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The article deals with the estimation of interest rate risk in commercial banks of
Ukraine and the use of such an urgent tool as stress testing in particular. It is
defined that the question of interest policy is one of the most important at the
present time, because after a certain stabilization of the banking system,
commercial banks must widely apply all their skills, knowledge and intuition to
develop the most optimal interest rate policy. Interest rate policy (deposit, credit,
currency, etc.) is one of the most important components of banking activity. It is
stressed that achieved a certain stability of the exchange rate, inflation rate and
discount rate of NBU enable managers of banks to use the main approaches
during years of working in foreign countries for the formation of interest rate
policy which primarily focuses on: the correlation of supply and demand on the
market of credit resources; to take into account the risk of changes in interest
rates; the correlation of attracting and providing resources according to terms and
interest rates. It is noted that for general estimation of volumes and tendencies of
interest rate risk during short-term time intervals very important to apply methods
of analysis of gaps and durations of a bank. At the same time, it is appropriate to
use of the gap management model to study different scenarios for changing
interest rates in accordance with static models of the bank’s breakdown and the
management model of the duration for the discount of the effect of changing the
economic value of the bank. For the purpose of more detailed qualitative and
quantitative research of interest risk from the long-term perspective, it is pertinent
to use the method of stress testing. Thus, banks may seek to get not so much
speculative short-term profit, but to form a weighty base (repulsive point) for
further activities that will ensure the success and prosperity of the banking
institution in the long run. It was proposed the estimation of the level of interest
risk, which enables the bank to determine in advance the amount of losses in the
case of emergencies, as well as its potential abilities to cover these losses, assess
the state of equity and determine the adequacy of their own methods for managing
interest rate risk. Different methods of estimating interest rate risk can give
different results and the bank management should determine a set of methods, the
results of which will be taken into account when making decisions. It was
established that the construction of an effective interest rate policy of any bank is
impossible without interconnection of the optimization of elements of banking
risk management.
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VY crarTi po3risSHYTO OLIHIOBAaHHS MPOIEHTHOTO PU3UKY B KOMEPLIHHUX OaHKaX
VYkpainu i, 30Kkpema, 3aCTOCYBaHHsI TAKOT'O aKTYaJIbHOTO IHCTPYMEHTY, K CTpec-
TeCTyBaHHs. 3a3HA4Y€HO, 1[0 NMUTAHHS MPOLIEHTHOI MONITHKU 3apa3 € OJHHUM i3
HAWBaXIMBIIIMX, OCKIALKM ITiCAs IEBHOI cradimizamii OaHKIBCHKOI CHCTEMH,
KOMep1IiiHi OaHKH TTOBHHHI IIUPOKO 3aCTOCOBYBATH BCi CBOT HABUYKH, 3HAHHS Ta
IHTYIMif0, 100 pPO3pOOHUTH  HAWONTUMAJBHINIY TPOLUEHTHY  HONITHKY.
HaromnomeHo, mo nocsrHyTa meBHa CTaOiIBHICTh BAJTIOTHOTO KYpCy, TEMIIB
iHQuAnii Ta o6mikoBoi cTaBkm HBY 1ae MoXimBicTH MeHemkepaM OaHKiB
3aCTOCOBYBATH HANpalbOBaHI POKaMU B 3apyODKHHX KpaiHaX OCHOBHI MiAXOAH
10 (GopMyBaHHS TIPOLCHTHOI MONITHKH, L0 HacaMIepel OpIEHTYEThCs Ha:
CHIBBiZHOWICHHSI TOMHUTY Ta MPOMO3UIl HAa PUHKY KPEIUTHHUX DPECYPCiB;
BPaxoBY€ MEBHOIO MipOIO0 PU3UK 3MiHH MPOLEHTHUX CTABOK; CITiBBiHOLICHHS
3aJy4eHUX Ta HaJaHUX PECypCiB 3a CTPOKAMH Ta BiJICOTKOBUMH CTaBKaMH.
3a3Ha4yeHo, IO /IS 3arajibHOT OLIHKK 00CATIB 1 TEHAEHIIH MPOIEHTHOTO PU3UKY
Ha KOPOTKOCTPOKOBHX 4YaCOBHX IHTEpBajiax JOLIJIbHO 3aCTOCOBYBAaTH METOJH
aHai3y rema Ta [ropamii OaHky. [Ipum 1pOMY MoOIeNs YIpaBIiHHS TENOM
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JOIITBHO BUKOPHUCTOBYBAaTH M JOCHIDKEHHS pI3HUX CIEHapiiB  3MiH
MPOLIEHTHUX CTaBOK BiHOCHO CTAaTHYHHUX MOJENei po3puBy OanmaHcy OaHKy, a
MOZEINb yIpaBIiHHs qopawil — it 00Ky ehekTy 3MiHH eKOHOMIYHOI BapTOCTi
OaHKy. I3 MeTor [eTanbHINIOr0 SKICHOTO Ta KUIBKICHOTO JOCIIIKEHHS
HPOLIEHTHOTO ~ PU3MKY  Ha  JOBFOTPHUBAly  INEPCHEKTHBY  JOLUIBHO
BUKOPUCTOBYBAaTH METOJ[ CTPEC-TECTyBaHHSI. TakMM YHHOM OaHKH MOXYTh
HparHyTd OTPUMATH HE CTUIBKH CIIEKYISTHBHHH KOPOTKOCTPOKOBHH NPHOYTOK,
CKUTbKH copMmyBaTu BaroMy 0a3y (TOYKY BiJIITOBXYBAaHHS) JUI IOJAIIBIIOL
IISUTBHOCTI, IO 3a0e3MeYnTh YCIIX Ta IPOIBITAHHSI OaHKIBCBKOi YCTaHOBH B
JIOBFOCTPOKOBOMY IepioJii. 3alIpOIOHOBAHO OLIHKY PiBHS MPOLEHTHOTO PHU3UKY,
SKMA Jae 3Mory  OaHKy 3a3jajlerilp BH3HAUUTH pPO3Mip 30HMTKIB y pasi
BUHHMKHEHHS HaA3BHMYalHUX IIOJiHA, a TaKOoX CBOI IOTCHI[IHHI MOJIHUBOCTI
MOKPUBATH LI 30WUTKH, OI[HUTH CTaH BJACHOIO KalliTally Ta BU3HAYHTH
aJIeKBAaTHICTh BIACHUX METOAMK IIO/O0 YIPABIiHHS NPOIEHTHHM PH3HUKOM. Pi3Hi
METO/IM OLIHIOBAHHS TIPOIEHTHOTO PH3HKY MOXKYTh JTaBaTH Pi3HI pe3yNbTaTH, i
KepIBHHUIITBO OaHKy Ma€ BH3HAYUTH KOMIUIEKC METOXIB, PE3yJbTaTh SKUX

