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The article deals with the state of the Ukrainian
banking system in times of instability and con-
stant changes. During the review period, the
penetration of foreign capital increased due to a
sharp decline in the number of banks. The sector
has seen a significant increase in non-performing
loans. There was a substantial excess of expen-
diture over revenues, which led to loss-making
activities. The indicators of capital adequacy,
return on assets, return on capital was similarly
negative during the first half of the survey. Still, in
the last two years, the indicators have improved
due to NBU policy. There has been a transpar-
ency and capitalization increase in the banking
system and the market clean-up from substan-
dard banks. The econometric analysis was per-
formed to study the impact of non-performing
loans on the concentration of assets. Based on
vector autoregression, we determined the sig-
nificant effect of non-performing loans on assets.
Key words: banking system, financial stability,
non-performing loans, foreign capital, profitability,
capital adequacy.

B cmambe pacCMOmpeHo cocmosiHue 6aHKos-
ckoll cucmeMbl YkpauHbl, uccredosaHa OuHa-

MUKa OCHOBHbIX MOKazamesiell cmabu/ibHocmu
cucmemsl.  [POHUKHOBEHUE — UHOCMpPaHHO20
Karnumasa yse/iuqusiock B8 CBA3U C PEe3KuM
cokpaujeHuem qucsia 6aHKOBCKUX y4pexoeHul.
Habntodascs kpumuyeckuli pocm Hepaboma-
oWux Kpeoumos, Mpou30W/I0 3Ha4YUMesbHOe
npesbilleHUe pacxo0os8 Had doxodamu, 4Ymo
rpusesio K y6bimo4HbIM onepayusim. [Toka-
3amenu 0ocmamoYHOCMU  Kanumasia U pPeH-
mabeslbHoCMu aKmuso8 U peHmabesibHocmu
Karnumasia makxke 6bUIu  ompuyamesbHbIMU
B MmeyeHue nepsoli Mo/I0BUHbLI UCCIE008aHUSI.
Tem He MeHee, 3a roc/iedHue 0sa 200a oKa-
3amenu y/yqwuuCh, MpOU3OW/I0 MOBbILEHUE
Mpo3payHocmu 6aHKOBCKOU cucmeMbl, o4UCMKa
PbIHKA OmM (DUKMUBHBLIX U HEKa4YeCMBEHHbIX
6aHKOB, yBe/luyeHUe Kanumasiusayuu 6aHKos-
cKkoll cucmeMbl U yBefudeHue 0oxooHocmu
Karnumasia u akmusos. Bbii MposedeH KOHO-
Mempuyeckull aHasu3 O/1s1 U3yYeHus B/USIHUS
Hepabomarowjux Kpeoumos Ha KOHUeHmMpayuto
aKmuBsoB 8 6aHKOBCKOM CeKmope YKpauHal.
KnioueBble cnoBa: 6GaHKOBCKasi cucmema,
cbuHaHcoBasi ycmoliyugocms, Hepabomarowjue
Kpedumbl, UHOCMpaHHbIU Kanumas, peHma-
6e/1bHoCMb, d0CMamoYHOCMb Karumaria.

