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Abstract
The purpose of this paper is to evaluate the peculiarities of the financial behavior of households 
as one of the main factors of country competitiveness. The authors undertook to fulfill this aim 
by dividing household expenditures into fixed and variable elements, and investigating each 
element separately. The analysis is based on data from the State Statistics Service of Ukraine 
and encompasses the period of 2001-2017. A chi-square test was used to test the selected data. 
A high propensity of households to consume stimulates a greater internal market size within a 
country, a correlation which is also an important indicator of competitiveness in Ukraine, where 
a high proportion of savings of household income is typical. The situation in Ukraine shows 
a great positive impact of savings to the development of the local financial market. Ukrainian 
households tend to accumulate savings with the intent of creating a financial safety net for them-
selves in anticipation of future economic downturns. As is the case in many Central and Eastern 
European countries, Ukrainian households hold most of their savings in foreign currency and 
bank deposits. This allocation has proven itself to be resilient to changes in the expected returns 
of the assets in question. The marginal propensity of Ukrainian households to purchase non-fi-
nancial assets is small, but relatively stable. The internal crisis in 2014-2016 triggered substantial 
changes in the financial behavior of Ukrainian households. The post crisis period of 2017 has 
not yet significantly changed the financial behavior of Ukrainian households. As in the past, 
today households keep a great deal of cash outside the banking system, with the largest share of 
the non-financial assets of households held in foreign currency.
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1. INTRODUCTION
Competitiveness has been generally defined as a set of factors that determine the level of produc-
tivity within a country, taking into account its level of development. Market size is one such fac-
tor which can paint a picture of a country’s ability to attract investments, raise per capita GDP, as 
well as create jobs and wealth for people. Domestic market size depends on consumer behavior, 
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thus there is a close direct link between the volume of household consumption and the level of 
competitiveness of a country. Indeed, an economy’s ability to develop its growth prospects along 
with a degree of resistance to exogenous shocks depends on the behavior of consumers and their 
expectations regarding retail market trends. 

Each stage of a society’s development is defined by certain distinct features and characteristics, the 
vast majority of which depict Ukraine as a consumer society with individual consumption being 
prevalent. According to the World Economic Forum’s Global Competitiveness Report, domestic 
market size has been one of the main drivers of economic growth of Ukraine in the last 16 years. 

A society’s propensity to save is one aspect which can define its investment potential. In aggre-
gate, the households of many countries own vast amounts of financial assets, which are an im-
portant internal resource to be utilized in financing economic development. The transformation 
of savings into investments is a complex process influenced by a broad array of both objective 
and subjective factors.

To be effective, the government’s social and economic policies should aim to facilitate the proc-
ess of transforming savings into investments, a goal which will present the opportunity to in-
crease the competitiveness of the country. National governments usually offer numerous savings 
and investment tax schemes to encourage the residents of their countries to save and invest 
more. In order for the government to maximize the effectiveness of such policies, it is crucial for 
it to understand the particularities of the financial behavior of individuals under the prevailing 
social and economic conditions, as well as to be able to forecast and manage such behavior.

The need to investigate the particularities of behavioral economics within the context of a par-
ticular territory is increasingly coming to the forefront of financial research. For example,  Ill-
yashenko (2017) emphasizes the possibility of using behavioral finance as a means of determin-
ing the effectiveness of political decisions within various spheres. Given that individual actors 
in financial markets tend to react to ambiguous situations differently depending on how the 
circumstances are presented, the ability to adequately evaluate patterns of financial behavior is 
crucial for developing methods of effectively charting the development trajectory of individual 
segments of the financial market as well as of the economy as a whole.

The main aim of this article is to determine the most significant features of the financial be-
havior of Ukrainian households before and during the financial crises. We would like to test the 
hypothesis that maintaining savings is the variable element in the allocation of income, i.e. one 
which forms a choice set which can define the financial behavior of households. The study evalu-
ates the influence of external and internal factors on the financial behavior of households. Out 
of the large number of external factors that influence the financial decision-making process, we 
single out two: income level and market conditions. Among the internal factors, we devote par-
ticular attention to the influence that the psychological particularities of Ukrainian households 
have on their financial decisions. 

2. THEORETICAL BACKGROUND
One relatively recent development of economic science is an intensification of research in behav-
ioral finance, a field which the Academy of Behavioral Finance & Economics describes as quite 
promising. Significant contributions to developing a theoretical and practical basis for identify-
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ing the factors, schemes and models of the behavior of individuals within financial markets have 
been made by scientists representing different fields in the economic, psychological and social 
sciences. Thaler, the 2017 Nobel Prize winner in Economics, describes the study of behavioral 
finance as unbiased and progressive (Thaler, 1993), thus demonstrating the actuality of the cho-
sen research directions and methods.

