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BANK LOAN SUPPLY AND SUSTAINABLE ECONOMIC GROWTH
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AHoTauis. JlocnipKkeHo OCHOBHI TeHAEHIIT (PyHKIIOHYBaHHSA KOMEPIIHHUX OAHKIB HA
KPEAUTHOMY PHHKY 1 O0COOMHMBOCTI (HOPMYBaHHA CTPYKTYPH OAHKIBCBKHX aAKTHBIB.
CucTeMaTH30BaHO YWHHHKH BIUTHBY HA KPEJAHMTHY AKTHBHICTH OaHKIBCHKOI CHCTEMH B
yMOBax BOEHHOTO cTaHy. [IpoanamizoBano nii HamoHamsHOTO OaHKY MO0 CTHMYITIOBAHHSI
po0OTH OAaHKIBCHKOI CHCTEMH 3 KPEAMTYBAaHHA E€KOHOMIKH 1 3a0€3MEYEeHHS CTIHKOTO
€KOHOMIYHOTO 3POCTAHHA.

Knaro4oBi cioBa: kpenut, OaHK, ACTMO3UTHUH CepTHU(IKAT, KPEAUTHHH MOPTQEID,
MPOIIEHTHA CTaBKa, HamonanpHui OaHk Y KpaiHu, OaHKIBChKA CHCTEMA.

Abstract. The main trends in the functioning of commercial banks on the credit market
and the specific of the formation of the structure of bank assets are studied. Factors affecting
the credit activity of the banking system under martial law are systematized. The actions of
the National Bank in stimulating the work of the banking system in lending to the economy
and ensuring sustainable economic growth are analyzed.
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Introduction. The difficult conditions of the economic situation in Ukraine during the
period of martial law directly affected the activities of the banking system in terms of credit
support for the production and consumer needs of all market participants. Large-scale military
aggression had a comprehensive impact on all aspects of the economic life of society,
including the credit activity of the banking sector. Therefore, the study of the main practical
problems that arise in the field of bank lending to the real sector should be considered
especially relevant, so that the functioning of banks under martial law is stable and maximally
meets the needs of the national economy in credit resources.

Analysis of the latest research. The level of development of credit relations in the
periods of previous crises is fundamentally different from the current one, because the scale
of the impact of the war on the economy today cannot be compared and accurately assessed.
Therefore, the main problems and trends in the organization of bank lending under martial
law remain uncovered.

Purpose. The purpose of this study is to find out the main trends and problems of the
organization of bank lending to the economy under martial law and to determine on this basis
possible directions for optimizing credit relations between banks and customers.

Results of the study. The need for active credit support for businesses and households
appeared long before the start of large-scale aggression, even in the context of the unfolding
financial and economic crisis in Ukraine in 2014-2015. after the annexation of Crimea and
the beginning of fighting in the east. And with the beginning of the war in 2022, this problem
only worsened, as the internal resources of enterprises to restore production activity
approached the minimum values. At the same time, even before the start of large-scale
military aggression, the possibilities of obtaining a bank loan for business were characterized
by a fairly high level of complexity. This was due to a number of objective factors, such as:
1) high interest rates on bank loans; 2) interest and commission payments could absorb almost
all of the company’s profits; 3) implementation of a restrained credit policy of commercial
banks; 4) reluctance of banks to issue loans due to high risks of non-repayment.

As a result, over the past decade, the scale of credit support for the real sector of the
economy has significantly decreased, which has affected the dynamics of production, gross
domestic product and the well-being of society (Fig. 1).

