta arpoBHPOOHNKIB. Bu3HaueHO OCHOBHI
npoOJieMH, 10 CTPHUMYIOTh PO3BHUTOK BITYH3HSHOTO DPHHKY JI€PHUBATHBIB Ta
NPUYMHU HU3BKOTO BHKOPHCTAHHS IHCTPYMEHTIB XeMIKyBaHHS B YKpaiHi,
30KpeMa: BiJCYTHICTh IHBECTHIiif, CKOpOUeHHs OOCSTiB 00CATIB omepamiii 3
JIepUBaTHBAaMHU, HEPO3BHHEHICTh HEOOXiMHHMX IJIsl XEIKYBaHHS JCpPUBATHUBIB,
HEJOCTaTHIl piBeHb PO3BUTKY iH(pacTpykTypu s ¢'rouepcHOl TOpriBimi,
HU3bKa TMOiH(GOPMOBAaHOCTH CyO’€KTIB TOCIOAApIOBaHHS IPO MOXKJIHMBOCTI
XeJDKyBaHHS 3a JOIIOMOTOIO OIlepaliii 3 JepuBaTUBAMH, JOMIHYBaHHS
CHEKYJISITHBHUX MOTHUBIB. Ha ocHOBI ocoGuuBOCTel (YHKIIOHYBAaHHS PHHKY
HNOXIMHUX [IHHMX HamepiB B YKpaiHi pPEKOMEHJOBAaHO PO3IIMPIOBATH
IHCTpYMEHTapiii CTPOKOBOTO PUHKY Ta CTBOPIOBATH YMOBH JUIS ITOIIMPEHHS
MPAKTUKK X€HKYBaHHS (PiHAHCOBHX PU3UKIB.
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Problem statement

Due to the large fluctuation of UAH against the main
foreign currencies during the financial crisis and the
expansion of the foreign economic operations of economic
agents, the problems of financial risk management are
particularly relevant. From this point of view, hedging is
the most popular method of price and currency risks
management. In Ukraine, however, this mechanism is not
sufficiently developed and is not popular among
economic entities, which means that the financial results
of their activities are more uncertain Therefore, for
optimal currency risks management strategy construction
in Ukraine there is a need to study world practice of
futures contracts usage.

Recent research and publication analysis

Scientific development of domestic scientists as
M. O. Solodkiy, V. O. Yavorskaya, O. L. Zakharova,
L. Primostka, V. M. Shelydko, O. Sokhatsky and others
are focused on problems of the financial derivatives
use. Some issues of currency derivatives use have
been studied in the works of S.G. Sklyaruk,
O. M. Pokhanenko. Considering the significant results of
scientific achievements, it should be noted that a number
of theoretical and practical questions of the derivatives
market of Ukraine functioning require further study and
analysis.

The purpose of the article

In modern times, currency relations play a large role
because financial market activity is global. Therefore the
purpose of the article is to identify the main trends in the
derivatives market in Ukraine and to elaborate
recommendations on the currency futures transactions
intensification for ensuring a stable exchange rate and an
improvement of economy.

The main material representation

The expansion of Ukraine’s cooperation with the EU
broadens the domestic enterprises’ possibilities of
entering the European market, creates the potential for the
growth of export-import operations, the intensification of
capital transfer and, consequently, the increase of
payments in foreign currency. In turn, the unpredictability
of the exchange rate and the insufficient number of
currency hedging instruments can lead to potential losses
and complicate business planning.

The term "hedging" is derived from the English “hedge” -
fence, barrier, protection. Hedging aimed at insuring
financial risks [1]. And also hedging is one of the
approaches of risk management that uses derivatives for
systematic asset price or cash flow changes risk
neutralization [2].

The economic essence of hedging is, in most cases, the use
of futures and options to reduce price risk in the spot
market [3].