The study of household finance is challenging, as household behavior is difficult to measure. 
Yamana (2016) asserts that the analysis of household finance has non-negligible implications 
in asset pricing literature as well as in other areas, but empirical research on this topic is a chal-
lenging task.

Research in the field of household finance is developing in several directions on both the macr-
oeconomic and the microeconomic level. On the microeconomic level, it encompasses the evalu-
ation of the economic and financial conditions of personal portfolio choice decisions.  Campbell 
(2006) points out that there are two key challenges when it comes to household finance: how 
to measure household portfolio choice precisely, and how decision-making is to be adequately 
modeled. Yamana (2016) adds to this list the issue of how to estimate structural parameters in 
the proposed theoretical model using the data of household portfolio choice. In their work the 
researchers focus primarily on measuring the correlation between the household activity in the 
financial market and the prices of various assets, particularly shares. These theoretical chal-
lenges have been dealt with using what have been called consumption-based asset pricing models 
(C-CAPM; Ludvigson, 2015).

In recent decades, research on changes in the financial behavior of households has become 
popular due to changes in the macroeconomic situation. For example, Kolasa & Liberda (2015) 
verify the statistical relationships between the amount of savings of Polish households and other 
attributes such as income, family demographics, and the size of the place of residence. Utzig 
(2016) identifies and evaluates changes in the value and structure of household financial assets 
in Poland in the years 2003-2014, also taking into consideration changes in the economic envi-
ronment. Hronová & Hindls (2013) compare the behavior of Czech households in the late 90s 
to that of the period 2009 - 2012, re-counting the response of households to the 2008 economic 
crisis. Zhuk (2015) has investigated the most significant macroeconomic indicators that influ-
ence the accumulation of household savings in Ukraine.

The financial affairs of individual households invariably have an strong impact on a country’s 
economy. Hence, from a macroeconomic perspective there is a need to investigate the specificity 
of the influences that households have on the dynamics of financial markets, as well as on the 
overall financial system with particular countries. Côté (2011) has also described how household 
finances have important implications for financial stability, i.e. while the rapid expansion of 
household credit during a recession and early stages of a recovery period is in part a testament to 
the resilience of a financial system, it is also a source of risk.

Most of this research focuses on the problems of interactions among the behavior of households 
and the prevailing credit market conditions, along with the prices of particular assets. This fo-
cus can be traced back to the intensification of such research in the wake of the 2008 financial 
crisis, the causes and effects of which were closely tied to the actions of households on the credit 
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market. For example, Stango & Zinman (2007) generated distinct behavioral predictions regard-
ing the relationships between biased perceptions and portfolio choice, wealth levels, and the 
use and benefits of financial advice. Further developing their theory, Stango & Zinman (2009) 
demonstrated that more-biased households borrow more, save less, favor shorter maturities, as 
well as use and benefit more from financial advice, a set of behaviors conditional on a rich set of 
household characteristics. Choi et al. (2009) have shown that individual investors over-extrapo-
late from their personal experience when making savings decisions.

Modern scientists devote less attention to researching the influence of household behavior on 
general economic development. The impact of capitalist change on households is also of central 
concern in the International Political Economy literature of “daily life.” But, as Fuller (2015) 
points out, even within IPE communities that do focus on households, there remains a tendency 
to understate the importance of household finance. While mainstream macroeconomics does 
have a track record of viewing households as key shapers of economic equilibrium, the field 
is limited in other ways. As it is not especially sophisticated in its incorporation of institutions 
– and because the field assumes a large degree of causal universalism – macroeconomics is gener-
ally blind to how markets evolve over time and diverge across space. Given that households are 
a key ingredient in determining the volume and direction of global financial flows, it stands to 
reason that modern economic science should focus more closely on the actions of households 
and the fundamental causes of said actions.

It is worth mentioning that during the past couple of years, there have also been some attempts 
to create overarching models (similar to the ones in mainstream macroeconomics) that treat 
household finance as a key variable in determining the overall economic activity. The research 
of Froud et al. (2010) has proven that, taken to the extreme, such a democratization of finance 
might allow households to escape “the tyranny of earned income” as their returns as for rentiers 
become more important than their wages as for workers.

