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APPROACHES TO ESTIMATING FINANCIAL STABILITY OF THE BANK
THROUGH MANAGING CREDIT ACTIVITY!

Annotation. Concept of financial stability of bank and economic essence of bank’s credit
activity are considered in the article. The indexes of financial stability and indexes of efficiency,
profitability, liquidity of bank establishment, and also economic indicators and norms of the
banking system are analysed.

Crediting activation assists the further increase of economy, development and origin of new
entities, creation of workplaces, development infrastructure of country, those are basis of financial
stability. In parallel, crediting is one direction of banks’ activity, that provides their profitability.

The article is dedicated to the analysis of tendencies and features of credit activity of
domestic banks. Efficiency of management of credit activity JSC CB "Privatbank™ and JSC
"Oschadbank™ on the modern stage of economic development are analized. Authors analyse the
structure of a loan portfolio JSC CB "Privatbank™ and JSC "Oschadbank", efficiency of
management of a loan portfolio by correlation of basic management parameters - profitability and
risk. The analytical estimation of the credit activity state of JSC CB "Privatbank™ and JSC
"Oschadbank™ and its influence on financial stability of the banking system, and also on return on
assets of the indicated bank institutions and optimal strategy of banks’ credit activity.

The modern state is analysed and practical recommendations are sunstantiated in relation to
the improvement of bank institutions’ credit activity with the aim of providing their financial
stability.

Conclusions about the necessity of efficiency management crediting of domestic banks’
increase by optimal forming and management of a loan portfolio at a minimum level of risk are
drawn.

Key words: credit activity, financial stability of the bank, credit risk, liquidity, bank.
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YHOPABJIIHHA KPEJAUTHOIO AIAJIBHOCTI BAHKY JJIS1 SABE3INEYEHHS
MOI0 ®ITHAHCOBOI CTABLIJIbHOCTI

AHoTamisi. Y cTarTi po3TIAAlOThCA TOHATTS (piHaHCOBa CTaOUIbHICTH OaHKy Ta
€KOHOMIUHA CYTHICTh KPEAMTHOI MisNIbHOCTI OaHKy. AHaNi3ylOThCsl TMOKa3HUKH (DiHAHCOBOT
CTaOUIbHOCTI Ta MOKA3HUKH PEHTA0CIbHOCTI, MPHUOYTKOBOCTI, JIKBITHOCTI OaHKIBCHKOi yCTaHOBH, a
TaK0’X EKOHOMIUHI TOKa3HUKU Ta HOPMU OAHKIBCHKOI CHCTEMH.

AXTHUBI3alliA KPEIUTYBAaHHS CIPHUSE MONATBIIOMY 3POCTaHHIO EKOHOMIKH, PO3BHUTKY Ta
BUHUKHEHHIO HOBUX CYO'€KTiB TOCHOJApIOBaHHS, CTBOPEHHIO pOOOYMX MiCIlb, PO3BUTKY
IH(pacTPyKTypH KpaiHH, IO € OCHOBOIO (hiHaHCOBOI cTabimpHOCTI. [lapanenbHO KpenuTyBaHHS €
OJIHUM 3 HaNpsMKIB AISTTHOCTI OaHKIB, IO 3a0e3meuye iX mMpuOyTKOBICTb.

CrarTss TpuUCBSYEHA aHAI3y TEHJACHIIM Ta OCOONUBOCTEH KpEeOUTHOI aKTUBHOCTI
BiTYM3HAHKUX OaHKiB. [IpoaHanizoBaHo ePeKTUBHICTH ympaBiiHHS KpenuTHOIo AisuibHicTIO AT Kb
«[IpuBarbank» ta AT «OmanbaHk» Ha Cy4acCHOMY €Tali €KOHOMIYHOTO PO3BUTKY. ABTOpaMu
npoaHanizoBaHo CTpykTypy kpemutHoro noptdens AT Kb «IpuBarbank» ta AT «Omanbank»,
e(EeKTHBHICTh YIPABIIIHHSA KPEIUTHUM MOPTQENeM 3a CIIBBIJHONICHHSIM OCHOBHUX IapaMeTpiB
VIpaBIiHHA - TPUOYTKOBOCTI Ta PU3HMKY. Bu3HaueHO aHANITHYHY OIIHKY CTaHy KPEeIUTHOI
aktuBHOCTI AT Kb «IIpuBarbank» ta AT «Omanbank» Ta ii BIUIMB Ha (iHAHCOBY CTAOLIBHICTD
0aHKIBCHKOI CHCTEMH, a TAaKOXX Ha PEHTAOENBHICTh AKTUBIB BKAa3aHUX OaHKIBCHKMX YCTaHOB Ta
ONTUMANBHY CTPATETII0 KPEAUTHOT NisITLHOCTI OaHKIB.

