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Summary: The article provides an analysis of the impact of the global financial crisis on the
processes associated with the movement of capital and the main trends of foreign banks in
Ukraine. The author investigates the dynamics of the expansion of foreign capital in Ukraine
over the last decade, structural changes in the competitive environment in the banking sector,
banking market restructuring, distribution of banks with foreign capital by the country of
origin equity, reasons of foreign capital outflow from the country in the post-crisis period.
Moreover, the article provides a comparative analysis of the structure, level and rate of expan-
sion of foreign bank capital in Central and Eastern Europe. As a result, the author determines
the effects of the expansion of foreign banks due to the increasing levels of competition and
efficiency of the banking system, the role of foreign banks in shaping the competitiveness of
the domestic banking sector in Ukraine and suggests possible lines forming the competitive-
ness of domestic banks under the influence of foreign capital.
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1. Introduction

The presence of large amounts of foreign capital in the economy of any country is a
sign of macroeconomic stability and a high level of investor confidence. Over the
last 2 years, the share of foreign capital in the banking system of Ukraine has de-
creased by 7.9%. Thus, at the beginning of 2014 according to the official data of
National Bank of Ukraine the share of foreign capital in the authorized capital of
banks was 34% as opposed to early 2012, when the share of foreign capital in the
authorized capital of banks was 41.9%.

At present, the banking systems of foreign countries are characterized by the
significant presence of foreign capital. The liberalization of financial systems in
Central and Eastern Europe has meant that foreign affiliates have 60-90% of bank
assets. For example, in Slovakia the vast majority of the national banking system
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represented by banks with foreign capital today (the share of assets held by foreign
owners is 96.72%) with the bulk of foreign capital comes from Luxembourg (30%)
and Austria (29%)".

In Romania, the banking sector is characterized by a constant growth of foreign
capital: in 2004, foreign banks owned 38% of the banking market, while in 2012, their
share in the total assets of the banking system reached 50%. In the Czech Republic the
share of foreign capital in the total capital of the banking system is 90%, of which 33%
of the registered capital is owned by Austria, 17% by France and 8% by Germany?.

The share owned by foreign banks in the total assets of the banking system of
Estonia in 2005 was 98%. Almost the entire banking sector is controlled by foreign
capital there. More than 80% of banking assets are controlled by the Swedish holdings
today. Estonia managed to prevent the occurrence of excessive amounts of unreliable
small banks, and as a result — to prevent a banking crisis, as happened, for example, in
Lithuania, which focused on the development of domestic production, especially agri-
culture. As in manufacturing, the majority of lending institutions exist due to internal
investments. One of important factors of investments increasing was the privatization
of large state facilities, including the Lithuanian Savings Bank, which was bought by
the Swedish bank “Swedbank”. The development of the credit system in Latvia is based
on both local and foreign capital that comes from many European countries and the
USA. In Latvia (like in Hungary and Poland) more than 2/3 of bank assets are under
control of foreign capital. In Hungary, which has the most powerful banking system in
Eastern Europe, foreign banks own 60% of all banking assets.

The example of Poland is noteworthy, as the banking system passed a difficult
way of development and has achieved considerable success there. The country has
no restrictions of foreign capital. The largest share in total banking assets is owned
by banks from Germany (19%), Italy (15%) and the USA (9%)*. Banks with foreign
capital constitute over 3/4 of the banking system in Poland.

