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Summary

Risks that shape the working conditions of banks in the current environment are a
determining factor in their operations. The martial law slows down the development
of the financial and banking system and the financial sector, but the situation in the
banking sector is quite stable, and banks continue to perform their functions, provide
services and serve legal entities and individuals. The study examines the components
and content of banking regulation aimed at modernizing it to adapt to the current
conditions. The author identifies the measures taken by the National Bank of Ukraine
to stabilize the banking system, which allowed banking institutions to maintain their
ability to perform their functions and avoid significant financial shocks. The study
also 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.

Introduction

The problems in the development of Ukraine’s economy that it has faced since the
beginning of the full-scale invasion have set new challenges for the financial and
credit system, the realization of which is largely the result of post-war development.
These include: reducing the number of inefficient banks, increasing the level of
financial stability and reliability of banks, reducing the growing volume of non-
performing loans, and others.

The regulatory system for the banking sector plays a key role in maintaining
economic stability and ensuring the efficient functioning of all banking institutions.
The main objective of the regulatory system is to ensure stability, transparency and
fairness of the financial environment, which helps to protect the rights of investors,
depositors and consumers of financial services.

This is the reason for the need to conduct a study aimed at determining the list of
problems faced by the Ukrainian banking system since the beginning of the war, as
well as outlining the anti-crisis measures that resulted from the interaction of both the
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National Bank of Ukraine and commercial banks aimed at minimizing banking risks
and ensuring financial stability.

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.

Chapter 1. Banking regulation anti-crisis approaches for minimizing risks

in banking in the main minds

The Ukrainian banking system faced unprecedented challenges during the war,
including liquidity risks, a significant increase in non-performing loans, physical
destruction of infrastructure, and a decline in public confidence. To stabilize the
situation, the National Bank of Ukraine has taken a number of measures, including
regulating the foreign exchange market, supporting banks’ liquidity, temporarily
relaxing regulatory requirements and capital restrictions. Commercial banks, in turn,
have adapted their operating models, expanding online services, supporting clients
through debt restructuring and financing humanitarian initiatives.

The regulatory system in the financial sector of Ukraine has a multi-level structure
that allows for effective control over both the activities of banking institutions and
other financial market participants. The main tasks of the regulatory authorities are
to supervise compliance with legislation, implement regulations and ensure
transparency of financial institutions [1].

Through banking regulation, the state primarily oversees the following:

— capitalization level (by setting minimum equity capital requirements, which
helps to reduce bankruptcy risks and increase banks’ resilience to possible losses);

— solvency and liquidity of banks (through liquidity provision, which is critical
for banks to fulfill their obligations to customers. Regulators require banks to
maintain a certain level of reserves and liquid assets);

— financial transparency (through regulatory requirements that promote greater
reporting, which helps to increase customer confidence in banks).

The main instruments and methods of banking regulation that ensure the stability
of the banking system, which are divided into: direct, indirect, and methods of micro-
and macroprudential regulation [2]. Table 1 summarizes the main instruments and
methods of banking regulation, broken down by characteristics and application:
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Table 1

Comparative characteristics of the main instruments
and methods of banking regulation

