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Andriy Tymoshenko (Ukraine), Yulia Tymoshenko (Ukraine)

STRUCTURAL IMBALANCES
IN UKRAINES FINANCIAL MARKET
AND THEIR INTERRELATIONSHIP
WITH THE EFFECTIVENESS OF

STATE REGULATION IN 2020-2024

Abstract

The relevance of the study lies in the fact that maintaining the financial stability of the
banking sector does not always ensure the recovery of lending to the real economy.
The article aims to identify and quantitatively assess structural imbalances in Ukraine’s
financial market during 2020-2024 and to substantiate priority areas for improving
state regulation, considering the relationships among banking-sector asset growth,
capitalization, and lending intensity. The article frames this problem in the context
of wartime financial system transformation, where regulatory policy must balance
preserving systemic resilience with restoring banks’ credit function and supporting
economic recovery.

The methodological basis of the study includes structural-dynamic analysis, cor-
relation-regression modeling, and the calculation of an aggregated financial stabil-
ity indicator based on official data from the National Bank of Ukraine and the State
Statistics Service of Ukraine. The results show that the growth of banking-sector assets
and capital in 2020-2024 was accompanied by a substantial decline in the loan-to-
deposit ratio — from 67.6% in 2021 to 39.4% in 2024. Regression estimates indicate an
inverse relationship between bank asset growth and credit transformation, suggest-
ing that resources were primarily directed toward liquid, low-risk instruments rather
than lending to the real economy. It is concluded that compliance with capitalization
requirements supports macrofinancial stability but does not guarantee lending activity
recovery.

Improving state regulation effectiveness requires targeted credit incentives for banks,
developing partial credit guarantee mechanisms, differentiating regulatory require-
ments by asset structure, expanding refinancing programs for productive lending, and
strengthening control over the allocation of bank liquidity to the real economy.

Keywords financial market, imbalance, bank capitalization,
lending, liquidity, banking sector, regulation,
supervision, resilience, Basel

JEL Classification G21,G28

INTRODUCTION

The current stage of global economic development is characterized
by increased macroeconomic instability, growing financial risks, and
deepening structural transformations, which bring the effectiveness of
state regulation of financial markets to the forefront. The experience
of financial crises in recent decades has shown that imperfect regula-
tory mechanisms lead to the accumulation of systemic risks, distor-
tions in the credit mechanism, and a decline in confidence in financial
institutions, which negatively affects long-term economic dynamics.

For Ukraine, this issue is of particular importance due to prolonged

transformation processes in the financial sector, the need to maintain
macrofinancial stability, and the adaptation of the regulatory system
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to modern standards of risk-oriented supervision. As part of the institutional modernization of the fi-
nancial system, requirements for bank capitalization are being strengthened, supervisory mechanisms
are being improved, and the role of macroprudential instruments is increasing. At the same time, the
preservation of the formal stability of the banking sector is not always accompanied by the proper ful-
fillment of its basic function - the transformation of attracted resources into lending to the real sector
of the economy.

In this study, structural imbalances in the financial market are understood as the mismatch between the
growth of banking-sector assets and capital, on the one hand, and the decline in the intensity of credit
transformation of resources, on the other. Such a mismatch means that the accumulation of financial
resources does not translate into a proportional expansion of lending; therefore, the stabilizing function
of regulation prevails over its development-oriented function. The scientific literature sufficiently covers
issues of financial stability, capitalization, and macroprudential regulation; however, the relationship
between the scale of the banking sector, its capital base, and its ability to ensure credit transmission in
a transforming economy remains insufficiently studied.

Thus, the research gap lies in the absence of a comprehensive quantitative substantiation of how the
growth of banking sector assets and capital relates to the intensity of lending to the real sector and what
this means for assessing the effectiveness of state regulation of the financial market. Accordingly, the
scientific problem of this study is to define the conceptual basis of a regulatory approach that simulta-
neously ensures an adequate level of capitalization, reduces systemic risks, and creates conditions for

restoring a fully functional credit transmission mechanism.

1. LITERATURE REVIEW

The effectiveness of state regulation of the financial
market is examined in contemporary academic lit-
erature not only through the ability of the state to
prevent crises, maintain bank solvency, and con-
tain systemic risks, but also through the capacity
of the regulatory system to ensure the full func-
tioning of financial intermediation. For Ukraine
in 2020-2024, this issue is particularly relevant,
since during this period the banking sector dem-
onstrated growth in assets, capital, and profitabil-
ity, while these processes were not accompanied
by a proportional strengthening of lending to the
real sector of the economy.

The theoretical foundation of this study is the
theory of financial intermediation, within which
banks are viewed as institutions that transform
savings into loans and investments. In the classical
study by Diamond and Dybvig (1983), it is argued
that banks create liquidity by combining short-
term liabilities with long-term assets; however,
this structure simultaneously generates potential
vulnerability to liquidity crises. This argument is
important for the analysis of Ukraine’s financial
market, as it shows that the formal stability of the
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banking sector does not always mean that it effec-
tively performs its credit intermediation function.

