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IN TIMES OF WAR: RISKS, FUNDING, ASSETS

Abstract. The article analyzes the performance indicators of Ukrainian banks in the context of
relevant research on risks, funding, and assets. These components today largely shape the ability of the
banking system to fulfill its obligations to depositors and borrowers, as well as to ensure an appropriate
level of financial stability.

Martial law, high level of macroeconomic uncertainty, influence of global financial markets, and
constant changes in the legislative framework determine the ability of banks to be ready to quickly adapt
and develop adaptive and effective strategies for banking activities.

Risks that shape the operating environment of banks are a determining factor in their strategies. The
study provides a comparative analysis of the risks that have a significant impact on the financial stability
of the banking system. In the context of economic instability, the role of risk management becomes
crucial, especially in the context of risk prevention. It is found that improving methods of risk assessment
and management helps to reduce losses and increase confidence in banks. Ensuring the stability of
banks in a risky environment is a key to the financial security of the government.

An analysis of the funding indicators of Ukrainian banks has shown that diversification of capital
sources and the development of long-term funding are important components of their sustainability.
Dependence on short-term deposits poses risks to banks’ liquidity, especially in times of crisis. The
introduction of modern financial instruments, such as bonds and syndicated loans, helps to expand
funding opportunities. Attracting international capital is also of strategic importance, especially in the
context of postwar reconstruction and development, as Ukraine’s banking system will face increased
risks after the war. Developing new approaches to liability management allows banks to respond more
effectively to market changes.

An analysis of Ukrainian banks’ assets has shown that asset quality is a key factor in financial
stability. Non-performing loans remain one of the main challenges for the banking sector, requiring the
introduction of effective restructuring and resolution mechanisms. Despite the transition of banks to a
new capital structure, the accumulated structural problems remain relevant. Improving asset quality
helps to increase banks’ profitability and their ability to meet their obligations to depositors. It is important
to develop innovative approaches to asset management, including the introduction of digital technologies
and process automation.

The unprecedented challenges faced by Ukraine’s banking system since the outbreak of the war
have strengthened coordination between the NBU and banks, which has helped to ensure the relative
stability of the financial sector under extreme pressure. Continuous monitoring, revision of strategies,
and appropriate responses to current challenges will remain important to ensure the stability of Ukraine’s
financial system - now and in the post-war period.
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Introduction. The banking sector of
Ukraine is the basis for ensuring the stability
of the economy by providing financial
intermediation and stimulating economic

development by increasing lending to the real
sector. However, in recent years it has been
significantly affected by macroeconomic and
political challenges. The 2014-2015 crisis
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related to the war in the east of the country led
to massive bankruptcies of many banks and
a general decline in confidence in the banking
system. The negative impact was exacerbated
by the full-scale invasion in 2022.

The unprecedented challenges faced by
Ukraine’s banking system since the outbreak
of war have strengthened coordination
between the NBU and banks, which has
helped to ensure the relative stability of the
financial sector under extreme pressure.

Risks, funding, and asset quality are
an integral part of banking operations. The
military aggression has led to a significant
increase in banking risks, which adversely
affect the financial stability and ability to meet
its obligations to depositors and borrowers.
Due to the high level of macroeconomic
uncertainty, the impact of global financial
markets, and constant changes in the legal
framework, banking institutions must be
prepared to quickly adapt and develop effective
risk management strategies. Continuous
monitoring, revision of strategies, and
appropriate response to current challenges
will remain an important task in ensuring the
stability of Ukraine’s financial system - now
and in the post-war period.

All of this necessitates a study aimed
at identifying the list of problems faced by
the Ukrainian banking system since the
beginning of the war, in order to further
define a list of anti-crisis measures aimed
at minimizing banking risks and ensuring
financial stability.

The purpose of the study is to analyze the
performance indicators of Ukrainian banks in
the context of war.

To achieve the stated research objective,
the following tasks are realized in the work:
analysis of the risks that shape the conditions
of banking activity in Ukraine; assessment of
the funding indicators of Ukrainian banks;
characterization of the assets of Ukrainian
banks.

The object of the study is the banking
system of Ukraine. The subject of the
research is practical aspects and approaches
to systematizing the features, mechanisms
and trends of the functioning of the banking
system of Ukraine in the conditions of war.

Literature Review. The study on the
influence of factors that shape the potential
of the banking system was conducted on
the basis of generalization, comprehension
and systematization of the results of
scientific works and practical achievements
of leading Ukrainian scholars. These works
can be conditionally divided into “pre-war”
and “war” ones, since the conclusions and

recommendations offered by the authors
are made in the context of different external
conditions of banking activity in Ukraine.

As for the first - the “pre-war” list of
publications. In particular, O. Baranovskyi
and T. Putintseva (2020) emphasize the
need and importance of an effective system
of ensuring the financial security of banks
and the negative effects of its absence.
They emphasize the interconnectedness
and interdependence of bank liquidity and
financial security, and also point out that
the formation of this system should be
given considerable attention by scientists,
practitioners, government agencies,
regulators of the banking services market
and banks.

G. Bortnikov, O. Lyubich, D. Gladkykh
(Bortnikov, Lyubich, & Gladkykh, 2022) having
studied the activities of state-owned banks
under martial law, indicate that banks with
state capital demonstrated financial stability,
did not experience significant withdrawals of
funds by clients, but preferred to lend to large
corporations or financial support to SMEs only
under state programs. Therefore, the authors
concluded that there is a need to develop
national programs of loan restructuring
together with the banking community, and it
is time to return to the idea of creating a full-
fledged development bank in Ukraine on the
basis of existing state-owned banks.

O. Vovchak and R. Stadniychuk
(Vovchak & Stadniychuk, 2021), developing
methodological approaches to assessing
the level of financial stability of banks,
substantiate the principles and indicators
that should be used in such an assessment,
which allows identifying weaknesses in its
functioning and vectoring the regulator’s
actions for timely implementation of
appropriate measures.