Control tool Tool Features of the .
. . . N Advantages Disadvantages
title characteristics application
1 2 3 4 5
Direct methods of regulation
Issqlng a banking It is used to conirol Protects
Bank license after consumers
. . . access to the market . .
licensing assessing and improves May restrict
. for new banks, . ..
and compliance . . the quality competition
. . , checking financial .
operation with the NBU’s o of banking
. reliability .
requirements services
Establishing
Capital minimum capital Requires banks Increases banks’ May limit
and reserve requirements to to maintain capital resilience to investment
requirements | ensure the stability to cover risks financial crises opportunities
of banks
Minimum
requirements for It is used to ensure Prevents . ,
.. e .. ) Restricts banks
Liquidity banks’ liquid that banks are able | liquidity crises, .
. . activity, reduces
standards assets to cover to fulfill their increases rofitabilit
short-term obligations confidence p Y
liabilities
Regulating interest Controls The impact may
Interest rate rates to influence Affects the cost of inflation, be slow,
policy lending and loans and savings stimulates the depending on
economic activity economy external factors
Indirect methods of regulation
Establishing | Requirement to keep | Ensures stability | Reduces the risk Limits the
mandatory a portion of deposits | and control over of bankruptcy ability of banks
reserves in a liquidity reserve | the money supply of banks to lend
Direct operations It is used to
Foreign of the NBU to buy . Helps reduce Requires
) stabilize the . . o
exchange or sell foreign inflation and significant
exchange rate o
market currency to regulate LS stabilize the reserves, may
. . . in crisis .
interventions | the hryvnia exchange oo market result in costs
situations
rate
Micro and macro prudential regulation
Controlling risks Supervising the Requires a lot
Micro- and resilience financial stability Ensures the o fciesources
prudential of individual banks of individual stability of ’
. . . o does not prevent
regulation through capital and banking individual banks S
e C . systemic crises
liquidity institutions
I h ili Identifyi
mpact on the stabi ity denti ying gnd Prevents It can be
Macro- of the entire financial | preventing risks L .
. systemic crises difficult to
prudential system through that threaten the
. . and ensures foresee all
regulation control of systemic economy o . .
X stability possible risks
risks as a whole
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End of Table 1

1 2 3 4 5
It is used to Allows to
Assessment of the . . .
. . , determine the identify Results depend
Systemic banking system’s . . .
stross testin resilience to neeative readiness of weaknesses in on assumptions
g neg banks to shock the financial and modeling
scenarios o
situations system
Additional capital . Reduces
. P1 Ensures banks’ | Reduces the risk o
Counter- requirements during . . profitability
. . resilience to of systemic . .
cyclical the economic upturn . . - during periods
. cyclical changes | crises, stabilizes .
capital buffer to prepare for a . of economic
. in the economy the economy
possible downturn growth

Source: formed based on [3; 4; 5; 6, 7]

The purpose of the government regulation of banking activities is not only to
protect the interests of depositors and creditors, but also to comprehensively promote
the stability of the banking system as the main mechanism for redistributing financial
resources in the economy. Through the effective use of these approaches, the NBU
can control credit, liquidity, and operational risks of banks, promote stability of the
hryvnia exchange rate, and ensure the resilience of the financial system even in times
of economic uncertainty.

Since the outbreak of war, the banking system has faced new complex challenges
that require urgent response and adaptation. These challenges, including financial
losses, reduced liquidity, and insolvency risks, require revised strategies and
management approaches. Let’s take a closer look at these challenges and determine
how the banking sector can cope with them in a time of war.

First and foremost, the war has brought significant financial challenges to
Ukraine’s banking sector, which negatively impact its stability and ability to provide
liquidity.

Banks have suffered significant financial losses due to a decrease in asset yields
and an increase in bad loans. As a result of the hostilities, many businesses suspended
operations or lost their facilities, which reduced their solvency. This led to a rapid
increase in the level of non-performing loans in banks’ portfolios [8]. Banks were
forced to create additional provisions for doubtful loans, which significantly reduced
their profitability and limited their lending opportunities.

The volume of service transactions, such as card account servicing, international
transfers and foreign exchange transactions, also declined. During the war, the
decline in bank revenues was due to restrictions on foreign exchange transactions,
loss of clients and the closure of bank branches in the war zone [9].

Liquidity issues became critical as the war led to an outflow of funds from deposits,
especially from local currency accounts [10]. Individuals and companies are
withdrawing funds in the face of uncertainty to secure cash in case the banking system
escalates or is blocked. This outflow of funds reduces the amount of resources
available to banks to support current operations and lending.

In addition, due to the unstable economic situation and restrictions on foreign
exchange transactions, banks are losing access to international capital markets [11].
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This exacerbates the liquidity problem, as the need to raise foreign currency funds to
support international payments and loan servicing is growing.

