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TOJIKOBAHMSI BBIIICYKa3aHHOW KaTEropuH. BeIeieHbl IPUYMHBI TUCIIPONOPIMI pa3BUTHSI OAaHKOBCKOM
CHCTEMBI YKpPauHbI B pa3pe3e pernoHOB, MOAPOOHO UCCIENOBAaHBI METOANKU OLEHKH () (EKTUBHOCTH
JEATEITBHOCTH PETHOHANBHBIX OAHKOBCKMX CHCTEM M C(OPMHUPOBAHO HAa MX OCHOBE COBOKYITHOCTH
MOKa3aTeleil JUIs MCCIeNOBaHUs KOHKYPEHTHOM Cpeibl W BhIOOpa albTEPHATHUBHBIX CTPAaTErHM
Pa3BHUTHSI PETHOHAIBHBIX OAHKOBCKUX YUPSKICHUH.

KiroueBbie ciioBa: OaHK, permoHajbHas OAaHKOBCKas CUCTeMa, AucOallaHC, KOHKYpPEHTHas
cpena, KOHIEHTpAIIHs, CTPaTerusl.

®opmyin: 8; puc.: 0; Tabmn.: 6; 6ubin.: 16.

Introduction. Performance of the bank establishments is one of the most important
conditions of the proper work of the region. It mostly influences on the outlooks of the
regional development, creating the conditions for making the investments, financing the speed
of manufacturing and, as a result, increases the employment of population and their income.
The effectiveness of fulfillment the tasks of the banks in the region depends on cooperation of
the bank sector and regional economy. The problems of Ukrainian banking system include the
imbalance of the regional component and lack of clearly defined scientific and
methodological approaches for determination the competitiveness and prospects for
development of the regional banks, which led to the choice of the theme and setting the
research objectives.

Literature rewiew and the problem statement. There is a significant number of
domestic and foreign researches devoted to the issues of the regional banks, such as: S.
Gerasimchuk, L. Gulyaeva, O. Drugov, N. Koretska, K. Kremer, O. Kopyluk and others [1-7].
Despite the wide interpretation of banking issues on the regional level, the current state of the
regional banking systems is mainly observed in economical literature as a whole, but there are
not emphasized the complex techniques that will identify the alternative strategies of
development of the separate regional banking institutions.

The article purpose is to create a system of activities to assess the competitive
environment in the banking regional market, and the conditions of possible determination of
strategic alternatives in reaching the market share by the banks, operating within the region.
The solution of the following problems helps to reveal the aims: research of the dynamics of
macro economical activities on the regional revel; assessment of the credit and deposit
imbalance; rating of the strategic bank competitiveness; formation the matrix of competitive
positions of banking institutions in the market sectors; range of strategic alternatives in
reaching the market share of banking services in Odessa region.

Research results. One of the problems of the banking system in our country is the
imbalance of its regional components. The experience and statistics of the European Union
show: the more intense there is the development of entrepreneurship, the better there is the
development of the banking system in the region [4, c. 58]. The quantity of regional banks in
Ukraine is sufficiently small. Most of the local banks start to position themselves as Ukrainian
ones and fulfill their activities on the territory of at least several regions of the country.
However, they have an extensive branch network with authoritarian structures of the
management. That means that instead of supporting the regional economy, the part of national
banks branches contributes to the outflow of their financial resources. Such a situation causes
the negative impact on the economic development of the country and requires the search for
its optimization.

