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The purpose of this study is to improve the development of directions for self-
healing of a bank under martial law. To achieve this goal, the author analyzes the
main areas of recovery of a bank's activities in crisis conditions, namely: increasing
the level of equity capital; additional financing; sale of assets; restructuring of
liabilities.

It is established that during the period of martial law, it is necessary to
implement the Plan for Restoring Financial Stability in a Crisis, which was
developed by the bank in advance. The purpose of this Plan is to develop measures in
advance to support the bank's continuing operations in the event of a significant
deterioration in its financial condition due to changes in internal and external
environment factors. This plan should define in advance a set of options and tools for
actions in various stressful situations, including martial law. In combination with
other anti-crisis banking instruments, the areas of self-healing should be diverse and
varied.

It is noted that the assessment of the effectiveness of the bank's recovery areas
should be carried out through the procedure of stress testing of the main banking
risks: credit, liquidity and market.

The authors identify the main criteria for successful self-healing of a bank under
martial law: compliance by the bank with economic standards and internal
restrictions; stopping the outflow of customer funds; creating a sufficient stock of
liquid resources; achieving an optimal balance between assets and liabilities by
maturity; no bank debt in fulfilling customer payment documents; full repayment of
debt or reaching an agreement on debt restructuring to stakeholders; an increase in
the share of standard loans; a steady trend toward improved financial results; the
closure of unprofitable business lines.

It is concluded that in 2022, the banking sector operated smoothly, maintained
liquidity, and provided loans, although with due regard to the peculiarities of
wartime. This was made possible by identifying areas of self-healing for banks, as
well as sector reforms carried out in previous years by the national regulator.

Memoto  0anoeo  OocniodcenHsi €  YOOCKOHANEHHS  pO3poOYi  HANpAMI8
CAM00300pO6IeH s OAHKY 8 YMOBAX 8OEHHO20 cmMAHy. /[ 00CAcHeHHsA NOCMABIeHOT
Memu Oyl10 NpoaHaniz08aHO OCHOBHI HANPAMU GIOHOGIEHHS OIIbHOCMI OAHKY 8
KpU308UX YMO8aX, a came: NIOBUWEHHs DIGHA 61ACHO20 Kanimaury, 000amroge

QiHaHCYB8aHHA, NPOOAXC AKMUBI8; peCMPYKmMypu3ayis 30008 ’13aHb.



Bcemanoeneno, wo 6 nepioo 6ocHno2o cmany HeoOXIOHO 6npoeadd’cysamu
3a30ane2iob copmosanuti 6ankom Ilnan 6ioHoeneHHA QiHaHcOB80i cmitikocmi 8
ymosax kpuzu. Mema yvoco Ilnany nonsieae y 3agyacHii po3pobyi 3ax00i8 ujo0o
niompumku 6e3nepepsnoi OisibHOCmi OAHKY Y pa3i CYMmMeEBO20 NO2IPULEHHSL 1020
Qinancosoeo cmawny uepe3 3MIHY HUHHUKIE GSHYMPIUWHBLO2O MA 308HIUHLO2O
cepedosuwa. lleii nian nosumen 3azdaneziov eusHauumu HaOIip eapianmis ma
IHcmpymenmie wjo0o Oiti y pi3HUX CMPeco8UX CUMYAyisx, Y momy Yucii y eunaoxy
B80€HHO20 cmaHy. Y noe€OHamHi 3 IHWUMU AHMUKPU3OBUMU  OAHKIGCLKUMU
IHCMpYMeHmamu HanpsamKu camoo300PO6IeHH NOBUHHI OYMuU PI3HOMAHIMHUMU MA
PIZHONNAHOBUMU

3asnaueno, wo oyinka epekmusHocmi HANPAMI8 8i0HOGIeHHs OISLIbHOCI OAHKY
Mmae 30IlUCHI08AMUCs 3a O0ONOMO2010 Npoyedypu Cmpec-mecmy8anHs OCHOBHUX
OAHKIBCHKUX PUBUKIB: KDeOUMHUL, IKBIOHOCMI Ma PUHKOBULL.

