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CAPITAL ADEQUACY AS THE INDICATOR OF
UKRAINIAN BANKS’ FINANCIAL STABILITY

Abstract. The paper determines that at the current stage of Ukrainian
banks' functioning, an important problem is the improvement of the me-
chanisms for ensuring the adequacy of their capital as a key factor in the
development of the strategy for financially sustainable development of the
banking system in Ukraine. Crisis phenomena in recent decades have cau-
sed a resonance on global and national financial markets regarding the
introduction of effective instruments for regulating the capital adequacy
of banks. The structural and logical scheme of the analysis of the capital
stability of banks is implemented in the following stages: the evolutionary
study of international and national standards regarding the regulation of
the capital adequacy; construction of the system of indicators characteri-
zing a level of capital stability of banks; grouping of banks according to
the level of their capital stability on the basis of clusterization; qualitative
characteristics of the obtained clusters; determination of strategic direc-
tions for further capitalization of banks. The proposed structural and logi-
cal scheme was tested on the example of operating banks in Ukraine as of
01.12.2023. Its use made it possible to determine promising directions for
further research in the field of bank capitalization management, e.g. ma-
king changes to the regulatory framework with the aim of stimulating
investments in bank shares, in particular creating opportunities to deter-
mine the share exchange rate during M&A of banks on a market basis;
implement measures to further improve the activity of the stock market,
in particular, its transparency; implement a dividend policy aimed at ensu-
ring high capitalization indicators of banks; to intensify the processes of
reorganization of banks, in particular — of their associations based on
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merger, for which to provide tax benefits, simplification of organizational
procedures.

Key words: bank; management; capital; capital adequacy of banks; eco-
nomic regulations; cluster analysis; coefficient method; strategy; financial
stability.
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Introduction

Capital adequacy of banks today is the main indicator of increased
trust in banking systems on the part of society. That is why the issue of
assessing the adequacy of banks' capital to cover the risks they are expo-
sed to in the course of their activity is given considerable attention both in
international and national banking.

The problem of bank capital adequacy has been the subject of scienti-
fic research and disputes between banks and regulatory bodies for a long
time. Commercial banks prefer a minimum amount of capital to improve
return on equity and asset growth. Banking supervisors require more capi-
tal to reduce the risk of bankruptcy. At the same time, it is claimed that
bankruptcy is caused by dissatisfactory management, that is, banks with
high quality management can successfully function with low capital stan-
dards (Kovalenko, 2022).

Currently, the regulators of various countries have begun to increase
the requirements for bank capital. At the international level, the Basel
Committee on Banking Supervision has developed additional capital
standards (Basel 111, Basel 1V) that considered the consequences of the
crisis. For the bank system of Ukraine, there is a significant deficit in
terms of capital adequacy, and the problem of its adequacy is currently
particularly relevant in the conditions of cyclical economic development,
especially during wartime.

Today, significant attention is paid to the implementation of inter-
national standards for the regulation of bank capital, especially the consi-
deration of operational, credit, market and other risks when determining
the adequacy of bank capital (Rossignolo, 2020; Scott, 2023; Kusi, 2023).

In the context of ensuring the financial stability of banks, the ex-
pediency of introducing new regulatory requirements of the National
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Bank of Ukraine is being considered, namely: introduction of the net sta-
ble financing ratio, activation of capital buffers, introduction of assess-
ment of internal capital adequacy and internal liquidity, requirements for
capital coverage of operational and market risks and the new capital
structure of banks (Vartsaba, 2021; Mulyk, 2021).

As part of the development of methodological basics for assessing
economic capital under unexpected risks, it is necessary to specify the list
of factors that should be considered when determining the default for a
certain debt instrument; applied features of consideration the effect of
concentration of relevant types of debt instruments to ensure effective
allocation of capital. It is also necessary to control the concentration risk
and assess its impact on the bank's profit planning, including by using
RAROC instrument. It makes possible to calculate such a rate of return on
capital, which will reflect the risk appetite of the bank and, in the future,
to determine priorities in the development of certain business lines to en-
sure the compatibility of profitability indicators, the volume and spectrum
of risks and the amount of capital to cover probable losses for it (Vov-
chak, 2020).

