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ASSESSING UKRAINIAN BANKING
PERFORMANCE BEFORE AND AFTER THE
CRISIS

Iryna Shkurd, Barbara Peitsch

Abstract
The main goal of this paper is to analyze the impzEfcthe 2008 global financial crisis on the Ukrean
financial system, and on Ukrainian bank performan@ur analysis is based on key bank performance
indicators from 2003-2011. Bank assets, liabiliteesd capital are analyzed, and changes in bank mement
are taken into consideration. Special attentiorp&@d to changes in bank stock prices of two of lrgest
banks, following the crisis.

Key words. performance, problem loans, debt provision, bagksystem, financial crisis, bank stock prices.

Introduction

The strength and sustainability of a country’s bagksystem is the basis for its
economic development, especially in countries widmk-based financial systems. The
performance of the banking system is always an aféaterest and concern to government
regulators and academic researchers. After theabfotancial crises in the 1990s and early
2000s, bank performance has received even monatiatie The Ukrainian banking system
had been characterized by rapid growth in termti®humber of banks, the number of loans
extended to companies and households, and therparige of the banks until 2009. This
sector was one of the most attractive for foreigrestors and as a result, bank capitalization
grew rapidly. New approaches to bank management w#roduced in the strongest banks
and the quality of banking services improved. Slacge inflows of foreign capital brought
some additional risks to the system, however.

The main goal of this paper is to analyze the chang Ukrainian bank performance
before, during and after the financial crisis 0020Pwith special attention paid to changes in
bank stock prices, rates of return, and risk. Ukeai bank capital, assets, liabilities, and
financial results will be analyzed in the overviefsthe Ukrainian banking system. A SWOT-
analysis of foreign investment in Ukrainian bankB also be conducted. The final section of
this paper will present our assessment of the impathe 2008 global financial crisis on
Ukrainian bank stock prices.

Overview of the Ukrainian banking system

The Ukrainian financial system is similar to bargkisystems in the Euro-zone and
Japan in that it is bank-based, as opposed to atapiarkets-based. Financial sector
development, and therefore a financial system type country is often based on historical
and economic development and on the financial seleeelopment in neighboring countries.
The main criteria for determining a country’s tygfefinancial system is the source of capital
for the enterprises and other entities. In banletasystems, bank loans are the primary
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source, while in capital markets-based systemsapital from bond issues and/or equity
investments are the main source.

Economic research on the Ukrainian banking systeas chot classify it consistently.
Moreover, the process of globalization has cau$ed convergence of financial systems
[Holzl, 2003, Masciandaro2009, Reinhard, 2001]. In the Ukrainian finah@gstem, the
banking sector developed before capital marketsyttume of banking sector assets exceeds
non-banking assets by nearly ten times (see Tableahns issued by banks are 80 times
more than corporate bonds issued (in the year 2010)

Table 1. Ukrainian financial system assets, 2003-20*

Banks 2003 2004 2005 2006 2007 2008 2009 2010

Bank assets

share of GDP, | 30.01%| 39.48%| 41.00%| 50.52%| 65.67%| 92.14%| 109.66%| 99.59%
%

Non-banking financial institutions

Mutual fund No

assets share of 0.56% | 1.56%| 3.15% 566% 6.67% 9.04% 9.88%
GDP, % data

Non-

government No No

pension fund 0.01% | 0.03%| 0.04% 6.67% 0.09% 0.10P%6
assets share of| data data

GDP, %

Insurance
company
Assets sharein| 3.38% | 5.08%| 2.80% 3.21% No ddatat.42% 4.60% 4.13%
GDP, %

Source: Own calculation based on the reports aeStammmission of Financial Services Market Regatgti
Ukrainian Investment Business Association, andeS&aatistics Comity of Ukraine

This situation is similar to the Japan where “prithie financial liberalization
alternatives to bank finance were very limited. &giity and bond finance were restricted,
most firms had to rely heavily on bank loans” (DeMétein, Y. Yafeh, 1998, p.635).

The development of the Ukrainian banking systemroenced in March, 1991, after
the adoption of the Law on the National Bank of &ike and the Law on Banks and Banking
by the Ukrainian Parliament. Ukraine introducedn@a-tiered banking system at that time,
consisting of the National Bank of Ukraine and coenoral banks of various types and forms
of ownership including the state-owned Export-Int@ank and a specialized savings bank.