V. Kovalenko, S. Sheludko, N. Radova,
F.Murshudli, K. Gonchar (Kovalenko, Sheludko,
Radova, Murshudli, Gonchar, 2021) determine
that during the financial and economic crisis
in the economy, it is necessary to abandon
the ideology of bank capital management and
the creation of financial reserves to maintain
liquidity and stability of financial institutions,
as these measures will not be able to protect
the bank from default and bankruptcy. The
authors add that this ideology has evolved into
a new paradigm of effective banking regulation,
which can be formulated as an accepted set of
three vectors: risk; risk management; and risk-
based supervision.

As for the second, “martial law” list of
publications, the authors pay closer attention
to the conditions of banking activities. For
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example, O. Shumilo, O. Zaika, S. Grechko
(Shumilo, Zaika, & Grechko, 2023), in their
study of the trends in the functioning of
banks during martial law, identify a reduction
in the number of banking institutions and
the network of branches, a decrease in
net loans and an increase in bank assets,
uneven growth of deposits, the spread of
digitalization of services, and the maintenance
of the profitability of banking institutions.
In addition, the authors identify the largest
banks in Ukraine by assets, analyze bank
ratings by loan volume, and provide a rating
of the financial reliability of Ukrainian banks
for individuals and legal entities.

The issues of bank behaviour in times of
war have also been developed in the works
of foreign scholars. The article (Roselli, 2024)
explores how central banks during wartime,

notably the First World War, financed
governments’ significant expenditure
through monetary measures, leading to

widespread inflation and the suspension of
gold convertibility, with Italy facing severe
post-war economic challenges and the United
States emerging as a dominant global power.

The article (Chowdhury & Sundaram,
2023) examines the benefits and risks of
moderate inflation rates (10-15%) amidst
recent inflationary pressures, analyzing
their developmental potential, challenges for
central bank independence, and implications
for sustainable economic growth.

G. Chesini and F. Fauri (Chesini & Fauri,
2024) highlights the European Central Bank’s
adaptive responses during the last 15 years,
emphasizing its crisis management during
the war, where it leveraged innovative tools
and institutional reforms to sustain euro
countries amidst unprecedented economic
challenges.

The study (Batten, Boubaker, Kinateder,
Choudhury, & Wagner, 2023) investigates
the VIX’s influence on global banking during
crises, revealing that volatility had a lesser
impact during the Russia-Ukraine War
compared to the Global Financial Crisis and
COVID-19, with Asian banks showing greater
resilience than their European counterparts.

S. Markoulis, S. Martzoukos, A. Nikolaou
(Markoulis, Martzoukos, & Nikolaou, 2023)
investigates the effects of the European

Central Bank’s extraordinary monetary
policies during the Covid-19 pandemic
and the Russia-Ukraine war, revealing

stronger impacts on Eurozone bank stock
returns from unconventional measures like
quantitative easing and liquidity provision,
with resilience observed in banks with higher
capital adequacy and liquidity.

The article outlines wartime monetary
policy options for central banks, emphasizing
measures to stabilize economies during war,
such as adjusting interest rates, liquidity
ratios, and reserve requirements, with
examples (Ozili, Okeke, & Obiora, 2024).

This study (Vu, Huynh, Phan, & Hoang,
2023) investigates how recent disruptions,
including Brexit, the COVID-19 pandemic,
and the Russia-Ukraine conflict, have
influenced the robustness of European banks.

Works devoted to the study of the
peculiarities and trends in the development of
banking are always relevant, as the banking
system is the most dynamic component of the
economy. However, the martial law, constant
external and internal influences indicate the
need for constant research for the scientific
and practical development of this issue.

Research Methodology. The content of
this study was disclosed using general and
special research methods, namely: graphical
method, methods of systemic and structural
and comparative analysis; methods of
statistical and economic observation, analysis
and generalization. The above research
methods allowed for a qualitative assessment
and identification of the key factors that have
the greatest impact on the studied indicators.
The results were presented and interpreted
using graphical and tabular tools.

The statistical and informational basis
for the study is the information and data
contained in open sources, in particular,
the statistical data of the National Bank of
Ukraine, published on its official website.

This study was conducted according to
a standard procedure: collection of necessary
data — processing and visualization of
the assessment results — analysis and
characterization of the data obtained to
identify dynamics, trends, and key factors of
influence.

Each of the presented stages creates
the basis for implementing a systematic
approach to solving the defined goal and
formulating relevant conclusions from the
studied components and determining the
overall potential of the Ukrainian banking
system and its ability to maintain financial
stability and remain an active participant in
the post-war economic recovery.

Main Results. The relevance of banking
risk analysis is growing in the face of
increased market competition, technological
transformation, and cybercrime threats. A
bank’s ability to manage risks directly affects
its profitability, reliability and reputation.
Failure to take into account or incorrectly
assess risks can lead to significant financial
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osses, loss of liquidity, and even bankruptcy
of banking institutions.

When analyzing risks, banking activities
should not be considered separately, but as an
element of the financial system. A generalized
map of financial sector risks is shown in fig.
1, which shows that macroeconomic risks
have increased and remain the most critical
factor for the financial sector. The economic
recovery has slowed down, mainly due to
disruptions in the energy sector.

The state budget deficit and the external
debt-to-GDP ratio are still high. Moreover, the
widening current account deficit and rising
public debt-to-GDP ratio increase risks.
Significant international financial assistance
mitigates these risks.

Household credit risk remains almost
unchanged and is moderate. The share of
significantly overdue loans continues to
decline. In addition, banks have improved
their expectations for the quality of their retail
portfolios. At the same time, households’
expectations about economic development
deteriorated slightly.

The level of corporate defaults in the
period under review shows a decline in this
indicator. The banks’ own assessment of the
quality of the future corporate loan portfolio
shows positive dynamics.