The further development of financial intermedia-
tion theory is presented in the work of Holmstrom
and Tirole (1997), who demonstrate that the abil-
ity of financial intermediaries to support invest-
ment activity depends on their capitalization,
monitoring function, and the allocation of finan-
cial resources among borrowers, banks, and inves-
tors. For this study, such an approach is essential,
as it allows bank capital to be considered not as an
isolated indicator of stability, but as a factor whose
significance should be assessed through its effect
on lending and the financing of economic activity.

Another important theoretical direction is the
theory of the credit channel of monetary trans-
mission. Bernanke and Gertler (1995) show that
the effect of monetary policy on the economy is
transmitted not only through changes in inter-
est rates, but also through the availability of bank
credit. Under conditions of information asymme-
try, increasing risks, or deterioration in bank bal-
ance sheets, lending may decline even when the
banking system remains liquid. This argument is
directly related to the focus of the article, since in
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Ukraine in 2020-2024 the expansion of banking
assets did not ensure a corresponding increase in
credit support for the real sector.

Empirical studies of the credit channel confirm
that the structure of bank balance sheets signifi-
cantly affects banks’ lending behavior. Kashyap
and Stein (2000), using a large sample of banks,
demonstrated that the response of lending to
monetary changes depends on banks’ liquidity
and balance-sheet position. Jiménez et al. (2012)
showed that monetary policy affects the supply of
bank credit through banks’ balance sheets, capi-
tal, liquidity, and risk level. Thus, the internation-
al empirical literature confirms that, in order to
assess the effectiveness of regulation, it is insuffi-
cient to analyze only the total assets or capital of
the banking sector; it is also necessary to consid-
er whether these resources are transformed into
lending to the economy.

The issue of bank capital and its relationship with
lending is also addressed in contemporary studies
of financial stability. Gambacorta and Shin (2018)
demonstrate that bank capital affects the cost of
funding and the growth rate of lending; therefore,
capitalization is not only a regulatory indicator, but
also a channel through which credit activity is in-
fluenced. At the same time, this relationship is not
automatic: under conditions of high uncertainty,
banks may use capital and liquidity to preserve
stability rather than to expand their loan portfo-
lios. This logic is particularly relevant for analyz-
ing Ukraine under the conditions of the pandemic,
full-scale war, and elevated macrofinancial risks.

The study by Laeven and Levine (2009) comple-
ments this discussion by analyzing the relationship
between bank regulation, corporate governance, and
bank risk-taking. The authors show that regulatory
rules alone do not guarantee a reduction in risks if
they do not take into account the incentive structure
of banks, owners, and management. This argument
is important for evaluating state regulation of the fi-
nancial market, as it emphasizes the need to analyze
not only formal regulatory standards, but also the
actual behavior of financial institutions.

Ukrainian institutional studies also emphasize

that the effectiveness of state regulation of the fi-
nancial market depends on the coherence of reg-
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ulatory, fiscal, monetary, and structural policies
(Ukrainska, 2021; Kotelevets, 2022; Antonova &
Antonov, 2023; Tymoshenko, 2025). These stud-
ies are important for understanding the national
context, as they show that the formal availability
of regulatory instruments does not guarantee the
effective functioning of the financial market with-
out institutional consistency, strategic priorities,
and policy coordination. At the same time, these
studies do not sufficiently explain the mecha-
nism through which regulatory stability is trans-
formed - or fails to be transformed - into actual
credit activity in the banking sector.

A separate group of Ukrainian studies focuses on
macrofinancial stability, the strategic modern-
ization of the financial market, deglobalization
risks, and the transformation of financial flows
(Onyshko & Belin, 2022; Belin, 2024; Safarli et al.,
2024). These studies identify changes in the op-
erating conditions of Ukraine’s financial market
and the growing role of the state in stabilizing the
financial system. However, they mostly consider
assets, capitalization, liquidity, non-performing
loans, and lending as separate indicators, whereas
their interrelationship as a manifestation of struc-
tural imbalance requires further theoretical and
empirical explanation.

Empirical assessments of Ukraine’s financial mar-
ket indicate a contradiction between the growth
of certain banking sector indicators and limited
credit activity (Levkovska et al., 2023; Tatarin &
Polovko, 2023; National Bank of Ukraine, 2024;
State Statistics Service of Ukraine, 2025). These
findings are consistent with the international the-
ory of the credit channel, as they demonstrate that
the growth of banks’ resource base does not neces-
sarily mean the strengthening of credit transfor-
mation. Therefore, the relationship between assets,
capital, the share of non-performing loans, and
the loan-to-deposit ratio should be considered as
an indicator of deeper structural imbalances in
the financial market.

Fiscal and budgetary studies complement this
analysis, since the state influences the financial
market not only through banking regulation, but
also through budgetary policy, public debt man-
agement, tax mechanisms, and the redistribution
of financial flows (Tymoshenko, 2017; Mykhasiuk
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& Kosovych, 2021; Prokopenko et al., 2021;
Panukhnyk et al., 2022; Khaustova, 2023). During
periods of crisis and economic instability, typical
of wartime, banks may redirect resources toward
lower-risk or state-guaranteed instruments, which
supports their profitability and formal stability
but at the same time reduces their role in financ-
ing businesses and households. This creates a situ-
ation in which state regulation ensures financial
system stability, yet does not fully stimulate its de-
velopmental function.