The National Bank of Ukraine serves as the cotstgntral bank and is responsible
for monetary policy and for ensuring the stabildl the national currency, the Hryvnia.
Commercial banks are formed primarily as joint-kt@ompanies. Foreign ownership of
Ukrainian banks is permitted. Some commercial baaue privately held, while others are
publicly traded. The range of commercial bankingvétg includes deposit taking, lending,
investing in securities, providing service produdtereign exchange operations and other
services to natural persons and legal bodies.

Banks operate in accordance with the Constitutibblkraine, the Laws of Ukraine
"On the National Bank of Ukraifig"On Banks and BankirigUkrainian legislation on joint-
stock companies and other economic entities, alsagekith the normative regulations of the
National Bank of Ukraine and their Statutes.

As of January 2011, 176 banks have banking liceriBes number of banks with foreign
participation is presented in Table 2 [Main...,2011].
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Table 2. Number of banks and banks with foreign paticipation, 2003-2011

01.01/01.01/01.01/01.01/01.01/01.01|01.01,/01.01./01.01.| 01.09.
2003|2004, 2005| 2006| 2007| 2008| 2009 | 2010 | 2011 | 2011

Number of banks | 157 | 158 | 160 | 165 | 170 | 175| 184 | 182 | 176 | 176

Banks with foreign

: 20 | 19 | 19 | 23 | 35 | 47 | 53 51 55 56
capital

Banks with 100% of

. . 7 7 7 9 13 | 17 17 18 20 21
foreign capital

Share of foreign
capital in statutory [13.7011.03 9.60(19.5027.6035.00 36.7 | 35.8 | 40.6 | 37.8
fund, %

Source: http//bank.gov.ua

In spite of the economic contraction in UkrainecsinSeptember 2008, the main
indicators of banking activity had been improvimg2003-2008. For example, bank equity
grew by 71.4%, liabilities by 52.3%, and assets5@y2%, Profits increased by 7.3 billion
UAH. However, in the T quarter of 2009, the banking sector began to decProfitability
shrank for the first time in more than a decade.

Analyses of Ukrainian bank assets

The period of analysis is characterized by an esxein net assets by 16 times (see
table 3).

Increasing credit volumes in 2003-2008 confirm ittt economy has become more
market oriented. Banking credits to enterprisester¢he financial basis for the GDP growth
this period. Individual credit, or credit to prieahouseholds, exploded from 2003 to 2008,
growing from 7% of total credit at the beginningasf03 to almost 34% by the end of 2008.
During the same period, the share of credit torpnises declined from 81.7% to 59.6%. The
guality of banks’ credit portfolios improved marlkgth the period 2003-2008, as the share of
long-term loans expanded 47.5 times in the lastys&rs. The share of long-term loans in
bank portfolios was 64.1% at the beginning of 20&8mpared to 22.9% at the beginning of
2003. The structure of long- term loans by borrowesvides more evidence of liberal
lending policies towards individuals — in 2003 od§% of long- term loans were issued to
individuals, while at the beginning of 2009, 47.6%re issued to private individuals. It
should be noted that this trend is due primarilyh®introduction of mortgage lending, which
grew rapidly once people were allowed to own pevatoperty.

There were also positive changes in the qualityarfk management in terms of credit
policy, as evidenced by the sharp decline of probteedits, or bad loans, from 4.5% in
2003, to just 1.3% at the end of 2008. It shoulahbed, however, that the financial crisis of
2008 led to a 6% decrease in credit volume in 2009.