BpPaXxOBYBaTHMYTb IIPH IPUHHATTI pilleHb. YCTaHOBIEHO, M0 mo0ymoBa

e(eKTUBHOT

NPOIIEHTHOI TMOJITHKKA Oynp-sKOoro OaHKy HeMoinMBa 0e3

B3a€MOIIOB’sI3aHHS ONTHMIi3alli] eleMEeHTIB 0aHKIBCHKOTO PU3HK-MEHEKMEHTY.

Statement of the problem

The tense economic situation and increased competition
in the banking sector compel commercial banks use all
modern methods for quality management and to increase
the profitability of their activities. Implementing of
effective interest rate policy is an important part of the
overall strategy of the lending institution, since interest
income is the main source of profit for the bank.
Analysing the possibility and expediency of optimizing
interest policy, commercial banks of Ukraine pay
particular attention to minimizing interest risk by the way
of conducting stress testing. Since 2014, the National
Bank began tough market clean from doubtful banking
institutions. As a result, during four and half years, about
100 financially weak, opaque and schematic banks have
been withdrawn from the market. Nowadays about 80
banks operate in our country, and according to the results
of quality assessment of assets and stress testing in the
basic macroeconomic scenario for 2018, there is a need
for capital for another eight banks for the total amount of
UAH 6.1 billion [1]. The main problem of ensuring the
profitability of the banking system in practice is timely
tracking of interest risk factors and this process must be
continuous.

