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MONITORING OF EXCHANGE RISK OF BANKS BASED
ON THE CONSOLIDATED BALANCE SHEET INDEX

Abstract. The paper deals with basic approaches to monitoring of the currency risk. The
purpose of the paper is to substantiate the theoretical and methodological foundations of the
complex application of risk assessment methods to prevent the adoption of its excessive level, as
well as instruments for monitoring the profitability of operations in the foreign exchange market,
based on the calculation of the consolidated balanced index.

It was determined that in the context of the volatility of the national currency the exposure
of banks to currency risk increases significantly, it means that is, the magnitude of the consequences
of its manifestation for most financial intermediaries increases. The authors of the paper consider
the system of currency risk management as a set of goals, principles, functions, methods, tools and
specific techniques of purposeful, continuous influence of the management system on the managed
one for timely estimation and monitoring of currency risk in order to minimize it and achieve
specified parameters of currency yields.

In according to current management standards, implemented by leading financial institutions
and international regulators, currency risk monitoring mechanisms must not only timely and
effectively identify deviations from key risk targets, but also provide for the ability to identify
unforeseen situations.

It was proved that that the monitoring tools, policies and procedures have to meet a number
of criteria, which are taken into account at the achievement of the main goals of the bank and
increase its resistance to external shocks on the foreign exchange market. Taking into account the
fact that the value of currency risk by the ES metric is included in the calculation of the
consolidated balanced index, the change in the regulatory regimes is made on the basis of the
projected deviations of the CEI from the target corridor, recorded at the initial stage in determining
the level of risk exposure of the bank. Thus, the proposed balanced approach to forecasting involves
the use, on the one hand, of statistically reliable quantitative analysis tools and, on the other hand,
qualitative environmental change signals that aggregate the benefits of structural methods, while
providing the flexibility and timeliness of managerial decision-making.

The specification of currency risk management regimes should be tailored to the specific
features of a particular bank and have a combinatorial nature that involves the integration of
individual impulses by analysis tools, forecasting, time horizons and levels of management, as well
as in terms of components of the CEI consolidated balance sheet and risk level of activity in the
foreign exchange market. This approach allows for the flexibility of management systems and their
adaptability to the external conditions of the bank, and the use of quality monitoring signals
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increases the speed of decision-making and elimination of deficiencies that can be inherent in
econometric assessment tools.
Keywords: currency risk, banks, monitoring, balanced index, national currency, volatility.
JEL Classification G21, G32
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MOHITOPHHI" BAJIIOTHUX PU3UKIB BAHKIB
HA OCHOBI 3BEJAEHOI'O 35AJIAHCOBAHOI'O IHAEKCY

AHoTauisi. Po3rasHyTO OCHOBHI MiAXOJM /0 MOHITOPUHIY BAJIIOTHOTO PHU3UKY OaHKIB.
Metoio poOGOTH € OOrpyHTYBAaHHS TEOPETUKO-METOJIUYHUX 3acaj] KOMIUIEKCHOTO 3aCTOCYBAaHHS
METO/IB OLIHKM PHU3UKY JUIS HEAOMYIICHHS NPUHHATTS HOro HAAMIPHOTO pIBHSA, a TaKOX
IHCTPYMEHTIB MOHITOPHHT'Y TPUOYTKOBOCTI OIEpalliif Ha BaIIOTHOMY PHHKY, HA OCHOBI PO3paxyHKY
3BEICHOTO 30aJIaHCOBAHOTO IHICKCY.