IIpoananizoBaHo cydacHuil cTaH Ta OOIPYHTOBAHO MPAKTHYHI PEKOMEHAAITI] 111010 TMOJIIMIICHHS
KPEIUTHOT TisUThHOCTI OaHKIBCHKUX YCTAHOB 3 METOIO 3a0e3eveHHsl iX (hiHaHCOBOT CTaOLIBHOCTI.

3po0ieH0 BHCHOBKM IMPO HEOOXITHICTh MIABUINEHHS €()EeKTUBHOCTI  YHpaBIiHHI
KPEIUTYBaHHSM BITYM3HSHMX OaHKIB IIJISXOM ONTHUMAIBHOTO (OpPMYBaHHS Ta YIPaBIIIHHSA
KpeIUTHUM TopTdheneM mpu MiHIMaTbHOMY PiBHI PH3HKY.

Ku1o4oBi cjioBa: kpeauTHa AisUIbHICTh, (iHAHCOBA CTAOUIBHICTD OaHKY, KPEIUTHUN PHU3HK,
JKBIAHICTH, OaHK.
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VYIPABJIEHUE KPEJUTHOM JEATEJbHOCTBIO BAHKA JIJIs
OBECIIEYEHMS ET'O ®UHAHCOBOM CTABUJIBHOCTH
AHHoTanms. B crathe paccMOTpeHO NOHATHE (DUHAHCOBOM YCTOWYMBOCTH OaHKa U
HSKOHOMHMYECKAsI CYIIHOCTb KPEAUTHOM JeATeNbHOCTH OaHKOB. OCYIIECTBIEHO aHAIUTHYECKYIO
OIIGHKY COCTOSIHUS KPEJUTHOW JEATeNbHOCTH OAaHKOBCKMX YUPSKICHUI M €€ BIMAHHE Ha
(MHAHCOBYIO YCTOMYMBOCTH OAHKOBCKOW cuCTeMBI. [IpoaHaI3MpoBaHO COBPEMEHHOE COCTOSIHUE U
000CHOBaHBI MPAKTHYECKHE PEKOMEHJAMM 10 COBEPLICHCTBOBAHUIO KPEIUTHON AEATENbHOCTH
0aHKOBCKUX YUPEKICHUH.
KnoueBble cji0Ba: KpeauTHas JesTEIbHOCTh, (HUHAHCOBas CTAOMIBHOCTH OaHKa,
KPEIUTHBIA PUCK, TMKBUIHOCTb, OaHK
®opmyi: 1; puc.: 6; Tadum.: 0; 6ubm.: 19.

Introduction. In modern conditions, the state of the banking system of Ukraine is rather
complicated and difficult to predict. It is conditioned by both the crisis processes in the country's
economy and the political instability and social conditions that have developed in recent years. At
the same time, one of the important conditions for the development of the state's economy is the
stability of the banking system. At present, there is a growing interest from the side of scientists to
study the features of a generalized assessment of the financial stability of banking institutions. The
ability to predict the state of the banking system makes it possible to increase its attractiveness for
foreign investors and domestic economic entities, as well as identify the main directions for further
development. Modern conditions confirm that the very limited possibilities of attraction of credit
funds also influence the development of the state's economy. Activation of lending contributes to
the further growth of the economy, the development and emergence of new business entities, job
creation, the development of the infrastructure of the country, etc., which forms the basis for
economic stability. In parallel with this, lending is one of the directions of the banks' activity, which
provides them with profitability. Ensuring the financial sustainability of commercial banks is the
basis of a stable banking system, a key to the success of economic transformation and
macroeconomic development. The level of development of the banking system, its resource
potential, reliability and high solvency depends on the financial resources of all sectors of the
national economy.

Analysis of research and problem statement. The problem of theoretical development and
practical implementation of the approaches to assessing the financial stability of the bank was
studied by G.M. Azarenkova, O.l. Baranovsky, A.V. Galits, V.V. Glushchenko, O.G. Golovko,
V.0. Zinchenko, O.V. Krukhmal, N.P. Pogorelenko, B.V. Samorodov and others [13-19]. The
ability to predict the state of the banking system makes it possible to increase its attractiveness for
foreign investors and domestic economic entities, as well as identify the main directions for further
development. Modern conditions confirm that the very limited possibilities of attraction of credit
funds also influence the development of the state's economy. Activation of lending contributes to
the further growth of the economy, the development and emergence of new business entities, job
creation, the development of the infrastructure of the country, etc., which forms the basis for
economic stability. In parallel, lending is one of the directions of the banks' activity, which provides
them with profitability.