The characteristic feature of the approach taken by these researchers is the re-orientation of the 
methodology from the evaluating a rational economic agent’s behavior, which is ubiquitous in 
classical economics, to analyzing the behavior of “ordinary (real) individuals”, who are suscep-
tible to making systematical and predictable errors and taking irrational financial decisions. In 
particular, the evidence of participation, diversification, and mortgage refinancing suggests that 
many households invest effectively, but a minority of them do make significant mistakes.

Based on the described approach, we aim to evaluate the main characteristics of the financial 
behavior of Ukrainians.

3. RESEARCH OBJECTIVE, METHODOLOGY AND DATA
Our research is based on the principle of methodological individualism, allowing us to explain 
social phenomena with the actions of individuals, as well as on the approaches of Barber & 
Odean (2001), which we enhanced by evaluating approximated indicators of people’s financial 
behavior, given that we are interested in the consequences of financial decisions for forecasting 
the indicators that characterize certain segments of financial markets from both the quantita-
tive and qualitative perspective, rather than in the criteria that drive each separate individual’s 
financial decisions as such.
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One of the most famous investigations of the particularities of consumption and investment was 
carried out by the Nobel Prize winner Stone (1966).We follow his methodology to evaluate the 
character of the financial behavior of Ukrainian households.

Unlike Stone’s approach, who researched the constant and variable elements of income, we will 
evaluate the households’ allocation of income by dividing it into the following elements: 1) cur-
rent consumption expenses (CC); 2) expenditures on purchasing assets (growth in non-financial 
assets ownership or wealth) (W); 3) savings (growth in financial assets ownership) (S). The de-
scribed allocation consists of both fixed and variable elements. Current consumption expenses 
include all the expenses necessary to finance a household’s daily needs and are, therefore, as-
sumed to be fixed. The variable element includes expenditures on buying durable household 
goods (non-financial assets), and savings (buying financial assets). Mathematically, we can ex-
press this as follows: 

∆I=α×(∆CC+∆W)+β×∆S, (1)

I=CC+W+S, (2)

Where ∆Iis the change in current period income; ∆CC, ∆S, ∆W are the changes in current con-
sumption, financial and non-financial assets, respectively; α, βare the marginal propensities to 
consume and to save, respectively, withα + β = 1. 

Given that consumer expenses (C) are the sum of current consumption expenses (CC) and 
wealth accumulation (W), the increase in incurrent consumption expenses (∆CC) can be calcu-
lated using marginal indicators:

∆CC=∆I×α-∆I×μ=∆I×(α-μ) (3)

Whereμ is the marginal propensity to accumulate non-financial assets.

Substituting equation (3) into equation (1) we get:

∆I=α×(∆I×(α-μ)+∆W)+β×∆S, (4)

After transforming equation (4), we arrive at the following relationship:

∆S/∆I×β=α×(α-μ)-1+ ∆W/∆I×α (5)

The expression ∆S/∆I×β represents the change in household savings (∆S) in the current period 
that is being caused by the change in income(∆I), taking into account the marginal propensity 
of households to save (β). The expression ∆W/∆I×α represents the change in household ex-
penditures on non-financial assets in the current period that is being caused by the change in 
income(∆I), taking into account the marginal propensity of households to consume (α). The fact 
that these two expressions are written on either side of equation (5) shows that financial and 
non-financial assets are substitutes for each other.

Equation (5) confirms the validity of our assumption that current consumption expenses (CC) 
are the fixed element in the allocation of income, and expenses on non-financial assets (W) and 
savings (S) are the variable elements that form a choice set defining the financial behavior of 
households.
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We evaluate the peculiarities of the financial behavior of households using statistical data from 
The Annual Reports published on the official websites of the State Statistics Service of Ukraine 
and The Organisation for Economic Co-operation and Development (OECD).

4. RESULTS AND DISCUSSION
4.1. Households’ propensities to consume and to save
Ukraine is one of the poorest countries in Europe in terms of per capita income, yet its savings-
to-income ratio exceeds the European average and is one of the highest among Eastern Europe-
an countries. This gives substantial grounds to assert that the behavior of Ukrainian households 
indeed does have its peculiarities. Furthermore, this behavior largely determines the level of 
competitiveness of the country. The calculations showed that there is no direct link between the 
level of the households’ disposable income and the score of the Global Competitiveness Index of 
Ukraine (σ1 = -0,03). However, there is a thick link between the level of the households’ dispos-
able income and the size of the market (σ2 = 0.54). As the market size is one of the factors of a 
country’s competitiveness, we can state that there is a misleading link between the consumer and 
financial behavior of households and the competitiveness of the country.

