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The Article reviews the essence of banking supervision. The definition of this
concept is provided by various scholars. Based on the materials analyzed, the
own definition of banking supervision was formulated. In banking, all financial
institutions must adhere to banking supervision, as the outcome of banking activity
depends on the quality of the bank itself, the correct task and the achievement
of certain goals. Protecting the interests of depositors, creditors, preventing
bankruptcy and financial difficulties, forced the NBU to introduce a number
of certain economic standards in the activities of banks, which are a means of
monitoring the financial condition of the banking institution and are mandatory.
Data on the implementation of NBU economic standards in accordance with the
Law of Ukraine “On Banks and Banking” are provided. The analysis of economic
standards fulfillment by the main commercial and state banks of Ukraine for
2018-2020 is carried out. The total amount of regulatory capital of banks for
2019-2021 is analyzed. In the banking activity of Ukraine there is a need to
develop measures and instruments for banking supervision in order to improve and
enhance it. In order to strengthen the role and importance of banking supervision,
reduce the likelihood of banks liquidation in Ukraine, it is recommended to
separate the banking supervision authority from the NBU and create a State
Banking Supervision Service accordingly, which should independently regulate
the activities of state banks and commercial banks. The organizational structure
of the State Banking Supervision Service has been developed. It is recommended
to add to annual reporting a list of indicators that would provide possibilities of
additional control to the NBU banking supervision and eliminate the submission
of incorrect data by banks on their activities.
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B crarti po3mistHYTO CyTHICTH OaHKIBCHKOTO HAIVISAY, HABEIEHO BHU3HAYCHHS
3a3HAYEHOTO TMOHATTS PI3HUMH HAyKOBISIMH. BiIIOBIZHO 10 MpoaHai30BaHOTO
c(hopMy/IbOBaHO BIIACHE BHM3HAYEHHS OAaHKIBCHKOTO HArIsAy. Y OaHKIBCHKIN
JUSUTBHOCTI BCl (pIHAHCOBI YCTQHOBH IOBHMHHI JOTPUMYBATHCs OaHKIBCHKOTO
HarsILy, OCKUIBKU pe3yJIbTar poOOTH OaHKIB 3aJI€KHTh BiJ| IKOCTI pOOOTH caMOro
0aHKy, KOPEKTHOI [OCTaBJICHOI 3ajayi Ta JOCATHEHHs NEBHUX Liied. 3aXuct
IHTEpeciB BKJIQJIHHUKIB, KPEANTOPIB, MONEPEPKCHHSI OaHKPYTCTBA Ta CKPYTHOI'O
(hinaHcoBOTO cTaHOBHUIIA, 3Mycwan HBY BmpoBamuTh B HisUTbHICTH OaHKIB PsiI
MMEBHUX CKOHOMIYHUX HOPMATHBIB, SIKi € 3acO00M MOHITOPHUHTY (PiHAHCOBOTO
CTaHOBHINA OAHKIBCHKOI YCTAaHOBH Ta € 000B’I3KOBIUMH JI0 BUKOHaHH:S. HaBeneHi
JaHl OO0 BUKOHAHHSA €KOHOMIYHHMX HopMmatuBiB HBY BimmosimHO mo 3akoHy
VYkpaiau «IIpo 6ankn Ta 6aHKIBCEKY AisTBHICTEY. [IpoBeneHo aHai3 BUKOHAHHS
€KOHOMIYHMX HOPMATHBIB OCHOBHMMH KOMEPI[IHHUMH Ta JepKaBHUMHU OaHKaMHU
VYkpaiau 3a 2018-2020 poku. IIpoanamizoBaHO 3arajbHa CyMa peryasSTHBHOTO
kamitany OankiB 3a 2019-2021 poku. Y OaHKIBCBbKIH JIsUTbHOCTI YKpaiHH
€ HEOOXIJHICTh PO3pOOKM 3axOiB Ta IHCTPYMEHTIB OaHKIBCHKOTO HAaryIsiLy
3 METOIO HOTO BIIOCKOHAJICHHS Ta MiIBUIIEHHS. J{JIs1 TOCHIIEeHHS poJIi 1 3HAYeHHS
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0aHKIBCHKOTO HATIIAAY, 3HIDKEHHS BipOTIMHOCTI JikBimamii OaHKiB B YKpaiHi,
PEKOMEHII0BAHO 3/1iHCHUTH BiIOKPEMIICHHS OpraHy OaHKiBCHKOTO HaryIsi Ly Bim HBY
Ta BiAMOBiIHO CTBOPUTH JlepkaBHY CITy:KOy HamIAAy OaHKiBCHKOI MisSUTBHOCTI, sIKa
MIOBHHHA CAaMOCTIITHO PETYIIOBATH NisUIbHICTH Aep KaBHUX OAHKIB Ta KOMEPLIHHIX
6ankiB. Po3poOrmeHo opranizamiiiny cTpykTypy JepkaBHOI CIyXOM HamIsamgy
0aHKIBChKOT [IsUTBHOCTI. PexoMeH0BaHO 10AaTH A0 PIYHOI 3BITHOCTI MEpeiK
MOKA3HUKIB, SIKI HaJaBaJld O MOXIJIMBOCTI JIOJaTKOBOT'O KOHTPOJIFO OAHKIBCHKOMY
Harsiy HBY Tta ycyBanm mpeacraBineHHss OaHKaMHM HEKOPEKTHHX AaHUX MPO