Insolvency posed a serious threat to many banks, especially those that had a
significant number of clients in the war zones or were closely associated with the
industries most affected by the war (agriculture, metallurgy, and machine building).
Clients of such banks were unable to meet their loan obligations on time, which
increased the risk of default [12]. As a result, some banks were threatened with
insolvency and needed recapitalization or support from the National Bank of Ukraine.

Many banks have lost access to their assets in the regions affected by the hostilities.
Due to the active hostilities in the eastern and southern regions of Ukraine, banks
have faced the physical loss of their branches, ATMs, self-service terminals, and
other infrastructure. This means not only a loss of capital, but also a reduction in the
availability of banking services to the local population. Security systems may not
always protect banking facilities from destruction, resulting in losses in the form of
physical assets.

In addition, banks have significant assets related to companies located in the
combat zone and cannot assess the condition of these assets, which complicates risk
management [ 13]. Some of these assets are investments in real estate, equipment and
other long-lived assets that become unavailable for maintenance and valuation.

Blocking financial flows is another serious consequence of the war for banks.
Delays and interruptions in payment processing are caused by logistical difficulties
and problems in communication systems. In some cases, access to bank accounts for
clients in the areas of active hostilities is restricted or even blocked.

Banks are forced to impose restrictions on transactions, especially on international
payments, to avoid capital outflows. At the same time, special measures are being
introduced for humanitarian aid transfers and defense financing. In many cases,
Ukraine’s banking system has to operate with limited capacity to service payments in
the war zones or occupied territories [ 14].

The ongoing hostilities in the respective regions have a significant impact on the
physical condition of customers (which is on the verge of constant stress) and the
resulting financial decisions (often wrong). Uncertainty and fear for the future
encourage people to keep their money in cash and make transfers abroad, and some
customers switch to foreign banks. People who have lost their jobs or income due to
the war are often unable to service their loans, which further creates risks for banks.

In addition, many customers are still experiencing a loss of confidence in the
banking system, as the war creates a risk of physical loss of their funds and restricted
access to services [15]. This leads to massive account closures and the transfer of
funds to safer assets, such as gold or real estate, or to storing funds in dollars and
euros abroad.

By the way, bank staff working in a war zone are also under psychological
pressure. In many regions, bank employees are forced to work in unsafe conditions,
and some have lost their homes or had to change their place of residence and work.
In addition, bank employees face an additional emotional burden in connection with
servicing customers under stress [16]. This also puts a significant strain
on the psychological state of the staff and reduces their work efficiency.
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To support employees, banks offer psychological assistance, stress management
training, and flexible working conditions. Some banks also support their
employees financially by providing one-time payments or reimbursing evacuation
and relocation costs.
The main challenges faced by banks during the war are summarized in Table 2.
The war in Ukraine creates complex and multidimensional challenges for the
banking sector. Crisis conditions require banking institutions to take adaptive
measures and pay special attention to supporting both customers and their own staff,
as well as to further develop mechanisms that will help minimize risks and,
accordingly, ensure financial stability and reliability of the banking system in times

of war.
Table 2
The main challenges for Ukrainian banks during the war
e Impact on banks’
Challenge type Characteristics Key aspects pact 0 .b s
operations
Reduced liquidity, Reduced liquidity, o
Financial increased risk of non-performing o Cezggﬁsaggﬁloﬁg;?es ¢
challenges insolvency, non- loans, additional p ’ &
. o rates, lower bank revenues
performing loans stabilization costs
Closure of branches in Security of branches Decreaseq customer
. . confidence, limited access
Operational combat zones, problems | and staff, relocation to financial services
challenges with infrastructure and of ATMs, service ossible loss of cus tor;ler
access to services failures p
base
Increased risks Cybercrime, .
) customer data Loss of trust, increased
Technological of cyberattacks, the need . ) .
challenges to strengthen protection, security costs, difficult
cvbersecurit problems with access to online banking
y Y digital infrastructure
Evacuation and .
. R
Evacuation and support remote work, educeq productivity,
Staffing . possible loss of
of staff, remote work, psychological .
challenges . professional staff,
loss of motivation support, staff . .
retention increased operating costs
Support for affected Financial support
. customers, cooperation for victims, social Increased burden on the
Social . . e system, risk of losing
with charitable initiatives, . .
challenges . . o financial stability due
organizations, social maintaining trust to social oblications
responsibility and reputation &
. . Compliance with
Compliance with new . .
requirements introduced NBU requirements, | Increased operating costs,
Regulatory % the central bank control of currency complicated decision-
challenges Y . transactions, making, impact
control of foreign . . . s
exchange transactions adaptation to policy | on operational flexibility
changes