Hedging is based on the principles of correlative price
movements in the spot and futures markets. The higher the
correlation, the more effective the price risk hedging will
be [3].
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The historical origin of hedging is closely linked to the
development of commercial activities in the agricultural
market. Moreover, at the end of the last century,
fundamental changes in the world financial market also
contributed to the spread of hedge elements to exchange-
rate, securities and interest-rate markets. Thus, from the
grain trade, hedging has spread to other financial
activities.

The phenomenal growth in trade futures and options for
agricultural commaodities has been driven by increased
global demand and the increasing use of e-commerce
systems.

Timely issuance of futures contracts is a valuable risk
management tool, as it fixes prices and provides protection
against undesirable changes. In other words, it provides a
purchase or sale price for those who are interested in price
protection and are willing to forgo additional benefits if
the price changes are favourable [1]. hedging helps to
avoid price and inflation risks in stock and commodity
exchanges contracts. The hedging principle is to open
opposing positions in the money and futures markets.

Therefore, as the price of one item increases, the price of
the other item falls. If the price of a hedger’s position in
the money market increases, its position in the futures
market decreases, and the hedger may be required to
provide additional collateral (margins) [2].

Consequently, hedgers invariably buy or sell futures or
options contracts on assets they wish to hedge in the spot
market. However, futures positions will continue until the
end of the purchase and sale of real assets [2]. Hedging
aimed at maximizing the predictability of future cash
income generated by an enterprise’s economic activity.
Stock-exchange contracts of options and futures are the
main instruments for price risk hedging [2].

Futures hedging is a common species. Futures exchange
trading is standardized, has high liquidity of instruments
and secures contract settlements using a margin system
that is deposited by market participants. [3].

In world practice, foreign exchange futures are used to
hedge foreign exchange risks - a standardized agreement
certifying the obligation to exchange one currency for
another at a certain time and under certain conditions in
the future [3].

Currency hedging is aimed at protecting money from
adverse exchange rate movements, i.e., fixing the present
value of money through futures transactions. Each
company whose financial outcome depends on exchange
rate fluctuations has an interest in instruments to offset
financial risks. The main hedgers in the market are [3]:

- importers of an elementary foreign production base who
regularly purchase electronic equipment of foreign
manufacture; their interest is to protect against possible
increases in the prices of imported goods;

- companies that have on the balance sheet a currency as
income from the sale of goods (works or services); their
interest is to protect the currency against a likely exchange
rate depreciation;

- companies that attract currency borrowing at floating or
fixed interest rates; their interest is to protect against the
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likely increase in the value of the currency to be returned
to the creditor.

The risk of exchange rate fluctuations disappears by
hedging. This allows for advance planning of economic
activities and financial results, as well as pricing of the
enterprise’s goods, works and services.

The advantages of hedging foreign exchange risks as a
way of ensuring the economic security of an enterprise
are: small costs for the business entity to hedge risks:
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possibility of fixing foreign exchange quotations at a
certain date and planning the business for the future.
Unfortunately, spot deals dominate in Ukraine, and cases
of hedging of currency risks in business are still isolated.
The derivatives market is the least developed in the
structure of the national financial market. According to the
annual report of the National Securities and Stock Market
Commission, in 2019 the share of derivatives traded was
0.03% of the total amount traded on the stock market of
Ukraine (fig.1).
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Figure 1. Share of derivatives traded on the stock market of Ukraine in 2012 — 2019, % Source:
Compiled by the authors from the [4]

Trading on the futures market of the Ukrainian Stock
Exchange began in 2010, but was suspended in 2018 due
to the ban of the National Security and Defense Council
of Ukraine on the use of the trade system software. Two
years later, the Ukrainian Stock Exchange resumed
trading with new software.

Currency futures contracts appeared only in 2015 on the
«Ukrainian Exchange», but very quickly gained high

80

popularity and in 2017 were the most in demand among
other derivatives (fig. 2).