Contemporary literature increasingly focuses on
the digital transformation of the financial market,
artificial intelligence, digital financial services,
and new financial monitoring tools (Lysenko et al.,
2024; Skliarenko et al., 2024; Bobro et al., 2025).
These studies reveal the potential of digitalization
to reduce transaction costs, increase transparen-
cy, accelerate data exchange, and improve regula-
tory control. At the same time, the development of
digital taxation, cryptocurrency markets, and new
financial instruments creates additional challeng-
es for state regulation (Mehboob, 2021; Melnyk
et al,, 2022; Novosad, 2023; Tymoshenko, 2025).
Thus, digital transformation expands regulatory
capacities, but it does not eliminate the core issue
— whether the financial resources of the banking

sector are capable of being transformed into pro-
ductive lending.

A critical analysis of the existing literature makes
it possible to identify several research gaps. First,
in some studies, financial stability, capitalization,
and profitability of the banking sector are effec-
tively equated with regulatory effectiveness, al-
though the international theory of financial inter-
mediation indicates the need to assess the credit
function of banks as well. Second, studies focused
on Ukraine do not sufficiently integrate the theory
of the credit channel, which explains why banks
may restrict lending even when they possess as-
sets, capital, and liquidity. Third, previous studies
mostly analyze individual financial indicators, but
do not always consider them as interrelated ele-
ments of structural imbalance.

Thus, this article is positioned at the intersection
of financial intermediation theory, credit channel
theory, studies of bank capital, and the institution-
al approach to state regulation. Unlike studies in

http://dx.doi.org/10.21511/imfi.23(3).2026.19

which regulatory effectiveness is assessed mainly
through the stability of the banking system, this
research examines banking sector assets and capi-
talization through their relationship with credit
transformation. This approach makes it possible
to identify the structural asymmetry of Ukraine’s
financial market in 2020-2024 and to show that
effective state regulation should be evaluated not
only by its ability to stabilize the financial system,
but also by its capacity to support lending to the
real sector of the economy.

The study aims to identify and quantitatively as-
sess structural imbalances in the functioning of
Ukraine’s financial market in 2020-2024 and to
substantiate directions for improving state regula-
tion, taking into account the relationship between
banking sector capitalization, the scale of banking
sector assets, and the intensity of lending to the
real sector of the economy.

Based on the unresolved issues identified in the
literature, the following hypotheses are proposed:

HI: The growth of banking sector assets is not
accompanied by a proportional increase in
lending to the real economy.

H2: Anincrease in the capitalization of the bank-
ing sector does not automatically lead to an
increase in lending to the real economy.

2. METHODS

The research was conducted based on a quanti-
tative approach to assessing the effectiveness of
state regulation of the financial market by com-
paring the scale of the banking sector, its capital-
ization, and the intensity of credit transformation
in 2020-2024. The primary data were obtained
from official publications of the National Bank of
Ukraine and the State Statistics Service of Ukraine
for 2020-2024: total assets of the banking sector,
capital and reserves, financial result before taxa-
tion, share of non-performing loans, loan-to-de-
posit ratio, money supply M3 and GDP.

Variables and symbols: t — year of observation

(2020-2024). A, - banking sector assets at the end
of the year, UAH billion; C - capital and reserves
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at the end of the year, UAH billion; LTD, - loan-
to-deposit ratio, %; NPL, - share of non-perform-
ing loans, %; M3, / GDP, - monetization of the
economy, %.

The research procedure (algorithm) is as follows:

« an annual array {A, C, LTD, NPL, M3,/
GDPt} was formed;

o the financial stability indicator and capitaliza-
tion ratio are calculated;

« a structural-dynamic analysis of A, C
and their relationship with LTD, NPL, is
performed;

o a correlation analysis (Pearson) was per-
formed for the relationships between A, C,
LTD, K, in 2021-2024;

o one-factor and two-factor linear regression
models were constructed for quantitative in-
terpretation of the association of assets and
capital with LTD,.

Calculation formulas. Aggregate indicator of fi-
nancial stability of the banking sector:

z;Gli a

K5 = >
n

1)

where K, - aggregated financial stability ratio of
the banking sector; GI, — gross financial result of
the banking sector in the i-th year (profit before
tax), UAH billion; #n - number of years in which a
positive financial result was recorded; a - norma-
tive capitalization ratio corresponding to Basel III
approaches (a = 10% is accepted).

Capitalization ratio:
K, ==. @

Econometric specifications:

LTD= B+ B A +¢, ©)

LTDt:lBO+ﬂ]At+ﬂ2Ct+gt’ 4)
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where B - constant term; 3, - sensitivity coefhi-
cient of credit transformation to changes in assets;
¢, - random error.

The parameters were estimated using the least
squares method. However, due to the limited
number of annual observations, the regression re-
sults are interpreted exclusively as exploratory and
illustrative. They are not used as a basis for strong
causal conclusions or for forecasting. The main
analytical emphasis is placed on the structural
proportions of the banking sector, the dynamics
of capitalization, the persistence of non-perform-
ing loans, the weakening of credit transformation
and the gap between the expansion of banking as-
sets and their contribution to financing the real
economy.