CBOIO JISUIBHICTD.

Formulation of the problem

Modern conditions of banking institutions’ operation
require them to make great efforts to ensure the overall
stability and stability of their financial condition. However,
the recent global financial crises show that the domestic
banking supervision system needs to be improved and its
role strengthened, as the NBU’s policy of achieving and
maintaining price and financial stability in the country has
been demonstrated to be inefficient.

Analysis of recent research and publications

The role and importance of banking supervision for
the development of Ukraine’s banking system has always
aroused the interest of both domestic and foreign scholars,
as effective banking supervision is one of the most important
tasks of any country’s central bank. The following scholars
should be distinguished among those who considered
the role and importance of banking supervision in view
of banking system development: N. Yu. Hladynets,
M.M. Hustei, T.P. Hudz, M.M. Kovalenko, T.A. Latkovska,
S.H. Mamedov, A.V. Nikitin, IB. Okhrymenko,
L.O. Prymostka, O.M. Rats, O.B. Bus, H.P. Tabachuk,
Yu.M. Umantsiv.

Highlighting previously unresolved parts
of the overall problem

In recent years, a big part of banks in Ukraine has been
liquidated, in other words, the instruments of banking
supervision used have been ineffective and inefficient, or
used untimely or incorrectly. At present, there is a need to
develop measures and instruments for banking supervision
in order to improve it and increase the role of banking
supervision for banking system development in Ukraine.
This will enhance its influence on the banking sector,
ensure dynamic, sustainable development of the banking
sector, as well as increase its competitiveness in the
international market.

Purpose of the Article

Consider theoretical and practical aspects of banking
supervision in Ukraine and to develop ways to improve it.

Presentation of major research material

Banking supervision is an integral part of the country’s
banking activities and an important component of ensuring
the stable functioning of its economy.

Bodies of banking supervision in Ukraine provide
proper and reliable supervision over the activities
of banking institutions, check their compliance with
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regulatory legal acts governing banks, the legality of their
operations, and compliance with regulations.

V.V. Kostenko views banking supervision as a set of
procedures for constant monitoring by special state bodies
or other bodies of activities carried out by legal entities
(banks) not subordinated to it in order to identify violations
in banking legislation [1, p. 705].

[.M. Panaseiko and M.O. Huba sees banking supervision
as an important component that should support stable
functioning of the banking system and market relations of
the state [2, p. 518].

The Law of Ukraine «On the National Bank of Ukraine»
defines banking supervision as a certain system of control
and active orderly actions taken by the National Bank of
Ukraine and aimed at ensuring compliance by banks and
other persons with Ukrainian legislation and established
standards in order to ensure stability of the banking system,
as well as protect the interests of depositors and creditors
of the bank [4].

Protecting the interests of depositors, creditors,
preventing bankruptcy and financial difficulties, forced
the NBU to implement into banking activity compliance
with certain economic standards, which are the means of
monitoring the banking institution’s financial condition
and are mandatory. We will illustrate the data on economic
standards in general in the banking system of Ukraine for
2018-2020 in Fig. 1.

The statutory ratio of capital adequacy (H3) should be at
least 7%, on 01.01.2020 it was 13.5%, and on 01.01.2021
it was 15.67 %, i. e. there was an increase, which indicates
a positive activity of the bank, because it indicates an
increase in financial stability.

