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Summary. The paper dwells on the essence of the 
concept of banking activities efficiency and the major 
factors influencing it in the crisis period. Analyzed 
are the principal trends of banking activities before 
and during the financial crisis in Ukraine. Emphasis 
is placed on the role of foreign capital in the banking 
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system of Ukraine, its impact on ensuring the effective 
banking activities as well as the development of the 
national banking sector on the whole. The main 
directions of efficiency improvement of banking 
activities for the purpose of the counteraction to the 
crisis phenomena of the economy are suggested.

The Problem Statement. The prospects for the post-
crisis renewal of the economy of Ukraine are closely re-
lated to the «recovery» of the national banking system 
which greatly suffered during the crisis of 2008−2009. 
Because of this, a number of big banks went bankrupt, 
while others were saved owing to multibillion refinanc-
ing. The banking crisis has “exposed” all the holes in 
the Ukrainian banks activities, the profits of the banks 
turned into losses, and the rate of their growth gave a 
sharp reverse. The way out of the national banking sys-
tem of the crisis is significantly complicated by the unfa-
vorable macroeconomic situation, the underdeveloped 
banking infrastructure, and the increase of «shadow» 
processes in the banking sector, as well as by the inabil-
ity of the domestic banks to be «worthy» competitors 
on the international markets. Moreover, the financial 
globalization and integration of Ukraine into the in-
ternational space contribute to a further growth of the 
influence of the foreign capital in the real and banking 
sectors of Ukraine, especially in the crisis period, which 
may lead to the emergence of new threats to the eco-
nomic security and destabilization of the national bank-
ing sector. This suggests that the problems of the bank-
ing crises have not found their full explanation. So, the 
study of banking efficiency factors in the crisis period 
and during relative economic stability have remained 
topical and need further theoretical and practical re-
search. That is why the efficiency increase of banking 
activities is one of the priorities of the state policy in the 
financial and credit sectors of Ukraine, and the main 
targets of the state institutions for the regulation of the 
economic security are monitoring banks’ activities, the 
impact of reforms on the state of the banking sector in 
Ukraine, and the state of risks specific to it.

Analysis of recent studies and publications. A 
number of domestic (O. A. Kravchenko, A. O. Yepi-
fanov, O. Baranovski and others) and foreign re-
searchers (A. N. Berger, D. B. Humphrey, S. A. Berg, 
S.  Moiseev and others) have devoted their works to 
the analysis of the efficiency of banking institutions 
and their economic potential. Still, some aspects of 
economic security associated with the performance 
of commercial banks, including factors differentiation 
and their influence in the certain periods of business 
cycle development of the country, are of great scientific 
interest.

Grounds of the received scientific results. Un-
der the conditions of the rapid development of the 
financial services market during the last decades, spe-
cial importance is attached to the problem of identity 
evaluation of the financial and credit institutions, es-
pecially if they are considered on a transnational scale.

To begin with, we will specify the notion of «effi-
ciency» in terms of banks’ activities as there are vari-
ous approaches to its definition. Taking into account 
all the aspects of the activities of a bank and its role 
in economic development, the most acceptable defi-
nition of the category of «efficiency of banking» is as 
follows: « … the efficiency of banking is achieving 
by a commercial bank and all its subdivisions profit-
ability level, liabilities and assets quality, information 
openness, stability, by which their compliance with the 
requirements of real economy, the ability to resist vari-
ous forms of crisis, the criminalization of the financial 
sector and other threats that hinder sustainable devel-
opment of the banking sector are fully ensured»[1].

The question that naturally arises in the context of 
efficiency analysis is which factors are the main deter-
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minants of the effectiveness of the bank. In consider-
ing this we should take into account:

−	 the external aspect: the impact of specific fea-
tures of individual countries on the activities of their 
banks, such as economic structure, the nature of mac-
roeconomic policy, the specific character of structural 
and institutional reforms; the development of the 
banking sector of the country; the existence of poten-
tial threats determined by the negative processes as-
sociated with the transformation of economic, politi-
cal and social spheres, institutional problems and an 
unfavorable market situation, the violation of banking 
disciplines and others [1]; the structure of ownership 
in the banking system, major changes in operating ac-
tivities, the share of banks on the deposit market, the 
capitalization of banks, etc.;

−	 the internal aspect: the size of a bank, the ex-
tent of loan and deposit activities, loan portfolio qual-
ity, the scope and structure of revenues and expenses 
of a bank, the policy of bank management and others. 
Thus, according to the calculations made by interna-
tional organizations, aggregated performance indica-
tor makes the maximum impact on the value of: the 
volume of deposits (0,14), the amount of loans (0.59), 
the share of deposits in total capital (0.49) and the ratio 
of the sums of loans to capital (0.76) [2].