BusnayeHo, 1mo B yMOBax BOJIATHJIBHOCTI KypCy HAIliOHAJIbHOI IPOIIOBOT OJAMHUII 3HAYHO
MOCUJTIOETBCSL €KCITO3UIlisE OaHKIB IO BAIIOTHOTO PU3MKY, TOOTO 3pOCTaOTh MaciITaOM HACHiAKIB
fioro mposiBy uis OuTbIIOCTI (hIHAHCOBUX MOCEPETHMKIB. PO3rIsHYTO CHCTeMy ympaBiIiHHS
BAJIOTHUM DPU3MKOM SIK CYKYIHICTh IIiJIed, NPUHLMIIB, (QYHKII, METOIIB, IHCTPYMEHTIB 1
cieun(iYHUX TPUHOMIB LUIECHPSIMOBAHOTO, OE3MEepPepBHOTO BIUIUBY KEpyHO4Oi CHUCTEMH Ha
KEepOBaHY JIsl CBOEYACHOT OI[IHKHM T4 MOHITOPUHTY BAaJIIOTHOTO PU3MKY 3 METOIO HOro MiHiMi3amii Ta
JOCSATHEHHS 331aHUX apaMeTpiB TOXITHOCTI BiJl BAIIOTHUX OTIepallii.

BinmoBigHO 10 CcydacHUX YIPAaBIIHCHKHX CTaHAAPTIB, IO BIPOBAKYIOTHCS MPOBITHUMHU
(iHAHCOBUMH IHCTUTYTaMHU 1 MDKHAPOJIHUMH PETYJIATOPAMHU, MEXaHI3MH MOHITOPUHTY BaJIOTHOTO
PHU3UKY MIOBUHHI HE JIMIIE CBOE€YACHO Ta €(DEeKTUBHO BU3HAUATH BIAXHMIICHHS KIIOUOBUX ITOKAa3HUKIB
PHU3UKY BiJ IJJAHOBUX 3HAU€Hb, a i mepeadavyaTé MOXKIMBICTH ieHTU(DIKYBAaTH HerependadyBaHi
CHUTYaIlii.

JloBeZIeHO, 1110 IHCTPYMEHTH, MOJITUKH Ta MPOLEIYPU MOHITOPHHTY MOBUHHI BiAMOBIAATH
HU3LI KPUTEPiiB, ypaxyBaHHS SKHUX CHpPHUSE JTOCATHEHHIO OCHOBHHMX IUIEH IisTBHOCTI OaHKY Ta
NPU3BOJIUTH 10 3POCTaHHS PIBHSA HOro CTIHKOCTI J0 30BHINIHIX MIOKIB HAa BAJIIOTHOMY PHHKY.
VYpaxoByroun TOH (akT, M0 BETMYMHA BAIIOTHOTO PU3MKY 3a ES-METpHKOI0 BKIIOYAETHCS MPH
PO3paxyHKy 3BEJCHOr0 30aJlaHCOBAHOTO IHJEKCY, 3MiHA PEXHMIB PEryIIOBaHHS 3H1HCHIOETHCA,
BUXOJSIYM 3 TPOTHO30BaHMX BinxwieHb mokasHuka CEI Big TepreroBaHoro Kopuuopy,
3a(hiKCOBAaHOTO Ha IMOYATKOBOMY €Tali NpU BHU3HAYCHHI PIBHSA CXMIBHOCTI OaHKY JO0 PHU3UKY.
3anponoHoBaHMM 30alaHCOBAHUM Mi/IXil A0 MPOTHO3YBAaHHS Mepeadadyae BUKOPUCTAHHS, 3 OJTHOTO
00Ky, CTAaTUCTUYHO HAJIfHUX IHCTPYMEHTIB KUIbKICHOTO aHaJi3y, a 3 IPYroro — sKICHUX CUTHAIIB
3MIHU CTaHy CEepeJIOBMIIA, SIKI arperyioTh MepeBaru CTPYKTYPHHX METOJIB, 3a0e3Meuyloud Ipu
[[OMY THYYKICTb Ta ONEPATUBHICTh yXBAJICHHS YIPABIIHCHKHUX PIlICHb.