Bank credit policy appears to have changed afterctiisis. The share of credit to
enterprises as a percentage of the total loangbiortexpanded to 2007 levels. The most
characteristic feature of crisis is that non-perfimg loans as a percentage of total loan
portfolios exploded from 1.31% at the beginning2008 to 11.24% by the end of 2010. As a
result, reserves for active bank operations gredw2%5 times in 2009-2010 before slowing
down. The fact that reserves grew more quickly tbidit issued confirms that there were
problems with credit quality. Further evidencettbeedit policy changed after the crisis is
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that bank lending to enterprises outpaced loansidividuals. Long-term loans were only
available to enterprises after the crisis. Theregeng fact is that the volume of long-term
loans peaked in 2008 before dropping off dramadyical

Table 3. Assets of Ukrainian commercial banks, 2332011

Ne (Indicators| 01.01./ 01.01./ 01.01,/01.01./01.01.; 01.01./01.01./01.01.; 01.01.| 01.09.
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2011

1. |Assets, mUAH 67774 | 105539 141497| 223024 353086| 619004| 973332(100162109024§1189832

NetAsSeln | 63896 | 100234| 134348| 213878| 340179| 599396 926086 880302| 942088|1026074

2. | Creditissued | 46736 | 73442 | 97197 | 156385| 269688| 485507| 792384| 747348| 755030 807830

including credit

2.1 enormrisos, nf 38189 | 57957 | 72875 109020| 167661| 276184 472584| 474991) 508288 564720

UAH.

share in total
volume, %

81.71| 78.92 | 7498 | 69.71 | 62.17 | 56.89 | 59.64 | 63.56 | 67.32 | 69.91

Credit issued td

2.2]individuals, m| 3255 | 8879 | 14599 | 33156 | 77755 | 153633| 268857| 222538| 186540| 182595
UAH

share in total
volume,%

6.96 | 12.09 | 15.02 | 21.20 | 28.83 | 31.64 | 33.93 | 29.78 | 24.71 | 22.60

Long-term
3. |credits m UaH| 10690 | 28136 | 45531 | 86227 | 157224 291963 507715| 441778| 420061 439896

share in total
volume,%

22.87 | 38.31 | 46.84 | 55.14 | 58.30 | 60.14 | 64.07 | 59.11 | 55.64 | 54.45

including: I_ong-
3.1| temcreditstof geqg | 23739 | 34693 | 58528 | 90576 | 156355 266204| 244412| 262199| 298027

enterprises, m
UAH

share in total
volume of long; 90.72 | 82.60 | 76.20 | 67.88 | 57.61 | 53.55 | 52.43 | 55.32 | 62.42 | 67.75

term assets,%

Problem credit

4. | el 2113 | 2500 | 3145 | 3379 | 4456 | 6357 | 18015 | 69935 | 84851 | 83147
UAH

share in total
volume,%

4.52 3.40 | 3.24 | 216 1.65 1.31 2.27 9.36 | 11.24 | 10.29

Investments in
5. | securites,m| 4402 | 6534 | 8157 | 14338 | 14466 | 28693 | 40610 | 39335| 83559 | 92011
UAH
Reserves
(Provision) for
6. | activebank | 3905 | 5355 | 7250 | 9370 | 13289 | 20188 | 48409 | 122433| 148839| 164424
operations,m
UAH

including: debt

provision,m | 3575 | 4631 | 6367 | 8328 | 12246 | 18477 | 44502 | 99238 | 112965| 122916
UAH

Source: Own calculation based on www.bank.goy1i5a10.2011)
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Analyses of commercial bank liabilities

From the 2003 until 2009, the stability of the biagksystem improved. This is
reflected in the growth of bank capitalization ahe increase in individual and enterprise
deposits in banks. The sources of bank capitahateded in Table 4.

Table 4. Liabilities & equity of the Ukrainian commercial banks, 2003-2008, million
UAH

Ne Indicators 01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.09.
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2011

mﬂ 63896| 1002341 134348 213878 340179 599396| 926086| 880302 942088 1026073

Equity 9983 | 12882 | 18421 | 25451 | 42566 | 69578 |119263 115175 137725 149136

Including: paid-in
oo g | 6003 | 8116 | 11648 | 16144 | 26266 | 42873 | 82454 (119189 145857 163838

share of capital in

liabilities & 15.60| 12.90 | 13.70 | 11.90 | 12.50 | 11.60 | 12.9 | 13.1%/| 14.6%| 14.5%
equity, %
5 | Bankliabilties ;133 87352 | 115927| 188427 297613 529818| 806823 765127 804363 876937
3.1.| including: capital | 19
of enterprises 203 | 27987 | 40128 | 61214 76898 | 111995 143928 115204 144038 169144
share in total
ﬁggj”’{t‘izs"g 36.55| 32.04 | 34.61 | 32.49| 25.84 | 21.14| 17.8 | 13.1%]| 15.3%| 16.5%

equity,%

including: fixed-
term deposits of | 6161 | 10391 | 15377 | 26807 | 37675| 54189 | 73352 | 50511 | 55276 | 62816
enterprises

part in total

capital of 31.27| 37.13 | 38.32 | 43.79 | 48.99 | 48.39 | 50.7 | 43.8%| 38.4%| 37.1%
enterprises, %

