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THE ROLE OF THE BANKING
SYSTEM IN SUPPORTING

THE FINANCIAL EQUILIBRIUM
OF THE ENTERPRISES: THE CASE
OF UKRAINE

Abstract

The financial equilibrium (“financial health”) of the enterprises is a prerequisite for
their sustainable development, which ensures macroeconomic stability of the econo-
my and the welfare of the state. It should be supported by the banking system, which
performs the function of the effective reallocation of capital. Recently, the Ukrainian
banking system itself is in a challenging situation and is undergoing a period of trans-
formation. The purpose of the study is to assess how sufliciently the banking system of
Ukraine supports the financial equilibrium of enterprises and to find the possibilities
to strengthen its role in the progress of the real sector of economy. The authors single
out three stages of financial equilibrium growth; each of them can be supported by the
relevant banking services. The empirical analysis proves that the Ukrainian banks suc-
cessfully ensure only the first stage, namely, liquidity balancing. To quantitatively as-
sess the role of the banking system in supporting the enterprises’ financial equilibrium,
a multivariate regression applying mathematical gnostic analysis in the program shell
R Console is used. The research makes it possible to find out that only the economy
monetization, the share of time deposits of economic entities and growth rate of mort-
gage loans have a positive effect. The authors conclude that the problems of both enter-
prises and the banking system are in the sphere of development and implementation
of government economic policy and are aggravated by the restrictive monetary policy.
Keywords banking system, corporate finance, financial equilibrium,
banking services, lending, interest rates, monetary policy

JEL Classification Es2, G21,G30

INTRODUCTION

The Ukrainian economy now faces many challenges of current and
strategic development: overcoming the remote consequences of the
deep 2014-2015 recession, ensuring acceleration of the GDP growth,
creating environment for public debt reduction, deep restructuring
and modernization of the innovative basis, etc. Only financially strong
and economically stable business entities in rather favorable external
environment are able to realize these ambitious and at the same time,
vital tasks to preserve an independent state.

Along with the institutional factors that play an extremely important
role in implementing economic reforms in emerging market coun-
tries, the banking system should have a serious positive impact on the
real economy. Its development, the innovative improvement of prod-
ucts and services, as well as the monetary effects of its performance
should help to strengthen and balance corporate finance. The role of
the banking system in a transformational economy is determined pre-
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cisely by the extent to which it serves as a source of funds for the real sector. The growing separation of
the bank capital from the productive sphere increases the uncertainty of long-term economic prospects,
the likelihood of deploying new financial crisis, restricts investment, and finally adversely affects the
financial equilibrium of economic entities, which is the basis of ensuring the equilibrium of the national

economy.

1. LITERATURE REVIEW

The financial equilibrium of enterprises is a rath-
er new issue for Ukrainian economic science, al-
though foreign scholars have been widely exam-
ining it through economic modeling enterprises’
“financial health” as an opposite to bankruptcy.
Altman and Fleur (1981) were one of the first to
make mathematical model of the turning point in
the financial position of the firm which threatens
bankruptcy. Dhaliwal, Li, and Xie (2010) research
the relationship between the financial health of
corporations and the benefits of institutional in-
vestors in the choice of financial instruments for
investment. The authors define the positive in-
fluence of institutional investors on corporate fi-
nance. It has also been proven that the value of
institutional investors’ capital is a function of the
financial health of corporations.

Belolipetskii (2000) proves that the equilibrium in
corporate finance causes a financial equilibrium
throughout the national economy taking into con-
sideration the same key financial conflict set for
the enterprise: between yield, liquidity and risk.
Kostyrko (2008) argues that financial equilibrium
is the basis for an integrated estimation of the en-
terprise’s financial position. Lvova (2019) examines
three key theoretical foundations for corporate fi-
nancial health assessment: bankruptcy prediction,
investment analysis and financial systems assess-
ment. Gudz (2018) proposes the broad concept of fi-
nancial equilibrium considering its levels, the role in
corporate finance, the types of financial equilibrium,
the stages of its growth, and management methods.