At the same time, over the past decade, there has been a sharp increase in non-credit
investments in the banking sector as part of the total portfolio of assets, in particular,
investments of banking institutions in government securities, as well as certificates of deposit
of the National Bank of Ukraine. The reason for this lies primarily in the implementation of
the central bank’s tight restrictive monetary policy to raise the discount rate, interest rates on
NBU certificates of deposit, as well as yields on government securities. The NBU declares
this as a means of effective control over inflation, which it sets as its priority goal [2].
However, as a result, the National Bank of Ukraine essentially negated the functions of the
banking system as a financial intermediary. After all, by attracting funds from market
participants, the banking sector does not issue loans to those enterprises or sectors of the
economy that need them, but places the appropriate resources on NBU certificates of deposit,
thereby accumulating significant amounts of excess liquidity.
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As a result of the implementation of such monetary policy of the National Bank of
Ukraine and the credit policy of commercial banks themselves, the structure of assets of the
banking system has been distorted, when the share of the loan portfolio in the form of loans
granted to business entities and individuals is only about a quarter of the total assets of banks.
At the same time, bank funds invested in NBU certificates of deposit, placed on accounts with
the NBU and other banks, as well as invested in government securities, together account for
as much as 63.2% of the total portfolio of assets of the banking sector. This, in fact, may
indicate the nullification of the fundamental function of banks regarding the organization of
credit relations in society through financial intermediation and the transformation of savings
nto investments.

The National Bank of Ukraine explains this structure of assets of the banking sector by
"low demand for loans during the war and continued inflow of customer funds to banks" [3].
However, it should be understood that in practice it was not only the war that influenced the
formation of such a structure of banking assets. The fact is that as a result of the NBU’s strict
restrictive policy to raise the discount rate, interest rates on NBU certificates of deposit, as
well as the yield on government securities, transactions with government securities began to
dominate in the portfolio of assets of commercial banks.

The certificate of deposit of the National Bank 1s a tool for placing temporarily free
monetary resources of commercial banks on a correspondent account with the National Bank
of Ukraine. Its yield 1s pegged to the key policy rate and is 2 percentage points below its level.
In addition, a significant increase in the risks of lending to the real sector in the context of the
economic crisis during the war also became a significant factor in stimulating commercial
banks to increase the volume of such "non-credit" investments. And this is not surprising in
conditions when the interest rate on the NBU’s certificates of deposit is tied to a high discount
rate.

As aresult of setting high interest rates on certificates of deposit, which guarantee banks
virtually risk-free investments with a high rate of return, the National Bank of Ukraine has
essentially destroyed the functions of the banking sector as a financial intermediary. After all,
by attracting funds from market entities, the banking system does not issue loans to those
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enterprises or sectors of the economy that need them, but places monetary resources on
certificates of deposit, thereby accumulating significant amounts of excess liquidity. As a
result, today commercial banks keep almost half a trillion hryvnias on correspondent accounts
and in NBU certificates of deposit. In other words, despite the difficult situation in the
economy provoked by the war, the volume of excess liquidity in the banking sector is only
growing.

To facilitate the intensification of lending to the economy, the National Bank of Ukraine
has taken some easing measures regarding the regulatory policy on credit risk assessment. In
particular, some additional relaxation of the requirements for banks’ assessment of credit risk
was introduced, which was supposed to encourage commercial banks to restructure loans in
a timely manner to support solvent debtors. In addition, in order to remedy the situation and
maintain access to loans, the government has slightly expanded state support programs. They
allowed small borrowers to get cheap loans, and commercial banks to reduce credit risks. The
key driver of such hryvnia corporate lending is the state-launched program to support banks’
lending activity "Affordable Loans 5-7-9%".

Nevertheless, high risks and the availability of alternative directions for banks to invest
funds in the recent period have led to the actual redirection of cash flows from the real sector
to the public administration sector. A dangerous situation arises in the economy related to the
redistribution of credit resources in favor of the state or securities issued by the central bank.
As a result, there is an artificial shortage of funds in the real sector, which has affected the
performance of enterprises. This, in turn, has become one of the factors of a significant
deterioration in the quality of banks’ loan portfolios, which already account for a smaller
share of the total assets of the banking system.