3. | CaPHal of 19092| 32113 | 41207 | 72542 | 106078 163482 213219 210006 270733 303045

individuals

share in total

;gg;ggg;f& 35.41| 36.76 | 35.55 | 38.50 | 35.64 | 30.86 | 26.43 | 23.9%| 28.7%| 29.5%

equity, %

Including: fixed-
term deposits of | 14128| 24861 | 33204 | 55257 | 81850 | 125625/ 175142 155201 206630 227067
individuals

part in total
capital of 74.00| 77.42 | 80.58 | 76.17 | 77.16 | 76.84 | 82.14 | 73.9%| 76.3%| 74.9%
individuals, %

Source: Own calculation based on www.bank.gov.56al(12011)

During the period 2003-2008, bank equity had a ¢norate of 1194.7%, liabilities
increased roughly 15 times, and the growth ratendividual deposits exceeded the growth
rate of enterprise deposits (1116% compared witb%)3over the six year period. The
analyses of bank liabilities suggests a high l@fgbublic trust in the banking system at the
beginning of 2009 — 82.14% of all individual capitas fixed term.

In the ' quarter of 2009, bank capitalization grew by 7%t market participation
and capital invested by individuals fell by 13.5%d&9.1% respectively, in spite of strong
regulatory measures introduced by the National Rdrikraine. During the following period
(2009- 3d quarter 2011) the banking system wasprediaed in order to resist the financial
crisis: the growth rate of the paid-in__statutomyd was as high as 144% in 2009 before
dropping off [Shulik, V. Ukrainian...,2009]. It shalbe noted that subordinated debt became
a key tool used by some foreign banks to increapéatization. It was also used as a source
of long-term capital. The amount of subordinatettdeached 30.92 billion UAH (4% of all
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banking system liabilities) in 2010. Such large ants allow banks to hedge country and
currency risk. Liabilities fell in 2009 by 6% anben almost reached the level of 2008 in
2010. In the % quarter of 2011 liabilities were the highest af #malyzed period.

According to the structure of the deposit portfplioe share of capital of individuals
exceeds share of enterprise capital in total volomiabilities and equity from 2004 to the
present time. However fixed term deposits, whighraore desired by banks because they are
a more stable source of funding, decreased fron9,280d only the data from th& gjuartet
of 2011 suggests that long-term loans funded bgdfiterm deposits are beginning to grow
again.

Financial results of the banking system

One of the most important measures of bank healtprofitability and improved
effectiveness of money lent [Caruntu, 2008, p.2bl€ 5 provides key financial results of
commercial banks from 2003-2011.

Table 5. Financial results of commercial banks, 232011

01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.01.| 01.01. | 01.01.| 01.01.| 01.09.
Ne | Indicator 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2011

1 'lm'mesv million| 10470| 13949| 20072 | 27537 | 41645| 68185| 122580| 142995| 136848| 91842

Expenditures, 9785 | 13122| 18809 | 25367 | 37501 | 61565| 115276| 181445| 149875| 96395
2. | million UAH

Financial
3 results, million 685 827 1263 | 2170 | 4144 | 6620 7304 | -38450( -13027| -4553
. | UAH

Return on

average assets | 1.27 | 1.04 | 1.07 | 1.31 | 1.61 | 1.50 1.03 -4.38 | -1.45 | -0.69
4. | (ROA), %

Return on
average equity 7.97 7.61 8.43 | 10.39| 13.52| 12.67 8.51 -32.52 | -10.19 | -4.79
5. | (ROE), %

Net interest
6. | margin, % 6.00 578 | 490 | 4.90 5.30 5.03 5.30 6.21 5.79 5.36

Net spread, %
720 | 697 | 572 | 578 | 576 | 5.31 5.18 5.29 4.84 4.57

Leverage
multiplier, MC 628 | 732 | 7.88 | 793 | 8.40 | 8.45 8.26 7.42 7.03 6.94
8 | (ROE/ROA)