Aemopamu 8UOKpeMAEeHO OCHOBHI Kpumepii YCRIUWHO20 CAMO0300PO6IEHH S
OAaHKy 68 YMOBAX 80CHHO20 CMAHY: OOMPUMAHHA OAHKOM €KOHOMIYHUX HOPMAMUGIE |
BHYMPIUWHIX 00MeHCeHb, NPUNUHEHHs BI0MOKY KOWmi6 KIIEHMIB, CMBOPEHHS.
00CMamub020 3anacy AiKGIOHUX pecypcig;, 00CACHEeHHsI ONMUMATbHO20 OANAHCY MIdC
akmueamu i 30008 SI3aHHAMU 3d CMPOKAMU,; 8I0CYMHICMb 3A00P208AHOCMI OAHKY Y
BUKOHAHHI NAAMINCHUX OOKYMEHMI8 KIIEHMIB, MNO8He nozauleHuss 0Oopey abo
00CsACHEeHHSI  OOMOBIEHOCMI  Npo  pecmpyKmypuszayiro  3a00p2o8anocmi  nepeo
cmeukxondepamu, 30L1bUleH s YacmKy CMaH0apmHux Kpeoumia, cmiika meHoeHYisl
00 NoKpaujenHs QiHaHco8020 pe3yrbmamy, 3aKpumms HepeHmadenvbHux Oi3Hec-
HANpAMIS.

3pobneno sucnogok, wo ynpooogac 2022 poky 6aHKI6CLKUL CeKMOp NPayo6as
besnepebilino, 30epicag NIKGIOHICMb mMa 30IUCHIOBA8 KPeOUmy8aHHs, Xoud I 3
Ypaxyeanuam ocodausocmeu 80€HHo20 uacy. lLle cmano moocaueum  3a80aKu
BU3HAYEHHIO HANPAMKI® CaMO0300pOGIeHHsl OAHKI8, A MAKOdHC pedhopmam cexmopy,

nposedeHuUM Y NONnepeoHi poKU HAYIOHATbHUM De2YIsIMOPOM.
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Knrwouoei cnoea: oOanku, pusuxu, 60CHHULU CMAH, AHMUKPU308E YNPAGIIHHS,

Kpu3sa.



Relevance of the study and its relation with important scientific and
practical tasks. Since the beginning of the war, banks have continued their activities
almost without interruption in regions where it was safe for employees and
customers. Online services were continuously provided. The work of branches was
rapidly resumed in the liberated regions of the country. At the same time, for 2022,
domestic banks reduced every fifth branch, primarily in regions where active
hostilities were taking place. Accordingly, significant financial and operational risks
were held there, and the demand for banking services was significantly lower than in
the rest of the regions.

In 2022, banks were able to maintain the depositors’ trust, which contributed to
the public funds inflow and the maintenance of a high level of the sector liquidity. At
the same time, the demand for loans was insignificant, and banks' appetite for risk
was low. The loan portfolio has reduced, and its quality deteriorated because of the
russian aggression consequences.

Under martial law, banking risks increased significantly, which became the main
reason for determining an effective mechanism for the restoration of banks' activities
in this period.

Recent researches and publications review. The problem of anti-crisis
management of bank financial risks is given attention in the studies of such scholars
as Bobyl V. [1,2], Hirnyak V., Putkivskyi T. [3], Kovalenko D. [4], Zveryakov M.,
Zveryakov A. [5 ], V. Mishchenko, S. Shulga [6], V. Vovk, and Yu Dmytryk [7].

At the same time, such an issue as maintaining the effective operation of the
bank under martial law remains insufficiently covered.

The research paper's objective is to develop directions for self-recovering of
the bank under martial law.