Crnenudikamis peXUMIB PpEryliOBaHHS BaJIOTHOTO DPH3HKY IOBHHHA 3/IHCHIOBATHUCS 3
ypaxyBaHHSIM OCOOJIMBOCTEH (YyHKLIOHYBAaHHS MEBHOrO OaHKY i MaTH KOMOIHATOPHHM Xapakrep,
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o mnependavyae IHTErpailo OKpeMHUX IMIYJIbCIB 3a IHCTpPYMEHTaMHU aHali3y, MPOTHO3YBaHHS,

YaCOBUMH TOPU30HTAMHU Ta PIBHAMH YIPABIIHHS, a TaKOX Yy pO3pi3l CKIAJ0BUX 3BEIECHOTO

30anancoBanoro iHjuekcy CEI 3a piBHeM pH3HKYy Ta NPUOYTKOBOCTI AiSJIBHOCTI Ha BaJIIOTHOMY

puHKy. Takuii migxig [103BoJiss€ 3a0€3MEUUTH THYYKICTh YIPaBIIHCHKUX CHCTEM Ta IXHIO

aJIaTHBHICTH /10 30BHIIIHIX YMOB ()YyHKIIOHYyBaHHS OaHKy, a 3aCTOCYBAaHHS SKICHUX CUTHAJIB

MOHITOPUHTY CIIPHSI€ 3pOCTAHHIO ONEPATUBHOCTI YXBAJICHHS PIlIEHb TAa YCYHEHHIO HEAONIKIB, SIKi
MOXYTh OyTH NMpUTaMaHH1 EKOHOMETPUYHUM IHCTPYMEHTaM OLIIHKH.

Kniouosi cnosa: BamOTHUN pU3UK, OaHKH, MOHITOPUHI, 30alaHCOBAaHUI iHJEKC,

HaI[lOHAJIbLHA BAJIOTa, BOJIATHILHICTD.
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MOHUTOPHUHI' BAJIIOTHUX PUCKOB BAHKOB
HA OCHOBE CBOJHOT'O CBAJIAHCUPOBAHHOI'O NTHAEKCA

AHHoTanms. PaccMOTpeHbI OCHOBHBIE MOIX0AbI K MOHUTOPUHTY BAaJIOTHOTO PUCKa OaHKOB.
Lenpto paboThl siBIsETCS OOOCHOBAaHME TEOPETHKO-METOAWYECKMX OCHOB KOMILIEKCHOTO
MPUMEHEHHs] METOJIOB OIICHKH pHUCKa Ul HEJOMYIIECHUS MPUHATHS €ro Ype3MEpHOTO YpPOBHS, a
TaKKe HHCTPYMEHTOB MOHHMTOPHHIa IOXOJHOCTH OIEpalMii Ha BAJIOTHOM pBIHKE, HAa OCHOBE
pacuera CBOJIHOTO cOAJTaHCHPOBAHHOTO MH/IEKCA.

JIoKa3aHO, YTO WHCTPYMEHTHI, MOJIMTUKUA U MPOLEAYPbl MOHUTOPHHIA JOJKHBI OTBEYATh
Py KpUTEPUEB, YUET KOTOPBIX CIIOCOOCTBYET TOCTHKEHHIO OCHOBHBIX LIEJEH JeATEeIbHOCTH OaHKa
Y TIPUBOJIUT K POCTY YPOBHS €r0 YCTOWYMBOCTH K BHEIIHUM IIOKaM Ha BAIIOTHOM phIHKe. [lomyden
BBIBOJL O TOM, 4YTO CHEUU(UKAMSI PEKUMOB PpETryIMPOBAaHUS BAJIIOTHOTO pHCKA JIOJDKHA
OCYIIECTBIISITBCSI C YU4ETOM OCOOCHHOCTEH (DYHKIMOHUPOBAHUS KOHKPETHOTO OaHKa M HMMETh
KOMOMHATOPHBII  XapakTep, YTO MpPEAnojaraeT HWHTETPALUI0 OTIACIbHBIX HMIYIbCOB TIO
MHCTPYMEHTaM aHalii3a, MPOrHO3MPOBAHUS, BPEMEHHBIM TOPU30HTAM M YPOBHSIM YIIpaBIICHUS, a
TaKXKe B pa3pe3e COCTABJIAIOIIMX CBOIHOTO cbamaHcupoBanHoro uHaekca CEI mo ypoBHIO pucka u
JTOXOJHOCTH JeSITEIHHOCTH Ha BAJIFOTHOM DPBIHKE.