The quality of the corporate loan portfolio
has also improved. The financial position of
companies is good, and their debt burden
is acceptable, but the prospects for future

Macroeconomic nsk

10

Cwrency nisk

Liquadity nisk

Profitabality nsk

««+lk++ December 2023 = &= June 2024

Household credit nsk

Corporate credit nsk

Capital adequacy risk

—a— December 2022

June 2023

Fig. 1. Financial sector risk map according to the NBU methodology,
where 1 is the lowest risk level and 10 is the highest

Notes:

1. Macroeconomic risk

2. Credit risk of households and

corporate sector

3. Capital adequacy risk

4. Profitability risk
5. Liquidity risk

6. Currency risk

reflects the level of threats arising in the real economy or fiscal sphere

reflects the prospects for changes in the level of non-performing loans in
banks’ portfolios and the need for additional provisioning for such loans

assesses the ability of banks to ensure a sufficient level of capital
assesses the banks’ ability to generate net profit

reflects the ability of banks to fully and timely fulfill their obligations to
depositors and creditors

shows the extent to which foreign exchange market trends may affect the
stability of banks

Source: built by the author according to data!

1 Zvit pro finansovu stabilnist NBU. Cherven 2023 [Financial Stability Report, June 2023]. URL: https://bank.gov.ua/ua/news/
all/zvit-pro-finansovu-stabilnist-cherven-2023-roku (gata 3BepHeHHs: 12.12.2024).
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Table 1. Comparative analysis of banking risks
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Risk type Characteristics C.)onseqyen.c es of Examples of how Reduction methods
risk realization Ukrainian banks operate
. The risk OT . Losses from non- Increase in the share of Improving credit score,
Credit borrowers’ failure . . .
. performing loans, non-performing loans collateral requirements,
risk to repay the loans Zo L . . .
. reduced liquidity during financial crises debt restructuring
received
Asset and liability
Liquidit Lack of liquid Non-payment of In 2014, many banks management,
. q y assets to cover deposits, loss of failed to fulfill their maintenance of liquidity
risk L N
liabilities trust, bankruptcy obligations to customers. reserves, access to
interbank markets
Impact of interest Losses due to Changes in the NBU Interest rate hedging,
Interest rate changes on unfavorable . .
. e . discount rate may affect loan portfolio
rate risk the bank’s income changes in loan and . . e
. loan margins diversification
and expenses. deposit rates.
Currency Losses due to .
. Hryvnia to dollar . .
Currency fluctuations unfavorable . o Hedging currency risks,
. . , . . fluctuations in times of .
risk affecting the bank’s | changes in foreign o . using currency swaps
economic instability
balance sheet exchange rates
e
Operational errors, technical Financial losses, Cybercrime as an attack y Curty,
. . } ) . automating processes,
risk failures or reputational damage | on PrivatBank in 2020 .
o and strengthening
fraudulent activities .
internal controls
Changes in Lossqs from n'on- NBU requirements for Adapting to new
Regulatory o compliance with o regulatory standards,
risk legislation and new regulations bank capitalization after monitoring legislative
NBU requirements ) 9 ’ the 2014-2015 crisis g'eg
fines changes
Negative impact on Transparency
. g . P Loss of customers, Public scandals around of operations,
Reputational the bank’s image L . L
. . decline in share PrivatBank after communication
risk due to various : . . .
prices nationalization strategies to protect
factors .
reputation
The Petya. A virus,
. . which blocked access Use of multi-level
Threat of loss of Financial losses, .
Cyber to computer systems, security systems,

. data or funds due leakage of customer ) .
risk encrypted files and regular cybersecurity
to cyberattacks data .
demanded a ransom to audits

unlock them.

Source: built by the author according to data (Zabchuk & Ivashchuk, 2022; Sarakhman,

Shurpenkova, & Kalaitan, 2023)

changes in business activity have deteriorated.

The capital ratios of Ukrainian banks
declined due to stricter capital requirements,
including full coverage of operational risk. At
the same time, banks’ capital buffers remain
strong due to high profitability and profit
distribution mechanisms. As a result, capital
risk is still moderate.

Profitability risk remains at historically
low levels. Banks remain profitable due to high
net interest income, low loan loss provisions,
and high operating efficiency. Risks to banks’
profitability remain low, despite the decline in
interest rates.

Liquidity risk remains largely unchanged
and low. Customer funds continue to flow
into the bank; the LCR ratio is more than

three times the benchmark. According to NBU
surveys, banks continue to assess liquidity
risk as moderate.

The level of currency risk is moderate. At
the same time, the volatility of the hryvnia-US
dollar exchange rate increased, which led to a
deterioration in banks’assessment of currency
risk.

The level of currency risk is moderate. At
the same time, the volatility of the hryvnia-
US dollar exchange rate increased, which led
to a deterioration in banks’ assessment of
currency risk.

At the same time, the banks’ risks were
mitigated by a reduction in their net foreign
currency position. In addition, an increase in
foreign exchange reserves provided some relief
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to the situation in the foreign exchange market.

Next, we will elaborate on the main
risks in banking, as banking is associated
with various risks, each of which has its
own characteristics and requires a specific
approach to management (T'shonkovski,
2023). A comparative characterization of
banking risks is presented in table 1.

Credit risk is characterized by problems
with loan repayment by borrowers. The high
level of non-performing loans (NPLs) is one of
the main threats to the Ukrainian banking
sector. The financial stability of banks is
based on the volume of risks, the most
important of which is credit risk, in which the
volume of NPL plays a significant role.

A bank’s liquidity determines its ability to
meet its obligations to customers in a timely
manner and in full. Insufficient liquid assets
may result in the bank’s inability to make
payments on deposits or other obligations,
which in turn undermines confidence in the
bank (Khrystoforova & Minasian, 2019).

Interest rate risk arises from changes in
market interest rates. Banks make loans and
accept deposits at certain interest rates, and
changes in these rates could adversely affect the
bank’s income. Interest rate risk management
is particularly important in countries with
unstable economies and frequent changes in
monetary policy.

Since Ukrainian banks operate not only
with the national currency but also with foreign
currencies, exchange rate fluctuations pose
significant risks to banking activities. Sharp
changes in the hryvnia exchange rate against
the US dollar or the euro can cause significant
losses for both banks and their customers.

Operational risk is associated with
internal management errors, technical
failures, human factors or fraudulent
activities. Operational risks can have a
significant impact on the bank’s stability and
lead to losses in financial and reputational
resources.

