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TEHAEHIIII PO3BUTKY ®IHAHCOBOI'O CEKTOPY YKPAIHU

In the conditions of military aggression against Ukraine, the financial sector
increases its assets, functions efficiently and smoothly, and earns profits. Over the
past few years, the number of non-bank financial institutions on the market has
significantly decreased. In the structure of the financial market, financial
companies predominate in number, but banks significantly predominate in terms of
assets. Banks are actively increasing the volume of their assets, capital, customer
funds and lending. Banks have the trust of customers and receive high profits.
Starting from the middle of 2023, the NBU discount rate gradually decreased and
continues to maintain the attractiveness of hryvnia financial products. The
reduction of the rate is justified by the slowdown of inflation, the recovery of the

economy, the growth of GDP, and the growth of Ukraine's international reserves.



New laws on financial services and financial companies, insurance, and credit
unions have recently come into force. This will have a positive impact for financial
institutions through the simplification of market entry and licensing processes, as
well as for the NBU through the introduction of risk-oriented regulation and
supervision of institutions. As a result of the introduction of new requirements for
financial indicators, corporate governance, ownership structures, and other
qualitative indicators of financial institutions, the stability and quality of the
financial sector will improve. The following recommendations have been
determined for the National Bank of Ukraine regarding the stability and further
development of the financial sector: harmonization of prudential requirements
with European standards and approaches; adaptation of requirements to financial
institutions with possible changes in conditions. Recommendations for financial
institutions.: bringing the activities of non-banking financial institutions into
compliance with the new requirements of the regulator;, compliance with
regulations and requirements of the NBU; developing development strategies and
plans and following them, carrying out a balanced, effective credit policy by

banks, risk management, improving technologies and strengthening their security.

B ymosax siiicokosoi acpecii wooo Ykpainu ¢ghinancosuii cekmop napowye ceoi
axmusu, pyHKyionye epexkmusrno ma be3nepeditino, 00epIcye npudOymru. 3a OCMauHi
0eKiIbKa POKi6 3HAUHO CKOPOMUNACS KLIbKICMb HeOAHKIBCObKUX (DIHAHCOBUX YCMAHO8
Ha puHKy. Y cmpykmypi ¢hinanco8020 puHKy 3a KilbKicmio nepesaxicaoms (iHaHCco8i
KOMNawii, npome 3a 006Ca20M aKmMusié 3Ha4Ho nepesaxcaroms banku. banku akmusno
Hapowyroms 00cseU C80IX aKmueie, Kanimaiy, KOWmie KIIEHMI8 | KpeOumyeaHHs.
Takooic 6onU Maromv 006IpY 60 KIIEHMIE i ompumyoms ucoxi npubymxu. Qouaikosa
cmaeka HBY nouunarouu i3 cepeounu 2023 poky nocmynogo 3HUNCYBANACA |
NPOO0BIHCYE  YMPUMYBAMU NPUBADIUBICING  2PUBHEBUX  (DIHAHCOBUX NPOOYKMIB.
3uusicennss  cmaeku  00IPYHMOBAHE  CNOGLIbHEHHAM  [HIAYll,  BIOHOBNIEHHAM
eKOHOMIKY, 3pocmanuam BBII, 3pocmanusm midichapoonux pesepgie Ykpainu.

