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Abstract: The sustainable development problem of the banking sector has been 
investigated in the article. The development tendencies of the banking sector in 
Ukraine based on the main indicators of its activity results have been established. 
The factors of negative influence on sustainable development of the banking sector 
have been determined. The mechanisms for ensuring of the banking sector sustainable
development have been proposed.

Keywords: banking sector, development tendencies, influence factors, sustainable
development, mechanisms for ensuring

INTRODUCTION
The banking sector has an important influence on the sustainable development 

of the countries' economies around the world, because firstly, it provides credit 
financial resources of economic entities of various sectors and spheres, and secondly, 
the reliability and financial stability of the banking system as a whole to create 
positive externalities for business and society. Therefore, it is essential for each 
country to identify trends, factors and mechanisms of financial sustainability of the 
banking sector as the most integrated one in the global financial system.

The aim of the article is to determine factors influencing the sustainable development
of the banking sector and its mechanisms for ensuring on the basis of established 
tendencies. The main tasks for our research are (1) to establish the tendencies of the 
banking sector development in Ukraine based on the main indicators; (2) to determine
factors influencing sustainable development and its mechanism for ensuring.

MATERIALS AND METHODS
The development and financial stability problems of the banking system in the 

theoretical and practical aspects have been previously investigated: in the conditions 
of markets globalization by T. Levitt (1983), O. Dziubliuk (2012); crises of the phenomena
in the economy by S. Chava & A. Purnanandam (2011), T. Bolhar (2013); on the 
world banking system by S. Claessens & N. Horen (2012), H. Timmis (2018); banking
sector of countries with a transitory economy by Zh. Dovhan (2012), N. Nalivayko 
(2012), A. Mikhailov (2018) et al. Recognizing the contribution of scientists, it has 
to be noted that the peculiarities and areas of sustainable development of the banking 
system in the conditions of globalization and cyclical crises have not been studied in 
researches, viz. factors of influence and enforcement mechanisms in Ukraine.
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Methods of analysis and synthesis, comparativeness and justification have been 
applied in our research.

RESULTS
The current state and trends of the banking sector development

The tendencies of the banking sector development have been studied on the basis 
of statistical data (Table 1). It has been established that during 2012-2018 banking 
sector of Ukraine faced a set of issues, the main part of which is of a general economic
nature, and the rest due to the insufficiently balanced policy of the National Bank of 
Ukraine (NBU).

Table 1
Key Indicators of Ukraine's Banking Sector 1

Indicators 2012 2013 2014 2015 2016 2017 2018

Quantitative Indicators
Number of active banks 176 180 163 117 96 82 77

incl. with foreign capital 53 49 51 41 38 38 37
of which foreign banks 22 19 19 17 17 18 23

Balance sheet indicators (billion UAH) 2

Total assets 1 264 1 409 1 477 1 571 1 737 1 848 1 911
incl. in foreign currency 503 513 667 800 788 755 779

Net assets 1 125 1 278 1 290 1 254 1 256 1 336 1 361
incl. in foreign currency 450 470 565 582 519 507 495

Gross loans to economic entities 3 634 727 820 831 847 870 919
incl. in foreign currency 227 252 400 492 437 423 460
Net loans to economic entities 3 553 648 710 614 477 457 472

Gross Loans to Individuals 184 189 208 176 157 171 197
incl. in foreign currency 227 252 400 492 437 423 61

Net loans to individuals 133 145 144 96 76 92 114
Funds of economic entities 3 221 258 283 349 413 427 430
incl. in foreign currency 80 81 114 141 177 163 150
The funds of individuals 368 443 403 402 437 479 509
incl. in foreign currency 187 189 214 215 239 243 241

Financial indicators (billion UAH)
Net interest income 49.2 49.1 52.2 39.1 44.2 53.1 22.5
Net fee & commission income 18.1 21.0 23.1 22.6 24.2 27.5 9.6

Deductions in reserves 22.3 28.0 84.4 114.5 198.3 49.3 3.8
Net profit/loss 6.0 1.4 -33.1 -66.6 -159.4 -26.5 10.8

Notes:
1 For solvent banks
2 Including non-bank financial institutions
3 Including savings certificates
Source: NBU (2019), Overview of the banking sector

Among the most important tendencies of the banking sector development there 
are the following:

1. Significant reduction of the number of banking institutions. In general, the 
tendency towards a reduction in the number of banking institutions can be considered 
positive if solvency and capitalization are raised. However, the policy of a state 
regulator is based only on solvency. Otherwise, such actions only undermine the 
trust towards the entire banking sector in Ukraine.
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2. The tendency to reduce the number of banks with foreign capital. In the future 
it is possible to continue this trend as a result of sanctions against Ukrainian banks 
with Russian state capital and the withdrawal of banking institutions with Russian 
capital from the Ukrainian market.

3. Growth of the share of state-owned banks in the assets structure. As a result 
of the transition of PJSC PrivatBank into one-hundred percent state ownership 
(fourth quarter of 2016), the share of state-owned banks in the structure of assets of 
the banking system of Ukraine as of January 1st, 2017, amounted to 52%.