Changes in legislation and regulatory
requirements may also have a significant
impact on banks’ operations. In particular,
new capitalization, reporting, or risk
management standards may create additional
challenges for banking institutions, especially
in a rapidly changing regulatory environment.

Managing these risks is one of the
main tasks for Ukrainian banks, as their
effectiveness depends not only on external
factors but also on the ability of the bank’s
management to predict and minimize negative
consequences.

Next, we will analyze the
indicators of Ukrainian banks.

Bank funding is a key component of the
stable operation of the banking system, as
it determines the ability of banks to attract
and efficiently use resources to maintain
their liquidity and financial stability. The
main sources of funding are deposits
from individuals and legal entities, loans
from international organizations, market
instruments, and funding from the central
bank. Below, we will analyze in more detail
the main sources of funding for Ukrainian
banks and the dynamics of their changes in
recent years.

One of the most important sources of
funding for Ukrainian banks is retail and
corporate deposits. The deposit base provides

funding
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M Loans from the NBU #Funds of business entities MFunds of individuals ®MFI mOther

Fig. 2. Structure of liabilities of Ukrainian banks in 2020-2024, UAH billion

Source: built by the author according to data’

1 Zvit pro finansovu stabilnist NBU. Cherven 2023 [Financial Stability Report, June 2023]. URL: https://bank.gov.ua/
ua/news/all/zvit-pro-finansovu-stabilnist-cherven-2023-roku (zara 3BepuenHs: 12.12.2024).
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banks with the ability to issue loans, invest in
various assets, and maintain liquidity. Retail
deposits are highly stable, as individuals
traditionally keep their savings in banking
institutions, even in times of economic
instability. Corporate deposits, on the other
hand, often depend on business activity and
the overall economic climate in the country.

In the funding structure of Ukrainian
banks, retail deposits typically account for
about 50-60% of total liabilities. Corporate
deposits also play a significant role, but they
are more sensitive to changes in the economic
environment. During economic crises or
rising inflation, some corporate clients may
withdraw their funds to use for internal
business or due to a lack of confidence in the
financial system. As of April 2024, customer
accounts (individuals and legal entities) in
banks’ liabilities exceeded 93% (fig. 2).

Loans received by Ukrainian banks from
international financial institutions, such
as the International Monetary Fund (IMF)
or the European Bank for Reconstruction
and Development (EBRD), are an important
source of long-term funding. These loans
are usually provided on preferential terms
for the purpose of maintaining the stability
of the banking system or to finance specific
projects. Attracting such loans depends on
the macroeconomic situation in the country
and the degree of its integration into the global
financial system. At the same time, the share
of loans from international organizations in

the banking sector’s liabilities decreased to
1.5% this year.

Ukrainian banks also wuse market
instruments to raise capital, in particular
through the issuance of bonds. Bonds are an
important instrument for long-term funding,
allowing banks to raise large amounts of funds
from the capital markets for a long period of
time (Myronenko, Polova, Khaietska, & Koval,
2018). This is an important alternative to
deposit funding, especially when banks need
stable resources to invest in large projects or
to maintain liquidity in times of crisis.

Over the past few years, the funding
structure of Ukrainian banks has undergone
certain changes due to economic and political
factors. In the aftermath of the 2014-2015
economic crisis, there was a significant
outflow of deposits, especially corporate
deposits, due to a decline in confidence in the
banking system. However, the situation began
to stabilize in 2017, which contributed to the
growth of the deposit base (Shchurevych &
Stakhiv, 2020).

Since 2020, during the COVID-19
pandemic, the banking system has faced
renewed challenges due to deposit outflows
and the need to attract external financing.
At the same time, international financial
institutions such as the IMF and EBRD
continued to support Ukrainian banks
through loans and technical assistance
(Avramchuk & Melnyk, 2022; Dziubliuk,
2020).
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Fig. 3. Liquidity coverage rations in all currencies (LCR ac) and in foreign currencies (LCR fc)

Notes: The edges of the rectangle are the 1st and 3rd quartiles of the distribution.

The line inside the rectangle is the median.

The lower lines outside the rectangle are the minimum.
The normative value is 100%.

Source: built by the author according to data’

1 Zvit pro finansovu stabilnist NBU. Cherven 2023 [Financial Stability Report, June 2023]. URL: https://bank.gov.ua/ua/news/
all/zvit-pro-finansovu-stabilnist-cherven-2023-roku (gata 3BepHeHHs: 12.12.2024).
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In 2022, amid the war, the funding
structure changed again, with households
and businesses partially withdrawing funds,
but banks began to more actively attract
loans from the NBU and other government
programs to maintain liquidity.

The Ukrainian banking system maintains
a high level of liquidity. This is facilitated
by regular inflows of funds to customers’
accounts, as well as a favorable (for liquidity)
asset structure.

Most banks’ LCR ratios (liquidity coverage
ratio, which measures a bank’s ability to
maintain a sufficient level of high-quality
liquid assets to cover short-term liabilities)
exceed the minimum required level by three
times (fig. 3).

In early 2024, banks transferred
significant amounts of funds to fulfill their
budgets, which led to a short-term decrease
in liquidity in the banking system. Banks
paid record profit tax at high rates, and state-
owned banks also paid large dividends: in
total, banks paid about UAH 77 billion in profit
tax in 2023. Most of these funds were paid at
the beginning of the year. Dividends paid by
state-owned banks amounted to about UAH
32 billion (Khrystoforova & Minasian, 2019).

The share of liquid assets in banks’ net
assets remains high at 42%. Banks maintain
sufficient safety margins to withstand
liquidity risks that may arise in wartime. The
largest liquidity reserves are held by foreign
banks, where this figure reaches half of net
assets, while the share of state-owned and
private banks is close to 40%. The structure
of liquid assets remains largely unchanged:
hryvnia liquid assets are dominated by

180%

government bonds and NBU certificates
of deposit, while foreign currency assets
are dominated by funds on correspondent
accounts with foreign banks. The share of
the latter is decreasing, as correspondent
accounts with banks are gradually being
removed from the list of highly liquid assets
in accordance with European standards
(currently, this share should not exceed 60%
of total highly liquid assets).