This methodological approach makes it possible to
assess not only the formal stability of the banking
sector, but also the structural asymmetry between
asset growth, capitalization, credit activity and
the effectiveness of state regulation in the finan-
cial market.

A limitation of the study is the restricted num-
ber of annual observations for the period 2020-
2024. For this reason, the correlation and re-
gression estimates presented in the article
should not be interpreted as statistically robust
econometric evidence. Their purpose is limited
to supporting the structural interpretation of
observed tendencies and identifying the direc-
tion of indicative relationships between bank-
ing sector assets, capitalization and the loan-to-
deposit ratio. Therefore, the conclusions of the
study are based primarily on structural-dynam-
ic analysis, comparison of financial proportions
and institutional interpretation of regulatory
effectiveness.

Further research may expand the empirical basis
by using quarterly data, a longer time horizon, or
additional variables, such as interest rates, liquid-
ity ratios, government securities in bank portfoli-
os, deposit dynamics, lending by sector, regulatory
capital adequacy, and macroeconomic risk indica-
tors. This would allow for more reliable economet-
ric testing of the relationship between financial
market imbalances and the effectiveness of state
regulation.

http://dx.doi.org/10.21511/imfi.23(3).2026.19



Investment Management and Financial Innovations, Volume 23, Issue 3, 2026

3. RESULTS

At the beginning of the 21st century, the short-
comings inherent in the national model of finan-
cial market regulation (primarily those related to
the lack of clearly defined goals and priorities in
law enforcement) did not allow for the full utili-
zation of relevant institutions to enhance the effi-
ciency of financial organizations’ operations. The
underdevelopment of the conceptual framework
for regulating financial market sectors (as a sys-
tem of standardized requirements for market par-
ticipants and unified approaches to the regulation
of similar operations) often led to fragmentation
and duplication of legal norms. These institutional
shortcomings created conditions for the accumu-
lation of imbalances in the financial sector, which
reduced the consistency of regulatory signals and
the efficiency of financial resource redistribution.

To quantitatively assess the stability of the bank-
ing sector in the context of macroprudential regu-
lation requirements, it is advisable to use an ag-
gregated indicator of the regulatory burden on
banks’ capital, which summarizes the relationship
between profitability and risks in dynamics. The
aggregated indicator is calculated using the fol-
lowing formula:

ZLIGI .ca

Kps = >
n

®)

where K, - aggregated financial stability ratio of
the banking sector; GI, — gross financial result of
the banking sector in the i-th year (profit before
tax), UAH billion; #n - number of years in which a
positive financial result was recorded; a - norma-
tive capitalization ratio corresponding to Basel III
approaches (a = 10% is accepted).

The proposed indicator allows generalizing the dy-
namics of the banking system’s profitability, tak-

ing into account regulatory capital requirements,
and is used for comparative analysis of financial
stability over time (Table 1).

As can be seen from Table 1, there is a sharp de-
cline in the loan-to-deposit ratio from 67.6% in
2021 to 39.4% in 2024, which quantitatively re-
flects the weakening of the credit channel of mon-
etary transmission and the growth of unrealized
liquidity in the banking system. The share of non-
performing loans increased from 30.0% to a peak
of 37.3% in 2023, indicating an accumulation of
credit risk in the context of war shocks, but in
2024, it fell to 30.3%, returning to pre-war levels
and confirming a gradual recovery in asset qual-
ity. At the same time, the level of monetization of
the economy (M3/GDP) increased from 37.0% in
2021 to almost 50% in 2022, reflecting the expan-
sion of the money supply against the backdrop of a
decline in GDP, after which it stabilized at 44-45%
in 2023-2024. The financial performance of the
banking sector is highly volatile: a decline in prof-
its to UAH 24.7 billion in 2022 was followed by
growth to UAH 104.9 billion in 2024, which led to
a corresponding increase in the aggregated finan-
cial stability ratio KFS from UAH 2.47 billion to
UAH 10.49 billion. Taken together, these quantita-
tive changes indicate that macrofinancial stability
has been maintained, while structural imbalances
between banks’ liquidity and their lending activ-
ity have intensified. The decline in the LTD ratio
amid simultaneous growth in assets means that
the increase in the banking sector’s resource base
was mainly due to liquid or low-risk instruments,
rather than expansion of lending to the real sector.
Thus, formal macrofinancial stability was not ac-
companied by a proportional strengthening of the
financial intermediation function.

At the same time, for a comprehensive assessment
of the effectiveness of state regulation of the fi-
nancial market, it is advisable to supplement the

Table 1. Key indicators of financial stability of Ukrainian banks, 2021-2024 (at the end of the period)

A Years
No. Indicator -

2021 2022 2023 2024

1 iShareofnon-performing loans (NPL), % 30.0 321 37.3 i 303
2 """"""""" 6"7.6 SQ.Z 4"2.1 L .3')‘9.4
3 ‘MoneysupplymM3/cbp,% 37.0 49.8 45.2 446
4 _iBanking sector profit, UAH billion 7"7.5 24.7 85.5 1049
5 i Aggregated financial stability ratio (K_{FS}), UAH billion 7.75 2.47 8.65 10.49
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Figure 1. Dynamics of the assets of the Ukrainian banking sector, UAH billion
(at the end of the period)

analysis of financial stability indicators with a
study of the dynamics of banking sector assets,
which reflect the scale of accumulated financial
resources and structural shifts in the functioning
of the banking system (see Figure 1). It is assets
that serve as an integral indicator of the banking
sector’s response to regulatory impulses, changes
in monetary conditions, and fiscal needs of the
state, as well as to the transformation of the risk
environment.

