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REGULATION OF THE LENDING MARKET AND PROSPECTS
OF FINANCIAL SECTOR STABILIZATION IN UKRAINE

Abstract. Current issues of non-bank lending by financial companies and the vision of the
future regulation of their activities outline in detail the developments set out in this article. Changes
in the volume of lending in the non-banking financial market are analyzed. The analysis of the
concentration level of loans by the amount of concluded agreements is carried out. The future vision
and mission of the financial sector of the economy are formed. Criteria for assessing the required
degree of supervision of a credit company are defined. In the study, we used general and specific
economic methods, as well as a basic research approach, which allowed us to determine the
economic nature of the financial sector and the scope of lending to agricultural enterprises.The
goals of realization of an economic growth strategy for the perspective period for the achievement
of the European standards in the financial market are offered. Financial support for current activities
and promising economic development in Ukraine still remains a significant problem. Expanding
access to financial resources of agricultural entities may be one of the factors for the development
of Ukraine’s economy. The main goal of the National Bank is to introduce a risk-oriented approach
in the licensing and supervision procedures of the non-bank lending market, which will allow it to
develop and ensure compliance with the rights and interests of customers. It is proposed to maintain
the procedure for agreeing significant participation for financial companies as a key element in
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verifying the transparency of ownership structures and the impeccable business reputation of
owners. The scientific novelty of the obtained results is represented by a set of theoretical and
practical aspects of the study, namely proposals for the current state of lending and
recommendations for supervision in the financial market of Ukraine.

Keywords: lending, financial sector, financial sector regulators, non-bank lending,
stabilization.
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PET'YJAIOBAHHSA PUHKY KPEJJUTYBAHHS I NEPCIIEKTUBU CTABLII3AILLIT
®IHAHCOBOI'O CEKTOPY YKPATHU

AHOTaNifA. AKTyanabHI MUTaHHS HEOAHKIBCHKOTO KPEAUTYBaHHS (PIHAHCOBHMHU KOMITAHISIMHU
Ta 6aueHHs MalOYTHHOTO PETYITFOBAHHS iXHBOI MISTHOCTI JIETaJIbHO OKPECITIOIOTh HAIPaI[lOBaHHS,
BUKJaneHl B wik crarri. IlpoananizoBaHo 3MiHM B 00CATM KpeAMTYyBaHHA Ha HEOAHKIBCBKOMY
¢dinancoBoMy puHKY. [IpoBeieHO aHami3 piBHA KOHIIEHTpAIlil KPEOUTIB 3a CYMOIO YKJIAJACHHUX
noroBopiB. CpopmoBaHO OaueHHs MalOyTHHOI Bi3il Ta Micii (PIHAHCOBOTO CEKTOPY E€KOHOMIKH.
Busnaueno kputepii ISl OL[IHKM HEOOXIJHOTO CTYMEHs Harjisay 3a MJISUIbHICTIO KPEIUTHOI
KommaHii. BukopucraHo 3araJbHOHAyKOBI Ta KOHKPETHI €KOHOMIYHI METOJHM, a TaKoX O0a30BUM
JOCJIITHULIBKUN TIJX17, SIKMA JT03BOJIMB BU3HAUYWTH €KOHOMIUHY MPHUPOAY (PIHAHCOBOTO CEKTOPY
1 chepy KpeauTyBaHHS arpapHUX MiJOPUEMCTB. 3alpolOHOBAHO Il peami3auii crparterii
€KOHOMIYHOT'0 3pOCTaHHsI Ha TIEPCIIEKTUBHUMN TEPi0Jl ISl TOCATHEHHS €BPONEUCHKUX CTaHIAPTIB Ha
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¢inaHcoBOMYy puHKY. DiHaHCOBa MIATPUMKA [OTOYHOI MJISUIBHOCTI Ta IEPCHEKTUBHOTO
€KOHOMIYHOI'0 PO3BUTKY B YKpaiHi A0OCI 3aJIMIIA€THCS 3HAYHOO IPobaeMoro. Po3imupenHs noctymy
10 (iHAHCOBUX PECypCiB arpapHUX CyO’ €KTiB T'OCIOJAPIOBAHHS MOXE CTATH OJHHUM i3 YMHHHKIB
JUIs PO3BUTKY €KOHOMIKM VYkpainu. ['onoBHOlo Meroro HarionaneHoro ©OanHky VYkpaiHu €
BIIPOBA/KEHHS PU3MK-OPIEHTOBAHOIO IMiIXOAY B MpOLEAypax JIiIEH3YBaHHS 1 HAISLy Ha PUHKY
HEOaHKIBCHKOTI'O KPEAUTYBaHHS, SIKUM JacTh 3MOry HOMY pO3BHMBATHUCS 1 3a0€3ME€UNUTh JOTPUMAHHS
npaB Ta IHTEPECIB KII€HTIB. 3ampONOHOBAHO 30epertu Mpolenypy Y3TrOJUKEHHS 3HAYHOI ydacTi
(GiHaHCOBHX KOMIIAHINA SIK KJIIOYOBOTO €JIEMEHTY IEpPEBIPKH IMPO30POCTI CTPYKTYP BIACHOCTI Ta
Oe3moraHHoi 1OBOI  pemyTamii BiIacHUKIB. HaykoBa HOBHM3HA OTPUMaHUX pE3yJbTaTiB
MPEACTABICHA CYKYIHICTIO TEOPETUYHUX 1 TMPAKTHUYHUX aCIMEKTiB JOCTIIKeHHS, a caMme
NPOMO3ULISAMHU 11010 CYYaCHOTO CTaHy KpEAMTYBaHHA Ta PEKOMEHJAISMHU ILOJO HArJIALy Ha
(dbiHaHCOBOMY PUHKY Y KpaiHH.