Analysis of recent studies and publications

At present, important attention in commercial banks is
given to the theoretical and methodological foundations
of the formation of interest policy.

A significant contribution to the study of interest rate
policy has been made by many foreign and domestic
scientists. Among the authors there are the works of such
economists as J. Sinkey, P. Rose, A. Martens, O.
Lavrushin, R. Hubbard [2] and some others. Some
aspects of the problem of analysis and assessment of
interest rate risk in commercial banks were studied by
domestic and foreign scholars such as I.T. Balabanov,
O.P. Zarutskaya, V. Usosky [3].

Economic literature presents different points of view
regarding the concept of interest rate risk. Some authors
treat it as a risk of loss due to changes in interest rates
(A. Moroz, A. Galchinsky, O. Komar) [4]. Other authors
consider it as a probability of occurrence of losses in the
case of changing interest rates on financial resources

106

(L. Pristostka, V. Sevruk). Also, some authors believe
that interest risk is a risk of losses due to the adverse
changes in interest rates on the monetary market, which
finds its external expression in the fall of the interest
margin, its reduction to zero or a negative value,
indicating simultaneously the possible negative impact
on the market value of capital (T. Savchenko, F.
Myshkin, L. Sloboda) [5]. However, despite the
importance of existing scientific developments, it should
be noted that a significant number of problems in the
study of this topic remains unresolved, in particular, it is
necessary to generalize theoretical approaches and
practical experience in the formation and implementation
of bank lending policies, including the assessment of
interest rates in the conditions of economic instability.

Objectives of the article

The purpose of the article is to study the problems of
interest-rate  policy of commercial banks and to
substantiate the feasibility of introducing stress testing
for the estimation of interest rate risk. According to this
goal, a set of main tasks are defined its achievements: to
reveal the essence of interest policy and its importance in
banking management; consider interest policy as a means
of managing the profitability of a commercial bank;
consider ways to improve interest rate policy in the
context of the impact of assets and liabilities
management on the profitability and financial stability of
the bank; to formulate and substantiate recommendations
for improving the formation of interest policy.

The main material of the research

The use of stress testing techniques is an obligatory
element in risk management systems of leading foreign
financial and credit organizations and primarily banks.
Unfortunately, in the Ukrainian banking practice, this
methodology has not become desirable, and therefore its
implementation in banking institutions becomes
particularly relevant, considering that the Ukrainian
economy is a developing market, in which extreme
situations are perceived as a norm. Stress testing of
interest rate risk enables the bank to determine in
advance the amount of losses in the event of an
emergency, as well as its potential ability to cover these
losses, assess the state of equity and determine the



Bicnux 3anopizvro2o nayionansrno2o ynisepcumenty. Exonomiuni nayxu. 2 (42), 2019

adequacy of its own techniques for managing interest rate
risk.

Stress testing by the NBU experts is a method of
quantification of risk, which is determined by the size of
uncoordinated position that carries the bank to risk, and
in determining the shock value of changes in external
factors-factors that is the exchange rate, interest rate, etc.
A combination of these quantities gives an idea of the
amount of losses or revenues which a bank can receive if
the events will be developed according to scenario
assumptions [6].

In banking practice, different methods of stress testing
are used. Currently, the most common method is scenario
analysis. It allows to assess the potential effects of
simultaneous exposure to a number of risk factors on the
activities of a credit institution. Using this approach, the
scenarios of possible simultaneous changes in risk factors
are formed either on the basis of past events or on the
basis of hypothetical events that are likely to occur in the
future. Scenario analysis allows to evaluate not only
possible losses, but also to conduct a study of the
sensitivity of the financial results of the banking portfolio
to the fluctuations of the values of the factors of interest
risk. The sensitivity analysis demonstrates the
consequences of influencing the financial institution's
portfolio of events associated with changes in the values
or variability of one of the specified risk factors (for
example, in our case, growth / decrease in interest rates;
however, for other types of risk, options such as growth /
reduction of exchange rate, growth / decrease of
volatility of market indices, etc.).