Source: formed based on [17; 18; 19]

295




The NBU’s stabilization efforts proved to be effective, as it developed and
implemented a number of measures aimed at stabilizing the banking system in times
of war. The main steps were aimed at ensuring financial stability, maintaining bank
liquidity, and protecting the interests of depositors and creditors. The NBU
introduced anti-crisis regulatory solutions to help banks preserve liquidity and
maintain their ability to serve customers (Table 3).

Table 3

Stabilization measures of the national bank of Ukraine in the time of war

Measures name

allowing banks to retain
more liquidity for
operating activities

of mandatory reserves to
use additional funds for
current customer needs

Provides additional
liquidity for banks

Measures characteristics Examples of use Advantages Disadvantages
1 2 3 4
1. Reduced reserve requirements
Reduced me.lndatory Banks reduce the amount Coqlq reduce the
reserve requirements, stability of banks,

limiting the possibility
of returning to normal
standards

2. Refinancing on beneficial terms

Providing banks with
long-term loans on
favorable terms to

maintain liquidity and

fulfill their obligations to
depositors

The NBU provides
commercial banks with
concessional loans to
maintain their solvency
in the face of deposit
outflows

Allows banks to
meet their
obligations while
maintaining
stability

Dependence on the

NBU may pose risks to

the financial autonomy
of banks

3. Implementation of currency restrictions

Restrictions on foreign
exchange transactions to
protect the country’s
foreign exchange reserves
and prevent sharp
exchange rate fluctuations

Restrictions on the
withdrawal of capital
abroad, restrictions
on the purchase
of foreign currency

Contributes to the
stability of the
national currency
and protects foreign
exchange reserves

May create difficulties
for businesses and
investors that depend
on imports or foreign
exchange transactions

4. Sim

lification of the procedure

for obtaining refinancing

Simplifying the
requirements for banks to
receive funds from the
NBU, which contributes
to the banks’ operational
liquidity and effective
customer support

Banks can receive
financial support from the
NBU more quickly to
meet their needs during
the crisis

Increases the speed
of response to
financial challenges

May lead to reduced
control over banks’
credit risk

5. Supporting the stabilit

of the hryvnia

Measures to support the
hryvnia exchange rate,
including foreign
exchange interventions
and restrictions to
stabilize the national

Conducting foreign
exchange interventions in
the market to stabilize the
hryvnia exchange rate and

introducing currency

restrictions

Maintains price
stability and
reduces the risk
of inflation

Requires significant
reserves and can be
effective only
in the short term

currency
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End of Table 3

| 2

| 3

4

6. Cooperation with international organizations

Increasing external
financing to support the
liquidity of the banking
sector and stabilize the

economy

IMF, the EU and other

foreign exchange reserve
and the banking system

Obtaining loans from the

organizations to stabilize

S the economy

Provides additional
funding to support

Increases the country’s
external debt and
dependence on
international financial
institutions

7. Special programs for banks in combat zones

conditions and relaxation
of regulatory
requirements for banks
operating in the regions
affected by the hostilities

Implementation of special

Reduced reporting
requirements for banks
in eastern and southern

access to their assets

Ukraine that have limited

Reduces the
administrative
burden on banks
in conflict zones

May create additional
risks for banks
operating in these
regions due to lower
reporting standards