Knwuosi cnoea: xpenutyBaHHs, (piHAHCOBUH CEKTOpP, PETYJATOPU (HIHAHCOBOTO CEKTOPY,
HeOAaHKIBChbKE KpEIUTYyBaHHs, CTa01Ii3allis.

®opmy: 0; puc.: 5; Taba.: 0; 6161.: 15.

Introduction. Both banks and financial companies that serve non-financial corporations and
households without additional financial investments can afford the use of financial technologies
[3, p. 45].

Existing administrative barriers and shortcomings in the current legislation complicate and
significantly increase the time for non-banking institutions to enter the financial services market. In
order to provide financial services, non-banking institutions need to go through a double procedure:
enter information about the company in the Register of Financial Institutions and obtain a license to
provide financial services. Non-bank lending in Ukraine and around the world is considered as an
alternative.

Analysis of recent research and problem statement. Challenges financial sector of the
economy is studied in articles by Lerner and Tufano (2011), Levine (2002), Llewellyn (2018),
Shubalyi (2008). Yakubiv (2019). Thanks to their efforts, the credit market was analyzed, foreign
experience and prospects for the introduction of new lending instruments in Ukraine were outlined.
In particular, Onyshchenko [10] offers the author’s position on the vision of the modern
development of bank lending as a basis for financial intermediation in Ukraine. Shkliar [11] pays a
lot of attention to the problems of credit markets. Many scientists focus on their research to solve
modern problems of lending through special mechanisms, concepts, and more.

Despite the sufficient theoretical basis of research on financial technologies development,
empirical works are presented fragmentarily and do not allow to determine the range of stimulators
or dissimulators of financial sector development in terms of digitization. The need for credit market
analysis and development remains in the field of view of researchers and analysts constantly. All
this is of scientific and practical interest for further study.

The purpose of the article is to study the peculiarities of credit market regulation and
prospects of financial sector stabilization in Ukraine.

Research results. The volume and structure of involved financial and credit instruments are
also determined by the general financial and economic situation in the country taking into account
the needs [1, p. 123; 2, p. 37; 4, p. 211] at a certain stage of economic development, which
determines the importance of further research on the state and trends of financial and credit
instruments for ensuring effective functioning of the residential real estate market in the conditions
of Ukraine’s economy development [5, p. 138].

The greatest effect on credit market have the instruments with the influence of which the
banks have to work all the time that is instruments of open market operations policy REPO
transaction rate and certificate-of-deposit rate) and the mandatory reserves policy rate of mandatory
reserve) [10, p. 42].

The system of mortgage lending combines the real estate market and the financial market,
therefore, it is characterized by the risks of these markets: market, credit and operational risks, as
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well as liquidity and refinancing risks. In order to minimize the effects of their impact, it is
expedient to develop a set of measures and methods for their minimization in terms of their species
[13, p. 231].