Kniouesvtle cnoea: BaniOTHBI PUCK, OaHKH, MOHHUTOPUHT, COATaHCHPOBAHHBIA HHJEKC,
HAI[MOHAJIbHAS BAJIIOTA BOJATUIBHOCTb.

®opmyin: 0; puc. 3; Tabn.: 1; 6ubn.: 16.

Introduction. The intensification of macroeconomic imbalances and shocks in the financial
sector is putting constant pressure on the activities of second tier banks, which stimulates the search
for ways to improve internal management systems in the context of developing adaptive measures
to ensure stable efficient operation. In the context of the volatility of national currency, the exposure
of banks to currency risk increases significantly, the magnitude of the consequences of its
manifestation for most financial intermediaries increases.
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The long-term aspect of the banking operation involves permanent improvement of its
management systems, and the promulgation of new recommendations by international regulators on
the quality and volume of capital that is formed to cover the negative manifestation of financial
risks (including currency), actualize the need for this process. Traditional management theories are
based on the hypothesis of the need to minimize the level of risk, but in this case there is a violation
of the basic conditions and principles of a systematic approach to currency risk management, which
is based on the condition of balancing management impulses to achieve the target level of
efficiency, so today the question arises reconciliation of the planned amount of profit from
operations in the foreign exchange market and the level of risk that the bank accepts to generate
new value. In line with the above, the urgent issue is to develop an effective mechanism for
monitoring the currency risks of banks.

Analysis and statement of the research problem. Among the foreign scientists who have
been studing problem are there papers of Angelache C., Angel M., Grigorescu D. [1], Blum P.,
Dacorogna M., Embrechts P., Neghaiwi A. [2], Papaioannou M. [3] , Munch J., Skrzypczynski P.,
[4], Bishop T. [5], Beasley M., Branson B., Hancock H. [6]. The se scientific papers emphasize the
importance of currency risk assessment and monitoring, models of its quantitative determination are
considered, the need to observe national norms and rules for minimizing currency risk established
for banks and economic agents.

The problems of currency risk management are devoted to the scientific works of Ukrainian
scientists. The scientists Kudritska Zh.V. [7, p. 440] and Verbybka I.1. [8, p. 377] consider financial
instruments for hedging currency risk. Shatkovska-Shmorgay V.B. substantiates the need to apply
stress testing in addition to VaR models and proposes an algorithm and initial conditions for stress
testing of a bank’s currency position [9, p. 271]. Sopko V., proposed a technology for controlling
the currency risk of the bank, which will help increase the efficiency of Ukrainian banks in the
foreign exchange market [10, p. 108].

The critical analysis of there publications proved that the new algorithms for forecasting,
assessing and regulating the level of banks’ currency risk management efficiency need to be
developed. Summarizing the above, the authors believe that the currency risk management system
should be considered as a set of goals, principles, functions, methods, tools and specific techniques
of a purposeful, continuous impact of the management system on the managed to timely assess and
monitor currency risk in order to achieve its currency risk parameters of profitability from currency
transactions.

Therefore, the purpose of the paper is to substantiate the theoretical and methodological
foundations of the comprehensive application of risk assessment methods to prevent the adoption of
its excessive level, as well as instruments for monitoring the profitability of operations in the
foreign exchange market, based on the calculation of the consolidated balanced index.

Results of a research study. According to current management standards implemented by
leading financial institutions and international regulators, currency risk monitoring mechanisms
should not only timely and effectively identify deviations from key targets, but also provide for the
ability to identify unanticipated scenarios that are reviewed regularly, ensuring that they cover
events that may have the greatest impact on the banking by agreeing activities, communication
channels and more.