Unlike the VaR methodology, stress testing procedures
prescribe the necessary changes in risk factors that may
not fit into current market trends and market conditions.
Thus, stress testing allows “to lose” the consequences of
hypothetical events, the probability of occurrence of
which is small, but at the same time, the consequences of
which can be catastrophic to the bank. Joint changes of
the specified risk factors that may occur as a result of
such events are merged into different scenarios for
further testing of the bank portfolio. Scripts may be
based on:

on the characteristic events of the past, accompanied by
significant changes in the factors of risk and their
volatility, for example: market crises or other extreme
events;

on potential changes in risk factors and their variability,
as a result of market crises, which, although not in the
past, but which are quite probable in the future, due to
the sharp and unpredictable change in market conditions;

on probable changes in risk factors and their variability,
as a result of the occurrence of hypothetical events of a
local nature, reflecting the peculiarities of bank
operations.

From the list above, it can be concluded that banks can
use historical or hypothetical scenarios to revise the
underlying interest rate, parallel or non-parallel to the
shift in interest rate curves, to assess the impact of
interest rate risk. The historical scenario method is used
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to determine scenarios for observing significant market
fluctuations and to assess the impact of these historical
market shocks on profit. The advantage of this type of
stress test is the more adapted formulation of possible
events. Such scenarios can be used to identify probable
events, in relation to which the bank is most vulnerable.
Hypothetical scenarios can be of different types. For
example, many financial institutions use so-called
pessimistic scenarios. The essence of such stress testing
is that all considered risk factors take their worst values
(for a certain historical period). Further, on the basis of
these values, there is a revaluation of the interest
position.

The main result of stress testing of interest rate risk is the
ability to provide management with such information on
the basis of which it is possible to prepare biased
strategic and tactical actions that will reduce the impact
of interest rate risk on the bank's activities. The order of
stress testing is as follows. Firstly, sources of interest rate
risk appear for the bank. In our case, such sources are the
daily volatility of the average market value of deposit
account and credit resources, which directly affect bank
interest rates.

In order to achieve the maximum effectiveness of stress
testing results, it is advisable to make calculations in
several alternative scenarios for the development of the
situation. In conducting stress tests using both
hypothetical and historical scenarios, it is substantial to
use different degrees of influence of risk factors:
moderate, medium, significant. According to these
recommendations on the second stage scenarios are being
developed for the stress test, there are three of them. Due
to the optimistic scenario, the volatility of interest rates is
minimal, which stabilizes the level of the interest rate and
is the most acceptable for the bank; therefore, the value
for further calculations under this scenario will be
minimal by changing the average market value of deposit
and credit resources for the investigated time horizon.
The basic scenario is the most likely development of
events for the bank, so data as for changing rates
according to this scenario should be calculated according
to the VaR analysis methodology. The pessimistic
scenario characterizes extreme changes in rates, in which
the bank is exposed to the highest interest rate risk. Data
on the volatility of rates in this scenario are the largest
one recorded for the analysed period of change in the
value of attracting deposits or credit resources.

According to world practice, such stress testing should be
conducted quarterly, but its frequency is usually
regulated not only by establishing time intervals, but also
if necessary [7].