Deposits from individuals and legal
entities are the main source of liquidity for
banks. They provide the necessary resources
for daily operations, including lending,
payments, and investments. In a stable
economic environment, banks are able to use
deposits as a stable instrument to maintain
their liquidity, as household deposits are
generally less sensitive to external factors
than other sources of funding.

Thanks to their large deposit base, banks
can avoid using more expensive and less
stable sources of funding, such as interbank
loans or bonds. However, in times of crisis,
when confidence in the banking system is
declining, deposit outflows are likely, reducing
banks’ liquidity and increasing their need for
external funding.

An analysis of the situation in 2022-
2024 shows that, despite the war, funds are
accumulating in companies’ accounts (fig. 4).

The rapid inflow of hryvnia deposits
to banks continues. Companies’ funds are
growing faster than those of individuals.
Businesses are also investing more in foreign
currency. The accumulation of funds on
accounts reflects the high profits of most
companies and the limited use of funds,
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Fig. 4. Due to individuals and legal entities, January 1, 2022 = 100%
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1 Zvit pro finansovu stabilnist NBU. Cherven 2023 [Financial Stability Report, June 2023]. URL: https://bank.gov.ua/ua/news/
all/zvit-pro-finansovu-stabilnist-cherven-2023-roku (nata 3sepHeHHs: 12.12.2024).
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with modest working capital needs and no
investment projects?® 2 3.

Businesses traditionally keep almost
all of their funds on current accounts, and
with the NBU’s recent currency liberalization,
it is expected that some of the accumulated
funds will be used for external payments (in
particular, loan repayments and dividends).
At the same time, these outflows will be offset
by corporate earnings and thus will not put
pressure on bank liquidity.

Individual deposits are the largest source
of funding for banks, as they provide a stable
inflow of funds, especially through long-term
deposit programs. Legal entities also actively
use bank deposits to store temporarily
available funds, but these deposits are more
prone to fluctuations depending on economic
activity. Public confidence in the banking
system is a key factor in the stability of the
deposit base. During periods of crisis or
political instability, deposit volumes decline
as depositors begin to convert their funds
into cash or other assets.

In the analyzed period, despite the war,
retail deposits continued to grow. Households’
hryvnia savings continue to grow steadily,
despite normal seasonal fluctuations. This
growth was driven by a rapid increase in
nominal household incomes and continued
confidence in Ukrainian banks. Both deposit
balances and average deposit amounts
increased. The average deposit amount
increased by 18% since April last year,
reaching around UAH 12,000. At the same
time, large deposits are growing much
faster than small ones, which increases the
concentration of households’ funds: hryvnia
deposits over UAH 600,000 have increased
by more than 40% over the past year and
account for about a third of the total deposit
portfolio. Overall, such deposits account for
only 0.2%.

The volume of household time deposits
in hryvnia has been growing, albeit somewhat
slower than total retail deposits. When the
key policy rate was raised, this resulted in a
limited adjustment of the cost of term deposits
of this client group. The reason: an attempt to
preserve regulatory incentives to attract term

1 Ibid.

2 Zvit pro finansovu stabilnist NBU. Cherven 2024
[Financial Stability Report, June 2024]. URL: https://bank.gov.ua/
ua/news/all/zvit-pro-finansovu-stabilnist-cherven-2024-roku (gata
3BepHEHHS: 12.12.2024).

3 Zvit pro finansovu stabilnist NBU. Cherven 2022
[Financial Stability Report, June 2022]. URL: https://bank.gov.ua/
ua/news/all/zvit-pro-finansovu-stabilnist-cherven-2022-roku (gata
3BepHEHHS: 12.12.2024).

deposits, such as reserve requirements and
higher interest rates on 3-month certificates
of deposit. As a result, the share of time
deposits remains at around 36%.

Dollar withdrawals from deposits slowed
(fig. 5).

The easing of currency restrictions meant
that the service of converting hryvnia into
foreign currency and placing it on deposit was
no longer in demand. As a result, households’
time deposits in foreign currency declined.
In recent months, the statistical effects of
the hryvnia depreciation and the increase in
foreign currency holdings by businesses have
reversed the downward trend in the share of
foreign currency holdings. Since the beginning
of 2024, the share of these funds in customer
deposits has been around 32%, which is low
in retrospective comparison. Banks are still
unable to actively attract foreign currency
deposits due to extremely limited investment
opportunities. Given the high interest rates on
foreign currency assets, banks can temporarily
generate additional income by keeping these
funds in low-risk instruments, such as
deposits with foreign banks and investment-
grade bonds. In the long run, however,
these opportunities will be undermined by
the expected decline in key interest rates in
developed countries. Thus, banks will continue
to have little incentive to encourage their clients
to invest in foreign currency.

Non-deposit sources of funding include
interbank loans, market instruments,
external financing from  international
financial organizations and borrowings from
the National Bank of Ukraine (Korol, Spivak,
& Kulikovska, 2023). These sources are
important, especially in times of increased
liquidity needs or during a crisis, when the
deposit base is unable to provide the required
level of funding.

Interbank loans play an important role
in short-term financing of banks, especially
in cases of temporary liquidity shortages.
On the interbank market, banks can quickly
raise the necessary funds to cover temporary
liquidity gaps or to finance operations.
However, the cost of such loans can vary
significantly depending on the overall market
situation, the level of trust between banks,
and the NBU’s monetary policy.

Market instruments, such as bonds, are
also used by banks for funding purposes,
but their main advantage is the ability to
raise long-term capital. Banks can issue
bonds on the domestic and foreign markets
to raise funds from investors to finance their
operations and investment projects. Issuing
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bonds may be particularly important in
times when deposit funding is insufficient or
unstable.

The NBU is a key player in the market
for supporting the liquidity of the banking
system. One of the main instruments for
attracting funds from the NBU is refinancing
programs, which provide banks with access
to loans to support their liquidity in the short
and medium term (Blashchuk-Deviatkina,
2023).