In turn, the monitoring tools, policies and procedures must meet a number of criteria, which
take into account the achievement of the main goals of the bank and increase its resistance to
external shocks in the foreign exchange market:

— currency and related risks are identified and adequately assessed, and the monitoring

system ensures the consistency and accuracy of such assessments;

— currency and related risks are maintained according to the bank’s tolerance levels set by

management;

— decisions on taking currency and related risks are compatible with the current and

strategic tasks of the bank and arise in the process of achieving them;
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— decisions on risk taking are transparent and understandable both at the level of senior
management of the bank and for responsible persons of the operational level, who are
directly or indirectly involved in the management of currency and related risks or
activities of which may lead to change of its level;

— expected return offsets the risks taken, that is, internal monitoring systems protect the
value of assets and prevent the loss of capital or income of the bank;

— allocation of capital corresponds to the existing and prospective amount of currency and
related risks, and their assessment is made on the basis of conservative metrics and
instruments;

— early diagnosis of crisis states is ensured according to the CEI as a whole and in the
context of its individual components, which further initiates the detailed analysis in order
to identify the causes of deviations;

— the system of promotion of the bank is consistent with the accepted levels of risk
tolerance, and its development should take place in the conditions of minimizing the
conflict of interests of management subjects;

— currency risk monitoring and control measures are flexible and operational, and their
integration with planning tools allows to define management standards that reflect the
current results of the process of achieving the set goals;

— currency risk monitoring takes into account the set of interrelationships with related risks
and covers all activities of the bank that affect its risk profile, which involves making
decisions and taking measures to avoid, transfer, insure, hedge, set limits or adopt risk
limits;

— control over the level of currency risk is dynamic and preventive, while being consistent
with the requirements of the regulator and the best international management standards.

The formation of the set of preventive measures to ensure the efficiency of regulation of the
bank’s activity in the foreign exchange market actualizes the issue of calculation of the consolidated
balanced index for the future, which forms the basis for the introduction of a scientifically sound
system of review of limits of key indicators of currency risk (KRI). To achieve this goal, it was
proposed to carry out exchange rate forecasts, which are subsequently used to determine the
forward-looking risk profile based on the simulation of costing in different scenarios.

Taking into account the fact that the value of currency risk by the ES metric is included in
the calculation of the consolidated balanced index, the change in the regulatory regimes is made on
the basis of the projected deviations of the CEI from the target corridor, recorded at the initial stage
in determining the level of risk exposure of the bank. Thus, the proposed balanced approach to
forecasting involves the use, on the one hand, of statistically reliable quantitative analysis tools and,
on the other, qualitative environmental change signals that aggregate the benefits of structural
methods, while providing the flexibility and timeliness of managerial decision making (Fig. 1).

The choice of the exchange rate prediction method depends on the exchange rate regime, the
forecast horizon (as a rule, there is a distinction between the use of technical methods in the short
term and fundamental ones in the long term), the object of forecasting (real, nominal exchange rate
or its deviation).

The most difficult in practice is to build forecasts in the medium term, due to the lack of data
series to account for the impact of fundamental macrofactors and the inadequacy of the estimates
obtained when extrapolating the results of technical modeling, so under these conditions analytical
conclusions are formed on the basis of composite forecasting by constructing a consensus weighted
average according to multiple estimates).

In terms of ensuring the efficiency of regulation of the bank’s activity in the foreign
exchange market, technical methods of forecasting deserve special attention, since in this case the
time horizon is usually limited to a period of 1 day to 1 week.

The main directions of quantitative prediction of exchange rates are structural and non-
structural and combined time series models. Structured exchange rate determination models are
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based on macroeconomic identities and interrelations, and identify the dependence on fundamental
factors and their intensity over a given time horizon.