8. Simplifying reportin

requirements

Introducing reporting
privileges for banks
operating in difficult war
conditions, allowing them
to focus on their
operational activities

Reduced frequency
of reporting for banks

or serving clients from
these regions

operating in combat zones

Allows banks
to focus more
on supporting
customers in times
of crisis

May lead to a decrease
in the quality
and accuracy

of financial statements

9. Providing technical assistance

Supporting banks through
training, advisory and
technical assistance
programs to reduce risks
and increase efficiency
in war time

Conducting trainings
for bank staff on risk
management during the
crisis

Improves the
professional

employees

competence of bank

Requires additional
training resources
and may distract staff
from core business

10. Protection of depos

itors’ interests

Introducing measures to
guarantee the safety of
household deposits to

prevent a massive outflow

of funds from the banking
system

Guarantees of security of
deposits for households,
strengthening information
about the stability of the
banking system

Strengthens
confidence in the
banking sector and
prevents panic
among depositors

May require significant

reserves and resources
to compensate

depositors in case
of emergency

Source: formed based on [20; 21; 22]

In particular, the NBU lowered reserve requirements for banks, which allowed
them to retain more liquidity and use the funds to support their operations. In addition,
it actively cooperated with international financial organizations to attract external
funding to support the banking sector and provide stabilization loans.

The NBU also decided to introduce currency restrictions aimed at protecting
international reserves and stabilizing the hryvnia. In particular, the NBU restricted
the withdrawal of foreign currency abroad and introduced control over exchange rate
fluctuations. These measures were aimed at curbing currency speculation and

297



maintaining the stability of the hryvnia, which is especially important in the context
of military aggression.

The NBU provided banks with the opportunity to obtain refinancing on favorable
terms, which allowed them to improve their liquidity and continue to serve their
customers. Some banks were provided with preferential financing, in particular in the
form of long-term loans. The NBU also introduced measures to simplify the
refinancing procedure, which allowed banks to quickly raise funds in the face of
growing risks. In addition, the NBU intensified communication with banks on risk
management and stability. Special support programs were introduced for banks that
suffered significant losses as a result of the hostilities, and eased reporting and
regulatory requirements were introduced for banks operating in the war zones or with
clients from these regions.

Ukrainian banks have adapted to the new environment by implementing measures
aimed at reducing the financial burden on clients and maintaining their solvency in
the war. The main measures included debt restructuring, deferred payments, and
temporary loan freezes. Let us consider them in more detail (Table 4).

Table 4
Actions of commercial banks in war conditions

Action characteristics Usage Advantages Disadvantages
1 2 3 4
1. Debt restructuring
Providing borrowers with the| Restructuring of | Reduces the financial
opportunity to change loan |loans for businesses| burden on customers

Decrease in the bank’s
income, possible risks

terms (terms, rates) to ease affected by the and helps to avoid
(terms, rates) d by thelp of debt default
their financial burden hostilities insolvency
2. Temporary freezing of loans
. . . Helps customers Reduces the bank’s
Suspension of interest and | Freezing loans for . . )
A . maintain financial income, may lead
loan payments for customers | individuals in the RS .
. . stability in times to the accumulation
in the combat zone conflict zone
of war of problem assets
3. Supporting defense capabilities
h
Development and ) . Supp ?rts the
. . . Opening special country’s defense .
implementation of special . o Does not always bring
. . accounts to raise capability and . 7
products aimed at supporting . direct financial income
, funds to support the | promotes social
the country’s defense s to the bank
army responsibility
measures
of banks

4. Opening charitable foundations

Creating funds to |Increases the bank’s| Additional costs that

support displaced |social responsibility cannot always be
people and military | and improves its |covered without external

Establishment of charitable
funds to help victims

of hostilities o . .
families reputation assistance
5. Support for small and medium-sized businesses