According to statistical data, in 2016 and 2017, personal savings in Ukraine were negative and, at 
-9262 million UAH, stood at their lowest level since the 1990s. Nevertheless, generally speaking, 
the propensity of Ukrainian households to save is high, as shown in Table 1. Having said that, it is 
difficult to accurately interpret absolute indicators, and practically impossible to make meaning-
ful comparisons based on them. Because our aim is to uncover the particularities of the financial 
behavior of Ukrainians, it is necessary for us to compare indicators vertically between different 
countries. This is best achieved by using relative, rather than absolute, indicators.

Tab. 1. – Household savings by countries, % of household disposable income*
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Poland 2.17 2.03 2.05 0.30 2.82 2.38 -1.09 -1.11 -0.07 -0.36 -0.44 1.67 … 0.85

Slovak 
Republic 1.10 0.13 1.90 0.78 2.33 2.36 0.76 0.74 0.21 1.45 3.03 2.96 2.41 1.55

Hungary 7.99 8.56 4.37 3.66 5.55 6.11 6.99 5.24 7.10 8.04 6.21 8.05 7.35 6.55

Latvia -6.53 -11.51 -10.75 3.27 6.31 -1.26 -15.91 -14.97 -15.27 -12.67 -8.11 -3.99 -5.80 -7.47

Estonia -8.57 -10.89 -6.91 1.86 7.19 4.17 4.82 5.06 4.39 6.45 6.79 6.51 7.88 2.21

Euro-
pean 
Union

5.56 5.09 4.90 5.17 7.03 6.09 5.21 4.91 4.97 4.85 4.82 4.64 3.43 5.13

Ukraine 
** 11.58 8.45 6.59 2.89 8.45 13.83 10.51 11.04 7.69 2.03 0.95 -0.51 -1.20 6.33

Source: *OECD (2017), Household financial assets (indicator). **Authors’ results.

First of all, we want to prove the correctness of the application of the Stone approach to the con-
ditions of Ukraine. The validity of the hypothesis will be checked with the help of chi-square test 
(see Table 2). The hypothesis H1: the households’ allocation of income is evenly distributed. 



Journal of  Competitiveness 1�0

Tab. 2 – Pilot parameters of chi-square test hypothesis H1. Source: own research

Category Observed Expected

∆СС 4 2.00
∆СС+∆W 5 4.00
∆CC+∆S 1 4.00
∆СС+∆W+∆S 6 6.00

The empirical value of χ2 test statistic is 0.212, while the critical value of χ2 test statistic for 
significance level at the 0.05 level and df=3 is 7.814.As the critical value is higher than empirical 
value the hypothesis H1 should be rejected: the households’ allocation of income is not evenly 
distributed. So, our primary assumption that current consumption expenses (CC) are the fixed 
element allocation of income and others (S and W) are the variable elements is correct.

The calculated average Marginal Propensity to Save (β) (MPS) of Ukrainian households between 
2001 and 2016 was negative and stood at -0.13. This means that during the analyzed period, 
increases in household expenses were financed not only by increases in income, but also by bor-
rowing and using the savings accumulated in the previous periods. It is worth mentioning that a 
low MPS is typical for most Eastern European countries, which are similar to Ukraine in terms 
of size and stage of economic development. For example, according to the data of the National 
Bank of Slovakia (Vladová, 2005), the Marginal Propensity to Save of Slovak households be-
tween 2000 and 2004 stood at 0.07. The MPS is typically low during periods of a rapid economic 
decline or growth. In the first case, this can be explained by the decrease in household income 
and the resultant necessity to use the savings accumulated by them during previous periods to 
maintain their living standards. Under such circumstances, a low MPS is an inevitable conse-
quence of the negative influence of the external environment. 

During the periods of economic expansion, both incomes and the borrowing power of house-
holds increase. Having said that, it should also be noted that society’s wealth is defined not by the 
absolute amounts of cash inflows but by the purchasing power of the inflows mentioned. Hence, 
during the periods of robust economic growth, households use borrowed financial resources to 
buy real estate, vehicles, durable goods and other similar products. This increase in borrowing 
puts downwards pressure on the MPS, explaining the net negative savings of Polish and Latvian 
households over the past couple of years (see Tab. 1). 