When examining external factors ensuring the
financial equilibrium of business entities, the re-
searchers focus on the performance of the bank-
ing system, the situation on financial markets, and
the nature of the monetary policy of the central
bank. In the mid-1980s, Bernanke and Gertler
(1985) questioned the validity of Modigliani-
Miller’s theorem on the fact that economic deci-
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sions do not depend on the financial structure and
the addition of financial intermediaries to this
environment has no consequences for real activ-
ity. They argue that financial intermediaries (in
particular, banks) provide important real services
to the economy and that these services have sub-
stantive implications for the behavior of economic
entities. The constant business relations between
banks and companies were shaped in the concept
of “relationship banking”, which had been analyz-
ed by Besanko and Thakor (1993) in the context of
portfolio choices of banks and borrowers” well-be-
ing and by Boot (2000) regarding its origin, scope,
and benefits for all parties.

Davis (1994) argues that, in terms of asymmetry
of information and incomplete contracts, bank fi-
nancing is preferred to maintain a balance of cor-
porate finances than bond financing, especially for
small firms. There is direct evidence that bank re-
lationships reduce investment and financial con-
straints on liquidity and may improve overall per-
formance. Schnitzer (1999) proves that banks play
a central role in financing and monitoring firms
in transition economies, due to poorly developed
capital markets, a lack of accumulated profits for
internal financing, and a dominance of strongly
insider-controlled firms.

Sufi (2005), in his Ph.D. dissertation, examines the
importance of commercial banks in financing de-
cisions of corporations. Inter alia, he analyses the
use of credit lines. The results suggest that lines
of credit provide bank-managed flexibility for the
firms, which are able to obtain them. The firms use
lines of credit as the incremental source of adjust-
ments in leverage ratios and nominal levels of debt.
Bolton and Freixas (2006) indicate the impact of
the monetary policy transmission effects on the
composition of the firm’s financing. Savchenko
(2011) defines the mechanism of influence of the
banking system on the economic equilibrium. He
characterizes it as a set of elements that transform
the impulses generated by the banking system.
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The author notes that both macro- and microe-
conomic systems (including enterprises) can be
the recipients of this influence and their equilib-
rium depends on such impulses. Kovalenko (2013)
considers the economic essence of financial and
credit interaction between banks and enterprises,
emphasizing the conditions for ensuring the effi-
ciency of such interaction and its impact on the fi-
nancial position of business entities. Similar prob-
lems are raised in the study by Neizvestna (2016).
Banks’ assistance in enterprises’ investments as a
basis for their steady and balanced development is
analyzed by Bilenko (2015) using the countries of
Central and Eastern Europe as an example.

2. RESULTS AND DISCUSSION

It is well-known that the high level of produc-
tion, which is ensured by financially stable eco-
nomic entities, is the basis of the nation’s welfare.
According to the authors, financial equilibrium is
one of the most important characteristics of the
financial performance of the enterprises.

2.1. The essence of financial
equilibrium of enterprises as a
subject to the banking system’s
influence

The financial equilibrium can be defined as bal-
ancing the processes of formation of the enter-
prise’s financial position depending on their in-
tensity, direction of change, the nature of internal
interaction, and the sensitivity to the influence of
external factors (Gudz, 2018). The role of finan-
cial equilibrium is to ensure the viability and sus-
tainability of corporate finance. Liquidity, solven-
cy, and financial stability can be considered as its
forms, and financial potential balanced with the
needs of sustained development is its material
embodiment.

The enterprises’ financial equilibrium as an eco-
nomic phenomenon relates to the system of eco-
nomic relations. It is one of the key points in the
process of national economy development. After
all, financial equilibrium enterprises are guaran-
tors of price stability and competitiveness of the
economy, promising employers, powerful budget
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sources, and active and efficient consumers of fi-
nancial services. Therefore, due to the ensuring
the financial equilibrium of economic entities it
becomes possible to create favorable environment
for the development of an economically powerful
state with the prospect of its transformation into a
state of social equilibrium.

It is obvious that the problem of supporting the
financial equilibrium of the economic entities
as the basis for economic progress should be
solved not only by the financial management
of the enterprises themselves, not only by the
favorable institutional environment for their
activity (competition protection, tax system,
amortization policy, customs regulation, ex-
change rate regime, the nature of monetary pol-
icy, etc.), but also by the national banking sys-
tem. The dialectic unity of the real and finan-
cial sectors of the economy stems from the fact
that they must mutually create the conditions
for their stable performance and development.
And if the financial sector is able to grow, break-
ing away from the real one due to a speculative
component, then the development of produc-
tion is extremely complicated without the par-
ticipation of banks. The latter, as it was proved
by J. Schumpeter in the early 20th century, pro-
vide funding to create “new combinations”, that
is innovations that ensure progress.