The purpose of our article is to analyze the efficiency of lending activities of domestic
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banking institutions to ensure their financial stability.

Research results. The credit business of commercial banks is to carry out a set of actions
related to the provision and repayment of bank loans. This credit activity must meet certain
requirements and conditions, carried out in accordance with the principles of timeliness, target
nature, security and loan repayment. We analyze the management of credit activity of Privatbank
and Oschadbank . At the current stage in world practice, constant monitoring of the financial
stability of the banking system is an important direction of the activities of central banks as part of
their information and analytical activity, which in turn increases transparency and predictability of
monetary policy and observance of the principles of market discipline.

The financial stability of the banking system is a condition characterized by the following
features:

- the bank effectively and continuously promotes inter-time movement of resources;

- future risks are determined and evaluated with acceptable accuracy in conditions of
relatively successful management;

- the bank is able to calmly absorb unexpected events and shocks of the financial system and
the real economy.

Consequently, considering the financial stability of the banking system, it is necessary to
take into account its features, which are initiated both by the regulator and by the banks themselves.

Comprehensive assessment of the banking system involves the development of a methodical
approach to the definition of a generalized indicator of financial stability based on groups of such
indicators:

- capital adequacy of the banking system (normative for the adequacy of regulatory capital
(H2);

- liquidity (coefficient of general liquidity, ratio of loans and deposits, ratio of liquid assets
and total assets);

- business activity (coefficient of activity of borrowing and attracted funds, coefficient of
activity of using time deposits in a loan portfolio);

- efficiency of operations (return on assets, return on equity, net interest margin);

The NBU assesses the level of financial stability of banks through such components.

It is important to understand that the weighting of lending activity depends to a large extent
on the indicators of profitability, profitability and liquidity of the banking institution, as well as
economic ratios and banking standards that are designed to ensure the financial stability of the bank
in the money market.

In general, the bank's profitability is measured by the ROE - the return on capital and ROA -
the return on assets, and the capital multiplier serves as a measure of the bank's risk profile. Capital
Multiplier Indicator (MK) is the ratio of average assets to the bank's equity, the higher the value of
the multiplier of capital, the higher the risk. The relationship between profit and risk is described by
the formula:

ROE = ROA - MK 1)

- indicates the ratio of own and borrowed funds. The higher the profit, the more risky the
structure of the bank balance.

If the efficiency of the bank decreases, in order to achieve the desired level of return on
capital, it is necessary to agree on a higher risk - to increase the ratio of assets to capital. This means
that even a bank with a low return on assets can reach a relatively high level profitability of capital
through the maximum possible use of debt obligations [5].

An assessment of the efficiency of a bank's lending activity is determined by the yield of a
loan portfolio and a bank accepted by a credit risk, the level of which can significantly increase
during periods of economic crises. Its underestimation leads to an increase in bad debts, revaluation
reduces profitability due to excessive redundancy. Therefore, in today's conditions, the effective
management of problem assets of banks is of great practical importance.
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"Privatbank” and "Oschadbank™ were selected as the basis for the research.

As you can see, the net interest margin of Privatbank increased to 3,9% over the period
under review, which indicates the ability of banks to generate net interest income using the
respective assets (fig. 1).
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Fig. 1 The ratio of profit to the net interest margin of Privatbank

A similar situation is seen on the example of Oschadbank, net interest margin is 2,9% (fig. 2).

S % 2500
5 & I | [ | | | — o x
S
-+
7 % -2500 o
{
= o
= 5% -5000 3
= g
] 3
. =
= 5% _ 500 @
b a
= 2013 =
4 9% Prafit YOY {annualized|: 441 822k UAH =10000 P
Met margin: Z,9% :5:
h - 5
3 % g  -12500 2
2 % -15000
2011 20012 2013 2014 2015 2016 2017 2018
[ Profit ¥OY (annualized) - Met Margin, %

Fig. 2 The ratio of profit to the net interest margin of "Oschadbank"

As a result of the loss-making activity in 2014-2016, the bank demonstrated negative
profitability indicators, which means that the crisis of the domestic banking system continues. In
general, the instability of the financial situation of a large number of domestic banks is perhaps the
main threat to the economic stability of the Ukrainian banking system.