Refinancing programs offered by the
NBU allow banks to raise funds to maintain
liquidity in the event of deposit outflows or
insufficient liquidity in the interbank market.

These programs are particularly important
in times of crisis, when access to external
funding may be limited or too expensive.

The NBU refinancing can be provided for
different terms, ranging from short to medium-
term. The terms of refinancing may depend on
the NBU’s overall monetary policy, inflation,
and the needs of the banking system. During
crises, such as the 2014 financial crisis or the
COVID-19 pandemic, the NBU actively used
refinancing programs to stabilize the banking
system (Komar, Zomchak, & Peshko, 2023).

The hostilities of 2022 again led to the
need to support banks through refinancing
programs, which allowed banks to maintain
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1 Zvit pro finansovu stabilnist NBU. Cherven 2023 [Financial Stability Report, June 2023]. URL: https://bank.gov.ua/ua/news/
all/zvit-pro-finansovu-stabilnist-cherven-2023-roku (nata 3BepHeHHs: 12.12.2024).

2 Ohliad bankivskoho sektoru. Serpen 2024. Ofitsiinyi sait Natsionalnyi bank Ukrainy. URL: https://bank.gov.ua/admin_uploads/
article/Banking_Sector_Review_2024-08.pdf?v=9 (gata 38epHeHHs: 12.12.2024).
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their functionality even in extraordinary
conditions (Petryshyn, 2023).

A comprehensive analysis of the activities
of Ukrainian banks during the war will be
incomplete without an appropriate analysis of
assets, which is a key aspect of both assessing
the financial stability of the banking system
and selecting effective methods of managing it.

Fig. 6 shows a positive trend in the
growth of total net assets of banks over the
period under review.

A more detailed analysis by bank group
shows a steady increase in the net assets of
state-owned banks throughout the period.
This is primarily due to the active policy
of the state to support such banks and
their participation in financing government

programs.
The dynamics of Privatbank’s net assets
demonstrates insignificant fluctuations,

which are caused by both the impact of
external economic and regulatory conditions
and changes in internal credit policy. The net
assets of foreign banks are also growing, but
at a slower pace than those of state-owned
banks. This can be explained by a more
cautious policy of foreign banks to expand
their presence in the Ukrainian market due
to the war.

The analysis of the dynamics of net assets
of private banks also revealed fluctuations in
the overall upward trend, which may be due to
the diversity of strategies of individual banks,
their response to changes in macroeconomic
conditions and regulatory requirements.

Total net assets for the second quarter

of 2024 increased from UAH 2,986 billion to
UAH 3,126 billion, i.e. by 4.7%, of which 1%
increase was due to changes in the exchange
rate (fig. 7). First and foremost, there was an
increase in funds with the NBU and in the
portfolio of domestic government bonds. In
contrast, the volume of NBU certificates of
deposit continues to decline. At the same time,
the portfolio of loans to customers increased
by 19.1% compared to the corresponding
data of the previous year.

Thus, there is an overall positive trend
in the banking system’s net assets, which
indicates that the banking sector is active and
contributes to the country’s economic growth.

The published results of the NBU’s
review of the banking sector confirm that
gross hryvnia loans have been growing for
more than a year. During the second quarter
of 2024, the growth rate of business loans
increased to 5.3%, and that of retail loans
to individuals to 6.7% compared to the
previous quarter. At the same time, the share
of real estate loans increased by 0.8% in the
structure of retail loans, but the share of
loans for current needs decreased by 0.6%.

Fig. 8 shows that loans traditionally
account for the largest share in the structure
of net assets. An increase in the share of loans
to legal entities and individuals indicates a
certain intensification of economic processes
in the country and, accordingly, an increase
in the role of banks in financing economic
activity.

Another significant component of banks’
assets is due from the NBU. An increase
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Fig. 7. Changes in the structure of net assets in Q2 2024, UAH billion

Source: built by the author according to data’

1 Ohliad bankivskoho sektoru. Serpen 2024. Ofitsiinyi sait Natsionalnyi bank Ukrainy. URL: https://bank.gov.ua/admin_
uploads/article/Banking_Sector_Review_2024-08.pdf?v=9 (nata 3sepHeHHs: 12.12.2024).
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in their share contributes to the banks’
liquidity, which is an important factor in their
sustainability.

Ukrainian government bonds are a
significant component of Ukrainian banks’
assets. Investments in domestic government
bonds allow banks to earn stable income and
diversify their risks.

The share of cash in banks’ assets
is smaller compared to other assets. Its
dynamics reflects the general trend toward
non-cash payments.

It is also worth noting the positive
dynamics in reducing the share of NPLs in
banks’ portfolios (fig. 9).

Non-performing loans (NPLs) are loans
for which the borrower has stopped making
timely payments of principal or interest. The
percentage of such loans is an important
indicator of the quality of the loan portfolio
of both an individual bank and the banking
system as a whole.

Figure 9 shows the dynamics of the
share of NPLs in banks’ portfolios by different
categories of loans during the period under
review and indicates that their quality has
improved. At the same time, the highest
level of NPLs is observed in the category of
“Loans to business entities”. This indicates
that the business sector was most affected
by the economic difficulties, which led to an
increase in the number of insolvent debtors.

Other categories of NPLs studied are
almost back to their pre-war levels. Thus,
during the second quarter of 2024, the share
of NPLs decreased for all groups of banks,
which was facilitated by an active increase in
new loans and write-offs of those recognized
as non-performing.

When analyzing banks’ assets, it is
necessary to consider the level of NPL coverage

by bank reserves (fig. 10).

In general, there is an almost constant trend
in the volume of non-performing assets during
the analyzed period. The level of provisioning
coverage also fluctuates insignificantly and
demonstrates a sufficient level to cover possible
losses from non-performing assets.

The analysis of the ratio of net assets to
interest income is also worthy of attention
(fig. 11).