Providing special loan Introduction

programs for small and of preferential loans | Promotes economic | Risk of loan default,
medium-sized enterprises | for small businesses stability and reduced liquidity
in need of support during in the agricultural | business recovery of the bank

the war sector
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End of Table 4

| 2

| 3

4

6. Digitalization of banking services

Expanding access to online

banking and contactless

payments so that customers

can use services
from a distance

Implementation
of additional
functions on mobile
applications,
contactless cards

Increases
convenience
and accessibility
of services for
customers, reduces
dependence on
physical branches

May require significant
investment
in technology
and cybersecurity

7. Developing ¢

risis plans

Implementation of anti-

crisis measures to respond

quickly to threats and
maintain the bank’s
stability

Developing plans
to resume operations
in the event
of an escalation
of the conflict

Reduces risks for
the bank and
ensures emergency
preparedness

Requires additional
costs to develop
and implement plans

8. Implementation of staff support programs

Introduction to
psychological assistance
programs, insurance
and social benefits
for employees

Life insurance
for employees,
psychological support
for the team

Improves employee
well-being and
productivity,
increases loyalty

Requires additional
financial resources

9. Postponement of pay

ments on deposits

Offering customers the
opportunity to postpone
deposit withdrawals
without losing interest

Deferred deposit
withdrawal programs
for individuals

Helps to preserve
the bank’s liquidity
and maintain
financial stability

May lead to a decrease
in confidence in the
bank if customers
experience difficulties
in accessing funds

10. Expanding remote customer support

Introducing additional
channels for remote
customer service,
including hotlines
and chatbots

Launch of hotlines
for consultations,
introduction of chatbots

Improves the
availability and
quality of customer
service, reduces the
burden on physical
branches

Requires investment
in technical support
and staff training

Source: formed based on [23; 24; 25]

Many banks have implemented loan restructuring programs for individuals and
businesses that have lost stable sources of income due to the war. The restructuring
allowed borrowers to change the terms of their loan agreement, including extending
the maturity of the loan, reducing interest rates, or (even) temporarily deferring
payments. As a result of these measures, borrowers can continue to service their loans
without exposing themselves to the risk of bankruptcy or insolvency.

Some banks temporarily froze loan payments for the most affected categories of
clients, including individuals who lost their jobs due to the military operations or
businesses that suffered significant losses. In these circumstances, banks gave
customers the option of not making regular payments for a certain period of time
without incurring additional fines or penalties.
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Loan freezes were also made available to mobilized military personnel and other
categories of citizens directly involved in the defense of the country. This helps to
reduce the financial burden on those who are temporarily unable to earn money due
to participation in the war.

In addition to customer support measures and loan restructuring, banks are also
actively working on new financial products to help raise funds for the country’s
defense. Some of the new products include special bonds, charitable contribution
programs, and defense loans.

Banks have started offering their clients investment instruments aimed at
supporting state defense programs. For example, wartime domestic government
bonds (OVDPs) were introduced, which can be purchased by citizens and businesses
to finance the armed forces. These bonds have a guaranteed return and are becoming
a popular vehicle for those who want to not only preserve their savings but also
contribute to strengthening the country’s defense capabilities.

Many banks have established programs that allow customers to make charitable
contributions to support the army and humanitarian initiatives. In particular, special
accounts have been set up to raise funds for the treatment of victims, assistance to
refugees, and the provision of military equipment and medicines. Banks have been
actively supporting these initiatives by providing incentives for such transfers or
reducing fees.

Some banks have also introduced crowdfunding programs that allow citizens to
join forces to support specific initiatives. For example, bank customers can make
regular transfers to the army, as well as make voluntary contributions through the
banks’ mobile applications.

In addition to private initiatives, banks also support the state by lending to
businesses working to meet the country’s defense needs. Loan programs for
businesses engaged in the production or supply of equipment for the armed forces
often have preferential terms and simplified procedures for obtaining financing. Such
loans allow businesses to quickly increase production and provide the armed forces
with the necessary resources.