Discussion. To preserve financial sustainability of banking institutions during
martial law, the National Bank of Ukraine (hereinafter — NBU) has made the
following decisions:

- restriction of cross-border movement of capital and fixation of the exchange

rate;



- expanding access to refinancing;

- prohibition to apply sanctions for violations by banks of economic regulations
established by the NBU;

- prohibition to distribute capital, in particular, to pay dividends;

- introduction of full guarantee of individuals’ deposits;

- delaying the implementation of certain regulatory requirements;

- introduction of “credit holidays" for borrowers.

In addition, during martial law, the financial institution begins to use the bank's
self-recovering mechanism, which includes specific directions for solving problems
with capital and liquidity.

The National Regulator recommends that in the course of resuming the bank's
activities, the use of the Plan for the restoration of financial stability in crisis
conditions (hereinafter — Plan) formed in advance.

The Plan’s objective is the in-time development of measures to support the bank
continuous operation in the event of a significant deterioration of its financial
condition due to changes in internal and external environmental factors. This Plan
should determine in advance a set of options and tools for actions in various stressful
situations, including martial law.

The Plan should include:

1) the procedures for identifying a liquidity crisis and informing the bank's
management about it;

2) the procedure for actions of bank managers, responsible collegial bodies and
bank employees under martial law;

3) a clear list of measures to be taken by each of the units responsible for
banking risk management;

4) the order of communication between bank employees and market
participants, which should ensure timely, clear and consistent information about the
bank's actions under martial law. The target addressees of information are: regulatory
bodies; other market participants; bank employees; bank clients; bank securities

owners; correspondent banks; payment systems [8].



Examples of directions for bank self-recovering under martial law are displayed
in Table 1.

Table 1. Directions of bank self-recovering under martial law

Direction Description
Increase in the | - attraction of existing or new shareholders' funds to the bank's
level of equity | equity capital;
- suspension of dividend payments to shareholders, limitation
or suspension of bonus payments to top managers;
- conversion of obligations into the bank's equity
Additional - receiving stabilization funding from the national regulator;

funding - flexible redistribution of liquidity within the banking group to
preserve systemically important functions of the bank;
- additional security to attract resources (analysis of the bank's
assets from the point of view of the possibility of their use as
security in the course of obtaining loans);
- formation of an additional reserve taking into account the
crisis situation
Sale of assets | - sale of non-core assets;
- sale of subsidiaries;
- selection for sale of individual structural units or entire
business areas;
- sale of assets together with obligations
Restructuring of | Full or partial obligations write-off, revision of their terms or

obligations conversion of obligations into bank capital tools

*Source: made by the authors

According to Table 1, the bank has the right to consider such radical ways of
self-recovering as the sale of part of the business or assets. Due to the fact that it is
quite difficult to determine the effectiveness of such options under martial law, banks
are recommended to submit approximate estimates. In the course of determining
options for the sale of part of the business or assets, special attention should be paid
to the long-term financial viability of the bank after the completion of these
transactions.

In addition, it is recommended to assess the effectiveness and potential risks of
each area of self-recovering, including the potential impact on creditors,

counterparties, the bank's credit rating and the stability of the banking system.



At the same time, it is necessary to determine the sequence and real terms that
will be required for the implementation of each direction of self- recovering.

The bank independently evaluates the effectiveness of self-recovering directions
under martial law. It’s important to meet the following criteria:

- the provided measures must be implemented within an reasonable time frame
and meet the goals of self-recovering and restoration of the bank's financial stability;

- in combination with other anti-crisis banking tools, the directions of self-
recovering should be diverse and multifaceted;

- they must be effective in solving problems that may arise in the bank's
activities under martial law.

The Plan must be coordinated with the bank's risk management strategy. In
addition, it should reflect the bank's general management processes, business lines
and stress test results.