The low MPS of Ukrainian households could have been caused either by a lack of ability to 
save, or a lack of willingness to save. To determine the reasons behind this behavior of Ukrain-
ian households, we calculated their marginal propensity to accumulate non-financial assets (μ), 
keeping in mind that purchasing non-financial assets is a close substitute to saving. Over the 
analyzed period μ, on average, stood at -0.01, which is less than β (see Tab. 3). The situation of 
β being higher than μ points to a high volatility of the MPS (β) in Ukraine, and a relatively low 
volatility of the marginal propensity to accumulate non-financial assets (μ).
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Tab. 3 – Marginal indicators of the allocation of household income in Ukraine in 2002-2017. 
Source: own research
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An analysis of the official statistical data regarding the allocation of income between the ele-
ments of variable expenses (SvsW) shows that in 56.25% (9/16) of cases. Ukrainian households 
made the decision to buy financial assets. and in 43.75% (7/16) of cases – to buy non-financial 
assets. This shows that Ukrainian households find both alternatives quite attractive and that 
neither of them can be considered dominant. However. the average absolute amount of finan-
cial resources directed by households towards purchasing financial assets exceeds the amount 
invested in non-financial assets at least several-fold (see Fig. 1).

Fig. 1 – Dynamics of the variable elements of household expenditures in 2001-2017. Source: own research

In the classical economic theory. the default assumption is that asset allocation decisions of 
households are driven by expectations regarding returns and liquidity. We evaluate the extent to 
which this holds true for Ukrainian households by using the correlation analysis. 

The State Statistics Agency of Ukraine provides aggregate information about the amount of in-
come Ukrainian households receive from owning both financial and non-financial assets. This 
makes it impossible to evaluate the rationality of their allocation decisions from the point of 
view of the expected return on each asset class taken separately. Therefore. we evaluated pair-
wise interactions of each type of variable expenses with the income received from owning both 
financial and non-financial assets.
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The calculated Pearson correlation coefficients (r) allow us to conclude that expected returns are 
not the determining factor for households when it comes to decision regarding purchasing finan-
cial assets: rS= 0.2894 indicates there is a weak positive linear relationship between the variables. 
Thus, the prospect of earning additional income is not the key motive underlying households’ 
asset allocation decisions. making such decisions suboptimal from a financial perspective. The 
two main reasons explaining this behavior are as follows:

the inadequate financial competence of households caused by a low level of society’s finan-
cial literacy;

a lack of attractive alternative forms of savings with equivalent accessibility and conven-
ience characteristics. 

The proportion of the income of Ukrainian households that is directed towards purchasing fi-
nancial assets is highly variable. It reached its peak level of 150.23 billion UAH in 2012, amount-
ing to 10.31% of income. During this period, the savings-to-income ratio of Ukrainian house-
holds was the highest in Eastern Europe and among the highest in the world. Of all the other 
countries, only Chile had a comparable ratio (10.27% of the income available), and three coun-
tries had higher ratios: Sweden (15.34%). Switzerland (18.52%). and China (38.11%).

The calculated Pearson correlation coefficient between the income level of households and the 
amount of their investments in non-financial assets stands at rW = -0.4832, affirming the exist-
ence of an insignificant inverse relationship between the variables. 

Hence, we can conclude that households accumulate non-financial assets to satisfy their indi-
vidual needs rather than with the aim of receiving financial benefits from their ownership. In 
other words, such expenses do not meet the economic definition of an investment, and we are 
therefore correct in categorizing them as household consumer spending.

Motor vehicles and personal real estate are the most widespread types of durable assets owned 
by households. Among European countries. Ukrainian households have the lowest ownership 
ratios of the assets mentioned. According to statistical data, at only 22.96 square meters, the per 
capita size of Ukraine’s dwelling stock is one of the lowest in Europe. According to Eurostat, 
among the EU countries, the dwelling stock in 2009 was the lowest in Romania (15.0 m2 /per-
son). Lithuania (24.9 m2 /person), and Slovakia (26.0 m2 /person). 

According to the data gathered by AUTO-Consulting, at 202 cars per 1.000 inhabitants, in 2016. 
Ukraine had the lowest motorization rate (i.e. the amount of passenger cars per 1.000 inhabit-
ants) in Europe. Amongst the EU Member States with the highest motorization rates, there are 
several smaller countries. Luxembourg (661 passenger cars per 1.000 inhabitants) heads the list. 
Other countries with a high motorization rate include Italy (610 cars: 2014 data). Finland (590 
cars) and Cyprus (575 cars). At the other end of the scale, a particularly low motorization rate is 
recorded in Romania (261 cars), despite a growth in the number of registered cars of almost 19% 
over the last five years. However, the motorization rate is still substantially lower in the candidate 
countries than in the EU Member States, with a motorization rate of 134 cars per 1.000 inhabit-
ants (Turkey). Thus, the urge of Ukrainian households to accumulate non-financial assets stems 
primarily from the exceedingly low per capita stock levels of the said assets in the country.