Hewooasno 3anpayrosanu Hosi 3akonu npo Qinancosi nociyeu i hiHaHcosi KOMNaHii,



cmpaxyeanms, Kpeoummi cninku. Lle mamume nosumuenuil eniue O QIiHAHCOBUX
VCMAHO8 4epe3 CNpoujeHHs NPoYecie 8UX00y HA PUHOK I IIYEH3Y8AHHS, d MAKONC OJid
HBY wuepe3 ynposadoicenHsi pusux-opi€eHmMo8aHo20 pe2ylt08aHHs ma HA2IA0y 3d
ycmanogamu. Y pezynvmami  3anpo8aoNCeHHs HOBUX 6UMO2 00 (DIHAHCOBUX
NOKA3HUKIB, KOPNOPAMUBHO20 YNPAGIIHHA, CMPYKMYP 6IACHOCMI, IHWUX SAKICHUX
NOKA3HUKI@ (DIHAHCOBUX YCMAHO8 8I00Y0embCsi NOKPAWEHHS CIIIKOCME Ma SAKOCHI
Qinancosozo cexmopy. Busnaueno maxi pexomenoayii ons Hayionanenoeo Oawnky
Vkpainu wooo cmabinbnocmi ma nooanvuio2o po3eUmKy @IHAHCO8020 CEKMOp)Y:
2apMOHI3ayisi NPYOEHYIUHUX 8UMO2 I3 €BPONEUCLKUMU CIMAHOapMamu i nioxooamu,
aoanmayis 6umo2 00 (DIHAHCOBUX YCMAHO8 13 MONCTUBUMU 3MIHAMU VMOB.
Pexomenoayii ona ginancosux ycmanos: npuseoenHs OisLIbHOCMI HeOAHKIBCbKUX
Qinancosux ycmanog y 8i0nogioHicms 00 HOBUX GUMO2 Pe2yisimopd;, OOMPUMAHHS
Hopmamueie ma eumoe Hayionanenozo 6anxy Yxpainu, pospobnenusi cmpameziii i
NIAHI8 PO3BUMKY mMa OOMPUMAHHA IX;, NPOBEOEHHS BUBAJICEHOI, epheKmueHoi
KpeOumHoi nonimuxu 6ankamu; YAPAaeuiHHA PUUKAMU, YOOCKOHANEHHs MeXHONI02iu

ma NOCUIeHHA Ix Oe3neKu.
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Problem setting. Security threats caused by a full-scale war are the main
systemic risk of the financial sector of Ukraine. The state's economy is highly
dependent on international financial aid, which is significantly decreasing in
volume and frequency of receipts, creating threats to macrostability. At the same
time, the financial sector works harmoniously, receives profits, and its role in the
economy is growing.

Analysis of recent research and publications. Modern challenges facing

the Ukrainian financial market and innovative directions of its development were



studied by N. B. Tataryn, D. M. Polovko. [1], S. Teslyuk, B. Mikhalchuk [2].
Assessment of the systemic risk of the financial sector as an important element of
macroprudential regulation was carried out by O.V. Batrak. [3]. Sunduk T.F.,
Babenko-Levada V.G., Skorba O.A., Chornovol A.O. [4] devoted their research to
the development of digital technologies in the financial sector. Features of
digitization in the market of financial services are described in the article
Danylyshyn V., Sinytsia S. [5]. Cyber threats to the financial sector in the
conditions of war were investigated in the scientific work of I. Honcharenko [6].

The purpose of the article is to study trends in the development of the
financial sector of Ukraine in wartime conditions.

Presenting main material. The number of financial service providers is
decreasing every year (Fig. 1), but the amount of their assets is increasing (Table
1). During 2019-2022, the number of banks decreased by two units every year, and
in 2023 another four banks left the market. Bank assets grew with each listed in the
table 1 period, the highest growth rate — 22.1% was observed in 2020.
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Fig. 1. Number of financial service providers, 12.2019-09.2023, units
Source: Compiled by the author based on NBU data [7]



The number of insurers has halved since the beginning of 2020, during 2021,
the rate of decline reached 26.2%, and in the same year there was a decrease in
assets of insurers by UAH 300 million, the remaining periods are characterized by
an increase in their assets. Financial companies decreased in number from 986
units as of 12/31/2019 to 594 units as of 09/30/2023, in particular, 162 companies
left the financial market during 2022, despite the fact that their assets grew every
year. The number of credit unions has more than halved since the end of 2019,
from 337 units to 143 units as of the end of the third quarter of 2023, in 2022, 116

unions and 78 pawnshops have left the financial market.