The global financial crisis has affected the processes of movement of capital.
As it is stated in the materials of the European Central Bank (ECB) on 01.01.2013,
511 financial institutions ceased to operate in the EU. The number of organizations
decreased to 9076 and the number of financial organizations in the euro area fell by
6% to 7059 banks. In Luxembourg, in 2012, 124 banks ceased to operate, which is
the maximum rate in the Eurozone. France (105 financial organizations) and Italy
(55 ) are also in a group of top three countries in terms of the number of banks that
have ceased to work. The ECB notes that the reason for the reduction of the financial
sector is not only bankruptcy but also mergers and acquisitions. As a percentage
Slovakia came first, as 30% of banks ceased to operate there. Luxembourg was the
second (22%), and France third (9%). Since the beginning of the euro zone in 1999
the number of financial organizations decreased by 28%, i.e. by 2797 banks. The

' The official website of the Central Bank of Slovakia: www.nbs.sk.
2 The official website of the Central Bank of the Czech Republic: www.cnb.cz.
3 The official website of the Central Bank of Poland: www.nbp.pl.
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largest financial sectors remain in Germany and France, which together account for
42% of the banking sector across the Eurozone*

2. Foreign capital in Ukrainian banking sector

Table 1 presents the dynamics of the share of foreign banks in Ukraine for the period
2001-2014, which shows that the banking system of Ukraine was characterized by a
significant increase in the share of foreign capital and the position of foreign banks
on the domestic financial market has strengthened since 2012. In Ukraine the first
representative offices of foreign banks opened in 1993, and in the middle of that year
“Credit Lyonnais Ukraine”, the first bank with 100 percent of foreign capital, was
created. In 1995, the share of foreign banks in the total banking institutions in Ukra-
ine was 5.2%, while the share of foreign capital in the authorized capital of domestic
banks at the end of the year was 1.1%.

The share of foreign capital in the authorized capital of banks on 01.01.2012
reached a maximum value of 41.9% (an increase of 28.6% from 13.3% recorded on
01.01.2001). The acceleration of the integration process by expanding the presence
of foreign capital in the banking system of Ukraine is seen in the number of banks
with 100% foreign capital which increased 3.14 times from 01.01 2001 to 01.01.2013.

On 01.01.2014, 180 banks, including 49 banks with foreign capital (27.22% of
the total number of registered banks in Ukraine), of which 19 banks (10.56%) with
100% foreign capital, had the license on banking operations given by the National
Bank of Ukraine.

The development of banking infrastructure (an increase in the number of banks
with foreign capital, and an increase in the the share of foreign capital in the autho-
rized capital of banks) in the period 2001-2014 has had a positive effect on changes
in GDP of Ukraine and, as a consequence, on the development of the economy as a
whole.

Analyzing the geographical distribution of banks with foreign capital by coun-
tries at the beginning of 2014, we observe some changes in comparison with the
two previous years. In early 2014 Cyprus occupied the leading place. The capital of
this country held the largest share in the total number of banks with foreign capi-
tal — 24.49% (20.34% — in early 2012), while 18.37% of banks with foreign capital
in Ukraine were controlled by the Russian Federation. From the beginning of 2012
their share rose by 3.12% from 15.25%. The third was Austria (10.20%). Banks from
other countries had less than 10% of capital share in the system.

* Foreign banks recover from stress: http://www.epravda.com.ua/publications/2011/07/20/292399/ print/.
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Table 1. Gross Domestic Product and the number of banks in Ukraine for the period 2001-2014

s|glglzl|elelslelelelzlgle|z
. SlS|S|8| |88 S| ||| 8|8
No | Indicator name | — — — — — — — — — — — — — —
s|lela|le|lalala|lala|la|lala|l=]|=
sS|s|s|s|s|s|s|s|a|s|z|3|=|3
GDP of Ukraine, mln.hrn.
1. Gross
Domestic SN I = I S el = = B BT O - = O
Product (at S| 2| ¢ |2l |lSF|x|s|s|@aalgle|=|3
currentprices), | — | & | & | & D I I S = N =N =T A R
mln.hrn.
Number of banks
1. | Number 195] 189 | 182 179| 181 | 186| 191 | 198 | 198| 197| 194 | 198| 176 | 180
of registered
banks
2. | Number of 153 152 157| 158 160| 165| 167| 175| 184| 182| 176| 176 | 176 | 180
banks with bank-
ing license:
2.1. | with foreign 22| 21| 20| 19| 19| 23| 32| 47| 53| 51| 55| 53| 53| 49
capital
2.2 |including 100% 7 6 7 7 7 9 11| 17| 17| 18| 20| 22| 22| 19
of foreign
capital
3. | The share of 133125 13.7| 11.3] 9.6|19.5|22.9(35.0|36.7 | 35.8|40.6|41.939.0| 34,0
foreign capital
in the authorized
capital of
banks,%

Source: formed by the author on the basis of the National Bank of Ukraine data’.