However, insufficient attention is paid to the analysis of the capital
adequacy of banks regarding the possibility of introducing regulatory re-
quirements, which is important, since the ability of banks to fulfill regula-
tory values affects the level of their financial stability and the ability to
level the risks associated with their activities.

1. Methods and instruments for assessing banks’ capital adequacy

The bank capital adequacy can be assessed through their ability to per-
form such basic functions inherent to them as protective, operational and
regulatory, which are defined in accordance with the Law of Ukraine “On
Banks and Banking Activity” (National Bank of Ukraine, 2000).

Dulska V. expanded the range of functions of bank capital, which in-
crease its significance in ensuring the stable functioning of banks. The
author singled out the following functions: current (insurance function for
depositors' and creditors' funds, investment, innovation, guarantee, con-
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trol, regulatory, yield function, evaluation, coordination) and strategic
(indicative, mobilization, communication, stimulating) (Dulska, 2010).

To regulate bank capital in global practice, a number of standards were
developed, of which Basel I, Basel 1l, Basel 1ll, Basel 3.5 and Basel IV
are currently in effect. Their general characteristics are given in Table 1.

Table 1: Evolution of international standards for regulation of

bank capital adequacy

Name of the standard

Main objectives of the standard

Basel I, «International
convergence of capital
measurement and capital
standards» (BCBS,
1988)

banks must have sufficient capital to cover their
risks; level the competitive conditions between
international banks; facilitate the comparison of
banks' capital positions

Basel 11, «International
Convergence of Capital
Measurement and Capi-
tal Standards: a Revised
Framework» (BCBS,
2004)

the main emphasis was placed on self-regulation
and market discipline; experienced banks are al-
lowed to develop internal risk assessment models
to calculate the required amount of capital to cover
them, thereby solving the Basel | problem by ap-
plying regulatory capital arbitrage; the possibility
of developing their own risk models led to the fact
that banks underestimated the risks in their loan
portfolios and, accordingly, this allowed them to
significantly reduce the required amounts of capi-
tal

Basel III, «A global
regulatory framework for
more resilient banks and

banking systems»
(BCBS, 2010)

narrowing of the items that are taken into account
when calculating capital (reducing the use of hybr-
id debt instruments that are included in capital)
and increasing the necessary capital adequacy
standards

Basel 3.5, «Finalising
post-crisis reforms» (Fi-
nalizing Basel 111 IN
BRIEF 2017)

solves the incentive problems related to the banks'
minimization of calculated risk weights with the
growth of their own internal models, in order to
minimize regulatory capital requirements; to soften
these incentives, the so-called minimum levels
were defined: a percentage of the standard
weighted risk factors established by the supervi-
sory authorities, below which the capital cannot
be; it was decided to introduce minimum levels in
stages over five years; the initial values will be
introduced from January 2022 and set at 50% of
the standardized risk weights, and will then in-
crease by 5% each year between 2022 and 2026
until they are set at 70% and then finally increase
to 72.5% in 2027
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Basel IV, «kEndgame», | introduction of the minimum level of capital re-
(Pricewaterhouse Coop- | quirements calculated according to internal mod-

ers, 2018) els; is a fixed level for all RWAs calculated using
SA below which the amount of IRB-based RWASs
cannot be reduced; the chosen threshold is 72.5%
of RWA calculated using SA; for example, if a
bank uses IRB to calculate its RWA, the total can-
not be less than 72.5% of that bank's RWA calcu-
lated using SA

Source: Compiled by the authors based on (Kovalenko, Sheludko, 2021)

Before the full-scale Russian invasion of Ukraine, the National Bank
of Ukraine developed a plan to introduce new regulatory requirements for
bank capital and liquidity. But it was suspended due to martial law. To-
day, the National Bank of Ukraine regulates the capital adequacy of banks
on the basis of the Instruction “On Regulation of Banks of Ukraine” (Na-
tional Bank of Ukraine, 2001). In accordance with it, the following capital
standards are calculated:

Norm of sufficiency (adequacy) of regulatory capital (N2), which re-
flects the bank's ability to timely and fully settle its obligations arising
from trade, credit or other monetary transactions. The higher the value of
this indicator, the greater the share of risk assumed by the bank owners;
and vice versa, the lower the value of the indicator, the greater the share
of risk assumed by the bank's creditors/depositors. The normative value of
the standard H2 of operating banks must be at least 10%.