The profit rate,%
9 6.54| 5.93] 6.29| 7.88 9.95 9.71 5.96| -26.89] -9.52| -4.96

The margin of
assets
10 | utilization,% 15.45| 13.22| 14.19| 12.35 11.79] 11.02] 12.59| 14.28| 1255 7.72

Source: Own calculation based on www.bank.gov.6a1(1.2011)

These results clearly indicate strong growth rafifability with some volatility in
2003-2008. It should be noted, however, that fromleginning of 2009 started a decline in
profitability and in the case of some banks, ewwssés. Maximum total losses of the banking
system were 38.45 billion UAH in 2009. Accordimmgldank top management and overviews
of credit agency “Credit Rating”, this was due tdd#ional debt provisions, which are
recorded as bank expenses. So this is “losses parpdbut not yet in fact. Because net
operational income exceeds total administrativeeaggures in 2.2 times [Shulik, V.
Ukrainian..., 2010].
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The government regulation of the problems whichkisamad was conducted through
the implementation of temporary administration,gase of the commercial banks’ stocks by
government (on the sum of nearly 25.8 billion UA&Hd refinancing credits to the banks
(more than 120 billion UAH). However, the effectnass of the last two measures is not
satisfactory. To the beginning of 2010 commercaiks debt to the National Bank was 86.3
bill UAH with the opportunity of extension and neéincing to support liquidity. Some
Commercial banks (Ukrgazbank, Rodovid Bank, BankiVvR) purchased by the government
now should be sold, but the way of their sellingaisdebatable issue because of their
unattractiveness for the investors’ due to greabwarh of losses (904.7 billion UAH as a
result of 6 months of 2011) [The alternativez011].

Bank performance and the perceived health of tih&ibg system have great influence
on the investment activity of enterprises. The wmeavailability of credit provided more
investment opportunities for market participant$ich resulted in the enlargement of the
loan portfolios of banks - long-term credits in@ed to 64% of the total portfolios, on
average. It should also be noted that the staldlitthe banking system improved for the
2003-2008 period (see Table 6). And the oppositecefalso takes place: since 2009 in
conditions of the restriction monetary policy amderrupting or reducing of issued credits
market participants suffer from the deficit of ist@ent resources.

Thus, the first impact of the financial crisis dretbanking system began from tH& 3
quarter of 2008. Due to the deficit of liquidity carthe National Bank disciplining
requirements, a lot of banks were limited in insieg their credit portfolios, as a result
reducing profitability and changing in the develagmplans of some banks.

Foreign capital in the Ukrainian banking system

During the period analyzed, growing Ukrainian bae&ources were provided by both
internal (individuals, enterprises) and externardign capital) sources. One distinctive
feature of the Ukrainian banking system is undadigtéhe high level of foreign investment
in the sector — the share of foreign capital in stetutory funds of banks was 40.6% on
01.01.2011, compared to only 13.7% on 01.01.20@2 ($able 2). Currently, foreign
investment in Ukrainian banks comes from 26 coestriThe largest portion comes from
Russia (24.5%), Cyprus and France (11.1% each),d8w&10.4%), Austria (10.0%),
Germany (8.0%), and the Netherlands (5.9%).

This tendency to invest in the banking systemseit@l and Eastern Europe has been
visible since the end of the 1980s. Foreign inusshave different reasons for investing in
developing markets. The main motivations for themirtvest in the Ukrainian financial
system were the following: 1) the low level of barkproducts available on the market, and
the low level of bank capital concentration; anyl,tl® limited amount of foreign capital
invested in Ukraine compared with the other CEEntoes. Certainly, this investment has
influenced the Ukrainian financial sector. The fesswof a SWOT analysis on the reasons
behind, and the impact of foreign capital flowinga the Ukrainian banking system are
presented in Figure 1.
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Figure 1. SWOT-analyzes of foreign investments indnking system of Ukraine

S — perspectives of Ukrainian banking W — weak sides of financial system in
sector (advantages for foreign investors) | Ukraine