The decision of some European shareholders to leave the Ukrainian market was
justified under high competitive pressure from both domestic and systemic foreign
banks, extremely high reserves that they had to form in order to fulfill the regula-
tory requirements of the National Bank of Ukraine, as well as uncertainty about the
political situation and the consequences of the collapse of economy that strengthe-
ned the losses from generously given pre-crisis currency loans, which, after a ca-
tastrophic devaluation of Aryvnia in 2008, borrowers were unable to pay. Financial
support from the parent companies, in turn, was hampered by financial problems in
Europe and the stringent requirements of the “Basel 11 capital adequacy. Foreign
banks leaving reduces competition in the banking market, resulting in a possible
decline in quality.

Table 2 presents the role of the largest foreign banks in the economy based on the
proportion of assets and liabilities in the system. Considering only a 5% or higher
share of domestic banks in the assets or liabilities of domestic banks as important,

° Basic indicators of banks in Ukraine: National Bank of Ukraine, http://www.bank.gov.ua/Bank
supervision/dynamics.htm.
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“Prominvestbank™ (owned by Zovnisheconombank) is the only important bank in
terms of corporate lending among banks operating in Ukraine. In terms of lending
to individuals, important systemic banks are “Ukrsotsbank” (UniCredit group),

“Raiffeisenbank Aval”, “UkrSibBank” (BNP Paribas).

Table 2. The share of foreign banks that are members of the first group of assets and customer
accounts of the banking system of Ukraine, as at 01.01.2014

The share of banks, %
Name of bank In the assets In corporate lending, | In individuals lending,

of the system % %
Raiffeisen Bank Aval 34 2.9 5.4
Ukrsocbank 34 2.4 7.9
Prominvestbank 3.1 43 0.1
Sberbank of Russia 2.7 3.8 0.9
Alfa-Bank 2.3 2.4 3.3
VTB Bank 2.0 2.4 2.1
UkrSibBank 1.9 1.2 4.8
1 group of banks 64.3 63.1 69.9
The banking system 100.0 100.0 100.0

In the capital In the individual’s
In customer accounts L
of legal entities funds

Raiffeisen Bank Aval 3.8 4.5 33
Ukrsocbank 3.1 3.7 2.7
Prominvestbank 2.0 2.2 1.8
Sberbank of Russia 2.7 1.9 3.2
Alfa-Bank 2.3 2.5 2.1
VTB Bank 1.6 1.6 1.6
UkrSibBank 2.4 2.9 2.1
1 group of banks 62.9 56.1 66.9
The banking system 100.0 100.0 100.0

Source: formed by the author on the basis of the National Bank of Ukraine data®.

The first group of banks has a crucial impact on the banking system of Ukraine:

all foreign banks-members of the first group control 19% of customer funds and
18% of banking system assets. It is promoted by higher standards of risk manage-
ment and requirements for the selection of borrowers.

Foreign banks affect the change in the competitive environment, and thus alter
the level of competitiveness of individual banks and the banking sector as a whole.
In Ukraine, banks with foreign capital, taking strong competitive positions, actually
have the opportunity to choose which sector to lend, to vary interest rates in the
domestic market, to displace weaker domestic banks.