The financial equilibrium is a dynamic phenome-
non that undergoes certain stages from the lower,
basic forms, which are the basis of survival of the
enterprise, to the highest, which constitute coun-
tercyclical anti-bankruptcy buffer and financial
potential for its stable development. The imple-
mentation of each of these stages can be supported
by certain banking services or by the creation of
the possibilities to implement financial decisions
(Figure 1). This can take place most effectively
within the framework of the concept of “relation-
ship banking” that means: “.. the establishment
of a long-term relationship between a bank and
its customers. The main advantage is that it ena-
bles the bank to develop in-depth knowledge of
a customer’s business, which improves its ability
to make informed decisions regarding loans and
other services to the company. The latter expects
to benefit by increased support during difficult
times” (Law, 2018).

http://dx.doi.org/10.21511/bbs.14(2).2019.17
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Source: Developed by the authors.
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Figure 1. The stages of financial equilibrium growth and appropriate banking services

2.2. Banking services in ensuring the
corporate finance equilibrium

The first stage in the formation of the financial equi-
librium of an enterprise presupposes establishing
liquidity equilibrium, which is the basis for ensur-
ing its stable solvency. It is based on a rational as-
set structure, timing of incoming and outgoing cash
flows, timeliness and completeness of settlements
with debtors and lenders, as well as a balanced struc-
ture of requirements and obligations. It is difficult to
overestimate the role of banks in this case because
payment intermediation is one of their basic func-
tions. The velocity of money, the ability of economic
entities to forecast and manage their cash flows, and
the turnover of their funds depend on how efficient-
ly payment systems operate in the country.

Established in Ukraine in 1993, the nation-
wide payment system of RTGS class — System of
Electronic Payments (SEP) currently provides 97%
of interbank transfers in the national currency.
Already since its origination, the SEP, performing
interbank transfers in the file (or batch) mode, en-
sured the receiving the transfer in no more than
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two hours. Such time was much shorter compar-
ing with the system of postal or telegraph letters of
advice existing in the USSR, as well as with pay-
ment processing time (up to three days) in clearing
systems of many developed countries. Currently,
the SEP fulfils payments in the file mode in 15-
20 minutes; in addition, since 2001 it has become
possible to make payments in real time, with the
immediate transfer of funds to the payee’s account.
In 2018, the system processed 357.0 million pay-
ments amounting to UAH 25.0 trillion. 91% of
these payments were originated from customer
accounts, and 90% of them were initiated from
current accounts of business entities (National
Bank of Ukraine, 2019a). Consequently, the latter
are the most active users of the SEP services.

During the last decade, Ukrainian banks have
been actively developing channels for remote ac-
cess to client accounts by implementing innova-
tive information technologies. In the early 2010s,
based on the analysis of the 60 most powerful
banks belonging to the I-III groups according to
the National bank of Ukraine (NBU) classifica-
tion (by assets), it was found out that the “Client-
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Bank” system was offered by all the largest banks
(17 institutions). But in the other groups (22 and
21 banks), there were only 76% of such institutions.
As to Internet banking for legal entities, these in-
dicators were respectively 68.8%, 58.8%, and
42.9%, and the mobile banking - 75%, 53%, and
5%, respectively (Yehorycheva, 2012). Currently,
the “Client-Bank” and “Internet-Client-Bank”
services are offered by all Ukrainian banks, even
the smallest or recently registered ones. Mobile
applications are in the spectrum of services of at
least one third of banks.

However, nowadays, it is not enough for enterpris-
es to have only timely and prompt settlements. The
progress of payment technologies should be com-
bined with bank’s assistance in managing cash
flows and balances on accounts in order to opti-
mize them. All these aspects are included in the
service of cash management, which is intended for
large corporate clients, in particular, holding com-
panies. This service, innovative for Ukraine, has
been adopted from foreign markets. It is complex,
high-tech, needs the high level of personnel qual-
ification and customer awareness. Therefore, not
even all banks of foreign banking groups propose
it: Alfa-Bank, Raiffeisen Bank Aval, OTP Bank,
Ukrsibbank, Prominvestbank, ING Bank and sev-
eral others. Cash management ensures the effec-
tive use of time lags between receipt and use of
funds, managing the client’s credit position, fore-
casting financial flows, etc. This service includes
the following components: consolidated statement,
headquoting, cash pooling, and zero balancing.