In 2017 derivatives were produced by two option
certificates for a total value of UAH 32.5 million.
According to the results of 2017, the volume of trade in
derivatives amounted to 5.62 billion UAH. The most
popular type are forward contracts for currency pairs:
GBP/USD, USD/UAH, EUR/USD, USD/JPY.

m Futures contract without delivery

of basic asset ( currency)

m Futures contract without delivery

of basic asset (stock index)

" Purchase option with basic

asset ( denvative)

Figure 2. Derivatives that were in demand at JSC «Ukrainian Exchange» in 2017

Source: Compiled by the authors from the [5].

In the derivatives market in 2012-2019, there was a strong
downward trend in the stock market, from UAH 24.91
110

billion UAH in 2012 to 0.22 billion UAH in 2019, or 99.1
per cent (fig. 3).
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Figure 3. Volume of derivatives traded on the securities market in 2012-2019, bin UAH

Source: Compiled by the authors from the [4]

This shows the unpopularity of derivatives, as well as the
underdeveloped infrastructure of the Ukrainian stock

market for transactions of increased complexity. In
January-December 2019, two exchanges «Perspective»
and «UMVB» traded derivatives (Tab. 1).

Table 1. Volume and share of derivatives traded on traders' exchanges during 2017 - 2019

Source: Compiled by the authors from the [5].

Thus, it can be stated that the derivatives market does not
meet the development needs of the national economy and
does not fulfil its main function - hedging the market
participants risks. Given the uncertainties in Ukraine, it
is particularly important to use efficient instruments in
the financial services market, especially futures trading.

The development of futures trading in Ukraine is
hindered by a number of factors. First, there is a lack of
investment, a lack of confidence in the financial market,
and an inadequate domestic legal framework. Second are
the difficult conditions for a market economy, the lack of
necessary infrastructure for futures trading, Lack of
qualified personnel of securities traders capable of
organizing currency activities and inflation.

In spite of these problems and difficulties, Ukraine has
taken some steps to promote futures trading. A new stage
in the development of Ukraine’s futures market began in
August 2020, when the renewal of the Ukrainian

2017 2018 2019
Trader
Bin. UAH. Share, % Bln. UAH. Share, % Blin. UAH. Share, %

Perspective 1455,24 1,14 797,60 0,63 205,18 0,11
Ukrainain Stock 3178,21 23,71 1843,52 8,78 0,00 0,00
Ukrainian

Interbank Currency 0,03 0,86 4,36 100
Stock 0,00 0,00

Universalna 398,60 100,00 0,00 0,00 0,00 0,00
Total 5032,05 1,20 2641,15 0,46 209,54 0,03

settlement contract at the US dollar rate began. Dragon
Capital and Freedom Finance Ukraine signed the first
agreement on a futures contract for USD/UAH [7].
Contract specification remained unchanged (Tab. 2).

The implementation (expiration) of the DX-0 contract
took place on December 15, 2020. Futures are also
available as of March 2021 (DXH1) [7].

The market is now in the phase of connecting former and
new entrants. The UAH/USD futures will provide banks,
traders, and end investors with additional trading
opportunities, including the ability of market participants
to hedge their foreign exchange positions.

The UAH/UAH currency futures are now a sufficient
tool for currency hedging against the risks of USD/UAH
fluctuations. Private Ukrainian investors are interested in
this derivative as an opportunity to earn money from
currency fluctuations.
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Table 2. Specification of the futures exchange rate of UAH-USD - DX

Contract Code

DX<month of the implementation><year of the implementation>

Basic asset

USD/UAH currency rate

Value of contract

1000 (one thousand) USD

Type of contract calculated

Contract price

UAH per 1 (one) USD

Minimal price step 0,005 UAH
Cost of price step 5,00 UAH
Minimal warranty provision 20%

Transaction fee (contract
registration)/scalper

2,00 UAH /1,00 UAH

Source: Compiled by the authors from the [9]

Another important event in the development of stock
trading in Ukraine is the opening of futures contracts for
crops on the Ukrainian Exchange at the end of 2018.
Previously, all transactions in Ukraine were carried out
with the calculation of futures but without offering the
base asset, and were mainly of interest only to financial
market participants. Instead, asset-backed futures would
be a way to hedge financial and price risks to farmers.