Lack of financial recourses with growing

Limited availability of banking products needs

Low amount of foreign investments per

Low concentration of banking capital .
capita

A lot of small captive banks, high level of

Small share of foreign capital . . : o
corruption, necessity of income legalization

O - opportunities for development T — threats / risks for the Ukrainian
with the help of foreign capital economy
Enhancement of service (Improvement of | Loss of sovereignty in the sphere of
service quality) monetary-credit policy

Improvement of using technology Unexpected volatility of banks liquidity
Speculative changes in demand and supply on

Growth of financial resources .
monetary-credit market

Development of security market (due to
participation of banks in the Ukrainian and | Possible runoff of financial resources
foreign security markets)

. : . , . , Strengthening of competition between banks
Increasing of international financial rating

Source: Own elaboration

Government regulation of these processes is impboitaorder to take full advantage
of foreign investment in the banking system, angratect against potential risks. It should
be noted that after the crisis expert’'s evaluatbthe impact of foreign investment on the
Ukrainian banking system became more negative nfdia threats named are the following:

- Insecure concentration of speculative capitahast- and medium-term loans on real
estate, land, automobile and consumer markets (ggolbasic assets prices on these markets
and distortion of the country’s trade balance essalt);

- Dollarization of lending (and following problenwath debt service because of the
devaluation of the UAH).

- Rapid growth of bank external debt (39 bill USD@i.01.2009) [Analytica...,2010]

Ukrainian banks stock market: crises impact

The financial crisis 2008 is a difficult test fanet Ukrainian financial system as a
whole, and for the Ukrainian banks in particulaheiie were existing problems with
inadequate capitalization, liquidity, and quality @edit portfolios, which became more
pronounced and more evident during the year 20@P raow are on a different level in
appropriate phase. Actions from the regulator — Naional Bank of Ukraine (NBU)
confirm this: at the beginning of April 2009, badkbt to the NBU was 79.3 billion UAH
(20% of all NBU assets), 86.3 billion. UAH at theginning of 2010; temporary management
was implemented in 20 banks (in 5 banks now) [Da&011].
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The banking system is clearly more vulnerable duéé global financial crisis and
this fact influences the value of bank stock priaed here we are attempting to estimate the
strength of this impact.

First, it should be noted that of the 176 banksclst of only 5 are in the listing of
PFTS Stock Exchange. The level of concentratiomarfk assets and capital is significant
enough in only a few of the biggest traded banksclvare the ones that we have chosen to
analyze. 80% of all assets belong to 24 banks,-feng trading conducts with only 2 banks

stocks (see Table 6)

Table 6 Concentration of banking assets and capitah Ukraine (01.07.2011)

Name of bank Assets, | Share, Capital, Liabilities, million.
million % million UAH. UAH.
UAH.
Total 880836.88| 100 131934.15 748902.73
Privatbank 135740.84| 15.41% 12683.56 123057.28
Ukreximbank 80011.47 9.089 17622.09 62389.37
Oschadbank 72451.51 8.23% 17396.17 55055.34
Raiffeisen Bank Aval 55089.81 6.25% 6444 48645
Ukrsotsbank 39976.04 4.54% 6579.06 33396.98
VTB Bank 35869.92 4.07% 3872.22 31997.7
Prominvestbank 34590.48 3.93% 4593.18 29997.3
Alfa-Bank 28786.23 3.27% 3172.91 25613.32
Finance and credit 24410.13 2.77% 1860.3 22549.83
Otp-Bank 23225.47 2.64% 3273.75 19951.72
Nadra Bank 22485.26 2.55% 3979.84 18505.42
First Ukrainian International 19505.61 2.21% 2968.3 16537.31
Bank
Brokbusinessbank 17842.05 2.03% 2390.94 15451.11
Ukrgazbank 17213.22 1.95% 1970.31 1524291
Creditprombank 14993.12 1.70% 1855.59 13137.53
Forum Bank 13208.45 1.50% 1708.19 11500.27
Sherbank Rossii 11838.89 1.34% 1178.11 10660.78
Swedbank 11602.11 1.32% 1515.85 10086.25
Erste Bank 11200.58 1.27% 1379.83 9820.75
Joint-stock bank Pivdenny 10883.44 1.240% 1523.47 59%H
Rodovid Bank 9563.2 1.099 4189.77 5373.43
Ing Bank Ukraine 9393.34 1.07% 1698.21 7695.13
Unicredit Bank 8082.27 0.929 886.26 7196.01