In addition, competently organized cash manage-
ment makes it possible to use effectively overdraft
as a product to maintain liquidity. This type of
short-term financing is actively used by enterpris-
es to cover the time gap between incoming and
outgoing cash flows. Its main advantage is that all
funds received on the client’s account are direct-
ed to pay off the debt, which allows for saving on
interest payments. The nature of these operations
does not allow to determine the real amounts of
such loans according to available statistics of cur-
rent accounts’ turnover. Some idea of the dynam-
ics of lending in the form of overdraft can be ob-
tained by its share in the total amount of loans
provided by banks to economic entities. For the
period 1998-2007, this share increased from 0.5%
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to 3.5% (National Bank of Ukraine, 2019b), and at
the beginning of 2019 it was 2.3% (National Bank
of Ukraine, 2019¢).

Factoring financing is a vital prerequisite for en-
suring financial stability and economic growth
for the companies that supply goods on terms of
delayed payment. It solves the problem of work-
ing capital deficit for a supplier, and this occurs
without increasing its payables. Other advantag-
es of factoring financing are that it is granted for
the period of actual delay of payment, does not re-
quire the pledging of collateral and may increase
together with the sales volume of the enterprise.

In Ukraine, classic factoring was offered to clients
for the first time in 2001 by Ukrsotsbank. Being
rather complex, this service is provided nowadays
by only 20-25 banks (of the total number about
80) and the amount of purchased factoring claims
constitutes less than one percent of the loan port-
folio of the banking system. Moreover, the bank-
ing factoring market is highly concentrated, as of
January 1, 2018, almost 60% of the total amount
of financing (UAH 2,936.0 million) was pro-
vided by three banks: Ukreximbank, FUIB and
Tascombank (National Bank of Ukraine, 2019¢).
Under the terms offered by banks, financing is car-
ried out in the amount of 80 to 95% of the volume
of supplies, the delay of payment is up to 90-180
days, the service of electronic factoring is offered.
It is important that some banks offer a new type
of factoring for Ukraine — without regress, when
the risk of non-payment by the client’s debtors is
completely transferred to the factor.

Discounting of bills plays the same role as factor-
ing financing in achieving the financial equilibri-
um of enterprises. However, because of the lack of
traditional use of bills in Ukrainian economy, this
service is not in demand. It is offered by few banks
with the share in credit portfolio of less than 0.01%
(National Bank of Ukraine, 2019¢).

Leasing services are extremely attractive for busi-
nesses, especially for small and medium-sized ones,
which are not always creditworthy in the classical
sense. Leasing as a method of updating fixed as-
sets does not require significant one-time expens-
es; it allows quickly switching to a new technolog-
ical base and constantly improving it. In this case,

http://dx.doi.org/10.21511/bbs.14(2).2019.17



there is no withdrawal of own funds, the relevant
assets and liabilities are balanced by amounts and
terms, the enterprise is given the opportunity to
reduce tax payments. All of this positively affects
the financial equilibrium of enterprises, ensuring
the creation of a countercyclical buffer. However,
currently only 20-25 banks provide leasing ser-
vices in Ukraine. The total volume of these opera-
tions as of January 1, 2018 amounted to UAH 17.6
billion, which was about 4% of the loan portfolio.
The banking leasing market is extremely concen-
trated, since more than 75% of its amount is con-
stituted by Privatbank’s transactions.

Of course, one of the main sources of enterpris-
es’ fund replenishment is bank lending, which is
aimed to ensure development and innovation, to
increase the profitability of equity capital due to
the effect of the financial leverage, thereby main-
taining a financial equilibrium. Ukrainian banks
provide economic entities with one-time loans
and credit lines, loans for working capital replen-
ishing and investment, for the specific needs of
certain sectors of the economy, in particular, ag-
ribusiness and SMEs.

Analyzing official statistics (Figure 2), it should
be noted that the absolute amounts of lending to
business entities are slightly increasing; howev-

Banks and Bank Systems, Volume 14, Issue 2, 2019

er, given the reduction of the official hryvnia ex-
change rate and inflation trends, starting from
2014, they are decreasing. This is reflected in the
decrease in the rate of lending penetration (ratio
of loans to GDP), which in 2017 reached the mini-
mum in the last 10 years. In terms of ensuring the
financial equilibrium of industrial enterprises as
a basis for economic development, the structure
of the bank’s loan portfolio by type of econom-
ic activity is unsatisfactory: one third of loans are
directed to the trade, which is largely focused on
the sale of imported goods, and only a quarter of
loans - to the manufacturing.