) Quantitative exchange rate forecasting models

Non-structural Artificial Structral
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Fig. 1. A balanced approach to forecasting the exchange rate on different time horizons
Source: development of authors.

Within the set of non-structural models, time series analysis and regression models are key.
In the case of random walk models [4], the dynamics of the forecast indicator is considered as a
random process, the value of the corresponding currency index in future periods is equal to its value
in retrospect, adjusted for the magnitude of random error.

The list of main characteristics of structural models of exchange rate prediction include:
concentration on identification of equilibrium exchange rate in the absence of currency interventions
[3]; focus on determining the medium or long-term equilibrium exchange rate; the existence of
assumptions about international parity in terms of interest rate parity, Fisher effect, purchasing power
parity, forward exchange rate as an indicator that determines the future spot rate [5].
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Structural approaches to exchange rate forecasting are based on the use of macroeconomic,
microeconomic and combined models. When applying the first group of instruments,
macroeconomic variables (money supply, interest rates, etc.) are the main determinants of the
exchange rate, but their undeniable disadvantage is the inability to account for the dynamics of
exchange rates in the short term.

Within the microeconomic approach, it is assumed that exchange rate movements are
determined by the process and mechanism of foreign exchange trading. In addition, fundamental
macroeconomic projections are based on the assumption that all the information required to determine
the exchange rates for the future is publicly available and can be aggregated from public sources, while
microeconomic forecasting assumes that economic agents have different levels access and have
incomplete information about market conditions, that is, the input data are not publicly available, which
is a very relevant assumption when modeling in volatile markets for which the dynamics of currencies
tion rate is determined not only economic but also political factors.

There are also mixed models that use both macroeconomic and microeconomic (interest rate
differential, change in order flow) variables, the most widespread of which is the Evans order flow
model, which explains much of the fluctuations in nominal exchange rates up to four months, due to
the mechanism of expectations formation: macroeconomic variables can correctly describe the
model, but its empirical estimation does not allow to determine statistically significant parameters
of expected values of future funds. mental performance, that is, in such cases, the flow of orders is
the best indicator of changes in expectations. On the other hand.

The method described is most suitable for use in the activity of real-sector enterprises, since
in this case the nature of foreign exchange flows is related to the production of products, so its
possibilities for use by banks are limited.

The disadvantages of structural models are the poorer quality of estimates compared to the
random walk model, as well as the low significance of out-of-sample verification results, due to the
instability of the relationship between fundamental factors and the exchange rate, and the difficulty
of testing them. The key areas for improving this type of model are the use of panel data, the
optimal set of fundamental factors, the statistical and economic criteria for model evaluation, and
the monitoring of their dynamics.

The largest number of macroeconomic equilibrium models implies the achievement of a
balance in only one or more markets, but not in the economy as a whole, so within the partial
approaches there are models of parity, intra-external, portfolio balance, monetary models.

In internal-external balance model, equilibrium exchange rate provides internal (part-time
and low inflation) and external (stable balance of payments in the medium-term, minimum criterion
- stability of current account) in several economic simultaneously. countries, but such approaches
are generally applied by international regulators, due to their range of functions, and are not
acceptable for the purpose of managing a bank’s currency risk in the short term. perspective.

A fairly common class of models is monetary models, in which the exchange rate is
regarded as the relative price of two currencies, determined by relative supply and demand,
imbalances between which are adjusted by changes in the exchange rate, which depend on both
current and expected values of fundamental variables (money and real money offers). The basic
assumption of the model is the mobility of capital, the complete substitutability of national and
foreign assets, ie the condition of uncovered interest rate parity without risk premium. Otherwise,
the portfolio balance model [11] is applied, which takes into account the incomplete substitutability
of all national and foreign financial assets, that is, this approach is not limited to the money market.

Time series analysis in the context of exchange rate forecasting is used in the context of
constructing autoregressive and technical models, the first of which involves the separation of the
function of random values, which cannot be the object of forecasting and is formed as a result of
shock fluctuations, and the optimal horizon of analysis is limited to three months.