3abesriedeHHs1 hiHaHCOoB0I cmabi/ibHOCMI BUSHAYaEMbCST CMIIKUM PO3BUMKOM G6aHKIBCLKOI cCUCMEMU, siKa Mae BUpILa/IbHE 3HaYeHHs 0715 eqheKmuBHOI
2POWOoBO-KPEOUMHOI MOAIMUKU. YcriwHe ghyHKUIOHYBaHHS1 6aHKIBCbKOI cUCMEMU - 0CHOBa e(heKmUBHO20 ¢hyHKUIOHYBaHHST EKOHOMIKU. L{uKaiYHICMb Kpu3
Y 6aHKIBCbKOMY cekmopi momsepoXye 8IOCYmMHICmMb CUCMEM paHHLO20 peazyBaHHs Ha BUHUKAKOHI He2amuBHI LWOKU 8 6aHKIBChKIl disi/ibHOCMI | BKa3ye Ha
HeOobXIOHICMb MOCU/IeHHST KOHMPO/IK0 ma Ha2/1s10y 3a BCiM CeKMOPOM. TakuM YUHOM, repLioyepao8uM 3as80aHHsAM 07151 KpaiH MOBUHHO 6ymu 3arobicaHHs
KpU308UM siBULaM BaHKIBCLKOI cuCmeMu ma 3MEHWEHHsT iX HeeamuBHO20 BI/IUBY Ha peasibHy eKOHOMIKY. Y cmammi po3a/isiHymo cmaH 6aHKiBChKol
cucmemu Ykpaiu y nepiod HecmabisibHocmi ma nocmitiHux 3miH. [pomsizom doc/ioxyBaH020 repiody MPOHUKHEHHST IHO3EMHO20 Karimarsty 36i/bWu/Ioch
3a paxyHOK pi3K020 CKOPOYEHHS Ki/TbKoCmi GaHKIBCbKUX YCmaHOoB. He3saxarodu Ha 3MeHWeHHS1 Ki/Ibkocmi 6aHKi8, CyMa akmusig Masia 3p0Cmarody meH-
0eHyjiro, WO csi0YUMb Mpo me, Wo Ha (hiHAHCOBOMY PUHKY YKpaiHu 3a/1uwarombCsi cmabi/ibHi 6aHKU. Y Cekmopi criocmepi2aemaCsi 3Ha4He 3p0CMaHHs1
0Ka3HUKa Hernpayodux kpeoumis 0o He6e3re4Ho20 pisHsi. [pomsi2om Aoc/lidxyBaHO20 NePIody HasiBHEe 3Ha4He NepesULEeHHs Bumpam Hao doxooamu
v GaHKIBCLKOMY cekmopi YkpaiHu, wo npu3sgesio o 36umkosoi 0isi/ibHocmi. [Moka3HUKU 0ocmamHOoCcmi Karimasty ma peHmabesibHocmi akmusig i karii-
masily aHasI02iYHO Masiu HecamusHi meHAeHUi Mpomsi20M rnepuwioi nos1oBUHU OOC/IIOXEHHST, MPOMe 8 0OCMaHHI 08a POKU MOKa3HUKU MoKpawju/IuCh | 8io-
6y/10Ch riesHe 0300pOB/IEHHST GaHKIBCLKOI cucmeMu. Criocmepi2asiocst MidsuLeHHs PO30POoCMi 6aHKIBCLKOI cUCMeMU, OYUUEHHST PUHKY Bi0 ¢hiKmUBHUX
| HesIKICHUX 6aHKiB, MioBuULLYeHHSI pisHsT kanimasiizayii 6aHKIBCLKOI cucmeMu ma 3p0CmaHHs MoKasHUKIB peHmabe/IbHOCMI B/1aCHOR20 Karimasly ma akmusis.
L7151 BUBYEHHS BIN/IUBY HENPAUIOIOHUX KPeoumis Ha KOHYEHmpauyjio akmusis y 6aHKIBCbKOMY cekmopi YkpaiHu, 6y/10 MposedeHo eKOHOMeMpPUYHUL aHa/Ti3.
Ha ocHosi BekmopHOI aBmopezpecii, Mu BU3Ha4YU/IU 3Ha4YHUU BI/1UB HENPAUHUX Kpedumis Ha akmusu. Modesib 6y/1ia po3pobrieHa Ha OCHOBI LWOMICs1Y-
HOI cmamucmuku 3a repiod 3 2017 ro 2018 pik.

KntouoBi cnoBa: 6aHKiscbka cucmema, ghiHaHcoBa cmabi/ibHICMb, HENpayrorHi Kpedumu, iHoeMHul karnimasi, peHmabe/ibHicmb, docmamHicmeb Karti-

mavty, dokarimastisayjsi.

Introduction. Today, market relations are devel-
oping under conditions of fierce competition, which
affects not only the industrial sector but also the bank-
ing system as a whole. It is known that a developed
banking system is a decisive condition for the efficient
functioning of the economy. Over the past decade, the
situation in the financial market of Ukraine was marked
by instability and constant changes, which led to crisis
phenomena in the entire economic system, since the
financial sector has a direct connection with all sectors
of the national economy of Ukraine, as well as with the
banking system of other countries. The greatest neg-
ative impact was exerted by such factors as liquida-
tion and bankruptcy of banks; unprofitable activities of
banks; decrease in the total share of obligations; dete-
rioration in the quality of bank loan portfolios; negative
dynamics of the capital of the banking system; hryvnia
devaluation; decrease in population income.
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The banks of Ukraine are forced to operate under
the global uncertainty of the environment, which com-
plicates the process of identification, assessment, and
elimination of risks. Therefore, we propose to analyze
the functioning of the banking system of Ukraine, to
identify the main shortcomings, and consider ways to
improve it.