However, before proceeding to the study of practical issues within the chosen topic, it
is worth analyzing of the internal matter of the categories such as “regional banking system”,
“regional bank™ and their roles in the economical processes of the country. Initially we will
examine the interpretation of the abovementioned concepts according to the legal standards.
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The definitions of these concepts are absent in the Law of Ukraine “On Banks and Bank
activity” from 07.12.2000, that appears being a basic guiding line in the bank activities [8].
However it is worth bearing in mind that nowadays the market of the banking services is
characterized by a high level of globalization and internationalization, that is why the question
should be analyzed not only within its own concepts, but also in comparison with the
international experience. The practice shows that it is similar to the local principles. For
instance, the Federal Law “On the Banks and Bank Activity” from 02.12.1990 does not
provide the definition of the term “regional bank”, however it mentions the phrase “the
banking system of the region” without any detailed explanation, meanwhile it indicates its
basic components [9]. Therefore the abovementioned notion has rather economical than legal
nature. Thereby we advise to postpone the consideration of this issue to economic studies.

In foreign practice the regional organizations are considered as being the credit ones in
conditions of limitations to a certain territory. The local studies are not characterized by
unambiguity and they consider the various features, that give the reason to classify the bank to
its regional groups. But despite the list of features such a bank appears being a single
component of the regional banking system. Thus the development of the region is not possible
without the continuous cooperation of all the possible components of its banking sectors, such
as: the territorial administration of the NBU (National Bank of Ukraine); regional banks;
subsidiaries, branches, representative offices of regional and foreign banks; banking unions,
associations, which are registered and operate within the region.

Therefore the implementation of an assessment of the competitive environment in the
banking market is fulfilled in order to develop strategies for the regional bank development,
we consider it necessary to construct the definition of the level of competitiveness, taking into
account the effect of all the above mentioned elements, the relationship, that is revealed by
implementation of its regional banking institutions, being the key elements of the system at
the regional level of the following functions: serving, stabilizing, emissive, social, investing,
transformational, stimulative and system-formational.

In our opinion, according to a critical analysis of the works of local and foreign
researches [2, c. 65], the regional bank is a bank, that is registered in a particular region,
mainly operates within its territory and is not systematically important for the government, at
the same time the aim of its functioning combines the processes of achieving the goals and
promotion the development of the region. There is a problem that appears in Ukraine
connected with the fulfillment of the latest condition, because the local banking system is
characterized as one having almost the exclusive regional concentration. In particular, more
that the half of the fund is concentrated in 20 largest banks as in 01.10.2014. Their authorized
capital comes to the amount of almost 115,3 million UAH. that is 63,5% of the total amount
[10; 11]. As a result, in most of regions of the country rivalry unfolds between the local banks
and territorial branches of the large banks. In general the concentration of the capital occurs
only in a limited number of credit institutions, most of them are located in Kiev, making the
regional banking systems unstable and deprives them the opportunity to develop their full
potential. In order to determine the reasons of this phenomenon, we will consider some
macroeconomic activities in the regional context (tabl. 1).

According to the table, on the territory of almost half of Ukrainian regions (Vinnytsia,
Zhytomyr, Ivano-Frankivsk, Kirovohrad, Mykolaiv, Rivne, Ternopil, Kherson, Khmelnytsky,
Cherkasy and Chernivtsi) there is not registered any single bank. The lack of legally
independent banking institutions can cause the crisis in the regional development [12, p. 37].
Meanwhile, the percentage of banks™ legal representatives in Kyiv region and Kyiv made up
almost 66% on 01.01.2013.
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Table 1

Dynamics of the macro economical indexes on the regional level during
01.01.2013—01.10.2014*)

. antity of th
. regggggg (t)lfgrlz;fnﬂ,(; o .agili/e coti,n(;)aIﬁZs The total.share of companies | Disposable income per
Region from the tofal amount in % from the total | that received the income, % person, UAH
amount
2012 | 2013 | 2014 2012 | 2013 2012 | 2013 | 2014 2012 2013