Norm of main capital adequacy (N3) is defined as the ratio of capital to
the sum of assets and off-balance sheet liabilities weighted by the appro-
priate credit risk factors. The normative value of standard H3 should be at
least 7%.

The instruction stipulates that banks must form capital buffers: con-
servation buffer; countercyclical buffer; buffer of system importance (in
case a bank acquired the status of a systemically important); systemic risk
buffer.

Today, Ukraine is obliged to implement the norms of EU legislation to
capital adequacy, namely: fulfillment of the terms of the Association
Agreement between Ukraine and the European Union; Memorandum with
the IMF on economic and financial policy dated June 19, 2023 (paragraph
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52 F “Financial sector”’); The Law of Ukraine “On Amendments to Certa-
in Legislative Acts of Ukraine Regarding the Improvement of Issues of
Organization of Corporate Governance in Banks and Other Issues of the
Functioning of the Banking System” dated 30.06.2021 No. 1587-1X (co-
ming into effect on 05.08.2024 updated requirements of the Law of
Ukraine “On Banks and banking activity”, in particular regarding the ca-
pital structure and its adequacy).

The main EU capital requirements and their implementation in Ukraine
are presented in Figure 1.

Directive EU No. 36 in terms of management
risks and

L1
Ukraine ICAAP —introduced SREP —introduced

é/x

Risk management and supervisory assessment:
self-assessment by the institution capital adequacy (ICAAP); assessment by the
supervisory body capital adequacy (SREP***)

Regulation EU

Fig. 1.1: Pillar IT

Regulation EU Regulations EU No. 575 Directive EU No. 36
in terms of minimal in terms of buffers
requirements to capital capital
O 1
Developed the project re- Introduced, but not
garding the new one activated:
) Structures capital, others - conservation buffers,
Ukraine are under development - system importance,
- systemic risk,
- countercyclical buf-
fer
(current structure

4/¥

Minimum requirements
to capital adequacy credit institutions*, Capital buffers

Fig. 1.2: Pillar I
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Regulations EU Regulations EU No. 575 in the market part disciplines

Regarding disclosure on risk management -

) the project was developed.

Ukraine Regarding disclosure about compliance

prudential requirements** - after the introduction of
such requirements

4

Market discipline
(information for stakeholders)
Disclosure requirements by institutions
compliance information prudential requirements and management risks

Fig. 1.3: Pillar IIT

* credit institutions include: banks; credit institutions that attract
deposits; investment firms

** on capital, liquidity, credit risk, leverage, ESG

*** Supervisory Review and Evaluation process
Fig. 1. Implementation of EU requirements for bank capital in
Ukraine
Source: Compiled by the authors

It should also be noted that the regulation of the adequacy of bank ca-
pital in Ukraine is partially implemented through macroprudential policy
instruments. Their status and degree of implementation are presented in
Table 2.

Table 2: Tools of macroprudential policy and the extent of
their use in Ukraine

Tools Implemented | Not imple- Partially
mented implemented

Restrictions on open currency +

positions
Countercyclical buffer (0-2.5 +
%)
Systemic risk buffer (up to +
3%)
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Capital conservation buffer +
2.5%
Liquidity buffers +
System importance buffer up +
t02 %
Liquidity coverage ratio +
Net stable funding ratio +
Coefficients of the ratio of the +
total amount of credit and in-
come

LTV ratios +
Stress testing +

Source: (Lobova, Moskalyuk,2023)

It should be noted that Ukraine currently faces obligations regarding
the implementation of EU legislation on capital adequacy, namely: im-
plementation of the association agreement between Ukraine and the Eu-
ropean Union; implementation of the memorandum with the IMF on eco-
nomic and financial policy dated June 19, 2023; introducing amendments
to the Law of Ukraine “On Banks and Banking Activity”, in particular,
regarding the capital structure and its adequacy, which will come into
effect on August 5, 2024.