Analysis of recent publications. The issues of
ensuring the stability of the banking system are widely
researched. Many Ukrainian and foreign scholars
have been studying the problems in analysis, evalu-
ation, and ways of ensuring the financial stability of
the banking system of Ukraine. There are Barisitz S.,
Gegenheimer G.A., Karminsky A., Kovalenko V.
Kornelyuk R., Kyfak A., Popova Y., Pigul N., Rodi-
onova T., Sochan P., Tsiganyuk D., Shova O. among
them. However, the issues of analysis of the latest
data on the development of banking systems and the
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consideration of the banking system after the finan-
cial crisis of 2014—2015 remain out of their attention.

The purpose of this paper is to deepen the study
of methods of economic analysis of banking stabil-
ity in Ukraine and to identify significant gaps in the
banking system.

Research results. The National Bank of Ukraine
is the central bank, which pursues a unified state
policy and plays a regulatory role in the life of com-
mercial banks, which provides support to the bank-
ing sector in the event of a falling domestic currency
and the resulting panic. To analyze the peculiarities
of the banking system of Ukraine, let us consider
the dynamics of changes in the number of banks in
2013-2018. In general, during the study period, the
number of banks decreased more than twice from
176 banks in 2013 to 77 in 2018. The reason for such
a sharp reduction was the unstable economic and
political situation in the country, deterioration of bank
solvency, quality of bank loan portfolios, and devalua-
tion of the hryvnia (Table 1).

Considering the ownership structure of the assets
of the banking system of Ukraine, we note a simi-
lar trend with the studied CEE countries: the Czech
Republic, Slovakia and Poland. However, if in Poland
the amount of foreign capital decreases, the reverse
processes occur in Slovakia and the Czech Repub-
lic. Thus, the amount of foreign capital in the Czech
banking sector amounted to almost 2/3 of the total
capital. Although in 2018 domestic capital prevailed
in the banking sector of Ukraine, with a large share
of state assets throughout the entire period, there is
a tendency to increase in percentage measurement
of foreign assets (Fig. 1). However, the reason for

this is the reduction in the number of banking insti-
tutions of domestic owners, and banks with foreign
capital do not show significant changes in the number
(Table 1). Given the excess of the threshold value of
foreign capital of 40%, dangerous conditions are cre-
ated for the functioning of the banking sector, such
as foreign control over the banking system, it is pos-
sible to import banking crises from foreign countries,
outflow of profits from Ukraine and lobbying for goals
contrary to state interests.

As of 2018, the greater share of foreign capital in
the banking system of Ukraine belonged to the banks
of the Russian Federation — 60.1%. Banks from the
countries of the European Union own 37.6% of the
authorized capital, in particular, the largest share of
15% belongs to Austria, 4.9% to Luxembourg, 4.2%
to France, 4% to Hungary, 3.7% to Greece, 1.7% to
Poland and 1.5% to Cyprus. Compared to 2017, in
the current period, the share of foreign investment
from Austria and Luxembourg has increased, and
Cyprus has significantly lost its positions. As for other
countries, there was a slight influx of capital from
Turkey to Kazakhstan, the United States, Belarus,
and the British Virgin Islands. The share of foreign
capital from these countries in 2018 amounted to
2.3% of the authorized capital of the banking system
of Ukraine (Table 2).

Although during 2013-2018, the number of banks
in Ukraine decreased by 2.3 times; the dynamics of
assets in the banking sector had a predominantly
growing trend. Only during 2015-2016, the period of
the most significant reduction in the number of banks,
the number of assets decreased from 2014 by UAH
60.5 million to UAH 12.563 billion in 2016. However,

Table 1
Dynamics of change in the number of Ukrainian banks
Indicator 2013 2014 2015 2016 2017 2018
Number of banks licensed by the NB 176 163 117 96 82 77
Number of banks with foreign capital 53 49 41 38 38 37
Source: compiled by the author [1]
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Fig. 1. Changes in the ownership structure of banking system assets 2013-2018, %

Source: compiled by the author [2]
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Table 2

VAR Granger Causality/Block Exogeneity Wald Tests

Dependent variable: ASSETS

Excluded Chi-sq df Prob.
NPL 6.6820 2 0.0354
All 6.6820 2 0.0354

Dependent variable: NPL

Excluded Chi-sq df Prob.