Table 1. Dynamics of financial sector assets, UAH billion

Institutions 12.2019 | 12.2020 | 12.2021 | 12.2022 | 03.2023 | 06.2023 | 09.2023
Banks 14933 | 1822.8 | 20532 | 23539 | 24272 | 2562.1 | 2 647.6
Insurers 63,9 64,9 64,7 70,3 70,5 70,8 73,4
Credit unions 2,5 2.3 2,3 1,4 1,4 1,4 1,4
Finance 162,2 186,5 2164 | 2440 | 2593 | 2374 | 2513
COl’l’lp&l’llGS

Pawnshops 43 39 43 4,1 4.3 4.5 4.6

Source: Compiled by the author based on NBU data [7]

The smallest participants in the financial market - banks, occupy only 5.5%
of the market, but their share in the structure of assets is the largest and as of
09/30/2023 1s 88.9%. Financial companies dominate the structure of financial
market participants by number - 51.6% as of 09/30/2023, but their share of assets
is 8.44%. The share of pawnshops by number is 13.7%, by assets — 0.15%; credit
unions by number — 12.4%, by assets — 0.05%; of insurers by number — 9.6%, by
assets — 2.46% as of September 30, 2023 (Fig. 2-3).

Insurers for January-September 2023 received UAH 2,459 million in net
profit, which is 29% less than in the same period of the previous year. The
structure of insurance premiums was dominated by types of auto insurance, which

were stimulants of market recovery.
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Fig. 2. Structure of the financial sector by its participants, as of September 30,

2023, %
Source: Compiled by the author based on NBU data [7]
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Fig. 3. Structure of assets of the financial sector, as of September 30, 2023,

UAH million
Source: Compiled by the author based on NBU data [7]



The profitability of credit unions for the three quarters of 2022 amounted to
UAH 21 million and UAH 20 million for the three quarters of 2023, the increase in
profit made it possible to increase the amount of capital.

Financial companies, despite the decrease in number, earned UAH 7,405
million in profit for January-September 2023, which is 244% more than in the
previous same period, when the net financial result was UAH 2,152 million.

The activity of pawnshops in the first 9 months of 2022 was unprofitable in
the amount of 172 million UAH, but in 9 months of 2023, they received 151
million UAH in net profit (Fig. 4).

9000

7500
6000 r

7405

4500 r 3469
3000
1500

0 L
-1500 t

21 20

151

-172

Insurers Credit unions Finance companies Pawnshops

Jan-Sept 2023 B8 Jan-Sept 2024

Fig. 4. Net financial result of providers of non-banking financial services,

UAH million
Source: Compiled by the author based on NBU data [7]

Since the beginning of 2019, a gradual increase in bank assets and customer
funds has been observed (Table 2). The capital of the banking sector decreased
only during 2022 by 15.5%, but during 2023 it increased by 56.3% compared to
the previous year.

Clients' funds are the main source of funding for banks; their share is
growing in the liabilities of the banking sector, as of September 2023, the funds of
business entities make up 49.4%, and the funds of individuals - 43% of liabilities.



Table 2. Indicators of the banking sector, UAH million

Indicator 01.01.2019 | 01.01.2020 | 01.01.2021 | 01.01.2022 | 01.01.2023 | 01.12.2023
Assets 1359703 | 1493298 | 1822814 | 2053232 | 2351678 | 2748 813
Capital 154 960 199921 | 210640 | 255514 | 215840 | 337407
Fundsofbusiness |y 367 | 498157 | 646491 | 758434 | 889526 | 1142474
entities

Funds of 508 457 552115 682029 | 726898 | 933240 | 1034224
individuals

Source: Compiled by the author based on NBU data [8]

More than half of all assets of the banking system belong to state banks -
53.3% as 0f 09.2023 (801 billion UAH) and 65% of public funds, while Privatbank
owns 36.2% of deposits of individuals. In the structure of assets, loans dominate -
24%, the share of domestic government loan bonds is 23.4% as of September 2023
[8].

Lending volumes decreased by 7.6% in 2019 and by 7.1% in 2020, bank
loans increased by 10.9% in 2021 and by 9.1% in 2023 (Table 3).