Overall, Ukraine’s commercial banks demonstrate high flexibility and
responsiveness to the challenges of war, actively implementing initiatives that help
stabilize the financial system, support customers, and contribute to the country’s
defense capabilities. With the support of the NBU and international partners, the
banking sector continues to adapt to the new conditions, contributing to the stability
of the economy and supporting citizens in times of war.

Chapter 2. Analysis of the performance of Ukrainian banks in times of war:
risks, funding, assets
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 losses,
loss of liquidity, and even bankruptcy of banking institutions.
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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 Figurel, 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.

Macroeconomic risk

10

Currency risk Household credit risk

Liquidity risk Corporate credit risk

Profitability risk Capital adequacy risk
«++B++ December 2023 = #=  June 2024 == June 2023 —=o— December 2022
Explanation:
1. Macroeconomic risk reflects the level of threats arising in the real economy or

fiscal sphere

2. Credit risk of households reflects the prospects for changes in the level of non-
and corporate sector performing loans in banks’ portfolios and the need for
additional provisioning for such loans

3. Capital adequacy risk assesses the ability of banks to ensure a sufficient level of
capital

4. Profitability risk assesses the banks’ ability to generate net profit

5. Liquidity risk reflects the ability of banks to fully and timely fulfill their

obligations to depositors and creditors

6. Currency risk shows the extent to which foreign exchange market trends
may affect the stability of banks
Figure 1. Financial sector risk map according to the NBU methodology,
where 1 is the lowest risk level and 10 is the highest
Source: formed based on [20]

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.
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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 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 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 [26]. A comparative characterization of banking risks is
presented in Table 5.

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 [29].
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Comparative analysis of banking risks

Table 5

Consequences of

Examples of how

Management errors,

Financial losses,

Risk type | Characteristics . . Ukrainian banks | Reduction methods
risk realization
operate
The risk of Increase in the share Improving credit
. ) - Losses from non- .
Credit borrowers’ failure . of non-performing score, collateral
. performing loans, . - .
risk to repay the loans = .. | loans during financial | requirements, debt
. reduced liquidity . .
received crises restructuring
Asset and liability
L Lack of liquid Non-payment of In 2 014, many banks management,
Liquidity . failed to fulfill their maintenance of
. assets to cover deposits, loss of L Lo
risk L obligations to liquidity reserves,
liabilities trust, bankruptcy .
customers. access to interbank
markets
Impact of interest Losses due to
rate changes Changes in the NBU | Interest rate hedging,
Interest s unfavorable . ]
. on the bank’s . discount rate may loan portfolio
rate risk . changes in loan . S .
income and . affect loan margins diversification
and deposit rates.
expenses.
Currency Losses due to Hryvnia to dollar Hedeine currenc
Currency fluctuations unfavorable fluctuations in times | . . o1& Y
. ) , . . . risks, using currency
risk affecting the bank’s|changes in foreign of economic SWans
balance sheet exchange rates instability P
Investing

Cybercrime as an

in cybersecurity,

to cyberattacks

customer data

Ope:iastll(onal technical failures or| reputational attack on PrivatBank |automating processes,
fraudulent activities damage in 2020 and strengthening
internal controls
Changes Losses from non- |NBU requirements for| Adapting to new
Regulatory in legislation compliance with | bank capitalization | regulatory standards,
risk and NBU new regulations, | after the 2014-2015 |monitoring legislative
requirements fines crisis changes
. T
Negative impact Loss of . ransparency
. ) Public scandals of operations,
Reputationa|on the bank’s image customers, . .
. . S around PrivatBank communication
1 risk due to various decline in share . L .
. after nationalization | strategies to protect
factors prices .
reputation
The Petya.A virus,
. . which blocked access | Use of multi-level
Threat of loss Financial losses, .
Cyber to computer systems, security systems,
. of data or funds due leakage of .
risk encrypted files and | regular cybersecurity

demanded a ransom to
unlock them.

audits

Source: formed based on [27; 28]

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.
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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 [28].