Source: Own calculations according the data from:

http://www.kinto.com/rus/research/marketupdate&eations/equity/company/10/t_transactions/13/7/208/8/2009.htmli\

We have therefore chosen to further analyze thagebt banks, based on asset

volume with full data about market value of stook¢he period 2005-2011.
The assessment of rates of return is presentedble T/ below.
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Table 7. Value of banks stocks

l

)

RaifeisenBank Aval Ukrsotsbank Market index
stock U | Rate of reum, MG IO Rate of | pprg e, | Rete ofretmon

1 g.2005 0.p - 0.55 - 278.4%

2 g 2005 0.25 25.00% 0.1 -81.829 297.09 6.68
3 g 2005 0.35 40.00% 1 900.00% 348.77 17.4(
4 q 2005 0.37 5.71% 4.62 362.00% 352.97 1.2¢
1 q 2006 0.b 35.14M% 1.3 -71.86% 428.29 21.34
2 g2006 0.53 6.00P0 1.45 11.54% 380.24 -11.22
3 q 2006 0.44 -16.98% 1.68 15.86% 401.81 5.67
4 g 2006 0.6 38.64% 2.2 32.14% 498.86 24.14
1 q 2007 0.91 49.18% 3.85 50.90% 810.97 62.56
2 q 2007 1.03 13.19% 171 -48.96% 996.43 22.87
3 q 2007 1.07 3.88% 1.86 -20.479 1034.38 3.81
4 q 2007 1.03 -3.74M0 1.4 2.949 1174.02 13.5(
1 g 2008 0.8 -22.33% 1.04 -25.719 959.31 -18.24
2 g 2008 0.79 -1.25P0 0.85 -18.279 767.57 -19.99
3 q 2008 0.41 -48.100% 0.89 -54.12% 369.47 -51.84
4 q 2008 0.25 -39.02% 0.p2 -43.599 301.42 -18.42
1 q 2009 0.085 -66.00% 0.08 -63.64% 227.34 -24.58
2 g 2009 0.27 217.65% 0.35337.50% 4112 80.87
3 g 2009 0.8 11.11p6 0.6 2.869 553.29 34.54
4 g 2009 0.23 -23.33% 0.35 -2.789 572.91 3.55
1q 2010 0.43 86.96% 0.4 82.86% 940.22 64.11
2 q 2010 0.42 -2.330 0.49 -23.44% 758.74 -19.3(
3 q 2010 0.4 -4.76%0 0.5 2.049 784.04 3.33
4 g 2010 oy 0.00P% 0.65 10.00% 975.08 24.37
1q 2011 0.43 7.50M% 0.64 16.36% 1099.18 12.73
2 q 2011 0.31 -27.91% 0.4 -37.50% 895.01 -18.57
3 q2011 0.17 -45.16% 0.2 -50.009 562.32 -37.17
21/10/2011 0.14 -17.65% 0;2  0.009 512.26 -8.9(

Source: calculations according the data from

http://www.kinto.com/rus/research/marketupdate&eations/equity/company/10/t_transactions/13/7/208/8/2009.htmli\
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Figure 3. Dynamic of stock value of the analyzed Imks and market index- PFTS
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Source: Own elaboration

The dynamic of stock rate of return in comparisatinsthe dynamic of stock exchange
index (here PFTS — index) allows us to evaluatddtiel of exposure (dependence) of stock
value on the market movements and also gives theramity of risk valuation.

A valuation of risk (market beta) for these two fielp traded banks with foreign
capital, which trade on a constant basis, was adedyuas was an estimation of the impact of
the market on the bank stock prices. The resuitpeagsented in the Table 8.

Table 8. Risk valuation of bank stocks

Security name Beta Alpha| R-Sqgr| Resid Std Std. Err Nmber of
Observations
Dev-n Beta| Alpha
RaiffeisenBank Aval 4
(BAVL) 0.015| -0.012 0.71 0.29 0.002 0.056 28
Ukrsotsbank (USCB) 0.021 0.329 0.10 1.89 0.012 0.365 28

Source: Own calculations

Thus, we can draw some conclusions about thesksstthere is positive correlation
between the Raiffeisen Bank Aval stocks rate afrreand the rate of return of the market
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with more than average range (correlation raticaésy0.84 ). Volatility of rate of return of
BAVL stocks depends on volatility of rate of retuwhthe market index by 71%.