Kyiv 65,9 | 66,5 72,5 19,7 21,0 62,0 63,8 | 50,7 | 22520,1 | 265417
Vinnytsia 0,0 0,0 0,0 29 28 68,0 70,1 | 65,7 | 19090,8 | 217349
Volyn 0,6 0,5 0,0 2,0 1,9 62,0 64,5 | 57,0 | 16657,7 | 18806,9
E)mvsl?iopet- &0 7,1 59 6,9 6,7 60,6 63,5 | 552 | 243024 | 287716
Donetsk 5,7 6,0 39 74 7.3 66,8 66,5 | 44,8 | 248903 | 29336,6
Zhytomyr 0,0 0,0 0,0 23 23 60,8 63,0 | 62,5 | 187164 | 21288
Zakarpattia 0,6 0,5 0,7 2,1 2,1 71,6 724 | 684 | 150024 | 171914
Zaporiggia 1,7 1,6 2,0 39 3,7 62,1 654 | 585 | 236849 | 27107,6
{;’;ﬁ;vsk 00 | 00 | 00 | 26 | 25 | 721 | 724 | 576 | 177326 | 201484
Kirovohrad 0,0 0,0 0,0 2,1 2,0 73,5 742 | 50,9 | 180392 | 205537
Lugansk 1,1 1,1 1,3 33 33 65,4 65,1 | 41,1 | 20879,9 | 24024,1
Lviv 28 2,7 33 53 5.2 61,0 63,7 | 56,7 | 192044 | 219923
Mykolaiv 0,0 0,0 0,0 29 28 67,0 71,8 | 52,3 | 20040,7 | 22878
Odessa 4,5 49 4,6 6,0 59 63,9 67,7 | 53,6 19135 222244
Poltava 1,7 1,6 1,3 3,0 29 68,2 67,8 | 59,5 | 209174 | 240272
Rivne 0,0 0,0 0,0 1,9 1,9 61 633 | 619 | 173262 | 198598
Sumy 0,6 0,5 0,7 1,9 1,9 63,8 63,6 | 59,6 | 195929 | 225823
Ternopil 0,0 0,0 0,0 1,9 2,0 69,1 68,5 | 49,8 | 163513 | 18560,6
Kharkiv 4,0 3,8 2,6 59 5,8 61,7 63,2 | 60,1 | 21787,8 | 24870
Kherson 0,0 0,0 0,0 23 23 63,9 67,8 | 49,8 | 176543 | 199399
Khmelnytsky | 0,0 0,0 0,0 25 24 66,8 674 | 662 | 187382 | 21590,6
Cherkasy 0,0 0,0 0,0 25 25 69,2 694 | 60,2 | 182463 | 207179
Chernygiv 1,7 1,6 1,3 1,5 L5 61,0 62,9 | 592 | 15992,5 | 181075
Chernivtsi 0,0 0,0 0,0 2,0 2,0 66,1 66 61,6 19465 22769,6

*) built by the authors using the data of [10; 11]

And it rose at the end of the third quarter of 2014 to 72.5% (6.5 percentage points),
demonstrating a significant imbalance in the banking system of Ukraine. Such a situation may
be connected with the fact that the Capital region has an average of 20% of active companies
and one of the highest levels of income per person. Odessa region is characterized by the
values close to the average and, along with Dnipropetrovs’k, Donetsk, Lviv and Kharkiv
region can be classified to the second level of territorial concentration. That is why during the
formation of marketing bank strategies of Odessa region it is advisable to use the experience
of the banks, which operate on the above listed territories. Created by the banking system of
assessing the value of the competitive environment in the regional market is one of important
conditions of the successfully chosen strategy, for instance the method of determination of the
credit-deposit imbalance in the region (tabl. 2).
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Table 2