The vector of further development of this group of methods is determined by the need to identify
additional factors and periods for which exchange rates are estimated. Thus, the ESTAR model [5]
reveals that the approximation of the exchange rate to the equilibrium level is directly proportional to
the value of a random error, resulting in a decrease in the predictability of its dynamics.
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Acrtificial intelligence models are widely used to predict exchange rates based on the
detection and estimation of nonlinear dependencies, the most common being neural network
models, fuzzy logic, and combinatorial models, such as ANFIS. Their advantages are the ability to
take into account the dynamics of non-stationary time series and any nonlinear data configurations,
as well as the absence of specification conditions at the previous stage of any regression
dependencies or fundamental relationships between input variables, which reduces the model’s
dependence on the subject’s qualification. At the same time, the possibilities of introducing these
econometric tools into the practical activity of banks are limited by the significant increase in the
costs of software and hardware development.

Thus, the review of the exchange rate prediction models, which have become widespread in
the world, has formed the basis for the choice of a balanced quantitative method as a base for
calculating the CEI in the short term. Its peculiarity is the composite incorporation of the results
obtained by the most reliable non-structural methods by assigning weight attributes to each of them
depending on the time horizon, since in practice there is variation in the adequacy of the individual
econometric models on different series of data.

The presence of time lags in the publication of official information on the dynamics of major
macroeconomic indices in Ukraine creates significant obstacles to reliable analysis using structural
methods.

However, signals about the state of the foreign exchange market and its prospects should be
taken into account using qualitative forecasting methods, which allows to quickly aggregate
information on the activity of market entities and the dynamics of the environment, which is further
used for the development of prospective scenarios, quantitative risk assessment by ES-metric on on
the basis of which it provides an opportunity to change the regulatory regimes and to review the
level of the bank’s risk appetite with the resultant CEI.

Qualitative exchange rate forecasting models are allocated in the following directions: making
contingent assumptions about exchange rate dynamics over the forecast period relative to the cut-off
level (the date preceding the forecasting period and defining the period for the exchange rate
assessment); expert assessments based on market expectations through forward rates; Consensus
forecasts (composite forecasts), which provide for the aggregation of individual forecasts.

In practice, the quality of consensus forecasts is determined by the characteristics of
individual forecasts (heterogeneity, stationarity, etc.), and aggregation procedures allow to smooth
out random errors or inaccuracies of estimates [13].

By its nature, the proposed balanced exchange rate forecasting method is similar to a
composite forecast, but the practical implementation of a scientific and methodological approach to
banks’ activities involves aggregation of data based on intra-bank forecasting.

In Figure 1 above, three forecast horizons were identified, each using a different set of
analysis tools. In addition, given the need to build effective communication channels between the
Bank’s currency risk management entities, their impact on the separate objects should be divided
into separate levels (Table), corresponding to certain time horizons and ensuring the distribution of
spheres of influence according to the existing subordination connections.

Table
Characteristics of the bank’s currency risk management levels
Level Features of management
Institutional Introduced by senior management and bank owners and envisages long-term strategic control;

unbiased evaluation of the performance of the bank as a whole and of its divisions, systems;
determining the bank’s appetite for currency risk and approving systems to control its level.
Provides control of operations; specification of risk appetite based on limits and limitations;
General banking | compliance of regulatory reports with best practices and regulatory requirements;
txecutive identification of deficiencies and violations of established limits of risk indicators (including
KRI); development of a complex of measures for elimination of violations.
Operational control and self-control of compliance with the requirements of internal
documents, regulations, procedures on currency risk management. The main task of
management at this level is to respond promptly to the set of factors that may lead to
imbalances in the risk-return link, in accordance with the approved limits.
Source: systematized by the authors.