4. Growing distrust in the banking institutions activities. This trend is due to the 
ill-considered policy of the NBU, as well as political instability in the country. The 
banking sector of Ukraine has been overcoming a serious problem since 2014, which 
threatens its liquidity as a massive outflow of deposits. The trend towards clients' funds
growth has been observed since 2015. However, short-term certificates of deposit (up
to 1 year) began to prevail in the client's portfolio, whereas demand deposits increased.
Given the structure of the client's portfolio for these components, there are currently 
no factors that can ensure confidence restoring in the national banking system.

5. Outflow of deposits in foreign currency. During 2014-2015, the banking sector 
of Ukraine lost 55.1% of all deposits in foreign currency. The share of deposits in 
foreign currency in the total client portfolio in 2017-2018 fluctuated around 40-50%.

6. Trend to cheaper credit resources in Ukraine. In 2015, the NBU raised the discount
rate to 30% to suppress inflation in the country. However, it limited the banks' ability 
to lend to the economy, which aggravated the economic crisis. During 2016-2017, 
the trend towards the discount rate size improved significantly (decreased to 12.5%), 
and in 2018, the discount rate dwindled to 18%.

7. Increase of the minimum amount of authorized banks' capital. According to the
Law of Ukraine "On Banks and Banking Activities", the minimum amount of 
authorized capital at the moment of bank state registration cannot be less than 500 
million UAH. For already operating banks whose authorized capital does not meet 
the requirement, the NBU has developed a schedule for gradually increasing its size 
by 2024 (Resolution No. 242, 2016). In the future, the schedule is to be revised 
(Resolution No. 58, 2016), and by January, 2019, banks have to adjust it to a size 
not less than 450 million UAH.

8. Lack of assets. In 2018, banks switched to International Standard 9 "Financial 
Statements", which has deteriorated the valuation of assets held in their portfolios at 
the beginning of the year. As a result, the sector's own capital declined (about 90% 
of this amount was formed by state banks). However, the net profit earned during 
the year offset largely the decline in capital. Regulatory and statutory capital grew, 
and equity diminished. Currently capital sufficiency in the sector exceeds the minimum
required size. However, there is not an adequate amount of assets to lend to the economy.

9. Low efficiency of the banking sector. Between 2014 and 2017, the banking 
sector was unprofitable. In 2018, the banking sector received the largest profit in the 
last decade. The main profitability factor was the significant reduction of deductions 
to reserves. The average return on capital (ROE) in the banking sector exceeded 10%.
However, banks of the western banking groups had the highest efficiency (ROE over 
30%). In domestic banks, the value of ROE was in the range of 0.5-12.5%.
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Consequently, the banking system of Ukraine has an insufficient level of 
capitalization, high level of dollarization; is inadequately financially stable for stable 
development.

Factors and mechanisms
for ensuring sustainable development of the banking sector

A number of factors (Figure 1), which are grouped on the basis of the state and 
trends analysis of the main indicators of activity, are negatively influenced by the 
steady development of the banking sector in Ukraine.

Figure 1: Factors of negative influence
on sustainable development of the banking sector in Ukraine

Source: created by author

These factors affected negatively the efficiency of the banking sector functioning 
during a long period of time. For sustainable development of the banking sector, it 
is necessary to introduce an integrated mechanism, which will include components 
and their elements to eliminate the factors of negative influence. Therefore, in order 
to improve the situation in the banking sector, it is expedient to introduce mechanisms
that will ensure:

- Stabilization of the national currency by regulating the supply of foreign currency
and reducing the domestic economy dollarization;

- Stabilization of the banking system by guaranteeing the preservation of deposits,
limiting debt burden on borrowers, improving risk management;

- Intensification of the reorganization and restructuring processes of banks through
legislative regulation of measures for the bank activities stabilization;

- Increasing the level of capitalization of Ukrainian banks.

Factors�of�negative�influence�on�sustainable�development�of�the�banking�sector
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Increasing banks capitalization level is possible via the organizational and economic
mechanism implementation. The tools of this mechanism are as follows:

- Capitalization of the bank's profit;
- Attraction of additional share capital by issuing simple and preferred shares;
- Government securities market development (domestic government bonds), which

will enable the NBU to regulate efficient the structural liquidity of banks by transferring
funds from banks with excess liquidity to banks with insufficient liquidity;

- Attraction of subordinated debt;
- Improvement of the existing system of commercial banks funds reserve;
- Stimulating banks that are actively engaged in investment lending;
- Improvement of the taxation system and statutory regulation of banks mergers 

and acquisition.
In order to improve the situation with assets, it is primarily necessary to apply a 

regulatory framework to create favorable conditions for business development so 
that to restore the borrowers' solvency.

CONCLUSIONS
The banking sector of Ukraine has been recovering from the crisis for a long 

period of time. The monetary policy of the NBU is inconsiderate, and sometimes 
destructive. The lack of a strategy, the application of administrative influence, and 
the politicization of the management system led to negative trends in the banking 
sector development, viz. a significant reduction in the number of banking institutions;
a considerable share of foreign capital; increase of the state banks share in the 
structure of assets; high distrust of banks; outflow of capital and others.

In order to eliminate the factors of negative influence it is necessary to implement
an integrated mechanism.

To increase the level of Ukrainian banks capitalization, it has been recommended 
to introduce an organizational and economic mechanism with valid instruments; to 
improve the structure and quality of assets to implement regulatory and legal mechanism.
The proposed approach will provide the basis for the banking sector sustainable 
development.
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