1.

2.
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4.2. Variable elements allocation of households’ income and financial crises 
Between the years 2001 and 2017, the Ukrainian economy went through two major crises that 
influenced the financial behavior of Ukrainian households. In order to evaluate the quantitative 
characteristics of these assumptions, it is expedient to isolate the time ranges of the correspond-
ing periods. Thus, let us characterize the periods between 2005 and 2007 and between 2010 and 
2013 as stable, and the periods between 2008 and 2009 and between 2014 and 2016 as unstable 
or crisis periods. During the 2008-2009 crisis, the level of household savings varied in changing 
directions. At the crisis onset in 2008, household savings dropped by 39.90%, while incomes 
grew by 35.67%. At the same time, expenditures on non-financial assets increased by 196.96% 
- a change triggered by the desire of households to protect their savings from being devalued by 
buying real estate, of which value was increasing rapidly under the influence of a depreciating 
national currency. 

Next year (in 2009). households’ savings increased by 210%, while incomes grew by 5.75% and 
expenditures on real estate fell by 64.45% in spite of an increase in the prices of financial assets. 
This confirms that asset prices do have an influence on the financial behavior of Ukrainian 
households.

During the 2014-2016 crises that resulted from the outbreak of an armed conflict on Ukrainian 
territory, the expenditures of households on financial assets declined continuously, becoming 
negative in 2016, with the expenditures on non-financial assets following a similar trend. Having 
said that, we also note that the income of Ukrainian households experienced a decrease of 2.06% 
in 2014, but increased in both 2015 and 2016. The fact is that the rapid increase in the inflation 
rate to 24.9% in 2014 and 43.3% in 2015 was the reason Ukrainian households were not only 
unable to increase savings, but also had to turn to the savings accumulated by them in the past 
to subsidize their current consumption needs. The negative net expenditures by households on 
purchasing non-financial assets during 2015 and 2016 indicate that during the period mentioned 
households sold more real estate and other similar assets than they purchased. 

We want to find out if the economic downturns influenced the households’ choice of financial 
and non-financial assets. The validity of the proposed hypothesis will be checked with the help 
of chi-square test (tab. 4). Hypothesis H2: there is no significant difference between the house-
holds’ choice and the economic downturns.

Tab. 4 – Pilot parameters of chi-square test hypothesis H2. Source: own research

Category
Observed Expected
before crises crises before crises crises

∆S/∆I 6 2 5 2.5
∆W/∆I 4 3 5 2.5
χ2  = 0.439

The empirical value of χ2 test statistic is lower than the critical one. The closest value for df=1 
and 0.539 is between 0.500 and 0.250. This low р-value (min. 25.00%) means that the H2 hy-
pothesis should be rejected. So, the households’ choice of financial and non-financial assets is 
rather strongly affected by phases of the economic cycle.
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The characteristic feature of the financial behavior of Ukrainian households is that increases in 
their living standards initially lead them to increase their savings in the form of financial assets, 
and only subsequently induce them to start accumulating non-financial assets. Conversely, when 
living standards decrease, households initially reduce their savings, and only sell the real assets 
they accumulated as a last resort. These results allow us to assert that households accumulate 
financial assets primarily with the aim of creating a safety net to protect themselves against 
financial hardship during financial and economic downturns. Unlike the inhabitants of most 
other Eastern European countries, due to a host of reasons. Ukrainians rarely borrow to finance 
their expenses, with accumulated savings being a more reliable source of financing expenses 
during the periods of crisis and falling incomes. Hence, the motives of Ukrainian households to 
save are twofold: to postpone present consumption and to create a financial reserve intended to 
fulfill a psychological protection function.   

4.3. Financial crises and changes of household financial assets
Using the decomposition method allowed us to evaluate the peculiarities of how Ukrainian 
households make decisions regarding which types of financial assets to purchase. International 
statistics classifies the financial assets held by households as follows: currency and deposits; 
securities other than shares; loans; shares and other equity; net equity of households in life 
insurance reserves; net equity of households in pension funds; prepayments of premiums and re-
serves against outstanding claims; and other accounts receivable. In Ukraine, the State Statistical 
Agency publishes data regarding only two types of financial assets held by households: 1) foreign 
currency (FC); 2) deposits and savings in the form of securities (DS).