The financial and banking systems effectively perform the function of financial
intermediation. Ukraine has created a favorable business environment, in conditions of low
inflation, economic growth is stable and high quality. GDP growth, expanded lending to the real
sector of the economy, strengthening the solvency of private consumers contribute to macro-
financial stability, increasing the capitalization of the banking system and the market of non-
banking financial services. A legal framework has been created for the development of the
secondary credit market, the definition of the principles of debt management activities, mechanisms
for working with claims, the redemption of problem assets. The mechanism of securitization of
financial and other assets has been introduced, as well as the mechanism of securitization of
mortgage assets has been improved.

In recent years, measures have been taken to strengthen the protection of creditors’ rights, in
particular: at the legislative level, a mechanism for voluntary financial restructuring of corporate
debts has been established; amendments to the tax legislation on an exemption from taxation of
banks and individuals-borrowers for restructuring operations and forgiveness of foreign currency
loans; the institute of the bankruptcy of individuals, establishment of the mechanism and conditions
of restructuring of debts of individuals on loans in foreign currency was introduced; strengthened
protection of creditors’ rights in civil relations. The settlement of problem debts requires the
emergence of a full-fledged secondary market of problem assets, the emergence of new entrants,
and investments [14, p. 47].

At the end of 2019, 684 financial companies were operating in the Ukrainian non-bank
lending market. The market is not very concentrated — the share of the largest twenty financial
companies in the number of concluded contracts in 2019 was 57.5%, and in terms of amounts —
54.7%. The number of concluded contracts is shown in Fig. 1.
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Fig. 1. The level of concentration on the amount of concluded credit agreements

in Ukraine in 2019
Source: NBU Statistical Bulletin [9].

The Ukrainian market of loans provided by financial companies shows growth: in 2019,
contracts worth UAH 79.2 billion were concluded, which is 52.5% more than in 2018 (UAH 51.9
billion) (Fig. 2).

The lending market for financial companies can be divided into two segments: lending to
individuals and lending to businesses. As of the end of 2019, about 78% of all loans in the portfolio
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were issued to legal entities. In new loans, the proportion is slightly different — more than half of
the financing is provided to individuals and individual entrepreneurs, which is due to the significant
turnover of such loans.
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Fig. 2. Volumes of lending on the non-banking financial market in Ukraine for 2018—2019,

UAH billion
Source: NBU Statistical Bulletin [9].

Representatives of the banking and capital markets sectors perceive the high rates of
technological change as a threat to growth prospects [8]. Thus, 83% of traditional financial service
providers believe that they are threatened by a loss of business that can go to competitors —
companies in the financial technology segment. The greatest pressure from the financial and
technological companies will be subjected to segments of banking operations and payments [11,
p. 50].

Almost all banks that occupy leading positions in the market of banking services offer e-
banking services, as it enables clients, without attending a branch of banks, to carry out a wide
range of banking operations: to manage the volume of resources on their own account; exchange
currency; make payments and transfers; pay for services of mobile communication, Internet,
utilities, taxes, fines [15, p. 230].

The segment of non-bank lending to legal entities and natural persons-entrepreneurs also
shows growth: in 2019, financial companies concluded agreements with legal entities and natural
persons-entrepreneurs in the amount of 35.4 billion UAH (legal entities — 35.1 billion UAH,
Physical person-entrepreneurs — 0,3 billion UAH; the average amount of the concluded agreement
with legal entities was 50,230 UAH, and with Physical person-entrepreneurs — 30,461 UAH),
which is 55.6% higher than the same indicator in 2018 (22.8 billion UAH).

A significant part of credit agreements with consumers is concluded via the Internet with the
subsequent transfer of funds to the consumer’s bank card.

Contracts concluded remotely are usually signed using a one-time electronic identifier
(sending the code by SMS to a telephone number provided by the consumer). Such methods of
concluding a contract may not provide proper identification and verification of the consumer. The
amount of loans granted is shown in Fig. 3.