2. Assessment of the level of capital adequacy of Ukrainian banks

The next stage of the research is the analysis of compliance of banking
capital in Ukraine with international standards. It is appropriate to consi-
der the dynamics and capital structure of banks (table 3).

Table 3: Dynamics and structure of banks capital in Ukraine in
2020-2022.

2020 2021 2022
Atrticl f ital
Itcles or capita UAH % UAH % UAH %
bin bin bin

Share capital 479,3 228,8 | 4814 188,4 406,2 | 185,9
Emission differences 14,2 6,8 14,8 5,8 14,5 6,7
Unregistered autho-

rized capital 0,59 0,3 0,11 0,0 0,84 0,4
Other additional -0,05 0,0 0,44 0,2 -0,003 0,0
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capital

Reserve and other

funds of the bank 25,4 12,1 | 33,35 13,1 42,6 19,5
Revaluation reserves 19,1 91| 15,04 59 -1,32 -0,6
Retained earnings

(uncovered loss) -329,1 | -157,1| -289,7 | -113/4 | -24429 | -111,8
Total equity 209,5 100,0 | 255,5 100,0 218,5| 100,0

Source: Compiled by the authors based on (National Bank of Ukraine, 2023)

As shown in Table 3, the largest specific weight in the capital struc-
ture of banks is the authorized capital, which in 2022 amounted to UAH
406.2 billion. However, the uncovered loss of banks in the capital struc-
ture remains quite high. For reference, for 11 months of 2023, the capital
of Ukrainian banks amounted to UAH 337.4 billion.

If we consider the leading banks of Ukraine with the largest regulatory
capital, the top five in 2022 will include: JSC CB PrivatBank, JSC
Oschadbank, JSC Raiffeisen Bank, JSC Ukrsibbank, JSC PUMB. The
dynamics of their regulatory capital over the past five years is presented
in Table 4.

As can be seen from the data in Table 4, JSC CB “PrivatBank™ has the
largest regulatory capital in terms of size during the entire researched pe-
riod, while its size has increased almost 3 times over the past 5 years (by
178.81%). The rates of growth of regulatory capital at JSC “PUMB” were
practically the same. The bank increased its capital by 135.72%; JSC
“Ukrsibbank” increased regulatory capital by 98.83%.

Table 4: Dynamics of the regulatory capital of the largest
banks of Ukraine in 2018-2022, UAH million.

Bank 2018 2019 2020. 2021. 2022 Growth
rate
2022/2018

PrivatBank | 19555,7 | 19223,6 | 35256,9 | 41876,6 | 54523,5 | +178,81

Oschadbank | 13200,5 | 12355,5 | 18132,4 | 18113,4 | 194274 | +47,17

Raiffeisen 10480 10674 10474 13092 15223 +45,26
Bank

Ukrsibbank 6405,1 | 61084 | 72454 | 92142 | 127353 | +98,83

PUMB 5282,3 | 7914,9 | 8589,5 | 11687,4 | 12451,1 | +135,72

Source: (National Bank of Ukraine, 2023)
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In two other banks, Oschadbank and Raiffeisen Bank, the growth rates
were not so significant, but amounted to almost 50%.

However, it should be noted that the hryvnia exchange rate has decrea-
sed significantly over the past year, and such capital growth may be asso-
ciated with inflationary processes. Let's consider the dynamics of the re-
gulatory capital of the largest banks of Ukraine in 2018-2022 in USD
terms (Table 5).