The dynamics of the assets of the Ukrainian bank-
ing sector in 2020-2024 indicate steady growth in
their actual volume, which did not stop even dur-
ing the period of full-scale war. During the period
under review, the total assets of banks increased
from UAH 1,822 billion in 2020 to UAH 2,752 bil-
lion in 2024, i.e., they grew more than 1.5 times.
At the same time, in 2022-2024, the actual value

of assets exceeded the level that would have been
formed by the pre-war inertial trend, due to the
growth of banks’ liquid assets, investments in gov-
ernment securities, and the expansion of opera-
tions with the central bank. The fact that the ac-
tual trajectory of assets exceeds the inertial trend
indicates a structural change in the balance of
bank assets, towards liquidity and low-risk instru-
ments. This confirms that the scale of the sector
grew faster than its lending activity.

A similar positive trend is also characteristic of
the capital of the Ukrainian banking sector (see
Figure 2).

Figure 2 shows that the volume of capital and re-
serves increased from UAH 210 billion in 2020 to
UAH 322 billion in 2024, which indicates that the
banking system remains sufficiently capitalized

——2020 —=—2021 ——2022 ——2023 -—=2024

140
117.5
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120 104.2 O LA
e —e
100
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Figure 2. Dynamics of the capital of the Ukrainian banking sector, UAH billion
(at the end of the period)
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even under conditions of increased credit risks
and macroeconomic instability. Thus, the growth
of assets and capital of the Ukrainian banking
sector during the period under review confirms
the relative financial stability of the system, while
also revealing a structural asymmetry between
the scale of accumulated banking resources and
the level of their transformation into lending to
the real sector. Capital growth ensured regulatory
resilience, but did not guarantee automatic inten-
sification of credit transformation. This indicates
asymmetry between the stabilizing and develop-
mental functions of regulation.

To assess the adequacy of the banking sector’s
own capital, it is advisable to use the capitaliza-
tion ratio, which is calculated using the following
formula:

6)

cap

v €
A

where K - capitalization ratio of the banking
cap

sector; C — capital and reserves of the banking sec-

tor, UAH billion; A - total assets of the banking

sector, UAH billion.

The calculations are presented in Table 2.

Table 2. Capitalization ratio of the Ukrainian
banking sector in 2020-2024

i Indicator
Year Capital, UAH Assets, UAH Capitalization
billion billion ratio
2020 210 1,822 0.115
T s oms
2022 246 2,354 0.105
T s sosows
2024 322 2,752 0.117

The calculation of the capitalization ratio shows that
in 2020-2024, its value fluctuated between 10.5%
and 11.7%, which exceeds the minimum regula-
tory requirements and indicates that the Ukrainian
banking sector remains sufficiently financially
stable. The temporary decline in the ratio in 2022
reflects the outpacing growth of assets against the
backdrop of increased risks, but in 2023-2024, a re-
covery of the indicator is observed, driven by the
growth of banks’ capital and profitability. It can be
stated that the dynamics of Kcap confirm the ad-

http://dx.doi.org/10.21511/imfi.23(3).2026.19

equacy of capital in terms of regulatory require-
ments, but do not in themselves characterize the ef-
ficiency of resource use in the credit process.

To quantitatively establish the relationship be-
tween the size of the Ukrainian banking sector
and its ability to transform attracted resources in-
to lending to the real sector, a correlation analysis
was conducted for the period 2021-2024. This pe-
riod was chosen due to the availability of compa-
rable official annual data and its coverage of vari-
ous phases of macroeconomic dynamics, includ-
ing the pre-war year, the period of full-scale war,
and the stage of partial stabilization.

Three basic indicators based on data obtained in a
previous study were used for the analysis:

e A - total assets of the Ukrainian banking sec-
tor, UAH billion, reflecting the overall scale of
bank balance sheets;

e (- capital and reserves of the banking sector,
UAH billion, characterizing the reserve of fi-
nancial stability and the ability to cover risks;

e LTD -loan-to-deposit ratio, %, used as a proxy
indicator of lending intensity, as it directly re-
flects the share of attracted resources directed
to lending operations.

At the first stage, a vector of observations (At, C,
LTD) was formed for each year of the study pe-
riod, where t = 2021, 2022, 2023, 2024. At the sec-
ond stage, Pearson’s linear correlation coefficients
were calculated between the corresponding data
series, which allows us to estimate the direction
and density of the linear relationship between
variables given a limited number of observations
(see Table 3).