Evaluation of the competitive environment in the regional banking market

Group Name Formula Rationalization
A 1 2 3
The number of registered, active, licensed banks in the | Primary indicators are not
> g region calculated and included in
g 5 Distribution of banks and their branches by regions the statistics NBU. They
s —é Distribution of banks by size of capital act as quantitative
= haracteristi f th
The distribution of bank assets by regions characteristies 0 ¢
region
Supply of banking | Number of banks /Region ShOWS the ayallab1} ity of
. . banking services in the
services [13, p. 23] Population .
region
“Pure” lender | The difference between (S)?OWISOLT ab:ghute ZI:O(IEI
(borrower) [3, p. 38] | commitments on loans and deposits | . . oep
imbalance in the region
The degree of non-
Value of deposits and | The ratio of banks' liabilities on | compliance with the loan
loans [3, p. 38] deposits and loans and deposit activities in the
region
a) For “pure” lender:
a) The share of under- | p _ |
funded loans or . b) For the “pure” borrower: Shows the relative level of
b) the share of I—p p " | imbalance in financial
deposits available —_— resources
[3, p. 38] L, whre
D — deposits; L — loans;
) k
g Index of | CRy = Z . It characterizes  which
5 | concentration [14, p. =1, where Si - fraction mark.? share ~fits ] tlo a
; 571] of the i bank market; ‘f)pikm ied number of large
7 anks
=3 K - number of the largest banks;
= fl
s .
S cCl=s. + Z o(1+(1—s.1] | Allows you to evaluate the
n 1 14 “ i/}

The general index of
sectoral concentration

i—a

b

where

relation between
fluctuations in the market
shares of individual banks

[14, p. 572] 5i - fraction of the i bank market; and absolute importance of
M _ total number of banks in the largest share of the bank
market;

‘ HH] = Z 53 Specifies . the l.evel of

Herfindahl- ’ concentration in the

Hirschman Index [4,
p. 571]

i=1 , where
&i - fraction of the 1 bank market;
n - total number of banks in the

market;

market. And the higher the
index, the greater is the
degree of concentration

Rozenblut Index
[15,p. 72]

_ 1
S 23 (xs)-1

R
, Where =i
- fraction of the i bank market 7 -
total number of banks in the
market;

Sensitive to the market
share of small banks, as
weighted by the share of
local banks in the overall
ranking
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Extension table 2

2

3

Hannaha and Kay Index
[14, p. 574]

1

+ —_

HKI = (Z s )m

i=1 , Where 5i -
fraction of the i bank market;

% T - total number of banks in the They be}ong to the “same
= market: group of indicators e.md allow
3 ’ nfl . you to compare the impact of
g @- expo:: ent Influence; 7 small and largest banks on
g Awml (a—13; _ ) the market concentration
b= U= ( z L5 (5:ﬂ . ) ) ,due to changes in the degree
§ =1 # .| of influence of the market
2] U-index [14, p. 574] where Si - fraction of the i bank | share of individual banks

market;

T _ total number of banks in the

market;

o, - exponent influence.

One of the banking system features in lots of developed countries is the presence of a
significant number of relatively small banks, which are located in the regions and serve the
regional companies. At the same time they have to withstand the competition of the global
financial institutions. However, it is worth mentioning that the increase in the size of the bank
does not form a steady competitive advantage, and the bankruptcy of the bank system will
lead to negative social consequences. Algorithm of our study research is shown in tables 3-6.

Table 3
Evaluation of loan and deposit imbalance in terms of Odessa region
in 2010, 2012 and 2014*)
Activities Period

01.01.2011 01.01.2013 01.10.2014
The amount of deposits 31537308 50794214 46422740
The volume of loans 53411891 46758658 56709589
The absolute size of the loan and deposit 91874583 4035556 10286849
imbalance
Value of deposits and loans 0,5905 1,0863 0,8186
The relative level of imbalance in financial
resources, including (%): 40,95 X 18,14
a) share of under-funded loans;
b) the proportion of free deposits X 7,94 X

*) Source: constructed by the authors on [10] based on realistic data reporting banks

On 01.01.2011 and 01.10.2014 Odessa region represents as a “pure” borrower, whose
share of the under-funded loans form the borrowed funds is 41% and 18%. That means that
the banks, which operate within the Odessa region, during these periods of time were using
the funds from the other sources for implementing the credit operations. On 01.01.2013 an
improvement of the situation in the region is noticed with the contradiction of the volumes of
credit and deposit activities, it was close to the balance state, and the proportion of free
deposits was estimated to 8%. Thereafter there are not observed any clear trends of credit-
deposit imbalance, and the region may act as a borrower and a lender, that allows the banks of

83



Odessa region to choose the sales strategy of banking products, based on their competitive
advantages and internal capabilities.