Table 5: Dynamics of regulatory capital of the largest banks of
Ukraine in 2018-2022 in USD

Bank 2018 2019 2020. 2021. 2022 Growth
rate
2022/2018
PrivatBank 706,24 | 811,46 | 1247,15 | 1535,07 | 1490,93 | +111,11

Oschadbank | 476,73 | 521,55 | 641,40 | 663,98 | 531,24 +11,44

Raiffeisen 378,48 | 450,57 | 370,50 | 479,95 | 416,27 +9,99
Bank
Ukrsibbank | 231,31 | 257,85 | 256,29 | 337,76 | 348,24 +50,55
PUMB 190,76 | 334,10 | 303,84 | 428,43 | 340,47 +78,48

Source: Compiled by the authors based on (National Bank of Ukraine, 2023)

According to the data presented in Table 5, more appropriate conclusi-
ons can be drawn. Thus, in 2020, three out of five surveyed banks noted a
fall in the level of regulatory capital compared to the previous year, which
is quite logical given then-current moratorium on the return of bank loans
and debt collection.

In 2022, when the banks' regulatory capital was transferred to the dol-
lar equivalent, all banks received a decrease in their regulatory capital.
The above is expected in connection with the temporary loss of part of the
controlled Ukrainian territories, and therefore bank branches in the occu-
pied territories, a decrease in the ability of households and non-financial
corporations to repay loans. As a result, over the past five years, the regu-
latory capital of these banks had a tendency to grow. Thus, the regulatory
capital of JSC CB “PrivatBank” increased by 111.11%, and the regulatory
capital of JSC “Raiffeisen Bank” — by only 10%.
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It is worth considering the dynamics of the regulatory capital as a who-
le in the system and the standards for the fulfillment of banks' capital
adequacy (Fig. 2).

25 300
20 250
200
15
150
10
100
5 50
0 0

2019 2020 éOZl 2022 2023

Regulatory capital, UAH
billion
—E=N2, % 19,66 21,98 18,01 19,68 21,07
—o— N3,% 13,5 15,67 11,99 13,12 12,24

150,3 182,3 211,4 2111 258,3

N2 — Norm of sufficiency (adequacy) of regulatory capital (at least 10 %);
N3 — Standard capital adequacy ratio (at least 7 %)
Fig. 2: Dynamics of the regulatory capital of Ukrainian banks and
the level of their fulfillment of economic standards of its sufficiency
for the period 2019-2023

Source: Compiled by the authors based on (National Bank of Ukraine, 2023)

It is necessary to consider the value of profitability of capital and as-
sets (Fig. 3).
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Fig. 3: Dynamics of profitability indicators and assets

Source: Compiled by the authors

As shown in Fig. 3, over the past five years, Ukrainian banks have
achieved significant results in terms of return on assets and capital. The
lowest value is observed in 2018, but this is caused by the fact that, star-
ting from 2017, Ukrainian banks began to emerge from a depressed state,
when until then they received losses.

3. Clustering of banks of Ukraine according to the level of their
capital stability

On the eve of russians’ invasion, Ukrainian banks had a significant re-
serve of capital, in particular, a buffer was formed for the retail unsecured
portfolio, which the banks were now able to use. Also, despite all the
challenges, banks remain profitable. However, current capital figures do
not fully reflect the losses of banks as a result of the war. Banks are
slowly forming loan reserves, especially when it comes to the corporate
segment. This is explained by hopes for the recovery of the debtors' busi-
ness.

In this context, attention should be paid to such an indicator as the ca-
pital stability of banks, the results of which evaluation are presented in
Table 6.

Table 6: Dynamics of indicators of capital stability of the banking
system of Ukraine in 2018-2022, billion UAH

Indicator Optimal | 2018 . 2019 2020 2021 2022
value
Capital 1549 | 199,9 209,5 2555 | 2185
Share capital 465,5 470,7 479,9 4815 | 407,0
Raised funds 938,6 | 1077,2 | 1363,1 | 1526,7 | 1876,3
Assets 1359,7 | 1493,3 | 1822,8 | 2053,2 | 2353,6
Coefficient  of > 5% 16,51 18,56 15,37 16,74 | 11,65
reliability, %
“Financial leve- 1:20 6,06 5,39 6,51 5,98 8,59
rage” ratio,
26
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times
Coefficient  of
capital partici-
pation in the| >10% 11,40 13,39 11,49 12,44 9,29
formation of
assets, %
Capital multip- | he lower
lier factor, once | -the bet- 2,92 3,17 3,80 4,26 5,78
ter

Source: Compiled by the authors based on (National Bank of Ukraine, 2023)

Thus, the banking system is currently highly leveraged and therefore
has sufficient own funds to place in credit assets and investments.