The development of modern technologies contributes to a significant increase in the number
of agreements: the ability to remotely enter into a loan agreement, passing a quick identification
procedure, to receive funds on a bank card. In particular, due to this, the non-bank lending market
began to grow actively in 2017. Contracts are concluded remotely, mainly for up to 30 days
(Fig. 4).
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Fig. 3. The volume of loans granted in Ukraine for 2014—2019, UAH billion
Source: NBU Statistical Bulletin [9].
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Fig. 4. Term of agreements concluded during 2019 in Ukraine
Source: NBU Statistical Bulletin [9].

In the case of lending to legal entities and individual entrepreneurs, the target audience is
small and micro-businesses that need additional funds — for operating activities or to cover
unforeseen costs. Loans to small and micro-businesses are usually provided for a period of 90 days
to one year or longer.

Financial companies often «attract» new consumers through a grace period during the first
loan (usually up to a month) or the first soft loan, which provides for the payment of relatively low
(soft) interest for a certain period or the entire term of such a first loan. At the end of the grace
period, the loan fee increases significantly — the loan amount is charged high-interest rates (the
amount of interest may be, for example, 2% per day) for the use of funds and commissions. In case
of a violation of the payment schedule, the financial company charges high fines and penalties.
Consumers are often unaware of the risks associated with loans, their value, do not distinguish
between the types of financial institutions in which they borrow money, and therefore often unable
to calculate their financial capabilities and repay such loans. Consumers often do not have sources
of repayment of loans at their real value, and financial companies do not cut off such insolvent
borrowers. Also, some financial companies may abuse the low financial literacy of consumers by
not stating or hiding in advertising or on the website the true amount of interest and fees, and hence
the amount of liability for the loan. High profitability of financial companies is ensured by a high
fee on loans, consisting of interest on the loan, loan fees, weekly fees, monthly fees, etc., as well as
through penalties for breach of the loan agreement.

Real interest rates on non-bank loans may exceed 700 percent per annum, and the number of
payments made by the consumer in favor of the lender — the amount loan several times. In order to
pay for one loan, the consumer often takes a new one, as a result of which his debt can quickly
become uncontrollable.
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The new model of regulating the activities of financial companies providing lending services
should provide opportunities for a sustainable and harmonious development of this segment of the
financial market in Ukraine, as well as ensure compliance of credit companies with the rules of
good market behavior.

The National Bank considers it expedient to establish a single prudential requirement for
financial companies — compliance with the minimum level of equity. Financial companies will
maintain capital at 3 million UAH if only lending services are provided, or UAH 5 million if a
financial company plans to provide two or more financial services.

This requirement will ensure the sustainability of companies and help create conditions for
them to attract funding. At the same time, this will make it impossible for insolvent companies to
operate in the market.

Approximately, the criteria for assessing the required degree of supervision of the credit
company’s activities will include, in particular: book value of assets; market share of the credit
company; a number of previous violations of the law.

Institutionally capable financial sector regulators apply common approaches and coordinate
efforts for effective individual and consolidated supervision of the financial sector, regulatory
influence, proportional regulation, transparency and stimulation of competition, and control of
concentration in the financial market. The mission of the financial sector of the economy is shown
in Fig. 5.
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Fig. 5. Seeing of the future vision and mission of the financial sector of Ukraine’s economy
Source: created by authors.
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Reforms have been carried out in all segments of the financial sector — in the banking
sector, non-banking financial institutions, capital markets: all segments of the financial market have
been cleared of troubled institutions, increased solvency of participants, strengthened financial
system stability, restored customer confidence in market participants. Ukraine’s financial sector is
transparent, competitive, stable, high-tech, profitable, and diverse. Compliance with EU standards
in terms of consumer protection, licensing, supervision, and control, restoration of a solvency of
financial institutions, application of measures of influence, withdrawal from the market of troubled
financial institutions is also ensured. The supervision of insurance market activities has been
strengthened. Agricultural producers are provided with high-quality insurance protection, state
planning and regular financing of subsidized agricultural insurance programs in Ukraine have been
introduced. A transparent and stable market of mutual crediting was created, the directions of
economic activity of credit unions were improved and expanded. In order to minimize risks in the
financial markets and protect the rights of investors at the legislative level, the regulation of rating
agencies and benchmark administrators is regulated in accordance with EU standards.

