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FINANCIAL SECTOR OF UKRAINE: FUNCTIONING IN THE CONDITIONS OF WAR

The article examines the trends in the functioning of the financial sector of Ukraine in wartime conditions. A full-scale war
has led to a deep crisis, the consequences of which will be long-lasting and significant for the financial sector. The activity
of banking institutions maintains continuity, liquidity and continues lending, although it has become unprofitable. A major
role in this was played by the National Bank of Ukraine, which has been reforming the banking system since 2015, and made
a timely response to changing circumstances. Non-bank financial institutions turned out to be significantly more vulnerable
to operational risk and a significant number of them were forced to cease their activities. The NBU introduced regulatory
relaxations to facilitate the operation of banks and non-bank financial institutions under martial law. The regulator has taken
the necessary measures to support the financial sector, then each market participant must ensure the support and recovery
of their activities. Further recommendations regarding the support of the financial sector by the state (increasing the volume
of state concessional lending to businesses; increasing the volume of lending to the government, legislative settlement of
issues related to loss, damage to property of borrowers of funds as a result of military operations, legislative settlement
of issues regarding the possibility of suspending the activities of credit unions that have financial problems for the period
of martial law), by the regulator (strengthening financial monitoring of financial market participants, prompt and flexible
response to changes in market conditions) and financial institutions (improvement of credit risk assessment approaches to
make them commensurate with the depth of the current crisis; adaptation of business models to current operating conditions;
improvement of cyber protection systems, timely preparation and submission of reports to the NBU, informing the regulator
about the risks of violating the requirements for financial indicators) are outlined.
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®IHAHCOBMI CEKTOP YKPATHU: ®YHKIIIOHYBAHHS B YMOBAX BIHHU

Y emammi docniosceno mendenyii hynkyionysanus inancosozo cekmopy Yrpainu 6 ymosax gitinu. I[losHomawma6-
Ha 6itiHa npuzeena 00 21ubOKoi Kpusu, HACIIOKU AKOL 6Y0ymb 00620MPUBATUMU MA SHAYHUMU OlI5L (DIHAHCOB020 CEKMOPY.
Hisnonicmes bankiecbkux ycmarnog 3oepicac besnepebilinicmy, JKGIOHICMb Ma NPOO0BHCYE KPeOUMy6aHHs, xoua i cmana
30umrosor. Benuky ponv y ypomy 6idiepas Hayionanvnuii 6anx Yrpainu, wjo nposooums pedopmysanus OaHKI6CbKol cuc-
memu i3 2015 p., a maxooic 30ilicHU6 c80€UACHe peacysants Ha 3MiHy obcmasun. Hebankiecvki (hinancosi ycmanosu 6usasu-
JIUCS 3HAYHO BPA3TUGTUUMY 00 ONEPAYIIHO20 PUSUKY MA 3HAYHA IX KINbKICIMb 0V1a GUMYMEHA NPUNUHUMU 8010 OIANIbHICMb.
HFEY 3anposadug pezynamopni nociabienns i3 Memoio Cnpusinis pobomu 0aHKiG i HeDAHKIGCHbKUX (DIHAHCOBUX YCMAHO8 8
YMOBAX BOEHHO20 cmaHy. Pezynsamop 6sicue HeoOXioHux 3axo0ie 01 NIOMPUMKU PIHAHCOB020 CEKMOPY, Ol KONCEH YHACHUK
PUHKY MA€ 3abe3neyumu niOmpumKky ma 8i0H081eHHs c80€l disnbHocmi. OKpecieHo nooanbuli pekoMeHOayii ooo niompum-
KU Qinancoeozo cekmopy 3 60Ky depacasu (30inbuleH s 00CA2I8 0ePHCABHO20 NibE0B020 KPeOUMYBAHH s Oi3Hecy, 30i1buleH-
HA 00cA2l6 Kpedumyeanis ypaoy; 3aKOH00asue 6pe2ynio8anHs NUMAHb, NO8 A3aHUX 13 6MPamor0, NOWKOOICEHHAM MAliHa
NO3UYANBHUKIE KOWMIE HACTIOOK GIlICbKOBUX Oill; 3aKOHO0A8Ye 8PE2YNIOBAHHI NUMAHL WOOO MOICIUBOCHI NPUIYRUHEH-
HA QIAILHOCME KPeOUMHUX CRINOK, AKI Matoms (QiHaHco8i npobiemu, Ha nepiood Oii 60€HHO20 cmawy), 3 OOKy pezyiamopa
(nocunenns Gpinanco6020 MOHIMOPUH2Y 3a YUACHUKAMU (PIHAHCOBO20 PUHKY, ONepamueHe ma eHyuKe peazy8ants Ha 3MiHU
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PUHKOBUX YMO8) Ma (PIHAHCOBUX YCMAHO8 (VOOCKOHANEHHS NiOX00I8 00 OYIHKU KPEeOUMHUX PUBUKIE Ol CRieMIpHOCMI IX
i3 2nubuUHO NOMOYHOI Kpu3su, adanmayis OizHec-mooenell 00 NOMOUHUX YMO8 (QYHKYIOHYB8AHHS, YOOCKOHANEHHS CUCHEM
Kibep3axucmy, ceocuache cK1adanHs ma Haoanus sgimuocmi 0o HBY, ingpopmyeanns peeynsamopa w000 pusuxis nopyuieHs
8UMO2 00 PIHAHCOBUX NOKAZHUKIB).