Table 3. Correlation matrix of indicators “assets —
capital — lending” (2021-2024)*

Indicator %Assets (A) %Capital (C)% (LTD) K.,= C/A
Assets(A) i 100 ¢ 093 i -098 i 0.03
Cepital(Q) 093 100 086 039
(LTD) 7098 100 G013

K.,=C/A

=

0.03 1.00

Note: * Correlations are illustrative in nature due to the small
sample size (n=4) and are used to identify the direction of
relationships.
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The results show a strong direct correlation be-
tween assets and capital (r = 0.93), which is con-
sistent with the balance sheet logic of increasing
the resource base and capital support for sector
growth. At the same time, the correlation between
assets and the LTD ratio is strongly inverse (r =
-0.98), i.e., asset growth in 2022-2024 was accom-
panied by a decline in the intensity of credit trans-
formation. Here, we can verify that the previously
proposed hypothesis 1 about the existence of a sta-
tistically significant relationship between the scale
of the banking sector and the intensity of credit
transformation is confirmed. Thus, the correla-
tion coefficient r = -0.98 between assets and LTD
indicates a strong inverse relationship, i.e., asset
growth was accompanied by a decline in credit
activity. This confirms the existence of structural
asymmetry.

This quantitatively confirms the structural asym-
metry of the war period: assets grew mainly due
to the accumulation of liquidity and increased
investments in low-risk instruments, while the
credit channel remained subdued. The corre-
lation between capital and the LTD ratio is also
negative (r = -0.86), which is consistent with the
fact that capital accumulation under elevated risk
conditions does not automatically transform in-
to credit expansion, but often reflects adaptation
to the risk environment and regulatory require-
ments. Capital accumulation under conditions of
increased risk primarily served a buffer function
rather than stimulating the expansion of lending.

In order to deepen the quantitative analysis of the
relationship between the size of the banking sector
and its lending activity, a simple linear regression
model was constructed in which the intensity of
the loan-to-deposit transformation is the depen-
dent variable.

The dependent variable used is LTDt’ i.e., the loan-
to-deposit ratio in year ¢, %. The explanatory vari-
able selected is A, the total assets of the Ukrainian
banking sector in year t, UAH billion. The choice
of this particular specification is due to the results
of the correlation analysis, which revealed a strong
inverse relationship between assets and the LTD
ratio, as well as the desire to minimize the model
with a limited number of observations. Thus, the
basic regression model will look like this:
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LTD= B+ B4 +¢, (7)

where B - constant term; 3, - sensitivity coefhi-
cient of credit transformation to changes in assets;
¢, — random error.

Based on the results of the least squares estima-
tion, the following equation was obtained:

LTD, =125.4-0.0314, (8)
where A, is measured in UAH trillion.

The obtained value of the coefficient B, < 0 in-
dicates a negative linear effect of the growth of
banking sector assets on the intensity of credit
transformation. Hypothesis 2, that capitaliza-
tion growth alone does not ensure an increase
in the intensity of credit transformation without
structural restructuring of assets, is confirmed
by the results of regression analysis. The nega-
tive value of B; (-0.031) means that an increase
in assets by UAH 100 billion was accompanied
by a decrease in LTD by approximately 3.1 per-
centage points. This quantitatively proves that
the scale of growth of the banking system did
not transform into a corresponding expansion
of lending.

The estimated parameter 3, = —0.031 means that
an increase of UAH 100 billion in the total assets
of the banking sector was accompanied, on av-
erage, by a decrease in the LTD ratio of approxi-
mately 3.1%. This quantitatively confirms the ear-
lier conclusion that in 2021-2024, the growth of
the banking system’s assets occurred primarily
not through the expansion of lending to the real
sector, but as a result of liquidity accumulation
and investment in low-risk financial instruments.

The high value of the model’s coefficient of de-
termination (R? = 0.96) is consistent with the re-
sults of the correlation analysis and indicates that
changes in the scale of banking assets explain a
significant part of the variation in the credit trans-
formation indicator during the period under re-
view. The high value of R?*= 0.96 indicates that
the variation in LTD during the study period is
largely explained by changes in the scale of assets.
This confirms the systemic nature of the identified
dependence.
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It should be noted that the results of the regression
analysis are analytical and illustrative in nature,
since the number of observations is limited (n =
4). In this regard, the model is used not for fore-
casting, but for quantitative confirmation of the
direction and economic content of the identified
structural dependencies between the assets of the
banking sector and its lending activity.

Based on the results of the regression analysis, it
is advisable to move on to discussing the role of
state regulation in shaping the aforementioned
asymmetry, in particular, macroprudential in-
struments, liquidity regimes, and incentives for
the revival of lending.

The results indicate that in 2021-2024, the bank-
ing sector maintained balance-sheet stability and
capital adequacy, while the efficiency of trans-
forming accumulated resources into lending de-
clined. The observed dynamics are consistent with
the two research assumptions: first, the expansion
of the banking sector was accompanied by a de-
crease in lending activity; second, capital accu-
mulation, without corresponding changes in the
structure of assets, did not lead to an increase in
lending intensity.

Given the limited number of observations, these
findings should not be interpreted as statistically
robust confirmation of the hypotheses or as evi-
dence of a causal relationship. Rather, they provide
indicative support for the interpretation that, un-
der wartime conditions, the growth of assets and
capital primarily performed a stabilizing function,
while the credit transformation function of the
banking sector remained weakened.