In addition, an increase in the statutory ratio of capital
adequacy allows banking institutions to offset the negative
financial consequences of their own funds.

The short-term liquidity ratio should be at least 60 %.
Based on the presented data we can see that in the banking
system of Ukraine the ratio reached a high value during
2018-2020, exceeded the statutory one, namely 93.52%
on 01.01.2019, 94.35% on 01.01.2020, i. e. it increased
by 0.8%. But on 01.01.2021 it decreased by 7.5% and
amounted to 86.82 %.

The short-term liquidity ratio for the period 01.01.2019—
01.01.2021 did not fall below 86% and corresponded to
the regulatory value. The ratio is set to control the bank’s
ability in terms of its ability to fulfill the short-term
liabilities at the expense of liquid assets. We also observe
the implementation of the statutory ratio H7 for the period
01.01.2019-01.01.2021 in the range of 17.61-19.83 %,
which does not exceed the statutory ratio of 25 %.
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W H2 the statutory ratio of regulatory capital sufficiency (adequacy)

[ H3 the statutory ratio of capital adequacy
H6 the statutory ratio of short-term liquidity

H?7 the statutory ratio of maximum credit risk per one counterparty

W HS the statutory ratio of large credit risks

W H9 the statutory ratio of maximum credit risk for related party transactions
HH11 the statutory ratio of investment into securities by each institution separately

W H12 the statutory ratio of the total investment amount

Fig. 1 — Economic Standards in General in the Banking System of Ukraine for 2018-2020 [3]

The statutory ratio of the maximum amount of credit
risk per one counterparty in the banking system of Ukraine
fluctuated, so on 01.01.2020 it fell by 2.2%, and on
01.01.2021 on the contrary increased by 1.5 %.

The economic statutory ratio H8 for the analyzed
period tends to decrease by 71.2 % from 176.23 % to 105 %
on 01.01.2020. The statutory value of this indicator should
not exceed 8 times the size of regulatory capital. During
the analyzed period, this statutory ratio does not exceed
8 times the size of regulatory capital. We should also note
the decrease in the statutory ratio of large credit risks by
17.6% on 01.01.2021 to 87.39 %.

The credit risk ratio as an element of bank economic
standards aims to prevent excessive concentration of
credit risk in the bank, as the insolvency of one or more
counterparties can significantly destabilize the bank and
even lead to its bankruptcy. With the optimal H9 value of
25% at most, the statutory ratio of the maximum amount
of credit risk for transactions with related parties in 2018
was 10.41%, in 2019-7.02%, and in 2020-4.1%. The
decrease in this indicator by 3.4% in 2019 and by 2.9%
in 2020 indicates a decline in credit risk in the banking
system of Ukraine. The level of credit risk of the banking
system is optimal and does not have a negative impact on
the stability of the entire banking system.

The statutory ratio H11 is also met, however it has almost
zero value during the analyzed period at a threshold level of
15%. Commercial banks adhere to the value of the H12
statutory ratio of 60 %, but during the analyzed period the
indicator is low, and there is a tendency of its reduction by
0.02% from 0.13% to 0.15% in 2019 and by 0.03 % from

0.13% to 0.1%. This was influenced by the instability of
Ukraine’s financial system, which discourages commercial
banks from pursuing investment policies. Comparing the
actual investment standards with the marginal ones allows
us to make a conclusion about the low investment activity
of the banking system of Ukraine. Banks are not interested
in making direct investments in Ukrainian companies.

Let’s present data on the regulatory capital of the most
well-known commercial and state banks of Ukraine for
2018-2020 in the analytical Table 1, taking into account
the reduction of their regulatory capital according to data
on 01.01.2021.

The presented data show changes in the regulatory
capital of the main banks of Ukraine in recent years. Thus,
JSC CB «PrivatBank» had the highest level of regulatory
capital, namely UAH 19,555,682 THS on 01.01.2019.
On 01.01.2021 there was a positive trend, because it has
almost doubled. JSC «Ukreximbank» also had one of the
largest levels of regulatory capital of UAH 11,147,236.6
THS on 01.01.2019, which grew annually and amounted
to UAH 15,049,595.4 THS01.01.2021

Thus, such positive changes in regulatory capital in most
commercial banks of Ukraine during 2018-2020, led to the
fact that the regulatory capital adequacy ratio was higher
than the statutory value by 10 % throughout the study period.
On 01.01.2019 it was 16.18%, on 01.01.2020 it increased
t0 19.66 %, i. e. by 3.5%. As of 01.01.2021, it was 21.98 %,
which also indicates a positive upward trend in this indicator.