Construction of a new system of regulation and supervision should include:

— easy access to the market — minimum conditions are needed to enter the market to ensure
the presence of honest players, but these conditions should not be unjustified obstacles to starting a
business, developing competition or innovation;

— business plan for starting the activity — the basis of the activity and the main document
for obtaining a license should be a business plan that will reflect the company’s vision of its
development in the future market and plans to attract customers and make a profit;

— new opportunities — expanding access to financing from third parties and allowing
financial companies to carry out activities other than the provision of financial services, will create
new opportunities for business development;

— transparency and impeccable business reputation — only those financial companies will
operate in the market, the owners of which have significant participation and ultimate beneficial
owners have been disclosed. Only owners and executives with an impeccable business reputation
will be admitted to the market;

— consumer protection — the National Bank of Ukraine will exercise enhanced supervision
over the observance of consumer rights, which are the main borrowers of financial companies;

— solvency — the requirement for the capital of a financial company will ensure the entry
into the market of financially viable players, the stability of financial companies and make it
impossible to operate in the market of insolvent companies;

— quality reporting — financial companies will compile and submit reports according to
updated standards, which will allow to objectively assess the financial performance of financial
companies.

Ensuring a transparent ownership structure of all financial institutions will be one of the key
requirements of the new regulation. It is proposed to maintain the procedure for agreeing significant
participation for financial companies as a key element in verifying the transparency of ownership
structures and the impeccable business reputation of owners.

Conclusions. The goals of the strategy until 2025 are to promote the sustainable economic
growth of Ukraine, ensure macrofinancial stability, increase the reliability and manufacturability of
the financial system, achieve European standards in the financial market, increase confidence in the
financial market, implement the EU — Ukraine Association Agreement and other international
treaties.

One of the tasks of the National Bank should be to ensure effective protection of the rights
of consumers of non-bank loans. At the same time, although individuals are the least protected,
legal entities and individual entrepreneurs also need protection, as they may be subject to
infringement by a financial company as a borrower or user of other financial services. Mandatory
requirements for lenders should be introduced to indicate in the loan advertisement a warning about
the risks associated with obtaining the loan (including in the event of late repayment). Establish
specific requirements or restrictions that are preceded by a detailed analysis of real lending models.
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Such analysis should include, in particular, an assessment of the return on assets of financial
companies, the amount of problem debt, the amount of recovery on problem debt.

In carrying out their activities, financial companies must take into account the real financial
condition of the borrower, its creditworthiness, and the ability to service debt. This will help
improve the quality of the loan portfolio of financial institutions themselves, as well as protect the
rights of borrowers.

During the development of regulations in the field of financial monitoring, the National
Bank should form requirements and expectations for the construction of an appropriate internal
system to prevent the use of the services of a credit company, the purpose of which is money
laundering or terrorist financing. Regulations should contain risk criteria (increased areas of
attention), which the financial company must take into account when building a procedure for
proper customer due diligence, detection of suspicious transactions, etc. Supervision in the field of
financial monitoring will be risk-oriented and with inspections only if necessary. This will avoid the
over-regulation of the market and stimulate further development of this financial services sector.

Electronic identification and verification need special attention. Currently, remote
verification and identification of the client during the conclusion of the loan agreement is mainly
carried out using the BankID system using electronic signatures. Today, 14 banks are connected to
the BankID system (the number of banks is constantly growing) and many non-banking institutions.
Non-banking institutions will also be able to use data obtained through the National Bank’s BankID
to verify their customers.

The National Bank will also facilitate financial institutions’ access to customer credentials in
state registers. At the same time, the National Bank, as a regulator, must be aware of the risks
inherent in remote verification methods, the biggest of which is fraudulent use of other people’s
data.

The new regulatory model will ensure the functioning of an efficient and transparent non-
bank lending market by financial companies, as well as its harmonious development. The
introduction of this model will help eliminate the negative factors that hinder the development of
non-bank lending by financial companies, and will protect the rights of customers. Establishing
rules of fair market conduct for all, without exception, financial institutions-creditors will ensure the
avoidance of regulatory arbitrage and the protection of the rights of debtors in debt collection.

Credit companies will be able to raise funds from clearly defined sources of funding, which
will improve the financial security of their activities. In addition, updating the standards of reporting
and reporting will allow you to objectively assess the financial performance of financial companies,
which could potentially increase the investment attractiveness of this sector. Transparent,
informative and reliable reporting will also ensure effective supervision by the National Bank.
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