The largest component of interest income
during the entire period under review is related
to loans to business entities and demonstrates
a stable share with insignificant fluctuations.
Interest income from loans to individuals also
shows stable dynamics, but their share is
slightly lower compared to income from loans
to business entities and fluctuates slightly
from quarter to quarter.

Interest income from domestic
government debt securities accounted for
a relatively stable share during the period,
gradually increasing from the end of 2022 and
remaining stable thereafter. Income from NBU
certificates of deposit increased significantly
in the second half of 2022 and maintained
a significant share throughout 2023, but
their share slightly decreased in Q2 2024.
Other interest income remains the smallest
component and makes an insignificant
contribution to banks’ total income relative to
net assets.

This trend is due to the fact that the
pandemic and the economic crisis caused
by the war have affected lending to both
individuals and businesses. In response,
banks increased their investments in
government bonds and NBU certificates of
deposit, which provide stable income with low
risk.

Changes in the NBU discount rate
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Fig. 11. Ratio of net asset components to interest income

Source: built by the author according to data’

1 Ohliad bankivskoho sektoru. Serpen 2024. Ofitsiinyi sait Natsionalnyi bank Ukrainy. URL: https://bank.gov.ua/admin_uploads/
article/Banking_Sector_Review_2024-08.pdf?v=9 (gata 3sepHeHHs: 12.12.2024).
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affected the yield on NBU certificates of
deposit, making them attractive to banks,
especially in the face of uncertainty in the
credit market. In recent years, the demand for
loans among business entities and individuals
has remained relatively stable, which ensures
that banks receive an appropriate level of
lending income. The slight fluctuation is due
to changes in economic activity.

Overall, the chart shows that banks have
gradually adapted to the new environment,
optimizing their asset structure to minimize
risks and maximize stable income, focusing on
investments in government instruments and
NBU certificates of deposit, and maintaining
stable lending to businesses and households.

Fig. 12 shows the ratio of interest expense
components of Ukrainian banks to net assets
from Q1 2022 to Q2 2024.

Interest expense from retail customers
accounts for a significant portion of interest
expense, showing a stable share throughout
the period. However, there was a slight decline
in the third quarter of 2022, after which the
level of expenses stabilized at a high level.
Interest expense from funds of business
entities has been gradually increasing since
the first quarter of 2022, and starting in
the first quarter of 2023, it accounts for the
majority of interest expense relative to net
assets, peaking in the third quarter of 2023
and then slightly decreasing in the second
quarter of 2024.

The NBU refinancing has an unstable
dynamic. In the third quarter of 2022 and
the first quarter of 2023, there is a slight
increase in the share of refinancing costs,
but then it remains stable or even slightly
decreases in the last quarters. Other interest
expense increases in the second half of 2022
and remains at a significant level throughout

4% |
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S0 L

1.22 I1.22 1.23
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mFunds of individuals
mNBU refinancing

2023, but declines slightly in the second
quarter of 2024.

The above dynamics is due to the fact that
inflation and economic instability caused an
increase in the cost of borrowed funds, which
forced banks to increase interest expenses on
retail and corporate deposits.

The NBU’s refinancing policy, which
includes changes in the key policy rate
and support for banks’ liquidity, affected
interest expenses related to refinancing. This
dynamic was also affected by changes in
demand for deposits among individuals and
businesses. Banks tried to attract funds by
raising deposit rates, which led to an increase
in interest expenses, especially during times
of economic uncertainty.

In general, the chart shows a trend
of increasing costs of raising funds from
individuals and businesses amid economic
instability and rising interest rates. However,
in the first half of 2024, there was a positive
trend in reducing interest expenses, which
demonstrates the effectiveness of banks’
adaptation policy to the changing environment.

Conclusion. The findings of the study
suggest that Ukraine’s banking system
has faced unprecedented challenges in the
context of the war, the main ones being risks,
funding, and assets, which shape its ability
to perform its functions, serve customers,
and support economic development.

In this environment, the determining
factor in banks’ strategies is risks, which have
a significant impact on the financial stability of
the banking system. It is the quality of banking
risk management that ensures the reduction
of losses, an appropriate level of profitability
and increased confidence in banks.

An equally important component of
banks’ activities in times of war is funding,

I11.23 I1.24

Funds of government entities

BOther interest expenses

Fig. 12. Ratio of net asset components to interest expense

Source: built by the author according to data’

1 Ohliad bankivskoho sektoru. Serpen 2024. Ofitsiinyi sait Natsionalnyi bank Ukrainy. URL: https://bank.gov.ua/admin_
uploads/article/Banking_Sector_Review_2024-08.pdf?v=9 (nata 3BepHeHHs: 12.12.2024).
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which creates the necessary preconditions
for the development of long-term financing.
Practitioners are also searching for new
approaches to liability management and the
use of modern financial instruments, which
will ensure their ability to respond more
effectively to current changes.

In turn, the analysis of banks’ assets has
shown that the quality of banks’ assets is a
key factor in financial stability today. This
issue has been and, unfortunately, remains
a problem, which, if resolved through
restructuring and appropriate resolution, will
help to increase the profitability and market
value of banks.

The post-war efficiency of the Ukrainian
banking system will largely depend on a thorough
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review of strategies, both at the level of individual
banks and the banking system as a whole.