Interesting are empirical studies showing a clear 
distinction between big and small banks in terms of 
their cost effectiveness and efficiency of revenue. This 
distinction may indicate the presence of monopoly 
power in Ukraine’s financial sector, when big banks 
are able to obtain larger profits, having a higher level 
of expenses at the same time [3, p. 22]. Furthermore, 
for large and small banks there is a difference in scale 

which arises in the case of cost reduction at the ex-
pense of increased activities. In the studies devoted to 
banking effectiveness, two types of effect are generally 
distinguished [4, p. 483]:

−	 scale efficiency is a situation in which the in-
crease by 1% in activities requires the increase in ex-
penses less than 1%;

−	 scope efficiency is a situation in which the 
production of several banking products requires less 
expenses than producing them separately.

The results of these empirical studies demonstrate 
the absence of the scale efficiency of big banks (which 
are large in scale in Ukraine, but relatively small in 
terms of international comparisons), while for small 
banks such efficiency can exist. Even more interesting 
is the fact that small banks, in contrast to large ones, 
show significant economy on the combination of dif-
ferent activities [3, p. 21].

Thus, in the economic literature there are many ap-
proaches to identifying key factors of banking perfor-
mance. But we would like to focus on the factors de-
termining the formation of financial results of a bank 
in the stable economic situation and in the financial 
crisis.

2008 became a watershed year for the banking sys-
tem of Ukraine. Since 2000, Ukrainian commercial 
banks have actively increased their resource bases, 
which was supported by moderate inflation, the stabil-
ity of the national currency, and the economic growth 
of the country. There were 184 operating banks be-
fore the crisis. For eight years, the assets of the banks 
at the expense of the equity and borrowed funds have 
increased by 43.9 times, from UAH 20.3 bln in 2000 
to UAH 892.5 bln at the end of 2008 [5], only dur-

Figure 1 – Major indicators of the activities of the banks of Ukraine during  2004–2011, [5]
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ing 2008 the assets of the banks increased from UAH 
603.3 UAH bln to UAH 926.1 bln (55%) [6]. The finan-
cial results of the banks have increased by UAH 7.5 bln 
(see Figure 1).

However, there was also a tendency to the rapid 
expansion in lending, the liberalization of access to 
credit. As a result of this, the absolute rates increased 
from UAH 492 bln to UAH 792.4 bln. The size of the 
deposit portfolio also showed a positive trend, rising 
by almost 30%.

At the same time, there was an active expansion of 
foreign capital in the banking sector of the country. 
The share of foreign banks in the structure of assets 
achieved almost 50%. It was the banking sector that 
had 43% of foreign investment into Ukraine’s econ-
omy in 2008. Foreign capital in the banking system 
was represented by 20 countries: Austria, 28.4% of 
foreign capital, France, 15.6, Cyprus, 10.7, Russia, 9.2, 
the  Netherlands,  8.4, Hungary, 7.1, Poland, 6 % [7]. 
Given the global practice, the input of foreign capital 
into the national banking system has a number of pos-
itive and negative effects (Fig. 2).

The presence of banks with foreign capital in the 
banking system of Ukraine is in the interests of the 
national financial system, contributes to attracting 
foreign investment and expanding the resource base 
of economic and social development. In addition, for-
eign investor participation in the activities and corpo-
rate management of small and medium-sized banks 
reduces their expenses, confirming the hypothesis of 
higher efficiency of banks with foreign capital [11, 12, 
13]. However, there are serious financial and economic 
risks of the rapid increase in the share of foreign bank-
ing capital associated with the possible loss of sover-
eignty in monetary policy, possible instability increase, 
unexpected fluctuations in bank liquidity, speculative 
demand and supply changes in the monetary market, 

and a possible outflow of financial resources [8]. To 
exemplify, Poland, Argentina, the Czech Republic and 
other countries which at the early stages of their eco-
nomic development allowed foreign capital into their 
banking systems, have lost their economic indepen-
dence [14].

Another positive consequence of using foreign 
capital, which is conducive to the increase in the effi-
ciency of banking, is building a strong resource base of 
the domestic banking system through the banks with 
foreign capital whose 30.5 to 50% of obligations con-
sist of time deposits of other, first of all parent, banks, 
and credits of friendly banks – a resource which in the 
situation of crisis supports the endurance of a bank 
when the credits given to the customers are not repaid 
or delayed. The guarantors of sustainability are strong 
owners, the largest financial groups in the world. To 
exemplify, the obligations without the costs of Raif-
feisen Bank Aval (Austrian capital) customers at the 
end of 2008 was UAH 29 bln (44% of all the assets), 
Ukrsybbank (French capital), UAH 33 bln (60% of all 
the assets), Ukrsotsbank (Austrian and indirectly Ital-
ian and German capital), UAH 29 bln (60% of all the 
assets), VTB Bank (Russian capital), UAH 20 bln (72% 
of all the assets) [15].