At the same time, the share of long-term loans in
their total amount is gradually increasing in re-
cent years, which is generally a positive trend.
However, the own funds of enterprises remain the
main source of investment, ten times exceeding
the share of bank loans (State Statistics Service of
Ukraine, 2019).

Finally, the bank time deposits play a significant
role in balancing liquidity and profitability of eco-
nomic entities. Ukrainian banks offer deposits to
business entities from a few days to two years or
more. The latter are often used as a collateral for
a loan. The amount of time deposits of business
entities over the past ten years has increased 3.5

Source: Developed by the authors on the base of the National Bank of Ukraine (2019b) data.
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Figure 2. Some indicators on the base of lending activity of the Ukrainian banks in 2008-2017
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times, more than 90% of long-term (over two years
or more) funds belongs to state-owned enterpris-
es. However, the share of time deposits of business
entities in the total amount of their bank funds
decreased from 51% to 32%, which indicates that
now enterprises have relatively less temporarily
available funds (National Bank of Ukraine, 2019b).

2.3. Analysis of the impact of the
banking system performance
on the financial equilibrium
of enterprises in Ukraine

Table 1 presents a database for modeling the rela-
tionship between indicators of the performance of
the banking system and the financial equilibrium
of enterprises.

The given database is used to develop the multi-
variate regression using mathematical gnostic
analysis in the program shell R Console. R is a
programming language for statistical processing
of data, combined with a mathematical analysis.
The function GWLS (GWLS - gnostics of weight-
ed least squares) was used to develop a model for
forecasting the financial equilibrium of the en-
terprises. The following regression equation was
obtained:

Y =—0.01144- X, +0.00083- X, —
~0.04411- X, —0.03711- X, +0.10503- X, —
~0.00362- X, —0.02918- X, +0.03744- X,

@

Model (1) has an error of forecast of the effective
index lower than the standard deviation of its ac-
tual value. This indicates the adequacy of the mod-
el (1) to predict the financial equilibrium index of
enterprises. Appendix A presents the statistical
characteristic of this model. Model (1) can be con-
sidered valid, since the null hypothesis is insolvent.
This is evidenced by a low, less than 0.02, probabil-
ity of its existence.

The analysis of the model’s coefficients allows to
state inverse relationship between the amounts
of bank lending to enterprises and their financial
equilibrium. This is at variance with the econom-
ic role of lending in market economy: instead of
stimulating the progress of the real economy in
Ukraine, bank lending is hampering it. The reason
for this is in the strict terms of lending, dictated by
long-term economic instability with rising of risks
in banking and the restrictive nature of monetary
policy. Sensitive to a wide range of negative ex-
ternal factors, banks are trying only to save their
business rather than to develop (Table 2).

Table 1. Database for analyzing the impact of the banking system on the financial equilibrium

of enterprises in Ukraine in 2008-2017

Indicators 2008 : 2009 : 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 . 2017
S;Zg;: (r;ff;ﬂoans granted by banks to economic 1703 104.2 108.4 114.9 105.2 114.3 112.6 101.1 104.4 101.0
Egi!’g:;?:&;ﬂj”gage loans provided by banks to - ;¢ 5 120.1 278.0 104.5 109.9 140.8 117.0 81.2 2776 142.1
Average weighted annual interest rate on bank loans | | Ll h
granted to economic entities in national currency 17.2 21.0 14.9 14.7 17.3 15.2 16.7 214 17.7 15.0
D8 e
igi?&g”&;;‘;rformmgasse“'”theba”k's'oa” 2.3 94 | 112 @ 96 8.9 7.7 13.5 221 25.3 54.5
Share of time deposits of economic entities inthe ~ : . oL
amount of resources attracted by banks from this 51.0 43.8 38.4 399 45.8 44.6 39.2 30.3 25.5 32.0
category of clients (X)), % TS OO OO OO0 UOTOE NUOOON SO SO ST
Average weighted discount rate (X)), % @ 107 © 112 : 87 : 78 :.75...70 1102 255 : 178 | 132
Ratio of value of DGLB** in banks’ assets and long-
term loans granted o economic et (e umts | 02 08 13 12 12 11 13 08 14 41
Monetization of the economy (X% 544 534 554 517 550 | 620 611 502 . 463 405
Enterprise financial equilibrium index (Y) *** 0401 : 0.751 : 0.702 : 0.691 : 0.719 : 0.781 | 0.402 : 0.156 : 0.163 : 0.191