Table 3. Dynamics of bank loans, January 2019-December 2023, UAH million

Indicator 01.01.2019 | 01.01.2020 | 01.01.2021 | 01.01.2022 | 01.01.2023 | 01.01.2024
Loans are provided to 1118860 | 1033430 | 960597 | 1065347 | 1036213 | 1130774
customers

state authorities 2 865 4724 11 641 26 973 24 809 18 361
business entities 919 071 821 936 749 335 795 513 801 413 828 444
natural persons 196 859 206 737 199 561 242 633 209 943 240 825
non-bank financial 66 33 60 228 48 2
1nstitutions

Source: Compiled by the author based on NBU data [8]

The largest amounts of loans were issued to legal entities, the changes of
which affected the general lending trends. In 2023, as a result of the increase in
business activity, there was an increase in the demand for loans in hryvnia. Not
only preferential loans are in demand, as loan portfolios have grown at many
banks, regardless of their participation in government programs. In order to

support lending, it is necessary to activate mechanisms for the distribution of credit



risks using the tools of international financial organizations or the state guarantee
program.

Lending to individuals is growing largely thanks to the «YeOselia» state
mortgage program, but the program is implemented by only five banks. The
volume of unsecured consumer loans is also growing, especially actively at the
level of two banks, which have already restored the size of their portfolios to the
volumes they had before the start of a full-scale war [9].

The share of non-performing loans decreased from 52.9% at the beginning
of 2019 to 30.0% at the beginning of 2022, during 2022 it increased to 38.1% and
as 0f 01.01.2024 was 37.4% (Fig. 5).
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Fig. 5. Dynamics of the share of non-performing loans in the banking sector of

Ukraine, 01.19-01.24, %
Source: Compiled by the author based on NBU data [8]

Loans to the corporate sector have the largest share of non-performing loans -
44 .4%. Banks with a state share have the largest share of non-performing loans -
50.87% as 0f 01.01.2024, banks of foreign groups have the smallest share of NPL -
15.86% [8].



The activity of the banking sector was profitable from the beginning of 2019
to the end of 2023, the highest rate of return on assets was 5.6%, return on capital

was 52.8% as of December 1, 2023 (Fig. 6).
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Starting from the middle of 2023, the NBU discount rate gradually decreased
to 15% (Fig. 7) and continues to maintain the attractiveness of hryvnia financial
products. The reduction of the rate is justified by the slowdown of inflation in
2023, the recovery of the economy, the growth of GDP, and the growth of

Ukraine's international reserves.
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Fig. 7. Dynamics of the NBU discount rate, %
Source: Compiled by the author based on NBU data [10]



The reduction of the discount rate had the greatest impact on rates on deposit
certificates, the share of which decreased in banks' interest income. On the other
hand, the share of income from lending is increasing, although the rates for
business loans are decreasing. The yield of the OVDP portfolio has also been
growing in recent months, the terms of their placement are quite attractive due to
the fact that banks receive a premium for the maturity of investments [9].

From the beginning of 2024, new laws on financial services and financial
companies, insurance, credit unions have been put into effect. This will have a
positive impact on:

> financial institutions through the simplification of market entry and
licensing processes;

> stability and quality of the financial sector through the introduction of
requirements for financial indicators, corporate governance, ownership structures,
and other quality indicators;

»  NBU through the implementation of risk-oriented regulation and
supervision of institutions.

In order to ensure, in the conditions of martial law, the stability of the
financial sector and the economy, state authorities need to focus their efforts on
introducing European standards and approaches into Ukrainian legislation and state
economic policy. Given the importance of international financial aid, state
authorities should continue to promote the timely receipt of these funds.

Tasks for the National Bank of Ukraine regarding the stability and further
development of the financial sector:

> harmonization of prudential requirements with European standards
and approaches;

> adaptation of requirements to financial institutions with possible
changes in conditions.

Tasks for financial institutions regarding stability and further development:

»  Dbringing the activities of non-banking financial institutions into

compliance with the new requirements of the regulator;



»  compliance with regulations and requirements of the NBU;

»  development of development strategies and plans and compliance with

»  carrying out a balanced, effective credit policy by banks;

»  risk management;

> improving technologies and strengthening their security.

Conclusions. The banking sector is characterized by high public confidence,
growth in assets, customer funds, lending volumes, and a high level of
profitability. The non-banking financial sector is characterized by a decrease in
participants due to non-compliance with the regulator's requirements, which
positively affects the stability of this sector. The introduction of new laws will

encourage the transformation of the non-banking financial sector.
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