The financial leverage ratio at the maximum allowable ratio of 1:20
was 5.89 on January 1, 2022, and increased to 8.59 on January 1, 2023.
This indicates that the banking system has become more dependent on
attracting free funds on the money market. The ratio of equity participati-
on in the formation of assets in 2022 did not meet the recommended va-
lue, which was affected by the situation in the country related to military
actions. In the other studied periods, the recommended value was ful-
filled. As for the coefficient of the capital multiplier, which characterizes
the degree of coverage of assets by equity capital, it constantly increased
in dynamics, which is also an indicator that characterizes the decrease in
the resource stability of domestic banks. From the results of the calculated
indicators, it can be concluded that the financial stability of the banking
system in 2022, despite its compliance with NBU regulations, slightly
decreased. The main problem is a possible further decrease in the event of
a prolongation of the military conflict on the territory of Ukraine. In this
case, the future collapse of the banking system is possible, which will
entail a long-term economic crisis and slow down the recovery of the sta-
te's economy.

In order to determine the level of capital stability of Ukrainian banks,
the cluster analysis was conducted. The following indicators were used to
assess the capital stability of banks and carry out rational clustering of
banks: adequacy (adequacy) of regulatory capital, reliability coefficient,
capital participation coefficient in the formation of assets, equity protecti-

27
[http://perspectives-ism.eu]



[PERSPECTIVES —JOURNAL ON ECONOMIC AND SOCIAL ISSUES] No 1/2024

on coefficient, capital profitability. Cluster analysis was performed using
the “STATISTICA 10” software, the obtained results are presented in
Figure 4. Since sample element C_63 (JSC “Alpari Bank™) is significantly
distant from others, which does not give a reliable idea of the possible

number of clusters according to the given parameters, it was eliminated.

3000

2000

Linkage Dietance

1000

Fig. 4: Dendrogram of Ward's method clustering for 62 cases
Source: Compiled by the authors

From the data of Fig. 5, it is possible to determine which of the varia-
bles used for the analysis were most used to select clusters. It follows
from the presented that variables X2 — X4 (capital participation in the
formation of assets ratio, capital protection ratio and ROE) practically do
not distinguish groups of elements. Clustering took place on the basis of
variables X1, X5 and X6 (respectively, the reliability coefficient, stan-
dards N2 and N3), and the greatest difference is shown by the reliability
coefficient (X1).
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=100

—=— Cluster 1
—&— Cluster 2
—e— Cluster 3
Variables —— Cluster 4

-200 .
xA1 X2 X3 X4 X5 XG

Fig. 5: Graphic representation of clustering criteria impact
Source: Compiled by the authors

The distribution of sample elements by clusters and descriptive statis-
tics of each group are presented in Table 7.

As shown in Table 7, the first cluster includes 4 banks. These instituti-
ons are characterized by a low level of capital stability, which is obtained
by the imbalance of all coefficients taken for calculation in relation to the
recommended values.

The second cluster includes 5 banks. The unifying indicator for this
cluster is the return on capital and the reliability coefficient. These banks
are characterized by an average level of capital stability.