4. DISCUSSION

The results show that the growth of banking sector
assets and capital was not accompanied by a cor-
responding strengthening of credit transforma-
tion. This suggests that financial stability should
be understood not only as the ability of banks to
maintain an adequate level of capital and profit-
ability, but also as the capacity of the financial sys-
tem to provide lending to the real sector. In this re-
spect, the findings are consistent with Belin (2024),
Kotelevets (2022), and Ukrainska (2021), who em-
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phasize the importance of institutional coherence
in regulatory policy and its orientation toward the
long-term development of the financial market.

The identified asymmetry between banks’ re-
source expansion and the decline in lending inten-
sity partly supports international studies showing
that the formal stability of the financial system
does not eliminate the risk of hidden imbalances.
In particular, Demirguc-Kunt and Detragiache
(1997) link such imbalances to the quality of su-
pervision, while John and Mahar (1998) associ-
ate them with the consequences of insufficiently
controlled financial liberalization. At the same
time, the results of this article refine previous ap-
proaches: the problem lies not only in weak regu-
lation, but also in the fact that even with a capital
buffer, banks may choose a conservative model of
resource allocation focused on liquid and low-risk
assets.

The reasons for the obtained results may be related
to increased uncertainty, changes in the structure
of bank assets, greater caution regarding credit
risk, and the influence of fiscal needs on the alloca-
tion of bank liquidity. This interpretation is consis-
tent with the studies by Onyshko and Belin (2022),
Dykan and Tolstova (2021-2022), Khaustova
(2023), and Prokopenko et al. (2021), which em-
phasize the need to combine fiscal, structural, and
macroprudential instruments. Therefore, regula-
tory policy should be aimed not only at maintain-
ing bank stability, but also at creating incentives
for the productive use of financial resources.

From a macroprudential perspective, the results
indicate that capitalization requirements are a
necessary but insufficient condition for the recov-
ery of lending activity. In the context of Basel III
logic, this means that, alongside capital adequacy
control, it is advisable to assess the structure of
assets, the quality of the loan portfolio, and the
capacity of the banking system to support credit
transmission. However, given the limited number
of observations, the regression results should be
interpreted as analytical confirmation of the di-
rection of relationships, rather than as evidence
of causal effects. Therefore, conclusions regarding
regulatory implications should be treated as rec-
ommendations rather than as definitively proven
policy eftects.
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The results extend previous studies by combining
three dimensions within one analytical frame-
work — assets, capitalization, and credit transfor-
mation. This makes it possible to show that the
effectiveness of state regulation of the financial
market cannot be assessed only through financial
stability indicators. It should also take into ac-
count the quality of financial intermediation, that
is, the ability of the banking system to direct accu-
mulated resources toward lending to the real sec-
tor of the economy.

Future research should focus on expanding the
time sample, including indicators of asset struc-
ture, the share of government securities, loan
portfolio risk, funding costs, and monetary pol-
icy parameters. This would allow for a more ac-
curate identification of the specific regulatory and
market factors that constrain lending activity, as
well as an assessment of the effectiveness of spe-
cific instruments — partial credit guarantees, tar-
geted refinancing, incentives for lending to small
and medium-sized enterprises, and differentiated
supervision based on the structure of bank assets.

The normative parameter a = 10% applied in the
K, aggregated indicator formula is methodolog-
ically consistent with the logic of Basel III as an
approach to the total level of capital requirements
(minimum capital adequacy + conservation buf-
fer). At the same time, the capitalization ratio Kmp
= C/ AKreflects a risk-oriented assessment of cap-
ital adequacy and, in economic terms, is close to
the idea of a leverage ratio as a “backstop” to the
risk-weighted standards of Basel III. The observed
K., range of 10.5-11.7% indicates the presence of
a significant balance sheet capital reserve, but the
interpretation of this result must take into account
that Basel III operates primarily with Capital /
RWA and Tierl / Exposure indicators. Therefore,
to ensure “strict” compliance with international
standards in national practice, it is essential to
monitor both risk-weighted capital adequacy ra-
tios and non-risk leverage restrictions in parallel.
In practical terms, this leads to a key conclusion:
an increase in assets without a proportional re-
inforcement of capital under elevated risk condi-
tions inevitably reduces the credit transformation
potential and amplifies procyclicality, which di-
rectly contradicts the macroprudential philosophy
of Basel III.
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At the same time, the interpretation of the rela-
tionship between assets, capitalization, and lend-
ing should remain consistent with the analytical
limits defined in the methodology. Since the em-
pirical analysis is based on a small number of an-
nual observations, the results should not be used
to introduce additional econometric specifications
at the discussion stage. Instead, they should be in-
terpreted as indicative evidence that the expan-
sion of bank balance sheets and the preservation
of capital adequacy were not sufficient to restore
credit transformation under wartime conditions.

From this perspective, the observed dynamics
suggest that capitalization acted primarily as a
stabilizing buffer, while the structure of asset al-
location determined whether accumulated re-
sources could be transformed into lending to the
real sector. The decline in the loan-to-deposit ra-
tio against the background of growing assets and
capital indicates that a significant part of banking
resources was directed toward liquid and low-risk
instruments. Therefore, the key regulatory issue is
not only the maintenance of capital adequacy, but
also the creation of incentives that would reduce
the gap between the accumulation of financial re-
sources and their productive credit use.