Examples of such cases may be a fairly rapid increase in
the volume of interest-rate assets and liabilities of the
bank over a short period; or destabilization of the
economic situation in the country as a whole, or in a
specific region where the bank has a significant part of
interest-rate assets and liabilities; serious shifts on the
currency markets of those currencies in which the bank
has interest-rate assets and liabilities.
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Fig. 1. Stress testing algorithm

The choice of a model and the parameters of stress scenarios
requires assumptions from the side of the risk manager, so
their reliability can be put into doubt due to false judgment.
So, regardless of which model the bank uses in its stress tests,
periodic back testing or other procedures should be carried
out in order to confirm the results of the calculations and the
adequacy of the chosen model. Back testing is a process to
confirm the accuracy of the model in comparison with the
actual results. This analysis should demonstrate that the actual
results over a sufficient period of time are within the expected
range defined by the model [8]. In accordance with the
organization of an interest rate risk management system in

Management

l

large commercial banks using VaR analysis and stress testing
should be given to Risk Management and should be
supervised and carried out by direct involvement of the
Bank's management, which will more accurately identify
scenarios that require stress-testing. The results of the
calculation are brought to the Risk Management and AMC
Committee for the adoption of appropriate management
decisions (Figure 2). The role of top management is to
develop and apply in practice policies, procedures and
practices for managing interest rate risks that would provide
adequate operating standards based on purpose, objectives
and limits.
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Fig. 2. Organizational support for stress testing

Also, the introduction of stress testing puts new
requirements for banking activity namely:

— availability of sufficient human resources with the
appropriate qualifications at the level necessary for
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operation of internal bank programs of stress-testing of
interest rate risk and interpretation of their results;

— resources for regular and comprehensive evaluation of
programs used for stress-testing of interest rate risk;
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— development of an effective system of reacting in case
of shortage in the system of stress testing itself or in the
correctness of the applied management decisions;

— the possibility of taking into account the results of
stress-testing of interest rate risk in assessing capital
adequacy and bank liquidity [7].

It is important to remember that the complexity of stress
tests should correspond to the circumstances of a
particular bank. Simple tests which use simple
assumptions that cover the main risks may be more
useful than complex simulations that are difficult to
understand and validate. However, it is expected that a
prudent risk-manager who performs proper management
will regularly check the quality and content of these tests
and will eventually try to improve the methodology.

As version, further development of methods in a bank
may conclude the improving of stress testing from the
following positions:

working out in detail calculation of scenarios at each of
the intervals of repayment of interest-rate assets and
liabilities: that is, for the term of “1-7days,” “8-30 days,”
“31-90 days,” “91-180 days,” “181-365 days,” “1-2
years” and “2-5 years”;

use of the combined scenario for stress testing of interest
rate risk of the bank. If, according to the proposed
methodology, a separate scenario is prepared for the
interest rate changes on loans and deposits, then the
combined scenario can identify three scenarios (moderate
or optimal, average or basic and significant or
pessimistic) changes in the base interest rate for a given
number of percentages are the parallel for assets and
liabilities which are sensitive to interest rate changes.

Conclusions

Thus, in the current market conditions, the formation of
an effective interest rate policy is an important financial

ISSN 2414-0287

problem. The interest rate is one of the tools that from all
sides; it covers the practical side of realizing the interests
of the bank as a lender on the one hand and as a borrower
on the other. This stipulates the necessity of the
formation of an interest rate policy of banks taking into
account its constituent elements, pricing methods as for
active and passive operations, interest rate risk
management.

According to world practice, stress testing should be
conducted quarterly, and its frequency is usually
regulated not only by fixed time intervals but also by the
particular case of necessity.

In accordance with the organization of an interest rate
risk management system in large commercial banks,
VaR-analysis and stress testing is assigned for Risk
Management and is conducted under the supervision and
with the direct participation of the Bank's management
which allows more accurate identification of the
scenarios that require stress testing. The results of the
calculation are brought to the Risk Management and
AMC Committee for the adoption of appropriate
management decisions.

The effective interest rate policy of the bank in the first
place is to develop a strategy for minimizing interest rate
risk and gaining profit rather than maximizing returns
from financial transactions at a predetermined level of
risk. Nowadays this approach is innovative, but at
present, in a deep financial recession, it is supported by
domestic bankers who argue the importance of forming
all elements of interest policy, which is an integral and
important component of the pricing strategy in order to
combine effectively a bank with borrowers and owners of
free financial resources.
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