In order to implement the assessment of the competitive environment of banks in
Odessa region we shall calculate the number of the concentration rate. The presence of a basic
strategic area of management is one the conditions for assessment the competitiveness of
banking institutions. Despite the consolidation of the bank accounting, the initial data is taken
with the ratio of the quantity of bank branches located within the area in order to determine
the level of concentration (tabl. 4).

Table 4
The evolution of the concentration in key segments of the banking market of Odessa region in
2010, 2012 and 2014%)

Indicators of Period
market Market sectors
concentration 01.01.2011 01.01.2013 01.10.2014
Index of Asset§ 0,5520 0,5628 0,6116
concentration Deposits 0,6001 0,6503 0,5728
(9 banks), % ‘ anns 0,5315 0,5470 0,5544
Financial result 0,8520 0,8632 0,8515
Assets 465 522 692
Herfindahl- Deposits 566 617 593
Hirschman Index Loans 479 509 548
Financial result 1394 1692 1253
Assets 0,0383 0,0407 0,0440
Deposits 0,0419 0,0496 0,0465
Rozenblut Index Loans 0,0409 0,0413 0,0460
Financial result 0,1070 0,1064 0,1029
. Assets 0,1778 0,1976 0,2490
The t;’;‘i;fﬁex of Deposits 0,2094 0,2196 0,2261
concentration Loans 0,1789 0,2004 0,2135
Financial result 0,3938 0,4346 0,3698

*) Source: constructed by the authors on [10] based on realistic data reporting banks

According to the calculations presented in the table, the market share of 9 largest
banks ranged from 53% - 61% in all market segments, except the financial result, where the
value was a bit more than 85% during the whole period, that is connected with a significant
loss ratio of the banking system in general. This conclusion is confirmed by the rest of the
calculated figures. So Rosenbluth index, which is sensitive to the market share of small banks,
is in the range 0.039 - 0.049 (except the sector “financial result”, where it is close to 0.11).
The overall index of industry concentration in most cases varies from 0,18 to 0.25, which is
four times less than the threshold value, that is, for the Odessa region monopoly is not
promising phenomenon: a low level of concentration, and therefore the majority of banks are
on the equal conditions, which allows to assess the competitive potential of selected banks in
a better way using the method T. Diachenko [16]. The content of the methodology is to
calculate the indexes of competitiveness in four areas: assets, liabilities, equity and financial
results. For comparison, we selected five banks that have branches in Odessa region,
including Kredobank and VS bank, registered in Lviv, Investbank, Misto Bank and USB
Bank, that officially belong to the banks of Odessa region (tabl. 5).

According to the research, given in tabl. 4, Lviv bank Kredobank has the highest level
of competitiveness, in the structure of its equity investments of PKO Bank Polska SA come to
the amount of 99.6%. Banks, which are registered in Odessa area, regardless of the
participation of foreign capital, are less competitive in comparison to the nonregional ones.
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Table 5
Rating score of competitiveness of banks during 01.01.2011 - 01.10.2014 *)

Index Name of the bank
Kredobank | VS Bank | Invest-bank | Misto Bank | USB Bank

Competitiveness of assets 0,0000 0,4520 0,8929 0,6545 0,7756
Competitiveness of liabilities 0,0000 0,4824 0,9001 0,6224 0,8576
Competitiveness of capital 0,0116 0,3613 0,8442 0,5450 0,5130
The compeyenes of the 0,8136 06314 | 0,8403 0,8940 0,7699
Total Score 0,1843 0,0668 0,0003 0,0063 0,0036

Rating 1 2 5 3 4

*) Source: constructed by the authors on [10] based on realistic data reporting banks

This situation negatively affects the development of Odessa region, because in the
future it may lead to the deterioration of the socio-economic situation of the region as a
whole. There remains the question of formation of successful development strategies of
Odessa regional banks in order to maintain and further improve their competitiveness. The
choice of strategy is feasible according to the matrix of the competitive position of banking
institutions in the sectors of baking markets (tabl. 6).