Note: * calculated by the authors on the base of the National Bank of Ukraine (2019b) data. ** DGLB — Domestic Government
Loan Bonds. *** calculated by the authors on the base of the methodology developed by Gudz (2018).
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Table 2. Correlation between the banks’ capitalization and the monetary indicators in Ukraine in

2008-2017
Source: Developed by the authors on the base of the National Bank of Ukraine (2019b, 2019c¢) data.
. : i Correlation

Indicators 2008 : 2009 : 2010 : 2011 : 2012 : 2013 : 2014 : 2015 : 2016 : 2017 : index
sufficiency (adequacy) of banks” ) 1 1508 2083 189 | 18.06 1826 @ 156 | 1274 1269 161 | X
regulatory capital, % o T T T TR T T T T e
Inflation index, % 1223 11123 © 109.1 | 104.6 © 99.8 : 100.5 | 1249 : 1433 © 1124 : 1137 | —0.698
Devaluation rate, % 525 P 37 i 18 i 04 i 03 i 70.703 i 328 i 455 i 145 i 39 i —0747
Discountrate (attheendof the = ., o 4055 775 775 © 75 65 = 140 220 | 140 = 145 -0.816

period), %

The correlation indices in Table 2 indicate that
the adequacy of regulatory capital of banks is
under the significant pressure of three monetary
factors: inflation, devaluation of the Ukrainian
hryvnia, and discount rate. This means that nei-
ther market conditions nor monetary regula-
tion contribute to the development of banking
in Ukraine. In turn, the current financial posi-
tion and the economic performance of domes-
tic enterprises are not able to ensure the efficient
use of the borrowed funds. At the same time, a
persistent deficit of resources of economic enti-
ties requires the expansion of funding. Working
capital shortage at enterprises of Ukraine has
increased in 2008-2017 by eight times, in the
industry - by eighteen times (State Statistics
Service of Ukraine, 2019).

The current interest rate policy of banks is a re-
sult of the monetary policy of “expensive money”.
The operating profitability of the real sector in
2017 was 8.8% on average, in particular in indus-
try 6.8% (State Statistics Service of Ukraine, 2019).
The profitability of the core activity of enterprises,
which is lower than the interest rate, is not able
to ensure them a positive effect of the financial
leverage in the form of the growth of own capital
due to the activation of the internal source of its
formation - net profit. However, expensive bank
loans are only an intermediate element of the neg-
ative impact of monetary policy on the financial
equilibrium of enterprises. Its origins are in the
discount policy of the NBU. A negative effect of
the discount rate should be noted not only on the
financial stability of the banking system, but also
on the index of financial equilibrium of enterpris-
es. According to model (1), each percentage point
increase in the discount rate leads to a decrease
in the index of financial equilibrium by 0.00362
units.

http://dx.doi.org/10.21511/bbs.14(2).2019.17

Restrictive monetary policy deforms the so-
cio-economic role of banks; the reallocation of
funds from the real sector of the economy to the
banking sector takes place. By rising the discount
rate, the central bank stimulates the profitability
of bank assets through transferring to a borrower
not only the risk of non-returning of his own loan,
but the other ones as well. It is much more impor-
tant to increase the turnover of bank assets, but
the solvency of enterprises should be increased for
this to happen. However, the latter now is twice
lower than the optimal level with a tendency to de-
crease over the last decade (State Statistics Service
of Ukraine, 2019). In Ukraine, the share of prob-
lem bank loans in their total portfolio for 2008-
2017 has grown twenty-four times. At the begin-
ning of 2019, the loan portfolio of banks has more
than a half of non-performing assets (National
Bank of Ukraine, 2019¢). According to model (1),
the increase in the share of non-performing assets
in the loan portfolio of banks by 1 p.p. leads to a
decrease in the index of financial equilibrium of
enterprises by 0.03711 units on average.