Under the influence of foreign banks, domestic banks are under threat of loss of
market share and deterioration of competitiveness, so they have to respond quick-
ly to environmental conditions that will come close to the performance of foreign

¢ Ibidem; http://www.asconsulting.com.ua/articles; Forum of Leading International Financial In-
stitutions, http://www.flifi.org.ua/.
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banks and, as a result, have a positive impact on the competitiveness of the domestic
banking sector of Ukraine.

The research of indicators of competition in the banking systems of 50 coun-
tries between 1994 and 2001 suggests that banking systems with higher presence of
foreign capital and fewer regulatory restrictions on its occurrence and activity were
observed to compete’. A number of regional studies demonstrate the increased com-
petitiveness of the banking system under the influence of foreign banks through:

e reduction in interest rates,

e cfficient allocation of credit,

* system benefits (higher rates of foreign banks activity improve the total rates of the
system).

To determine the effect of foreign banks on the competitiveness of domestic
banks key indicators of their activity should be analyzed.

Let us conduct the research of the first group of banks by the parameters of
return on capital and return on assets for the period 2006-2013. As shown in Fig. 1
and 2, average return on assets and own capital of domestic banks throughout the
studied period, except for 2007 and 2012, was higher compared to banks with fore-
ign capital.

2,00%

. AV e
W / X

\V / Nl

-4,00%

-5,00% \V/
-8,00%
2008 2007 2008 2008 2010 2011 2012 2013
=== Bank= with forzign capital 0.28% 155% D.70% 0,50% | -548% | -2,12% | -0,21% | 0,02%
== Dlomestic banks 1/04% 1,35% 129% 1,00% | -2.86% | 0,42% | -3.10% | -1,94%

Figure 1. The average return on assets of Ukrainian banks of the first group

Source: formed by the author on the basis of the National Bank of Ukraine data®.

7 R.V. Kornelyuk, Foreign banks in Ukraine: impact and adjustment: monograph, eds. R.V. Kor-
nelyuk, [.B. Ivasiv, O.M. Dyba, KNEU, 2012, p. 234.

$ Basic indicators of banks in Ukraine: National Bank of Ukraine, http://www.bank.gov.ua/Bank
supervision/dynamics.htm.
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Figure 2. The average return on own capital of banks in Ukraine

Source: formed by the author on the basis of the National Bank of Ukraine data’.

It is advisable to analyze the distribution of own capital among banking institu-
tions by groups (Fig. 3).

O Banks with 100% of Ukrainian state capital®
@ Banks with 100% of Ukrainian capital with private capital*

Figure 3. The distribution of own capital between banking institutions by groups as at 01.01.2014

Source: formed by the author on the basis of the National Bank of Ukraine data'®.

It should be noted that the share of capital of foreign banks is 31.10% in the first
group. In the second group — 24.2%, in the third group the figure is 25.3% and in
the fourth group the amount of own capital of banks controlled by foreign investors
—23.2% (Fig. 3).

 Ibidem.
10 Tbidem.
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The amount of assets of banks with foreign capital of the first group is 29.2%,
the third group — 38.1%, the fourth group — 30.9%. The highest figure is in the se-
cond group — 46.5% (Fig. 4).

1005,
QO e s—
L0 0 Banks with 99% of foreign
capital share*
T
& Banks with 100%
’
ik of foreign capital*
505 f— —
& Banks with 100%
40% of Ukrainian private capital
30% 8 Banks with 100%
20% Ukrainian state capital
10
L1

n I

Figure 4. Distribution of assets between banking institutions by groups as at 01.01.2014

Source: formed by the author on the basis of the National Bank of Ukraine data''.
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Figure 5. The dynamics of loans to banks for the period 2002-2014

Source: formed by the author on the basis of the National Bank of Ukraine data'?.

1 Tbidem.
2 Tbidem.
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In the research of credit operations of foreign banks, it was found that access
to international markets of cheap financial resources led to the tendency of foreign
banks to boost lending activity in Ukraine during the period of growth (Fig. 5).
During 2005-2010, foreign banks increased their market share in loans from 12% to
46%, while their share in the retail segment accounted for 60% of all loans to indivi-
duals. The main competitive advantage of banks with foreign capital over domestic
banks is the opportunity of quick access to low-cost funding of parent groups.