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 funding 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
n recent years.

One of the most important sources of funding for Ukrainian banks is retail and
corporate deposits. The deposit base provides 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% (Figure 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 use market instruments to raise capital, in particular through
the issuance of bonds. Bonds are an important instrument for long-term funding,
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allowing banks to raise large amounts of funds from the capital markets for a long
period of time [30]. 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.
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Figure 2. Structure of liabilities of Ukrainian banks in 2020-2024, UAH billion
Source: formed based on [20]

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 [31].

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 [32; 33].

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 (Figure 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 [34].
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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 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 (Figure 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, with modest working capital needs and no
investment projects [20; 21; 22].
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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 deposits, such
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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 (Figure 5).
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Figure 5. Level of dollarization of funds of individuals
and legal entities in 2014-2024
Source: formed based on [20]

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 [35]. 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.
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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 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 [36].

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 [37].

The hostilities of 2022 again led to the need to support banks through refinancing
programs, which allowed banks to maintain their functionality even in extraordinary
conditions [38].

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.

Figure6 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 (Figure 7).
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Figure 6. Net assets by bank groups, UAH billion
Source: formed based on [39]
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Figure 7. Changes in the structure of net assets in Q2 2024, UAH billion
Source: formed based on [39]

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.
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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%.

Figure 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.
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Figure 8. Structure of net assets of the banking system of Ukraine
Source: formed based on [39]

Another significant component of banks’ assets is due from the NBU. An increase
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 (Figure 9).
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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.

Figure9 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 (Figure 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
(Figure 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.
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Source: formed based on [39]

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
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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 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.

Figure 12 shows the ratio of interest expense components of Ukrainian banks to
net assets from Q1 2022 to Q2 2024.
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Figure 12. Ratio of net asset components to interest expense
Source: formed based on [39]

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,
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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 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.

Conclusions

Banking activities are the foundation of economic development, ensuring the
mobilization of resources, their efficient redistribution and stimulating investment
activity. Banks play a key role in ensuring financial stability by maintaining the
continuity of money circulation and lending. Their activities contribute to business
development, job creation and economic growth. In the current environment, given
the dynamic changes in the economic environment, the banking system remains an
important element of Ukraine’s integration into the global economy. The importance
of banks is enhanced in times of crisis, when they become the leaders of stabilization
measures.

Ukraine’s banking system has significant potential and demonstrates resilience in
a challenging environment. In recent years, it has adapted to rapid changes by
introducing innovative technologies and developing digital services. However, since
the outbreak of war, banks have faced numerous challenges, such as reduced liquidity
and insolvency risks. During the war, many banks were forced to revise their
strategies to maintain stability and support their customers. Despite these difficulties,
the banking system remains an important player in economic recovery and ensuring
the financial stability of the country.

Ukraine’s banking system has significant potential and demonstrates resilience in
a challenging environment. In recent years, it has adapted to rapid changes by
introducing innovative technologies and developing digital services. However, since
the outbreak of war, banks have faced numerous challenges, such as reduced liquidity
and insolvency risks. During the war, many banks were forced to revise their
strategies to maintain stability and support their customers. Despite these difficulties,
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the banking system remains a crucial contributor to economic recovery and financial
stability of the country.

Strengthening Ukraine’s banking sector and developing its capital markets will be
an integral part of post-war reconstruction and development. Very large amounts of
domestic and external funds need to be mobilized. This funding should be quickly
deployed to ensure overall financial and banking stability. Despite the transition of
banks to a new capital structure, the accumulated structural problems remain relevant.
The banking system will face increased risks after the war. The short- and medium-
term risk will be ensured by its independent efforts to formulate and implement the
components of the Strategy for the Postwar Development of the Ukrainian Banking
System. The long-term risk will remain for a long period and can be ensured by the
support of the EU, international partners, and multilateral development banks.

Ukraine’s further financial development will largely depend on risk-sharing
arrangements with the FEuropean Union, bilateral donors, and multilateral
development institutions.
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