Not being used efficiently in the real sector, banks’
funds are directed to servicing the government
budget deficit. Over the past ten years, the amount
of DGLBs in bank assets has grown sixty-four
times with state-owned banks as the main buyers
of the bonds and the latter’s share in their assets
amounting to 30% (National Bank of Ukraine,
2019¢). In 2017, the amount of banks invest-
ment in government debt securities exceeded the
amount of long-term loans granted to economic
entities by four times. With each increase of this
ratio per unit, the financial equilibrium index of
enterprises is reduced by an average of 0.02918
units. Investing banks’ funds into liquid and prof-
itable government securities is explained by the
fact that, on the one hand, DGLBs are refinanced
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by the NBU, and, on the other hand, financial cap-
ital always searches the most profitable spheres of
investment.

An increase in the financial resources of the
economy contributes to the greater diversifica-
tion of the demand for money, strengthening the
investment capacity of cash flows for the growth
of the real sector, as well as creation of financial
grounds to prevent artificial shortage of pay-
ment means. However, economic environment in
Ukraine is characterized by the opposite process-
es. The monetization of the Ukrainian economy
in 2017 has reached the lowest rate for the last ten
years — 40.53%. For comparison, in the OECD
countries this indicator is 117%, in China — 200%,
while in Ukraine it has fallen to the limit typi-
cal for the developing countries (40-60%) (World
Bank, 2017). This indicates an aggravation of the
problem of artificial shortage of money, which
hampers the investments in the economy. As
model (1) shows, the growth of the monetization
of the economy by 1 p.p. contributes to the in-
crease of the index of financial equilibrium of en-
terprises by 0.03744 units. It is important to note
that this factor is an incentive for the formation
of the highest level of financial equilibrium of en-
terprises, which reflects their capacity to progres-
sive development.

Growth rate of loans
granted by banks to
economic entities (X1)
8%

Level of the economy
monetization (X8)
34%

Ratio of value of DGLB in
banks” assets and long-term
loans granted to economic
entities (X7)
5%
Average weighted
discount rate (X6)
11%

Mortgage lending is one of the internal financial
incentives for national economic development.
In Ukraine, mortgage loans provided to house-
holds have had unstable dynamics in 2008-2017
(Table 1). However, their positive impact on the
financial equilibrium of enterprises is character-
ized by model (1): with an increase in the growth
rate of mortgage loans by 1 p.p., the index of fi-
nancial equilibrium of enterprises increases by an
average of 0.00083 units. This interaction is real-
ized through a system of economic interconnec-
tions between different branches of the economy.
Housing construction expands demand, first of all,
for industrial goods. In turn, it stimulates the de-
velopment of transport, trade, services, and also
creates new jobs. The development of mortgage
lending is a catalyst for the progress of the econ-
omy as a whole, but in the situation of increase in
domestic production rather than import. The high
import dependence of Ukraine by most groups of
manufactured products reduces the positive effect
of bank mortgage lending.

The closer the partnership of business entities
with banks is, the greater is the economic effect
of synergy. It is indicated by the deposit services.
Efficient financial management performs balanc-
ing liquidity and profitability at an acceptable lev-
el of risk. Time deposits are one of the tools for

Growth rate of mortgage
loans provided by banks to
households (X2)

1% Average weighted annual
interest rate on bank loans
granted to economic entities
in national currency (X3)
6%

Share of non-performing
assets in the bank's loan
portfolio (X4)

28%

Share of term deposits of economic entities in
the amount of resources attracted by banks
from this category of clients (X5)

7%

Figure 3. Role of bank performance indicators in the forecasting the index
of financial equilibrium of enterprises in Ukraine in the medium term
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attracted by banks from this category of

entities in the amount of resources
clients (X5)

Share of term deposits of economic
Ratio of value of DGLB in banks’ assets
and long-term loans granted to

economic entities (X7)
Level of the economy monetization (X8)

I Average weighted discount rate (X6)

Figure 4. Priority ranking of bank performance indicators influence on the forecast index of financial
equilibrium of enterprises in Ukraine in the short term

solving this financial collision. As model (1) shows,
with the growth of the share of time deposits of
business entities by 1 pp., the index of their finan-
cial equilibrium increases by 0.10503 units. The
available liquidity of enterprises is effectively used
through the banking sector in the economic sec-
tors needed growth.