In the fourth quarter of 2008, Ukraine was in the 
grip of a deep economic crisis caused as a result of 
the influence of both global development trends (the 
mortgage crisis in the USA, the bankruptcy of world 
banks etc.) and structural drawbacks of the Ukrainian 
economy (the development of export-oriented indus-
tries, the prevalence of consumer loans and so on).

In 2008, the GDP grew only by 2.1%, while the in-
dustrial production fell by 3.1%. There was a decline in 
domestic and external demand. The catastrophic dete-
rioration of the economic situation was intensified by 
a sharp hryvnia devaluation, which in the last months 

Figure 2 – Positive and negative effects of foreign bank in the banking system of the country [8, 9, 10]

 Positive effects:  
- capitalization increase of 

banking system; 
- credit growth of the economy; 
- bank sector consolidation; 
- gradual contraction of interest 

spread; 
- widened range of banking 

services; 
- establishment of international 

standards in banking as well as the 
increase of its efficiency; 

- improvement of the supervision 
and regulation of banking system 

 The presence of 
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in the banking 

system of 
Ukraine 

 

 Negative effects: 
- increased dependence of the 

banking system on world market 
conditions; 

- possibility to intensify 
cyclical fluctuations; 

- increased probability of 
financial contamination due to the 
combination of trade and banking 
channels;  

- weakening of the banking 
system through entering the poor 
foreign banks; 

- complication of banking 
supervision  
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of 2008 dropped by 60% [16].
Consequently, the confidence in the banking sys-

tem was shattered, provoking panic among the popu-
lation due to the hryvnia collapse, and an upsurge in 
demand for foreign currency led to the increase of 
exchange rate. Under such conditions, one can talk 
a about currency crisis which caused сapital outflow 
from the banking system, the problems with repay-
ment of loans in foreign currency, and, in the long 
run, the banking crisis in the country. In economic 
literature this phenomenon is called «double crisis», 
i.e. the emergence of difficulties in the banking sector 
precedes a currency crises, and these complications, in 
turn, deepen the banking crises [17]. The phenome-
non of «double crises» is quite typical of countries with 
a weak banking sector where credit boom in the local 
market is funded from external sources which is con-
ducive to problems with external debt service.

In October-December 2008, the volume of depos-
its in the national currency decreased by 15%, and 
theta of currency ones, by 9%. However, in value in-
dicators, the volume deposits of individuals increased 

from UAH 135.5 bln to UAH 203.3 bln, and the depos-
its of legal entities, from UAH 193.3 bln to UAH 222.8 
bln, the reason for this being exchange rate indexation 
[16].

At the same time, there was a decline in bank li-
quidity as a result of the reduced access to foreign-ex-
change reserves. Before the crisis, the majority of loans 
were issued in foreign currency, so due to the hryvnia 
devaluation the solvency of borrowers to make refunds 
went down dramatically. A number of banks faced the 
threat of default.

In that situation, the owners of the largest banking 
institutions made great efforts to ensure the financial 
stability of their banks by increasing the capitalization 
level and providing additional loan funds from the 
parent and friendly financing institutions. In addition, 
one could observe the increased tendencies to change 
the ownership structure and the active intervention of 
the National Bank of Ukraine in financial policy.

The financial crisis hit its peak in 2009, when 
Ukraine’s GDP declined by 15.1%, and its industrial 
production, by 21.9% [18], and in the banking sector 

Table 1 
Financial results of the banks which suffered great losses in 2009-2010, in bln. hryvnias [5]

BAnK 01.01.2009 01.01.2010 01.01.2011
UKRGAZBANK 0.204 -4.42 0.1

SWEDBANK 0.039 -4.34 0.086
RODOVID BANK 0.035 -4.22 -4.26

KYIV 0.035 -2.99 -0.22

RAIFFEISEN BANK AVAL 0.53 -2.02 -

NADRA BANK 0.026 -1.36 0.0047
UKRSIBBANK 0,43 -1,24 -

FUIB 0.018 -0.8 0.24
PRAVEX BANK 0.00044 -0.71 -0.19

FORUM 0.0103 -0.66 -3.28
SKB DNISTER 0.015 -0.64 -
KREDOBANK 0 -0.53 -0.39

FINANCE AND CREDIT BANK 0.14 -0.45 -0.19
DONGORBANK 0.024 -0.445 0.0051

OTP BANK 0.08 -0.44 0.61

Table 2 
 Indicators of profitability of banks in Ukraine [6]

indicator 01.01.2007 01.01.2008 01.01.2009 01.01.2010 01.01.2011 01.01.2012

Return on total assets, % 1.61 1.5 1.03 -4.38 -1.45 -0,76

Return on equity, % 13.52 12.67 8.51 -32.52 -10.19 -5,27

Net interest margin, % 5.3 5.03 5.3 6.21 5.79 5,32

Net spread, % 5.76 5.31 5.18 5.29 4.84 4.51
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heavy withdrawals of deposits occurred. Moreover, 
problems of credit defaults, especially currency ones, 
led to the use of reserve funds and incurred losses of 
many banks and the banking system as a whole. While 
as of 10.01.2008 the financial results of the country’s 
banks amounted to UAH 6.233 bln, as of 01.01.2009, 
UAH 7.454 bln, and early in 2009 many profitable banks 
became unprofitable (see Table 1), so as of 01.01.2010, 
the size of the losses totalled UAH 26.34 bln [5].