We will illustrate the data on the statutory capital
adequacy ratio (H3) for certain banking institutions in
Ukraine for the period 01.01.2019-01.01.2021 in Fig. 2.
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Table 1 — The total amount of regulatory capital of the main commercial and state banks of Ukraine, UAH THS [3]

Bank Name 01.01.2019 01.01.2020 + 01.01.2021 +
JSC CB “PrivatBank” 19,555,682.7 19,223,588.3 -332,094.4 35,256,911 16,033,322.7
JSC “Oschadbank” 13,200,548 12,355,512 -845,035.9 18,132,364 5,776,852
JSC “Ukreximbank” 11,147,236.6 13,691,472.8 2,544,236.3 15,049,595.4 1,358,122.6
JSC “Raiffeisen Bank Aval” 10,480,006 10,674,030.4 194,024.4 10,474,032.6 -199,997.8
JSC “PUMB” 5,282,255.4 7,914,882.2 2,632,626.9 8,589,500.3 674,618
JSC “CREDIT AGRICOLE BANK” 4,746,765.3 5,245,262.1 498,496.8 6,220,308.1 975,046

JSC “CREDIT AGRICOLE BANK”

JSC “PUMB”

JSC “Raiffeisen Bank Aval”

JSC “Ukreximbank”

JSC “Oschadbank”

JSC CB “PrivatBank

=]
wh

=01.01.2021

®01.01.2020 m01.01.2019

Fig. 2 — The statutory capital adequacy ratio (H3) for certain banking institutions
in Ukraine for the period 01.01.2019-01.01.2021 [3]

The presented data show that all banks reached the
statutory value of capital adequacy ratio (H3) for the period
01.01.2019-01.01.2021. In addition, there was a positive
trend towards the growth of this indicator.

Let’s analyze the implementation of economic
standards by the main commercial and state banks of
Ukraine in Table 2.

The short-term liquidity ratio should be at least 60 %.
Based on the presented data we can see that all banking
institutions under analysis complied with this standard, in
fact it was higher on 01.01.2021.

The ratio of the maximum amount of credit risk per
counterparty should not exceed 25%, i. e. all banking
institutions have complied with the NBU requirements on
the maximum amount of credit risk per counterparty.

The statutory ratio H11 is also met, but has almost
zero value during the analyzed period at a limit of 15 %.
Banking institutions also complied with the statutory ratio
on the total amount of investment, but it should be noted
that as 0f 01.01.2021 this figure was very low.

Daily and rapid changes are forcing any evolutionary
system to constantly improve, to change, including
banking supervision in Ukraine. This becomes especially
important because the banking system is one of the central
in the country.

The National Bank of Ukraine should create
a regulatory framework for effective banking activities of
all financial institutions and issue regulations governing
the establishment and operation of banks, the relationship
of the banking institution with depositors, investors,
creditors, and borrowers.

In order to strengthen the role and importance of
banking supervision in Ukraine, we recommend to
separate the banking supervision authority from the NBU
and establish the State Banking Supervision Service.

We consider it necessary to distinguish two main
components in the structure of the State Banking
Supervision Service:

— supervision of commercial banks;

— supervision of state-owned banks.

Table 2 — Analysis of meeting economic standards by the main commercial and state banks of Ukraine, UAH THS [3]

Bank Name H2 H6 H7 HS8 H9 | H11 | H12 | J113-1 | JI13-2 | LCRBB | LCRiB

JSC CB “PrivatBank” 28,09 192921 9,62 | 0,00 |0,16| 0,06 | 0,07 | 92,69 | 0,7120 | 278,23 | 218,18

JSC “Oschadbank™ 19,00 | 64,84 | 20,35 | 156,57 | 0,40 | 0,05 | 0,14 | 119,93 | 0,0265 | 360,03 | 232,97

JSC “Ukreximbank” 23,27 | 84,32 | 19,97 | 153,85 | 0,33 | 0,02 | 0,19 | 2,55 | 0,0600 | 342,83 | 370,85