Knrwuoei cnosa: ¢inancu, gpinancosuii cekmop, 6aux, inancosa ycmanosa, pe2yisamop.

Formulation of the problem. The intensification of Russia's aggression on the territory of our country has
complicated the conditions for the functioning of financial market entities, as well as submission of information
about their activities to the NBU. A significant number of financial institutions were forced to cease their activities
due to the war. The non-banking sector was vulnerable to operational risk.

In many regions of the country, it became dangerous to carry out activities, so financial institutions were forced
to leave these locations, often accompanied by the loss of documents and access to information. However, not
everyone managed to move their offices to safer regions. There was a problem with the lack of personnel due to
the forced relocation of its employees. A significant proportion of companies could not switch to remote customer
service. However, there are still strong players on the market who fully function and provide quality services.

The NBU introduced regulatory relaxations for financial market participants in connection with the change
in circumstances. In addition, the central bank fixed the exchange rate, introduced restrictions on the purchase of
currency, cross-border currency transactions and withdrawals from currency accounts.

Analysis of research and publications. The peculiarities of the development of the financial sector of Ukraine
were studied in their scientific works by many scientists, in particular Bodnar O., Sirenko N., Shyshpanova N. [1],
Gaponiuk O. [2], Zakharchenko N., Orlova N., [3], Chernyshova O., Chornovol A. [4].

Taking into account the achievements of economists, it is worth noting that the current trends in the development
of the financial sector in Ukraine require further research.

The purpose and tasks of the research. The purpose of the article is to study modern trends in the functioning
of participants in the financial sector of Ukraine and to develop recommendations for their support. Tasks:
identification of problems and conditions for the activities of participants in the financial sector.

Presentation of the main material. The number of banking institutions at the end of 2017 was 82 units,
subsequently the number of banks decreased by two units every year (fig. 1). As of 30.06.2022, there are 69 banks
operating in Ukraine [5]. After 24.02.2022, the gradual decline in lending volumes, bank assets and profitability
began, and since March 2022, the banking system has become unprofitable [6].

The number of credit unions has decreased almost twice since the end of 2017, the rate of decrease increased
significantly with the beginning of active military operations on the territory of Ukraine. The activity of credit
unions gradually decreased throughout 2021: the volume of the loan portfolio decreased, operating income
decreased. However, credit unions ended 2021 with a small profit and maintained moderate profitability in the 1st
quarter of 2022 (table 1).
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Fig. 1. Dynamics of financial market participants, 12.2017 — 06.2022

Source: Compiled according to the sources [5-10]

At the end of 2017, 294 insurers were working, but their number gradually decreased with each investigated
period and as of 06.30.2022 amounted to 142 units.
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Table 1
Dynamics of assets of the financial sector, billion UAH
Financial institution 31.12.2018 31.12.2019 31.12.2020 31.12.2021 31.03.2022
Banks 1359,7 14933 1822,8 2053,9 1970,2

Insurers 63,5 63,9 64,9 64,8 63,9

Finance companies 125,3 162,2 186,5 209,4 196,3
Credit unions 2,2 2,5 2,3 2,3 1,7
Pawnshops 3,7 43 3,9 4.0 3,3

Source: Compiled according to the sources [7-8]

New financial companies actively appeared on the market during 2018, and currently they exceed all other
financial market participants combined in number. Financial companies significantly increased their assets and
lending volumes for 2018-2021. As a result of the 1st quarter of 2022, their activity was unprofitable.

The number of pawnshops decreased from 415 units as of 12.31.2017 to 195 units as of 06.30.2022.
Accordingly, the amount of assets decreased, and the loan portfolio decreased. According to the results of the 1st
quarter of 2022, pawnshops were unprofitable.

88,14% of financial sector assets belong to banks, although banks are the least numerous participant in the
financial market in terms of number. The largest participant — financial companies — owns 8,78% of the assets of
the financial sector. Insurers have a share of 2,86%, credit unions and pawnshops — 0,1% each. The structure of
assets did not undergo significant changes from the end of 2021 to March 31, 2022 (fig. 2).

Fig. 2. Structure of financial sector assets by participants, 03.31.2022

Source: Compiled according to the source [8]

The war caused a significant decrease in the demand for insurance, policyholders lost their income and
economic activity.

In the fourth quarter of 2021, the volume of life insurance assets and insurance premiums increased moderately.
The largest volume of premiums was obtained from personal insurance and auto insurance. Life insurers actively
invested, mainly in government securities, and received profits. However, the volume of assets and insurance
premiums of risk insurers decreased in the last quarter of 2021, the loss ratio of operations also decreased due to
the reduction of reserves and operational efficiency ratios improved. In the first quarter of 2022, gross insurance
premiums decreased by 14%, and payments — by 22% compared to the first quarter of 2021. However, the activity
of insurers was profitable according to the results of the first quarter of 2022 (fig. 3).