Regarding Ukrsotsbank, we should note that theagpigsitive correlation between the
stock’s rate of return and the rate of return o tharket with less than average range
(correlation ratio equals 0,32)

In contrast to the BAVL stocks, the volatility dfg rate of return of USCB only
depends on the rate of return of the market ingek(5%.

Risk levels of both stocks are low and “betta” aador confirms this statement.

Besides we can come to conclusion that during tiadyaed period the BAVL stocks
had less rate of return than market and USCB stbekk quite the opposite more rate of
return. These statements are based on “alpha”atati of the appropriate stocks.

Using the results of the above calculations we lmaifd the market model for these
two banks
For RaifeisenBank Aval it is:
r BAVL=-0,01158+0,01455% i

For Ukrsotsbank it is:
r USCB=0,3290+0,0208*r i

In conducting a quality analysis of the impactioé trisis on stocks prices, we should
note the following: analyzed banks are bank subs&h of European parent banks (Raifeisen
Bank Aval of Reifeisen Bank Austria, and Ukrsotgbaf UniCredit Group) and changes in
the stock prices depend on the situation of theergabanks. Prior to the crisis, foreign
ownership strengthened the competitiveness of thesdés, but the current debt crisis in
Western Europe could hurt these banks. The péxamks could even leave the Ukrainian
market if things get worse [Shulik, V. Analysis..Q1D].

Besides the investors’ expectations about the bdokse and sustainability of
financial system in Europe and Ukraine, legislativats had significant impact on the stock
price: prohibition for mutual fund to own banks ko This restriction was adopted at the
February 2011 and applied from the June, 16. Assall, mutual funds-owners of banks
capital had to sell their shares.

Stock prices are very sensitive both to interneldes and international events.

The following groups of factors appear to haverapact on stock prices of Ukrainian
commercial banks at present:

* investors expectations concerning the banks pedoce;

» politic uncertainty;

» capitalization of the banking system;

» stability of the financial system;

* news about world financial markets;

» sale of big bank shares.

* macroeconomic risk of devaluation

» financial soundness of parent banks and their éurgtrategy.

Conclusion
Evaluations and forecasts of Ukrainian bank peréorce by international rating
agencies and multilateral institutions, StandarBdr's and the World Bank in particular, are
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more negative. S&P experts rate the Ukrainian bankystem in the weakest group (group
10) because of the high level of country risk amedduse the recovery of most Ukrainian
banks took 2-3 years. A number of factors delayecbvery, including a deficiency of
currency derivatives, a lack of long-term resour@®l volatile client deposits [Shulik, V.
Survey...2011]. According th&lobal Competitiveness Index 2010-201ie soundness of
Ukrainian banks (as one element of the “financiarket development” assessment) ranked
poorly --138" among the 139 evaluated countries [The Global..02pB35].

The post crisis period was extremely difficult foe Ukrainian banking system. Many
internal and external factors influenced bank pemtnce. Additional debt provisions (the
sharp increase in required reserves) are the neaison for the longer than expected poor
financial results of banks. The quality of bankiagsets is worsening because of unstable
borrowers’ activity.

The volume of non-performing loans is falling aegent, and there appears to be a
chance for asset recovery. As a result, it is pdessthat bank performance will be
significantly stronger in 2011. However, macrasmmic performance influences bank
performance, and the macroeconomic situation lisvstinerable to the European and global
economic.
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Abstrakt
Gtéwnym celem artykutu jest analiza wplywu kryzfpsansowego w 2008 roku na system finansowy Ukrainy
oraz efektywn& ukraiiskich bankéw. Podstaw(fundamentem) wykonanej analizy kluczowe wskaiki
dziatalngici bankéw w latach 2003-2011. Przedstawiona (zapreEmvana) analiza dotyczy: aktywow,
zobowgzai i kapitatu oraz zmian w zagdzaniu bankami. Szczegglawag zwr6cono na zmigrwartasci akcji
dwéch najwgkszych bankow przed i po kryzysie
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