The processing of the raw data in the R Console
software program allowed to explore the role of
banking performance indicators in the forecast-
ing the index of financial equilibrium of enterpris-
es in the medium-term (Figure 3) and the short-
term (Figure 4) prospects.

The monetization of the economy, the share of
non-performance assets in the loan portfolio of
banks and the discount rate are crucial for the
financial equilibrium of enterprises in the three-
year perspective. This means that the priority in
the medium-term period is given to the factors
that have general economic nature and are equally
important both for banks and enterprises.

It is interesting to compare the change of these

priorities in the short-term period (Figure 4). The
providing of bank loans on affordable terms ranks

http://dx.doi.org/10.21511/bbs.14(2).2019.17

first. This means that currently it is important for
financial management of enterprises to ensure the
balance of cash flows, payment requirements and
obligations.

Another feature of the short-term financial equi-
librium is that the use of monetary instruments
has a postponed effect. That is why, the role of the
discount rate in ensuring the short-term financial
equilibrium of enterprises is minimized. Similarly,
the growth rate of mortgage lending stimulates the
development of the economic sectors in the long
run. So, in the current period, the mutual influence
of the financial positions of banks and enterprises
is most pronounced. There is a cross-sectoral in-
teraction between the banking and the real sector
of the economy. Quantitative growth ensuring the
stability of banks and the financial equilibrium of
enterprises stimulates a qualitative transformation
of the environment for their performance.

The results of the forecast based on model (1) show
that in the next two years, while preserving the
existing direction of monetary and economic pol-
icy, there is no ground to expect the significant in-
crease in the index of enterprises’ financial equi-
librium (Figure 5).
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Figure 5. Forecast of the index of Ukrainian enterprises’
financial equilibrium for 2019-2020

It is obvious that the banking system, which is by a decline in the share of industrial production
compelled to combat for its financial stability, in GDP, technological decline, lack of innovation,
cannot in fact be the source of funds for innova- etc. The interaction of monetary and economic
tive transformations in the real sector of economy. policy is required aiming at creation of effective
Besides, by providing their financial services, the mechanisms for innovation development of enter-
banks cannot stop the processes of deindustrial- prises with the participation of banks as financial
ization of the Ukrainian economy characterized intermediaries.

CONCLUSION

The theory and practice of interaction between the banking and the real sectors of the economy in
Ukraine are somewhat different. It results, first of all, from the negative impact of bank lending on the fi-
nancial equilibrium of enterprises. The banking system is not able to provide the economic entities with
affordable funds because of the incorrectly set priorities of government economic regulation. Assets of
Ukrainian enterprises are seven times higher than financial resources of banks. Therefore, the basis for
development should be laid by economic policy, while monetary policy has to take adequate compensa-
tive and stimulating measures. In Ukraine, the situation is quite opposite.

The banking and the real sectors of the economy have a common problem - violation of capital ac-
cumulation process. The financial capacity of both of them is exhausting that is confirmed by the de-
creased monetization of the Ukrainian economy. Therefore, it is not a question of growth today, but of
the renewal of the socio-economic role of banks. This requires reducing the outflow of capital from the
country through the channels of import of goods and export of national economy revenues. Enterprises
need long-term investment through replenishment of their own capital rather than increase in liabilities,
because the half of the banks’ loans to economic entities is now the bad ones.

There is a conflict of financial opportunities. Enterprises cannot be effective recipients of bank loans; in
turn, banks cannot take higher financial risks. The solution to the problem is in the sphere of develop-
ment and implementation of the government economic policy, whose main task has to be innovation
development of domestic production.

The role of the banking system in realization of these pathways may be enhanced by the implementation
of a loyal refinancing regime for banks that heavily grant investment loans. The liquidity of such banks
will be increased. It is worth adding fiscal incentives, for instance, an exemption of the interest income
on issued investment loans from taxation. This will enhance the financial interest of banks to expand
investment lending. Exemption of interest income on long-term deposits from taxation will contribute
to the formation of long-term liabilities of banks. At the same time, the use of fiscal instruments to limit
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the growth of speculative financial transactions of banks will stimulate their interest in lending. This
will facilitate the transformation of the banks” performance according to the concept of “relationship
banking”. The implementing of an innovative banking service in Ukraine such as project financing
could be an effective tool in this case.
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Table Al. Statistical characteristic of the model forecasting the financial equilibrium index
of Ukrainian enterprises influenced by the banking system
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