3. Conclusions

In general, foreign capital has a positive impact on improving the competitiveness of
the banking sector. The activities of foreign banks in the period of economic growth
contributed to increasing capitalization of the banking system, increasing the rate of
lending, expanding the range of banking services and improving the quality of
banking services, which means they indirectly contributed to increasing the com-
petitive position of domestic banks.

An important step in improving the competitiveness of domestic banks should
be to support Ukrainian banks, helping in their competition with foreign banks that
already operate in the domestic market. Competitive banking sector is a prerequisite
for sustainable and balanced development of the national economy and its integra-
tion in the international financial sector.

The question of the foreign capital presence in the banking system and the pre-
servation of the national banking system at a competitive level should be considered
in the context of the economic development strategy of the state, ensuring equal
rights for all market actors and accurate regulation and insufficient control over
the activities of foreign branches, guaranteeing protection of Ukrainian banks that
lend money to priority sectors at legislation level as well as further adaptation of
the bank legislation of Ukraine to the European Union legislation, the fulfillment
of the requirements of the FATF and the Basel Committee on Banking Supervision
regarding customer identification and the prevention of using the banks for unfair
financial practices.

Nowadays under the influence of foreign capital, domestic banks need to take
a competitive position in the banking market and carry out work towards ensuring
its competitiveness, leading to the formation of the competitiveness of the banking
system as a whole. For this purpose, banks need to have a clear and effective com-
petitive strategy, the components of which may include:

» asufficient capital base of the bank;

e ensuring optimal management of bank assets and encouraging long-term invest-
ments;

e high business performance and business-processes — providing new approaches
to doing business, based on the introduction of new information systems, to sup-
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port the creation of banking products with the highest level of customer satisfac-
tion and to lead to expansion and strengthen the market position of the bank;

e direction of sufficient investment in the development of information technologys;

e providing high quality service, good personnel policy and the formation of an
effective structure of the bank;

¢ determining the optimal number of banking units and establishing effective co-
operation with a major bank as well as effective control over the activities of
branches, taking into account the specifics of the market and business environ-
ment.
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KSZTALTOWANIE SIE KONKURENCYJNOSCI BANKOW
UKRAINSKICH POD WPLYWEM OBCEGO KAPITALU

Streszczenie: W artykule przedstawiono analize wplywu $wiatowego kryzysu finansowego
na procesy zwigzane z przeptywem kapitatu i gtéwnych trendow bankéw zagranicznych
na Ukrainie. Autor bada dynamike ekspansji kapitalu zagranicznego na Ukrainie w ciagu
ostatniej dekady, zmian strukturalnych w konkurencyjnym srodowisku w sektorze bankowym,
restrukturyzacji na rynku bankowym, udziat bankéw z kapitalem zagranicznym z punktu
widzenia kraju pochodzenia kapitatu, powody odptywu z kraju kapitatu zagranicznego w
okresie po kryzysie. Ponadto artykul zawiera analiz¢ poréwnawcza struktury, poziomu i
tempa ekspansji zagranicznej kapitalu bankowego w Europie Srodkowej i Wschodniej.
Autor okresla skutki ekspansji bankow zagranicznych ze wzgledu na wzrost poziomu
konkurencji i efektywnosci systemu bankowego, rolg bankoéw zagranicznych w ksztattowaniu
konkurencyjnosci krajowego sektora bankowego na Ukrainie, sugeruje mozliwe profile
bankéw krajowych, ksztattujacych konkurencyjnos$¢ pod wptywem kapitatu zagranicznego.

Slowa kluczowe: system bankowy, kapital zagraniczny, konkurencja, konkurencyjno$¢
banku, konkurencyjne srodowisko.