In all the studied segments for 2010 - 2014 there are no more than two leading banks
and banks direct competitors. The vast number of banking institutions in its market share can
be ranked to bank outsiders. There are some basic characteristics and strategies for each group
of the banks. Banks, which operate in accordance with the marketing strategies of the Market
leader and protect their competitive position, maintain the financial stability and increase the
competitiveness of products and services (banks-leaders, for example, Privatbank).

Choosing of the Second market leader marketing strategy provides the orientation of
banks to the improvement of competitiveness of all sectors of the bank market (direct
competitors, for example, Ukreksimbank, Oshchadbank, Bank Pivdenny).

According to the marketing strategies of the Challenger, the priority for banks is the
development of measures for improvement the results of performance: adjustment of the
strategy development, improvement of the efficiency of financial management, the
introduction of innovative bank products and technologies, increasing of the resource base,
adjusting credit-deposit, pricing and marketing policies, etc. (potentional competitors, for
example, Delta Bank, Prominvestbank, PUMB, VTB Bank).

Strategic objective of the bank, according to the Niche marketing strategies, is the
development of new market segments, reorientation of the target markets of services,
reduction of non-profit activities, the optimization of the level of risk for banking operations,
the expansion of the customer base, offering the new high quality or modified services on the
existing market segments, etc. (banks outsiders, for example, Investbank, Misto Bank,
Platinum Bank, Kredobank, Ukrinbank, Ukrsybbank, OTP Bank, Union Standard Bank etc.).

The conclusions. One of the problems of the banking system in our country is the
imbalance of its regional component. In particular, regional banks have to attract the
maximum number of local resources, but the funds are used not for the development of the
regions, but for the areas, which have the significantly higher demands for credit resources
and high interest rates for their usage.

A possible way to deal with this situation is to organize and develop the regional
systems of commercial banks.
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Table 6
Matrix of the competitive position of banking institutions among the sectors of the banking
market in Odessa region during 2010 — 2014%)

E’:E . Banksmatket | Bk challengers Bacgksmp%'ggnrsﬁal Banks outsiders

E éé% f aéoas aéoas aéoas aéoas
SHEE RN AL
Assts %?81‘;32 2 %’(()%322' 1 %%258611 6 | 000280 | 81
o | 4 | e oioor | 2 | oosts | 2| Cose | 7| o002 | 7
- Depasits %’11226‘: 2 %2%333 I %%364;322 5 | 000341 | &
el O | U o | 1| kg | 3| owoso | s
Assts %(369% 2 %%69257 1 %%3633 5 | 00032 | 75
s | Loans 2)1123;‘9‘311’ 1 %E‘g 2 (((j)’%‘}zs: 3 | 000348 | 77
Deposits | 51375 | 2 | quoz2 | 1| opess | & | 000
| e o o
Assts %113732 1 %2833)27 2 %%‘;3771 2 | 000436 | 72
AN ik ot ncaE
Depasits | g1on | U | ouais | 1| oo | 3| 000406 | 72
e g | 1 | oo | O | ohxg | 5| oo0es0 | 71

*) Source: constructed by the authors on [10] based on realistic data reporting banks

The development of this phenomenon requires a search for the adequate methods of
assessment, that enough to determine the current state and prospects for growth in the banking
sector and to develop the possible strategies for the development of regional banks, taking
into account the factors, that influence the activity of the regional bank.
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