Current executive
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The construction of a scheme of interaction of the subjects of currency risk monitoring on
the basis of isolated levels provides specification of their subordination and functional relations by
means of structural models, whose complex generalization in terms of management levels, time
horizons and methods is shown in Fig. 2.
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Fig. 2. Infrastructure of interaction of monitoring entities in the bank’s currency risk

management system
Source: systematized by authors according to the materials [6, 14].

Within the institutional level, two major management models have emerged in the world
practice, the first of which (unitary board) provides for the functioning of a single board of
directors, consisting of both executive and non-executive representatives, resulting in rapid
decision-making, since the meeting are held jointly. At the same time, the implementation of such a
structure in the practical activity of domestic banks is impossible due to regulatory constraints, so
they operate on a two-tier board model.
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There is no consensus in modern scientific publications on the optimality of a particular
model, as there are examples of successful functioning of both councils in the world, and the choice
of structure is usually due to national business traditions and the regulatory field. Thus, a clear
advantage of the two-tier board of directors is the clear division of responsibilities and powers of
the individual boards, which contributes to the fulfillment of the main function of the corporate
governance system in the bank regarding the division of spheres of execution (implementation of
objectives) and strategic control.

As it shown on Fig. 2, international financial management practices provide for the
mandatory establishment of strategic bank committees serving as a liaison between the supervisory
board and the board, however, the regulatory bodies in Ukraine pay greater attention to the
formation of executive committees (Asset Committee and liabilities, credit committee).

At the same time, it was proposed to form separate risk, audit and remuneration /
appointment committees in order to achieve the strategic goals of the Bank’s activities in terms of
reconciling the level of profitability and risk of currency market activity at the institutional
management level.

The operation of the former in the context of currency risk management involves the
development and approval of sound methods of determining the risk appetite, and the audit
committee should be responsible for the adequacy of the procedures, regulations and policies of the
bank in this area.

The remuneration / appointment committee activities are not directly related to currency risk
management, but the financial crisis of 2007—2009 identified a close link between senior
management and risk management systems adopted by financial institutions [15]. the said
committee is to develop reasonable remuneration mechanisms that would not lead to the adoption of
undue risk by responsible persons.

At the bank-wide executive level, the Bank’s currency risk management is managed by
boards (including the risk director and CFO), the relevant executive committees (the Assets and
Liabilities Committee, credit) and the risk management unit. It should be noted that this level of
management can be expanded depending on the type and volume of transactions, the level of
branching of the bank’s territorial network, etc.

Functions at the current managerial level are provided by the Bank’s treasury, as well as
business units and business support departments. Of particular importance is the issue of
establishing subordination links between the bank’s treasury and top-level entities, the difference
between which is a divergent model is that, when using a market-oriented approach, the flow of
treasury reports flows to asset and liability management and reconciliation. with the risk
management unit.

When using the integration model, the area of responsibility from the viewpoint of
controlling the treasury’s activities belongs more to the CFO, therefore, considering the need to
reconcile the opposite conditions of profitability and risk of activity in the foreign exchange market,
it is advisable to introduce the second model.

The Bank’s currency risk management model is presented in Fig. 3.

The proposed scheme of interaction of the Bank’s currency risk monitoring entities on the
basis of the consolidated balanced index provides for coordinated interaction of the relevant
authorities at all levels and their implementation of both standard functions and the use of
regulatory influences to correct the detected deviations.
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Fig. 3. Bank currency risk management model

Source: compiled by authors using materials [16, p. 154—156].

Conclusions. Further specification of currency risk management regimes should be tailored
to the specific features of a particular bank and have a combinatorial nature that involves the
integration of individual impulses by analysis tools, forecasting, time horizons and management
levels, as well as in the context of the components of the CEI consolidated balance sheet and CEl
activities in the foreign exchange market. This approach allows for the flexibility of management
systems and their adaptability to the external conditions of the bank, and the use of quality
monitoring signals increases the speed of decision-making and elimination of deficiencies that can
be inherent in econometric assessment tools.
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