81% of insurers, with a market share of 98% in terms of assets, provided full information about their activities
for the fourth quarter of 2021. Among non-bank financial institutions, insurers provided the NBU with the largest
amount of information. The worst situation in this regard is with financial companies [6].

The intensification of Russia's aggression against Ukraine led to the decision to revoke the banking license and
liquidate PJSC "Joint Commercial Industrial Investment Bank" and JSC "International Reserve Bank". Currently,
the procedure for liquidation of these banks is ongoing in accordance with the procedure established by law.
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Fig. 3. Dynamics of insurers and their assets, 12.2018-03.2022

Source: Compiled according to the source [8]

In February 2022, 48 financial companies left the financial market, and in March 70 credit unions and 62
pawnshops. In total, 165 participants left the non-bank financial services market in March (table 2).

Table 2
Dynamics of financial market participants, 12.2021 — 06.2022
Financial institution 12.2021 01.2022 02.2022 03.2022 04.2022 05.2022 06.2022
Banks 71 71 69 69 69 69 69
Insurers 155 146 145 145 145 142 142
Finance companies 935 949 901 894 894 893 892
Credit unions 278 275 205 187 187 187 187
Pawnshops 259 259 259 197 197 197 195

Source: Compiled according to the source [10]

In 2021, several laws were adopted that bring Ukrainian legislation closer to EU legislation [11]. This should
lead to changes in the following directions:

— banking sector — in the sphere of regulation and corporate management;

— payment sector — modernization of the payment market of Ukraine, integration with the EU payment system;

— insurance sector — introduction of effective regulation for the formation of a reliable, competitive, sustainable
and solvent insurance market.

In order to facilitate the work of banks in the conditions of martial law, the NBU introduced regulatory
relaxations [6-7]:

1. Field inspections for financial monitoring are not carried out.
. Submission of financial statements has been postponed.
. Suspended regular update of recovery plans.
. Bank stability is not assessed.
. Impact measures are not applied due to violations of regulations.
. The introduction of capital buffers and the increase of the NSFR have been postponed.
. It is forbidden to pay dividends.
. Inspection and revaluation of pledges has been postponed.

9. Tariffs for NBU BankID services have been temporarily cancelled.

10. The use of cloud services by banks is allowed.

In order to facilitate the operation of non-banking financial institutions in the conditions of martial law, the
NBU introduced regulatory relaxations [6-7; 12]:

1. Inspection checks are not carried out.

2. The deadlines for submitting information and a plan of measures for the implementation of the NBU's
recommendations based on the results of inspections carried out in 2022 have been extended.

3. Extension of deadlines for submitting annual financial statements.

4. Impact measures shall not be applied in the event of violations arising from war, in particular non-compliance
with regulations.

5. The deadlines for bringing the activities of financial institutions in line with the regulator's requirements
have been extended.

03O L bW
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6. It is forbidden to participate in the management of financial institutions of Russian residents in order to limit
their influence on the Ukrainian financial market.

Problems arising in the activity of financial service providers in 2022:

1. Impossibility to work in regions where active hostilities are taking place.

2. The need to move individual offices to safer places.

3. Decrease in the solvency of clients.

4. Loss of access to individual documents.

5. Reduction of personnel.

To solve these problems and maintain their activities, financial market participants need to mobilize their own
resources as much as possible.

Recommendations regarding the support of the financial sector by the state:

— Increasing the volume of state concessional lending to businesses by expanding existing state programs and
developing new ones.

— Increasing the volume of lending to the government by increasing the rates for domestic state loan bonds to
the market level.

— Legislative settlement of issues related to loss, damage to property of borrowers of funds as a result of
military operations.

— Legislative settlement of issues regarding the possibility of suspending the activities of credit unions that
have financial problems for the period of martial law.

Recommendations regarding the support of the financial sector by the NBU:

— Strengthening financial monitoring of financial market participants.

— Prompt and flexible response to changes in market conditions.

Financial sector support recommendations for financial institutions:

— Improvement of credit risk assessment approaches to make them commensurate with the depth of the current
crisis.

— Adaptation of business models to current operating conditions.

— Improvement of cyber protection systems.

— Timely preparation and submission of reports to the NBU, informing the regulator about the risks of violating
the requirements for financial indicators.

Conclusions. The intensification of military activities on the territory of Ukraine has led to a deep crisis,
the consequences of which will be long-term and significant for the financial sector. The activity of banking
institutions maintains continuity, liquidity and continues lending, although it has become unprofitable. Non-bank
financial institutions turned out to be significantly more vulnerable to operational risk and a significant number
of them were forced to cease their activities. The National Bank of Ukraine has taken the necessary measures to
support the financial sector, then each market participant must mobilize their own resources as much as possible,
ensure support and recovery of their activities.
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