At the same time, the stress testing procedure is recommended to be carried out
according to the following principles:

- stress testing parameters should be regularly updated, and the results should be
regularly checked and monitored by the bank's management;

- to make stress testing for all financial risks of the bank (credit, liquidity,
market). Additional stress testing should be made for critical responsibility centers;

- scenarios should be based on the most conservative forecast of possible
changes in macroeconomic and financial indicators: GDP, exchange rates, market
interest rates, stock indices, etc.;

- stress testing should take into account the bank's business strategies, its
segmental position in the market of banking services, the structure of assets and
liabilities, the level of capital, the quality of management, etc.

The stress tests results are: assessment of the bank's potential losses; assessment
of a possible deficit of economic capital; identification of risk factors (decomposition
of potential losses) that pose the greatest threat to the bank stability.

The main stress scenarios are listed in Table 2.



Table 2. Stress scenarios of the bank's financial risks under martial law

Type of risk Stress scenarios

Credit - assumptions regarding a shock change in the main macroeconomic
indicators;

- assumptions regarding changes in financial classes or credit ratings
of the bank's debtors and the corresponding probability of their
default (PD);

- assumptions regarding changes in the market (fair) value of
collateral and, accordingly, the LGD indicator;

- assumptions related to the bank's business model

Liquidity | - assumptions regarding the outflow of clients' funds;

- assumptions regarding the impossibility of using the bank's assets;

- assumptions regarding a significant reduction in the ability to
attract funds from depositors and other creditors of the bank;

- assumptions regarding the closing of interbank limits by
counterparty banks, the parent bank, etc.;

- assumptions about the need to use an additional volume of bank
assets as collateral to prevent the outflow of available funding;

- assumptions regarding the additional raising of funds in connection
with unforeseen use by clients of the right to receive funds within
the framework of lending obligations provided by the bank;

- assumptions regarding a significant reduction in the possibility of
redistributing liquidity from one currency to another;

- assumptions about problems in working with payment systems
used by the bank

Market - assumptions about the shock value of changes in interest rates and
market indices in crisis conditions;

- assumptions regarding changes in the behavior of clients' accounts
that do not have a specific date for changing the interest rate
(balances on clients' current and card accounts);

- assumptions about the volatility of foreign exchange rates, the
value of shares and other securities, the value of goods, including
precious metals;

- assumptions related to the implementation of the bank's business
model

* Source: made by the authors based on [8]

It is recommended to define in the Plan the main centers of responsibility, which
perform particularly important functions regarding the support of internal operational
processes, i.e. structural units, the disruption of which may prevent the

implementation of the bank self-recovering. It is appropriate to describe the scheme



of ties of such centers of responsibility with the main areas of the bank's activities, as
well as to determine possible measures to support the functioning of such centers of
responsibility under martial law.

The bank must ensure the preservation of access to the infrastructure of financial
markets, payment systems and the continuation of internal operational processes.

The criteria for successful self-recovering of the bank under martial law can be
considered: compliance by the bank with economic standards and internal
restrictions; termination of outflow of clients' funds; creating a sufficient supply of
liquid resources); achieving an optimal balance between assets and obligations by
terms; lack of debt to the bank in the execution of clients payment documents; full
repayment of the debt or reaching an agreement on debt restructuring to stakeholders;
increasing the share of standard loans; a stable tendency to improve the financial
result; increasing capitalization with a sufficient capital buffer in case of a crisis
situation; closing unprofitable business lines.

Conclusions and prospects of further studies in this area. In 2022, after the
first shock caused by the full-scale invasion of russia, the banking sector survived and
quickly adapted to work in new crisis conditions. During the year, it worked without
interruption, maintained liquidity and carried out lending, although taking into
account the peculiarities of wartime. This became possible thanks to the
determination of the directions of banks self-recovering, as well as reforms of the
sector carried out in previous years by the national regulator.

The problems considered in this paper and the issues of the implementation of
the self-recovering mechanism of banks under martial law are the subject of authors’
current interest, the research results of which will be implemented in subsequent

publications.
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