For the entire period of the observation, foreign currency and bank deposits (BD) dominated 
the structure of financial assets held by Ukrainian households, comprising up to 90% of all fi-
nancial assets held. However, between 2005 and 2015, the types and amounts of financial assets 
varied significantly. For example, in 2009 and 2011, foreign currency held a dominant position 
in the structure of financial assets held by households, whereas between 2005 and 2008, in 2010. 
2012 and 2013, the same was true for bank deposits (see Fig. 2).

Fig. 2 – Dynamics of the amounts of the main types of financial assets held by Ukrainian households in 2005-
2016. Source: own research
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It is worth mentioning that the residents of many countries share the preference of Ukrainians 
for using predominantly foreign currency and bank deposits as savings vehicles. For example, 
in the Slovak Republic, the share of foreign currency and bank deposits in the population’s 
overall savings varied between 68.11% in 2004, and 62.26% in 2015. In Poland, this indicator 
stood at 47.97% in 2015.  

In terms of the structure of their savings, the financial behavior of households in Ukraine 
is similar to the behavior of households of other Central and Eastern European countries. 
In 2015, the inhabitants of the following countries held the largest shares of their financial 
assets in foreign currency and bank deposits: Greece (66.3%; reaching as high as 79.6% in 
2011); the Slovak Republic (62.3%). the Czech Republic (50.4%). Slovenia (50.0%). and Lux-
emburg (49.8%). In other regions. the share of foreign currency and bank deposits among the 
financial assets held by households was also quite high-in Japan (51.3%) and Turkey (75.8%). 
while being the lowest in Chile (13.0%). the United States (13.39%). Sweden (13.79%). Iceland 
(14.2%). Denmark (15.8%). and the Netherlands (18.25%). As is apparent from these numbers, 
populations in developing countries largely prefer to hold their savings in foreign currencies 
and deposits.

During the 2008-2009 crisis. Ukrainians rapidly bought up foreign currency, with the amount 
of financial assets held in 2009 increasing by 132.89%, while the price of foreign currency 
increased by over 70%. Also during this period, the amount of bank deposits decreased by 
97.23% in spite of an increase in interest rates on bank deposits from 10% APR in September 
2008 to 20% APR in February 2009. This shows that the intrinsic value of financial assets 
is not the key factor driving the decisions of households to invest in certain assets. In other 
words. Ukrainians prefer to use foreign currency as a savings vehicle regardless of the exist-
ing exchange rates or expectations of future exchange rates. These uncovered relationships 
confirm the validity of the “law of instrument” proposed by Kaplan (1964) which posits that 
individuals are inclined to overestimate the utility of the financial instruments they are fa-
miliar with, hence preferring to hold savings in foreign currency during economic downturns 
despite low expected returns.

During the 2014-2016 crises, households actively withdrew bank deposits and sold their for-
eign currency savings, with the former, generally-speaking, being the preferred option to the 
latter. This confirms that Ukrainians trust foreign currency more than bank deposits as a 
savings vehicle. The high variability of the proportions of savings that Ukrainians hold in dif-
ferent types of financial assets over time speaks to the high elasticity of circumstances.  

We sought to determine if the macroeconomic indicators influence the structure of financial 
assets. Two hypotheses were tested. Hypothesis H3: there is no significant difference between 
the household choice of financial asset type and the deposit interest rate. Hypothesis H4: 
there is no significant difference between the household choice of financial assets type and 
the increase in income. The validity of the proposed hypotheses were teste during a chi-square 
test (see Tab. 5).
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Tab. 5 – Test of hypotheses. Source: own research

 Financial assets type
Chi-Square Value P-Value

H3: Relationship: financial assets and deposit interest rate 0.2698 7.815**
H4: Relationship: financial assets and increase in income 0.4965 6.251*

* indicates significance level at 0.10 level. ** indicates significance level at 0.05 level

As the critical values are higher than the empirical values, both hypotheses H3 and H4 were 
rejected, i.e. there is a significant difference between household choice of financial assets type 
and deposit interest rate, and there is a significant difference between household choice of bank 
deposits and foreign currency and increase in income. 

Based on the data presented in Tab. 6, we can make assumptions regarding the heterogeneity of 
the relationships discovered. It is apparent that the growth rate of the value of deposits held by 
households differed across periods, which means that changes occurred in terms of the finan-
cial stimuli dictating the behavior of the population before, during and in the aftermath of the 
crises. 