In addition, consumers and agricultural processors will
also become less sensitive to price fluctuations and will be
able to assess their performance more effectively in the
long term. The futures contract with the delivery of the
underlying asset is a contract under which the seller
undertakes to deliver the underlying asset and the buyer
undertakes to pay and accept the asset at an agreed price
and within the terms and conditions of the contract [8].

Ukrainian farmers, in addition to the volatility of world
grain prices, also face foreign exchange risks. Under the

influence of fluctuation of the UAH exchange rate during
the period from January 2017 to November 2019, the gross
revenue of market participants fluctuated from -581
UAH/t to 325 UAH/t [8].

Thus, the unpredictability of the exchange rate and the
insufficient number of currency hedging instruments can
lead to potential losses for farmers and complicate
business planning. Trading agricultural futures with the
supply of assets will improve efficiency and fairer pricing
of agricultural products and prevent monopolization of the
grain market in some areas.

The developed market of currency derivatives will allow
bankers, enterprises and individuals to obtain daily
information on the trends in the exchange rate of UAH in
the future, and protect the hryvnias from devaluation
through currency futures. The main advantages and
disadvantages of using derivatives to hedge foreign
exchange risks are (Tab. 3).

Table 3. Advantages and disadvantages of using derivatives to hedge foreign exchange risks

Advantages

Disadvantages

— When using a company’s foreign exchange
1. | derivatives, there is no need to create significant
reserves to cover exchange rate losses; the
company’s money is not diverted from sales and
can be used for productive activities;

— To guarantee payment under standard contracts,
deposit margin may be required, which may be
increased for financial instruments of volatility and
significant hedging conditions, thus diverting funds
from business turnover;

— The ability to monitor the prices and volumes
2. | of trade in financial derivatives in an organized
market allows the selection of an optimal
strategy for hedging foreign exchange risks;

— Standardizing the form of the stock exchange contracts
(fixed lot sizes and duration) makes it impossible to use
fixed-term contracts with an arbitrary amount of
contract and duration of performance fully satisfying the
economic entity;

—high liquidity. If necessary assets can easily be
3. | resold at a good rate.

—the payment of commissions on foreign exchange
hedging contracts is an additional cost to an enterprise.

Source: Compiled by the authors from the [3]

Conclusions

Given the high level of foreign exchange risk, the move
towards flexible exchange rate formation and the growing
interest of domestic entrepreneurs in entering international
markets, the need to develop a derivatives market in
Ukraine is obvious. Risk hedging mechanisms are needed
by most economic agents, but not all domestic
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entrepreneurs have access to international stock
exchanges. Creating and activating a native futures
market that meets the needs and capabilities of domestic
producers is therefore the most realistic and promising
direction for development.

However, an analysis of the domestic derivatives market
showed:
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— reduction in derivatives contracts; — domination of speculative motives

— underdevelopment of major foreign exchange In order to spread the use of foreign exchange derivatives
derivatives in Ukraine and concentration of trade in by domestic enterprises the main tasks to be solved are:
foreign exchange derivatives on one stock exchange; — adaptation of domestic legislation to European

— insufficient development of the relevant infrastructure, standards, development of trade infrastructure,
in particular an efficient clearing and market-making Increase the liquidity of derivatives;
Institutions; — broadening the range of participants by providing an

— low awareness among economic agents of the effective mechanism to attract individual and
possibilities of hedging through derivatives; institutional investors to the exchange trade;

— high dependence on the activities of individual players — expanding the market-based tools;
gnd insufficient participation of institutional investors — ensuring of transparency and accessibility of
in the market; derivatives transactions on the stock market.
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