JSC “Raiffeisen Bank Aval” 18,04 | 88,40 | 15,12 | 64,82 | 7,20 | 0,80 | 0,84 | 3,29 | 0,0014 | 286,15 | 467,56
JSC “PUMB” 18,39 | 98,28 | 9,86 | 0,00 |6,06|0,12|0,15| 2,0 | 0,0035| 182,36 | 261,03

JSC “CREDIT AGRICOLE BANK” | 17,80 | 94,28 | 19,79 | 60,76 | 0,35 0,07 | 0,07 | 1,12 | 0,0000 | 218,31 | 206,01
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In addition, given the crisis operating conditions of
state banking institutions, a large proportion of troubled
banks and credit and financial institutions, we consider it
appropriate to introduce a certain organizational department
that would constantly monitor and pay special attention
to troubled banks, looking for measures to improve the
situation, strengthen such a banking institution, increase its
profitability, profitability of assets and capital of the bank.

The developed organizational structure of the State
Banking Supervision Service is presented in Figure 3.

Implementation of the developed organizational
structure of the State Banking Supervision Service will
allow for banking supervision in various areas, which
in turn will allow faster tracking of problematic, illegal,
shadow transactions that negatively affect the activities of
banking institutions and the banking sector in general.
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It should be noted that at present, Ukrainian banks are
also required to publish their financial statements, which
include certain types of reporting, but in our opinion,
the set of reports is insufficient. After all, the financial
statements may be slightly distorted. For example, banks
may incur large expenditures in the fourth quarter, which
will negatively affect the annual financial result, while the
financial result for the first three quarters will be higher.
Therefore, we recommend supplementing the reporting
with a list of indicators of banking institutions’ business
activity, which must be published on the bank’s website
and be of informative nature (Table 3).

Analysis of the developed indicators of the bank’s
business activity for different periods will allow the bank to
monitor the outflow of customers, growth or decrease of the
deposit base, current accounts. It will also allow to perform

NBU e R SSBAS
N cooperation " (State Service for Banking Activity Supervision)
DEPARTMENT DEPARTMENT DEPART-
for Supervision of for Supervision of State MENT of
Commercial Banks’ Activity Banks’ Activity Troubled
v v v v . v Banks
2 [ = 2115 =
« 5 £ g w5 & £
= S = SE||3 =
5 < < g © S 5 <= “ 3 © 3
£ = cE 2 5 e=||2s||s¢g
ERS 5 8 o8 SE||5s5|| g8
.8 = £0 £.g EC || EC
2|2 = | |SE||: || &
EVIE |12 || 2|8 ||3

Fig. 3 — The developed organizational structure of the State Banking Supervision Service

Table 3 — Recommended Indicators of Profitability and Efficiency of the Banking Institution

No. | Indicator Calculation Formula Description
yry The ratio of the bank’s net income after taxes to the
| Return ROA=——-x100, bank’s assets is defined as the ratio of the amount
on Assets A4 of income to the amount of borrowed assets.
where YIT—net income; A — bank assets The statutory ratio is between 1% and 12%
E/i
ROE1=——-x100,
Ka The ratio of the bank’s net income
5 Return 11 after taxes to share capital, which characterizes
on Equity ROE2=—x100, the efficiency of equity use. The statutory ratio
Ck constitutes at least 15%
where Y11 — the bank’s net income, Ka — average share
capital of the bank, /7 — income, Cx — authorized capital
yri . L
Ylla=—-, Net earnings per share or indicator of the level
3 EPS Na of return on share capital Allows you to estimate
where Y17 — net income after taxes; payments in favor of the main owners
Na — number of outstanding shares
RB = i An indicator of the banks’ profitability level
4 | Profitability "B’ the bank’s efficiency. Used to assess
where /7 —income; B — the bank’s expenditures the effectiveness of expenditures
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a detailed analysis of the bank’s deposit and credit products,
look for ways to improve them, and to increase profitability.

Conclusions of prospects of research

In such a way, the introduction of a developed
organizational structure of banking supervision, and
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the introduction of business activity indicators in the
financial statements for public disclosure would allow for
improvement of the banking supervision system in Ukraine
and significantly increase its importance and efficiency.
The topic of further research should be the introduction of
new types of banking supervision.
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