Overall, Ukraine’s banking system has
considerable potential and has demonstrated
resilience in an  extremely difficult
environment. Since the outbreak of the war,
banks have faced numerous challenges, such
as reduced liquidity and insolvency risks.
However, during the “war” years, it adapted
to rapid changes by introducing innovative
technologies and developing digital services.
During the war, many banks were forced to
revise their strategies to maintain stability
and support customers. Despite these
difficulties, the banking system remains a
crucial contributor to economic recovery and
financial stability of the country.
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AHATI3 MOKA3HUKIB IANLHOCTI BAHKIB YKPAIHU B YMOBAX BIVHMU:
PU3UKWU, ®OHAOYBAHHA, AKTUBU

Y cTatTi NpoBOAMTLCS aHani3 NOKa3HUKIB AisnbHOCTI 6aHKIB YKpaiHu — B KOHTEKCTI BiANOBIAHWX AOCTILKEHb
OO0 PM3NKIB, MOKa3HWKIB (hOHAYBaHHS, akTueiB. Came Ui CKNagoBi CbOrOAHI 3HAYHOK MIpOK (HOPMYHOTb
3AaTHICTb GaHKIBCbKOI CMCTEMM BUKOHYBATU 3000B’A3aHHS NEpen BKNaAHWKaMM Ta no3udaribHUKaMm, a Takox
3abe3neyyBaTi HanexHWiA piBeHb (hiHAHCOBOT CTabINbHOCTI

BilicbkoBWiA CTaH, BUCOKUI pPiBEHb MaKPOEKOHOMIYHOI HeBW3HAYeHOCTi, BNMMB rMobanbHUX diHaHCOBUX
PUHKIB Ta MOCTIlHI 3MiHW B 3aKOHOAABYIN 6asi B3HaYae 3aaTHiCTL GaHKiB roToBMMM [0 LIBMAKOI aganTalii Ta
po3po6ky apanTUBHKUX Ta eCDEKTUBHIX CTpaTEril Lwoao 6aHKIBCLKOI AisNbHOCTI.

Puauku, siki hopmytoTb yMoBM poboTy BaHkiB, € BU3Ha4anbH1M akTopomM ix cTpaterin. Y AOCTiMKEHHi Npo-
BEeAieHO MOPIBHANBbHWIA aHania pu3ukis, Ski MatoTb 3HAYHUI BNMB Ha (iHAHCOBY CTabiNbHICTL GaHKIBCLKOI C1-
cTeMu. B ymoBax eKOHOMIYHOI HECTaGINBLHOCTI pornb YMpaBniHHS pU3MKaMn CTae HafBaXNMBOK, 0COBNMBO - B
KOHTEKCTIi iX nonepemxeHHsl. BusiBneHo, WO BAOCKOHaNEHHs METOAIB OLHKW Ta ynpaBniHHS pu3nkamMu crpusie
3MEHLLEHHIO BTPaT i NiABULLEHHIO [0Bipyu [0 GaHkiB. 3abe3neveHHs cTabinbHOCTI AisnbHOCTI 6aHKiB y pr3nkoBo-
My CepefoBULLi € 3anopyKoK iHaHCOBOI 6e3nekn aepxaBi.

AHanis nokasHukiB choHayBaHHs 6aHkiB YkpaiHu nokasas, Lo AvBepcudikalis mKepen kanitany Ta possu-
TOK JOBIOCTPOKOBOTO (DiHAHCYBaHHS € BaXNMBUMM CKMALOBUMM iXHBOI CTIMKOCTI. 3anexHICTb Bif KOPOTKOCTPO-
KOBVX [,eM03uTIB CTBOPHOE PU3NKM ATIs NiKBIAHOCTI GaHKiB, 0cobrnBo B nepioay kpu3. 3anpoBafKeHHs! Cy4acHNX
(hiHaHCOBWX IHCTPYMEHTIB, Takux Sk obnmirauii Ta CUHAMKOBAHI KPEOUTU, CNPUSIE PO3LUMPEHHID MOXIMBOCTEN
¢hoHayBaHHS. 3anyyeHHs MiXHAPOAHOrO Kanitany TakoX Mae CTpaTeriyHe 3HauyeHHsl, ocobnmBo - B yMOBaX
MiCNSIBOEHHOI PEKOHCTPYKLIT Ta PO3BUTKY, OCKiNbKM BaHKiBCbka cucTeMa YkpaiHv CTUKaTUMETHLCA 3 MiABULLEHMM
pu3ukamu nicns BiHW. Po3pobka HOBMX MiOXOAIB [O yNpaBniHHA nacuBamu [03BONSE OaHkam edeKkTUBHILLE
pearyBaTi Ha 3MiHU PUHKY.

AHani3 akTuBiB 6aHKiB YkpaiHn BUSIBMB, LLO SIKICTb aKTUBIB € KMOYOBUM YMHHIKOM (hiHaHCOBOT CTabiNbHOCTI.
MpoGnemHi KpeouTn 3anuLwaloTLCs OAHIED 3 OCHOBHUX NMpobnem GaHKIBCLKOTO CEKTopy, L0 BUMAarae Brpo-
Ba[PKeHHS eheKTUBHIX MeXaHi3MiB pecTpyKTypu3aLii Ta BperynioBaHHs. He avensyuck Ha nepexin 6aHkiB Ha
HOBY CTPYKTYpY KaniTany, Hakonu4eHi CTPYKTYpHi MpobnemMy 3anmwaroTbCs akTyarnbHMK. MokpaLLeHHs SKocTi
aKTUBIB CMpVSiE NigBMLLEHHIO NPUBYTKOBOCTI GaHKiB Ta iX 34aTHOCTi BUKOHYBaTU 3000B'A3aHHS nepeq BKNagHu-
kamu. Baxnvsym € po3BMTOK iHHOBALLIMHMX NIAXOAIB 40 YNPaBIiHHS akTyBaMu, 30Kpema BNPOBaKeHHs Lndpo-
BUX TEXHOMOTI Ta aBTOMaTW3aLi npouecis.

BesnpeLeneHTHi BUKNMKK, 3 kMK BaHKiBCbka cuctema YKpaiHu 3iTKHynach 3 NoYaTkoM BiliHM, MOCUMMAW
koopavHauito pi HBY Ta GaHkiB, 3aBaskv YoMy Baanocs 3abesneuntu BigHOCHY CTabinbHiCTb diHaHCOBOTO
CEKTOpY B yMOBax Ha3BWYalHOro TUCKY. MOCTIMHUIA MOHITOPUHN, Nepernsz CcTpaTeriil Ta HanexHe pearyBaHHs
Ha MOTOYHI BUKIMKY 3aN1LLaTUMETLCS BaXIMBIAM 3aBLaHHAM y 3a6e3neyeHHi CTabinbHOCTi hiHaHCOBOI cMCTEMU
Ykpainu - 3apas Ta y niCnsBOEHHiI nepiog.
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