ASSETS 13.3767 2 0.0012
All 13.3767 2 0.0012

Source: compiled by the authors
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Fig. 2. The presence of foreign capital in 2018, %

Source: compiled by the author [2]

already in 2017-2018 there was a rapid increase
in assets, and in 2018, their amount increased by
104.5 billion UAH (Fig. 3).

This tendency indicates that despite the signifi-
cant decrease in the number of banks during the
period under review, stable banks remain in the
Ukrainian financial market, multiplying their assets
and operating by the law, subject to stringent oper-
ating conditions. One of the main factors negatively
affecting the fixed assets of banks is the presence of
bad debt, that is, non-performing loans. The growth
of non-performing loans leads to the need for the
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formation of vast reserves, a decrease in the effi-
ciency of banking activities and even loss ratio, and
also negatively affects the adequacy of banks' equity.
Analyzing the dynamics of non-performing loans dur-
ing 2013-2018, we note that the volume of non-per-
forming loans was constantly growing (Fig. 4). Thus,
in 2014 it increased by 31.4%, in 2015 by 51.6%,
in 2016 by 9.8%, in 2017 by 31.7%, and in 2018
by 6%. The share of non-performing loans in 2017
reached a critical value of 54.5% of all loans, in 2018,
the indicator fell slightly to 52% (table 2.4 Appendix).
Throughout the study period, banks' capital was not
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Fig. 3. Amount of assets of the banking sector of Ukraine 2013-2018, billion UAH

Source: compiled by the author [3]
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enough to cover the share of non-performing loans.
Only because of the additional external capitaliza-
tion of banks it was possible to ensure the necessary
level of equity.

Considering the capital adequacy ratio, in 2013, it
had a maximum value of 17.6% for the whole period
under review, but during 2014-2016 the value of the
indicator decreased by 4.9% to 12.7%. Such a reduc-
tion is due to the liquidation of individual banks and
the losses resulting from the formation of reserves.
During 2017-2018, the position of capital adequacy
of Ukrainian banks improved, and at the end of 2018,
it stood at 16.2%. Overall, the capital adequacy ratio
has been enhanced due to the increase in regulatory
capital, which indicates that banks have implemented
capital increase programs [2]. Although the capital
adequacy ratio during the period under review has
been insignificant, it suggests an increase in guaran-
tees for deposit protection and improved financial
soundness of banks (Fig. 5).
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Characterizing the profitability of banking, we
consider such indicators as return on assets (ROA)
and return on equity (ROE). The return on equity,
for its part, tended to be worse during the period
under review. In 2013-2016, the value of the indicator
decreased sharply annually, and in 2016 the index
reached its maximum low of 116.7%, reducing by
117.5% in 3 years. In 2017, return on equity started to
improve, and in 2017 it stood at -15.8%, with a record
reduction of 100.9% for the year. In 2018, the figure
reached a positive value of 14.4%, improving its posi-
tion by 30.2%.

The return on assets had a similar trend, so in
2013-2016 its value decreased by 11.8%, reach-
ing a maximum negative value of -12.6% in 2016.
During 2016-2018, there was an improvement in the
indicator, and in 2018, it was 14.4%, having overcome
a negative value, it increased by 27% in 2 years.

In general, during the period under review, there
was a significant excess of expenditure over revenues

1144904

2016 2017 2018

—Non Performing Loans

Fig. 4. Dynamics of loans and non-performing loans of the banking sector of Ukraine 2013-2018, million UAH

Source: compiled by the author [2]
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Fig. 5. Dynamics of indicators of capital adequacy,
return on assets and equity of the banking sector of Ukraine 2013-2018 (CAR, ROE, ROA), %

Source: compiled according to [4]
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in the banking sector of Ukraine, which led to unprof-
itable activities [5]. This fact has led to the negative
values of the indicators of return on assets and return
on capital. The situation has been exacerbated by a
steady decline in regulatory capital, which in turn has
a direct impact on the financial stability and stability
of banks, the activities of banks, covering the adverse
effects of the risks borne by banks in the conduct of
their actions, and ensuring the protection of deposits.