It is interesting to note that when calculating the 
losses of banking system, the share of major banks de-
creased on a large scale, for they suffered great losses 
primarily due to substantial amounts of problem con-
sumer loans as compared with small and medium-
sized banking institutions.

By the end of December, 2009, 182 banks operated 
in Ukraine, including 51 banks with the participation 
of foreign capital, and 18 banks with 100% foreign in-
vestment. 14 banks were at the stage of liquidation [6].

In 2010-2011, despite signs of recovery, the situa-
tion in Ukraine’s banking system remained difficult. 
The evidence of this poor condition was the losses as 
of 01.01.2012 in the amount of UAH 2.78 bln [18].

The confirmation of this is the dynamics of rela-
tive indicators of profitability, namely, return on total 
assets, return on equity, net interest margin and net 
spread (Table 2).

Thus, banks’ profitability is greatly influenced by 
the factors directly related to the major types of bank-
ing activities, i.e. providing loans and attracting de-
posits. Empirical studies conducted on the basis of 27 
leading banks in Ukraine with strong financial results 
showed that in the relatively stable economic period 
the value of financial results of banks in Ukraine was 
directly influenced by the following factors: the size of 
assets (0,91)1; total liabilities (0, 91), the value of capital 
(0.8), the deposits of individuals (time deposits (0.8), 
demand deposits (0.74)), the deposits of legal entities 
(demand deposits (0.87)), credit and investment port-
folio (loans to legal entities (0.84), loans to individuals 
(0.79), securities (0,8)) [15]. In addition, under stable 
conditions «economies of scale» is especially appre-
ciable, i.e. the larger the bank, the stronger its financial 
results, so it is necessary to increase the efficiency of 
banking activities by mergers and acquisitions of small 
banks by larger banks and associations of banks.

In the crisis period, the situation on the banking 
services market changed dramatically, the correlation 
dependence among the abovementioned indicators 
reversed, and what had been effective under stable 

conditions turned into the ineffective in the crisis situ-
ation, in particular:

−	 big banks with large capitals were the first to 
meet great losses and find themselves at the bottom of 
the banks rating with regard to financial results;

−	 deposits of individuals and the loans to cor-
porate customers became an «Achilles’ heel» for major 
banks;

−	 profitability mostly decreased in the banks 
giving priority to the work with clients-individuals, 
when long-term loans were not repaid on time and 
long-term deposits were withdrawn on a large scale.

A particular emphasis should be made on the cap-
ital structure, for it is the capital that fulfills the fol-
lowing basic functions: an obligatory resource buffer 
which absorbs the accumulated bank losses; encour-
agement to a balanced risk management because of the 
risk of losing funds [19]. The share of external obliga-
tions in bank liabilities in 2011 was 22.3%, mainly due 
to obtaining short-term loans from parent structures 
to subsidiary banks to finance operating activities. 
Hence, foreign capital is a stabilizing factor of domes-
tic banking system effectiveness owing to additional 
financial resources which in a stable economy provide 
additional investments in the national economy and 
under the conditions of the crisis restrain risk factors 
of bankruptcy and prevent the collapse of major finan-
cial institutions.

conclusion. Having taken into account all the 
abovementioned factors that ensure the effectiveness 
of the activities of commercial banks, the following 
conclusions can be drawn: firstly, their impact varies 
under the conditions of stability and crisis; secondly, 
the priority task of banks is to optimize the structure 
of assets and liabilities; thirdly, pursuing an effective 
risk management policy ensures the formation of a 
well-balanced resource base; fourthly, the increase of 
commercial banks efficiency should be supported by 
the consistent policy of monetary and credit authori-
ties. Only a complex of measures to increase the ef-
ficiency of every single bank and the formation of an 
adequate regulatory framework of the National Bank 
of Ukraine will help the Ukrainian banks find the way 
out of the protracted crisis and bring them to the pre-
crisis levels.

Perspectives. The aspect we consider promising 
for further scientific studies is a more detailed research 
into the factors and trends of increasing the efficiency 
of the activities of banks with foreign capital.

1.  In the brackets, the indicator of correlation coefficient between variables is shown.
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