In the following charts (fig. 3,4), we see the return on assets, which for Oschadbank
amounted to 0.2% as of Q1 2018, and for Privatbank for the similar period -8.3%.
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Therefore, in the face of the high riskiness of the market environment, the financial
stability of the bank depends on the provision of profitable activities, the choice of rational
allocation of resources, the ability to assess and control risks.

Due to political and economic instability, the main disadvantage of the policy rate policy can
be considered a weak level of predictability of its effects on specific values of increase or decrease
in credit revenues in the economy, since the regulation of interest only determines the general

direction of the dynamics of demand for bank loans.

The most significant influence on the lending activity of banking institutions, as well as on
its stability, is made by political and economic factors, and they can be internal and external, macro
and micro-environment, positively or negatively affect the financial results of banking. In analyzing
the current situation in the country, to political factors, we consider, first of all, to consider the
imperfect system of legislation and the negative development of the political situation that we
observe in the state towards stabilization or vice versa.

As for economic factors, they have the most decisive influence on the development of the
domestic banking system, on the stability of its functioning. In order to identify the impact of a set
of economic factors, it is first necessary to analyze the state of the financial market in general and
the individual indicators that characterize its activity, namely: monetary policy of the state; general
condition of financial and credit sphere; the state of the currency market; stability of the national
currency; stock market state, etc [6].

Having found out the main factors influencing the lending activity of banking institutions in
conditions of instability, we must investigate how they affect the financial stability of the banking
system and, accordingly, develop tools to neutralize the negative effects of their actions in order to
ensuring the effective functioning of the entire set of commercial banks of Ukraine.

As to level of development of lending to the banks under study, it should be noted that the
volume of loans granted by Privatbank in the first half of 2017 amounted to UAH 38 117 628
thousand, and in the first half of 2018 - by 2309 2018 this figure increased by 8% and amounts to
UAH 41 566 651 thousand, but the volume of attracted deposits decreased by 0,8% as compared
with 2017 and as of 1 quarter of 2018 is UAH 206 973 055 thousand.

The situation with "Oschadbank" is the opposite. The volume of issued loans decreased by
3.4% compared to 2017 and amounts to 71 958 724 thousand UAH, however the index of attracted
deposits increased from 148 302 247 thousand UAH in 2017 by 2,5% and as of 1 quarter of 2018 is
151 977 223 thousand UAH. The coverage line represents the ratio of total lending to attracting
deposit funds. In assessing the financial stability of banks, the regulator cannot take into account the
bank's equity.

In the following charts (fig. 5,6) we see the return on capital, which for Oschadbank was
1.6% as of Q1 2018, and for PrivatBank for the same period -81.9%.
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Therefore, in order to increase the efficiency of lending activities, it is necessary to fulfill a
set of tasks: to ensure the transparency of the activities of banking institutions in Ukraine; increase
of stability of banking system functioning conditions; introduction of a system of objective
assessment of borrowers' creditworthiness; stimulating the development of long-term lending;
bringing standards and standards of banking institutions into compliance with world requirements;
creation of favorable concessional terms for lending to small and medium businesses; increase of
measures on non-repayment of granted loans; ensuring diversification of bank assets, etc. [4].

The research of the current state of credit activity in Ukraine, as well as the analysis of many
scientific works, allowed to develop proposals aimed at improving the lending activity of banking
institutions, namely: 1) to strengthen the state regulation of credit activity of banking institutions; 2) to
stimulate the attraction of money deposits by providing state guarantees; 3) improve the legislative
framework; 4) establish privileges for banks that lend to the real sector of the economy; 5) to strengthen
control over the use of refinancing funds; 6) stimulate banks to invest in long-term securities.

Conclusions. Summing up, we see that the financial stability of the banking system depends
on the financial condition of each bank. Today, in the economic environment of Ukraine, it is very
important to restore the appointment of banks as financial intermediaries of the money market,
whose main tasks are an effective redistribution of monetary resources in society and promotion of
extended reproduction. It can be said that the question of the interdependence of lending activities
of banking institutions and the financial stability of the banking system of Ukraine requires further
theoretical elaboration, the aim of which should be to work out the directions of optimization of
banks' lending activity and increase its efficiency. In general, the state of uncertainty and external
threats, necessitates a rethinking of banking business in Ukraine, the restoration of the decisive role
of banking institutions as financial intermediaries of the money market.
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