The financial crisis of 2014-2015 hit the banking sec-
tor hardest, growing at an accelerating rate. In subse-
guent years, the quality of credit portfolios of the banking
system deteriorated, which led to the need to clean up
the banking system and the need to recapitalize banks
to create reserves for active operations. Therefore, in
2014-2016, deduction in reserves, deterioration of prof-
itability indicators, reduction of efficiency of use of its
capital, and its assets by deposit institutions of Ukraine
was one of the main factors of loss of the banking sys-
tem. Due to the reform of the banking sector, financial
rehabilitation programs and the rehabilitation and elimi-
nation of "problem" insolvent banks, in 2017-2018,
there was an improvement in the return on equity and
assets, which in turn indicates the growth of the banking
sector and reduction of expenses in general.

The expense-to-income ratio showed some volatil-
ity over the period under review. Thus, in 2013-2014
it decreased by 5.1% from 65.6% to 60.5%, further, in
2015 it increased by 13.9% to 74.4%, in 2016—2017.
The indicator was kept at 66-67%, and in 2018 it
decreased to a comfortable 47.6%, contributing to the
stability of the banking system. If the ratio is too high,
the bank may not have enough liquidity to cover any
unforeseen expenses, and if the ratio is too low, the
bank may not earn as much as it could (Fig. 6).

Overall, the indicator showed that Ukrainian banks
have become more efficient than several other indi-
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cators. This indicator represents an increase in the
efficiency of the banking system and is the result of
reforms that have benefited everyone.

Analyzing the indicator of the ratio of the bank's
loan portfolio to the volume of deposits, we also note
some instability of the indicator during the study period.
In 2013-2014, the indicator grew by 7.3%, and during
the 2014-2017 period, the ratio of loans to deposits
decreased by 37.1%; in 2018, the value of the indicator
deteriorated again, increasing by 24.8%, up to 139%
for the year. Despite the improvement in 2014-2017,
it remains at a very high level, exceeding the 100%
threshold, which indicates that the volume of loans over
deposits is exceeding and concludes that the banking
sector of Ukraine has not reached self-financing [6].

Econometric modeling is widely used among the
methods of modeling financial stability estimates.
After analyzing the financial result of the banking
system of Ukraine, we decided to investigate with
the help of vector autoregression the impact of non-
performing loans on assets. The following data were
taken from the National Bank of Ukraine for 2017-
2018 years. In total, there are 16 observations in the
research. From the data obtained, it can be argued
that there is a close mutual causality between assets
and the level of non-performing loans since the cor-
relation value is 0,59.

By constructing a vector autoregression and
examining the optimal number of lags (2), a Granger
test was conducted, which revealed mutual causal-
ity between the variables (Table 2). Thus, a strong
dependence of assets was found on the level of non-
performing loans (coef. = 6,68, p = 3%), similarly
present the impact of assets on non-performing loans
(coef. = 13,37, p = 0,1%) (Fig. 7).

The regression analysis shows a statistically sig-
nificant mutual causality between bank assets and the
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Fig. 6. Dynamics of the ratio of income to expenses and bank loan portfolio
to the volume of deposits of Ukraine 2013-2018 (CIR, LDR), %

Source: compiled by the author [2; 3; 4]
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level of non-performing loans. The graph of the func-
tion of the impulse response of assets to the shock of
non-performing loans in one standard deviation and
90% confidence interval is negative and significant in
the first 2 periods. The graph of the impulse response
function of non-performing loans to an asset shock is
positive and significant only in the short term.

Conclusion. Today, the stabilization of the finan-
cial and economic situation in the country requires
an efficient, reliable, and advanced banking system.
The banking sector of Ukraine is experiencing the
effects of the deep financial crisis that occurred in
2014-2015, putting the entire industry facing signifi-
cant challenges.

The massive losses of the banking system, the liqui-
dation, and bankruptcy of more than half of the banks,
the decline in all indicators of financial stability led to the
need to develop mechanisms for efficient functioning,
stable development, as well as to ensure the reliability
and security of the Ukrainian banking system.

Each banking institution has a direct impact on the
banking system as a whole, so the need to monitor
the status of individual banks is significant. Indeed,
it is the uncontrolled NBU existence of different
banks with an insufficient level of equity, poor quality
of assets, inadequate level of bank profitability, and
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low level of financial stability that have deepened the
financial crisis caused by political and economic fac-
tors. Therefore, during the post-crisis reform of the
financial system, it remains necessary to create a
stable banking system in Ukraine that will be able to
absorb any crisis phenomena and effectively accom-
plish its tasks.
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