This interpretation is consistent with the macro-
prudential logic of Basel III, according to which
capital and liquidity standards are necessary for
systemic resilience but should not substitute for
the assessment of financial intermediation quality.
In wartime conditions, such an approach is par-
ticularly important because regulation must bal-
ance the need to preserve bank stability with the
need to support the recovery of lending to the real
economy.

In contrast to approaches that evaluate the effec-
tiveness of financial regulation mainly through
the preservation of capital adequacy, profitability,
and systemic stability, the results of this study in-
dicate the need to distinguish between the stabiliz-
ing and developmental functions of regulation. The
Ukrainian case in 2021-2024 shows that the preser-
vation of banking sector resilience under wartime
conditions did not automatically ensure the resto-
ration of credit intermediation. The increase in as-
sets and capital created a necessary buffer against
macrofinancial shocks, but the simultaneous de-
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cline in the loan-to-deposit ratio demonstrates that
accumulated resources were only partially trans-
formed into lending to the real sector.

This finding is particularly important in the con-
text of wartime financial system transformation.
Under conditions of military risk, fiscal pressure,
uncertainty, and elevated credit risk, state regula-
tion inevitably operates within a system of trade-
offs. On the one hand, the priority of maintaining
liquidity, solvency, and confidence in the bank-
ing system requires conservative macropruden-
tial policy and sufficient capital buffers. On the
other hand, excessive concentration of banking
resources in liquid and low-risk instruments may
weaken the credit channel and limit the ability of
the financial system to support economic recov-
ery. Therefore, the effectiveness of regulation can-
not be reduced to the absence of banking instabil-
ity; it should also be assessed through the extent
to which the banking sector performs its financial
intermediation function.

The obtained results add to the existing literature
by showing that wartime financial resilience may
coexist with a decline in credit transformation.
This means that the growth of banking sector as-
sets and capital should not be interpreted as an un-
conditional sign of regulatory success. Its econom-
ic significance depends on the structure of asset al-
location and on whether regulatory policy creates
incentives for the productive use of accumulated
financial resources. In this sense, the Ukrainian

experience demonstrates a specific form of struc-
tural imbalance - the coexistence of sufficient cap-
italization and weakened lending activity.

From a policy perspective, this implies that the
post-war adjustment of financial regulation
should not be limited to maintaining Basel III-
oriented capital and liquidity standards. These
standards remain necessary for preserving sys-
temic resilience, but they should be complemented
by instruments that reduce the gap between bank
stability and credit expansion. Such instruments
may include risk-sharing mechanisms, partial
credit guarantees, targeted incentives for lending
to small and medium-sized enterprises, differen-
tiated supervision based on asset structure, and
measures aimed at reducing the share of non-per-
forming loans. This would allow regulatory policy
to move from a predominantly protective model
toward a more balanced framework that combines
financial stability with the recovery of productive
lending.

Prospects for further research are related to ex-
panding the time sample and including, in the
models, additional variables that characterize the
structure of assets, portfolio risk, and monetary
policy parameters. This will allow for a deeper un-
derstanding of the relationship between regulatory
instruments and the quality of financial interme-
diation, as well as the formation of more informed
recommendations for improving the effectiveness
of state regulation of the financial market.

CONCLUSIONS

The study aimed to identify and quantitatively assess structural imbalances in Ukraine’s financial mar-
ket during 2020-2024 and, on this basis, to substantiate areas for improving state regulation, taking into
account the relationship between banking sector parameters and lending to the real economy.

The results of the analysis showed that during the period under review, there was a substantial growth in
the assets and capital of the banking system, accompanied by a decline in lending intensity, as reflected
in a reduction in the credit transformation ratio and the presence of an inverse relationship between the
expansion of balance sheet indicators and lending activity. Such dynamics point to a gap between the
accumulation of financial resources and their effective allocation to the real economy.

The synthesis of the results obtained allows us to conclude that there is a structural imbalance in the function-
ing of the financial market, in which the growth of the banking sector and the increase in its capitalization
primarily serve a stabilizing function but do not translate into a corresponding expansion of lending. This in-
dicates the limited capacity of the current state regulation model to ensure effective financial intermediation.
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In the context of wartime financial system transformation, these findings show that the effectiveness of
state regulation should not be assessed only through the preservation of banking stability, capital ad-
equacy, and liquidity. Under conditions of military risk, fiscal pressure, and increased uncertainty, reg-
ulation inevitably involves a trade-off between maintaining systemic resilience and stimulating credit
support for the real sector. Therefore, the Ukrainian case demonstrates that formal financial stability
may coexist with weakened credit transformation, which makes it necessary to distinguish between the
stabilizing and developmental functions of financial regulation.

In view of this, improving the effectiveness of state regulation requires combining macroprudential in-
struments with measures aimed at stimulating lending and structurally optimizing bank assets, which
will strengthen the financial market’s role in restoring economic growth.

Prospects for further research include extending the time frame of the analysis, detailing the assessment
of the relationship between individual regulatory instruments, lending activity, and financial depth,
and taking into account the long-term dynamics of financial sector transformation in the context of
post-crisis recovery.
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