The third cluster includes 35 banks. Banks of this cluster are noted as
the most adequate in terms of capital stability, based on the fact that all
indicators correspond to the recommended values.
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Table 7: Peculiarities of clusters regarding the determined indica-
tors of the level of capital stability of Ukrainian banks as of
01.12.2023, %

The average value of the indicator by cluster
2 |g5 | B 22 | o
5 | 2% s |5 | =2 | 7
] o “— 3] > @)
8 — & - = o © ©
s |E5a| 9 & g 2 > &
Cluster “ 8% 2 5 O S = o &
= C £ & bt 5 E @ R
o G5 2 c a2 9 s 9
S | 9o¢ = = 5 %5 £ &
&= w2 S L £ = P
3} = = — > o
Q o 8 o S & z
O == O z 3
I (4 banks) 526,4 71,5 13,9 7,1 153,0 130,1
11 (5 banks) 82,0 39,0 8,2 21,2 183,0 130,8
111 (35 banks) 13,4 10,1 20,4 24,1 25,0 16,2
IV (18 banks) 42,9 24,9 20,8 7,7 53,4 38,7
Recommended | <=5% | >=10% | >25 |growth | <=10% | <=7%
value %

Source: Compiled by the authors

This cluster includes such banks as: JSC CB ‘“PrivatBank™, JSC
“Oschadbank”, JSC “Ukreximbank”, JSC “Ukrgasbank”, JSC “Sense
Bank”, JSC “Raiffeisen Bank”, JSC “OTP Bank”, JSC “Credit Agricole
Bank”, JSC “Citibank”, JSC “Kredobank”, JSC “Procredit Bank”, JSC
“ING Bank Ukraine”, JSC “Pravex Bank”, JSC “Piracus Bank MKB”,
JSC “PUMB”, JSC “Universal Bank”, PJSC Bank “Pivdenny”, JSC
“Taskombank”, JSC “A — BANK”, PJSC “BANK VOSTOK”, JSC Bank
“Credit Dnipro”, JSC CB “Acordbank”, PJSC “MTB Bank”, JSC “Bank
Alliance”, JSC “MIB”, JSC CB “Globus”, JSC “Idea Bank”, JSC CB
“Lviv”, JSC “Combank”, JSC “Radabank”, JSC “Agroprosperis Bank”,
JSC “Unex Bank”, JSC “RVS Bank”, JSC “Sky Bank”.

The fourth cluster includes 18 banks and is characterized by a suffici-
ent level of capital stability.

In general, the regulator's anti-crisis measures regarding the capitali-
zation of Ukrainian banks should be aimed at the application of the
NBU's policy on the development and operation of banks, considering the
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regional features of the economy and the social sphere; introduction of the
additional capitalization mechanism of the largest banks; stimulation by
the state of creation of conditions for maximum promotion of capitalizati-
on of banks at the regional level; development of a strategy for exiting the
market of insolvent and unsustainable banks through their reorganization.

Conclusions

The development of the banking system of Ukraine requires a balanced
and well-founded strategy, which should be based on the following con-
ceptual provisions: consolidation of banks based on merger and acquisiti-
on procedures with the participation of foreign and state investments,
provision of phased capitalization of banks based on public placement of
shares and creation of systems to protect the interests of minority share-
holders, ensuring the transparency of information regarding the real ow-
ners of a bank, strengthening the responsibility of the owners and ma-
nagement of banks for distorting financial reporting data, preventing the
withdrawal of owners' capital directly from a bank, creating a rehabilitati-
on bank and an effective mechanism for improving the balance sheets of
banks, ensuring an effective system of monitoring the domestic banking
sector, forming the banking system, competitive in the conditions of fi-
nancial globalization and adequate to the needs of the domestic economy.

This strategy should be aimed at restoring trust as the basis for the sta-
ble functioning of banks.

Therefore, based on the need to increase the stability of Ukrainian
banks and increase trust in them, it is advisable to make changes to the
regulatory framework in order to stimulate investments in bank shares, in
particular, to create opportunities to determine the share exchange ratio
during M&A of banks on a market basis; implement measures to further
improve the activity of the stock market, in particular, its transparency;
implement a dividend policy aimed at ensuring high capitalization indica-
tors of banks; to intensify the processes of reorganization of banks, in
particular — of their associations based on merger, for which to provide
tax benefits, simplification of organizational procedures. Also, in Ukrai-
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ne, the possibilities of creating banking groups and holdings to solve the
problems of bank capitalization are not sufficiently used. The above con-
stitutes reserves for increasing the efficiency of banking activities in
Ukraine, and therefore should be involved in the economic revival of the
country.
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