Tab. 6 – Indicators of income elasticity of bank deposits. Source: own research

 2005-2016 2005-2007 2008-2009 2010-2013 2014-2016
Times increase in income 4.95 1.91 0.28 0.42 0.06
Times increase in de-
posits 

4.25 1.22 0.23 0.22 0.32

Income elasticity of bank 
deposits

0.86 0.64 0.82 0.52 5.33

We can observe that the obtained values vary within a wide range. In the crisis periods, the income 
elasticity of deposits was higher than in the times of economic stability. In addition, it is impossi-
ble to determine a clear trend in the changes of income elasticity of bank deposits over time. Dur-
ing the stable period between 2005 and 2007, the value of the bank deposits held by households 
grew at a rate that was 36% slower than the growth rate of their incomes, whereas between 2010 
and 2013, the former grew 48% slower than the latter. During the crisis period in 2008-2009, the 
growth rate of deposits lagged only 18% behind the growth rate of incomes. Finally, during the 
2014-2016 crisis, the growth rate of deposits exceeded the growth rate of incomes 5.33 times. This 
growing more rapidly than during the pre-crisis period. This can be explained by the role of bank 
deposits as a financial safety net, which is in turn caused by the anxiety that households feel about 
their future income levels. Such irrational behavior of the part of the population can be explained 
using so-called “path dependency.” a concept first introduced into behavioral finance theory in 
2015 used to explain the dependence of individual financial decisions on the trajectory of past 
knowledge and experience, with the former representing a function of an individual’s competen-
cies that were acquired as a result of the latter (Dougal et al., 2015). In other words, history has a 
material impact on current decision-making and strategic planning, i.e. competencies that were 
acquired in the past define the financial decisions made by Ukrainian households today. 
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In crisis II, the value of savings were negative at the positive values of this indicator during 
crisis I. Moreover, in crisis II, the rates of growth of deposits were higher than income growth, 
in contrast to the crisis I period, a finding which indicates the disorientation of households and 
expectations of significant inflation, i.e. crisis II was internal, and crisis I external. Therefore, we 
can determine that an internal crisis has a greater impact on the financial behavior of households 
than does an external crisis. Therefore, for a country’s competitiveness, an internal crisis has 
more negative consequences.

5. CONCLUSION
During the past 20 years, the Ukrainian economy has gone through several crises which had a 
substantial negative impact on the financial prosperity of Ukrainian households, leaving their 
mark on the psychology of their financial behavior and fostering a strong urge to accumulate 
financial reserves in the form of savings. Such a feature is specific to households in Ukraine and 
is not a significant characteristic of households in other countries (Hronová & Hindls, 2013; 
Utzig, 2016).

The 2014-2016 financial crises influenced the general characteristics of financial behavior of 
Ukrainian households: for the first time since Ukraine transitioned to a market economy, the 
savings level of Ukrainian households went negative, driven by high inflation rates and dropping 
real income levels. This dependence is typical for households in most European countries. Such 
behavior has a general positive impact on the level of competitiveness of the country’s economy, 
as it determines the size of the domestic market.

Ukrainian households allocate an insignificant share of their overall income to purchasing non-
financial assets, even though the country’s per capita stocks of many such assets are low. In 
absolute terms, the amount of money directed towards purchasing financial assets exceeds the 
amount directed towards purchasing non-financial assets by several times. The decisions that 
Ukrainian households make regarding acquiring certain financial assets are influenced by their 
income levels, as well as the level of confidence they have in a given asset class. Bank deposits 
and foreign currency are the two most popular types of financial assets held by Ukrainian house-
holds. Increases in the value of foreign currency drive corresponding increases in household 
demand for foreign currency. Conversely, drops in the level of interest rates paid by banks on 
deposits do not cause proportional decreases in the amount of money Ukrainians store in bank 
deposits. Seeing as Ukrainian households generally only sell their foreign currency savings as a 
last resort, it can be inferred that they trust foreign currency more than bank deposits as a store 
of value. A large amount of financial assets accumulated by households has a positive impact 
on the country’s competitiveness, as these assets form great internal resources for financing the 
economy.

Given that the general behavioral characteristics of households vary dramatically between eco-
nomic downturns and periods of economic stability, it is crucial to take into account the particu-
larities of their financial behavior when formulating policies regulating the financial system to 
maximize efficiency and thus bring more balance to Ukraine’s financial market.
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