The growth of NPLs in the total loan portfolio is quite natural, because in the conditions
of war, the destruction of assets and collateral, the fall in the incomes of almost all market
participants and the deterioration of the solvency of borrowers reduce their ability to repay
bank loans, reduce the quality of banks’ loan portfolios and increase allocations to bank
reserves. It should not be forgotten that with the outbreak of a large-scale war, most
commercial banks announced "loan repayment holidays", in particular, they extended the
repayment of loans and abolished penalties for late payments on loans.

It is important that in addition to the quantitative increase in the volume of lending to
enterprises, it is necessary to improve the quality of such credit support by banks in the real
sector. After all, the current structure of the loan portfolio of commercial banks in Ukraine is
focused on areas with rapid capital movements, rather than on industries that can become the
basis for creating added value and stimulating the development of the Ukrainian economy on
an innovative, long-term basis.

A separate negative point among the significant problems of bank lending in Ukraine,
related to the structure of the loan portfolio of the banking sector, is also the predominantly
short-term nature of the loans granted. These circumstances significantly limit the investment
potential of the economy, as they do not allow market participants to formulate long-term
strategic goals for their development and build an effective business plan for a relatively long
term, being confident in the availability of stable sources of funds to ensure the continuity of
production activities. This means that the credit policy of banks today is focused on lending
to those activities that have a relatively short operating cycle, or those industries in which
production is characterized by a fairly low level of added value.

The NBU’s monetary policy is not conducive to intensifying lending to the real sector,
as price stability is one of the NBU’s goals set by law, and ensuring economic growth and
supporting government initiatives can only be done when it does not contradict the top
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priority. Under such conditions, the anti-inflationary orientation of the NBU’s monetary
policy essentially acts not as a driver of economic growth, but as a brake on it, which should
be regulated at the legislative level, based on the peculiarities of economic development under
martial law.

As for the practical aspects of the NBU’s monetary policy, given that non-monetary
factors have had a major impact on the dynamics of inflationary processes in Ukraine for a
long time, raising the NBU’s key policy rate should be considered ineffective in terms of
overcoming inflationary pressures. This also restricts credit injections into the real sector,
which generally has an extremely negative impact on the recovery of the national economy.

These circumstances determine the objective need to implement economic policy
measures to intensify bank lending to the real sector, the main among which are the following.

First, there should be a change in the strategic guidelines of the monetary policy of the
National Bank of Ukraine, when, in order to achieve the declared inflation targets, extremely
high interest rates are set on refinancing loans and on certificates of deposit, which prevents
the investment of banking resources in enterprises of the real sector.

Secondly, it is necessary to develop mechanisms for targeted long-term refinancing of
commercial banks, which 1s an important direction of optimization of monetary policy, which
could allow, in conditions of low confidence in banks to place funds in them for long periods,
to create a long-term resource base for lending to large-scale investment projects.

Thirdly, it is necessary to use fiscal mechanisms to stimulate lending to the real sector,
which means the provision of state guarantees for loans from commercial banks,
compensation of interest rates and the introduction of tax holidays, which reduces the debt
burden on enterprises, especially small and medium-sized businesses, and, thus, creates
appropriate conditions for their development.

Fourthly, it is necessary to take measures to deregulate the banking system of Ukraine,
since the current model is not of particular interest to international banking groups as potential
investors in the industry.

Conclusions and prospects for further research. Maintaining at least a minimum
level of economic development under martial law is impossible without the banks fully
performing their key function of financial intermediation, when funds are effectively
redistributed to the real sector on the basis of credit, meeting the requirements of enterprises
in the necessary monetary resources and creating the basic prerequisites for maintaining
production activity and employment, which in the current crisis circumstances is a decisive
factor in social security and stability. Intensification of bank lending to the real sector depends
not only on the credit policy of commercial banks themselves, but is possible only if adequate
decisions are made at the macro level, i.e. the state economic policy — through the appropriate
regulatory influence of the National Bank of Ukraine and the government. Prospects for
further research on ways to intensify bank lending to the real sector may relate to the
macroeconomic prerequisites for the effective functioning of the credit mechanism.
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