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The article summarizes the regulatory and legal provision of bank capitalization in conditions
of macroeconomic instability using the example of Ukraine. The author systematizes the
main approaches to determining the categories of legislation in the field of capitalization
based on a review of publications by foreign and domestic scientists. The purpose of the
article is to analyze the regulatory and legal provision of capitalization of the banking
sector in the example of Ukraine and assess the existing gaps in the legislative framework.
Within the framework of the article, a bibliometric analysis was carried out for the
systematization of scientific works in the field of regulatory support of bank capitalization.
The following research tools were used in the article: methods of analysis and synthesis,
grouping, bibliographic analysis, comparison method, etc. The following categories of
regulatory support for bank capitalization have been identified the primary State Law,
State Laws, the main Central Bank Law and regulatory acts developed in accordance with
the specifics of the bank’s activities. The article identifies the main gaps in legislation at
various levels of banking activity. From the NBU’s point of view, the level of capital
adequacy is characterized by banks’ compliance with the specified standards H1 and H2.
At the international level, these indicators are covered in the standards of the Basel
Committee on Banking Regulation (Basel I, II, III). Several external and internal factors
affect banks’ implementation of the specified regulations. Macroeconomic factors include
social, geopolitical factors, technological factors and national indicators. This determines
the need for banks to consider fluctuations in GDP and incomes of the population when
developing a resource policy, as well as implementing national legislation. Also, banks
need to develop and implement appropriate action plans for negative scenarios of economic
growth and population impoverishment.
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Introduction and statement of the problem

At the current stage, the size of the bank’s
capital indicates the level of its development, the
ability to perform basic functions. Compliance with
capital standards is one of the most important tasks
of Ukrainian banks, which characterizes the degree
of protection of depositors and creditors from
financial and non-financial risks. In this case, the
amount of capital is considered acceptable if it is at
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least 10% of the bank’s assets.

The basis of the bank’s activity is the formation
of a resource base that accumulates from various
sources and is used for conducting active operations.
Ensuring a sufficient level of capital is a primary
task for every bank, which contributes to the financial
stability and reliability of the institution.

In this case, regulatory and legal provision of
bank capitalization is the foundation for the formation
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of a sufficient resource base. The presence of gaps in
the legislation is a challenge to the effective
implementation of the bank’s resource policy. That
is why it is important to analyze the features of
capitalization regulation and identify the main gaps.

Analysis and research of publications

Both domestic and foreign scientists dealt with
the issue of capital regulation.

1.V. Drogorub considered the issue of regulatory
provision of capitalization in the context of the
legislation regulating the financial resources of banks.
The author divides the regulatory framework into
the following 4 groups: the basic law of the state
(Constitution of Ukraine), laws of the state (Laws
of Ukraine), subordinate regulatory acts of the central
bank, the regulatory legal framework is developed
by the specialization of banking institutions [1, p. 119].

Polishchuk O.A., Somchenkov O.A. and
Kolesov O.S. in their work note that imperfect legal
and regulatory support has a negative impact on the
stability of the financial sector, which includes the
banking system [2].

Kuznichenko Y.M. notes that the legislation
of Ukraine must comply with the norms of
international provisions, which include the Basel
requirements, which contributes to the regulation of
capital adequacy at the interbank level [3].

It is also important to note that foreign and
domestic scientists characterize the more quantitative
side of regulatory support for capitalization, which
is especially important in conditions of
macroeconomic instability. Orlando Hoaqui-
Barandyka and others point out that one of the
macroeconomic factors underlying bank profitability
is the capital efficiency indicators: ROA and ROE [4].

Paul-Oliver Klein and Turk-Aris Rima note that
banks with larger capitalization are more financially
stable, and in crisis conditions they are able to support

lending to the economy, which restrains adverse
macroeconomic consequences [5].

Thus, the analysis of researches and publications
confirmed the relevance and importance of effective
normative and legal support of the capitalization of
the banking sector as the basis of the state’s financial
operations.

The purpose of the article

The purpose of the article is to analyze the
regulatory and legal provision of capitalization of
the banking sector on the example of Ukraine and
assess the existing gaps in the legislative framework.

The main material

The economy of any state is impossible without
effective financial mechanisms supported by relevant
legal acts. The banking sector, which is the main
sector of state settlement operations, also depends
on the effectiveness of the development and
implementation of national legislation.

First of all, we will consider the challenges faced
by the banking system of Ukraine in the conditions
of macroeconomic instability. These problems of the
banking system, which led to a critical decrease in
the level of capital adequacy during the crisis of 2014~
2017, are relevant today (Table 1). This contributes
to a clearer demarcation of existing and potential
gaps in national legislation, which depend precisely
on external economic fluctuations.

Each of the presented problems poses a threat
to the lack of profit and loss of capital by banks. For
example, non-transparency of activities will lead to
an increase in reputational risk, which directly affects
the profitability of the institution.

These problems should also be taken into
account when implementing legislation in the area
of ensuring capital adequacy.

The main legal acts characterizing the main
features of the bank capitalization procedure are the

Table 1

Characteristics of the problems of the banking system of Ukraine and their impact on capital

Problems of the ukrainian banking system

Impact on capital

The non-transparency of banks' activities, the non-transparent

ownership structure

the effect on the adjustment of the bank's balance sheet
and regulatory capital,;

Low-quality loan portfolios of banks

a decrease in the total amount of capital due to possible
losses;

Non-fulfillment of the main function by banks - credit and
investment

reduction of the level of profitability of banks, which
affects indicators of capital adequacy;

Growing mistrust of banks

reducing the amount of resources for the bank's
operation;

Low level of risk management of most banks

possible losses of banks;

High concentration of capital in the group of the largest banks

decrease in capital adequacy indicators in other banks.

Source: compiled by the author based on [8]

Regulatory and legal provision of banking sector capitalization in conditions of macroeconomic instability
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following four groups:

— the main law of the state — the Constitution
of Ukraine;

— laws of the state — Laws of Ukraine;

— Central Bank Law — Law of Ukraine “On
Banks and Banking Activities”;

— normative legal acts developed in accordance
with the specifics of the bank’s activities.

In accordance with Article 100 of the

Constitution of Ukraine, the Council of the National
Bank develops the main principles of monetary policy
and controls its implementation [9]. Thus, the central
bank is responsible for the development of the main
standards of banking activity, which are governed by
the banking institutions of Ukraine. Also, in
conditions of macroeconomic instability, namely:
rising inflation, unemployment, disruption of the
equilibrium level of unemployment, political factors,

Table 2

Features of capitalization at various stages of banking activity

Stage of
banking Features of capitalization Gaps in legislation
activity
— formation of authorized capital;
— payment of cash contributions by bank participants of the
value of shares, shares of the bank in the amount determined by | lack of anti-crisis measures in case of

. the statute, absence of anti-crisis measures in case of force force majeure (socio-political,
Creation . . i, . .
of a bank majeure (socio-political, economic, etc. factors) after payment | economic, etc. factors) after the

of the authorized capital by the participants of the institution. | payment of the authorized capital by the

Functioning of separate divisions of the bank, the minimum participants

amount of registered capital of the branch at the time of its

accreditation is at least 120 million hryvnias

. lack of distribution of types of capital
Functioning and personalities of their formation b
of separate |- the minimum amount of registered capital of the branch at the| . . P y
L . . .. o . division;
divisions of |time of its accreditation is at least 120 million hryvnias L .
lack of anti-crisis measures in the field
the bank >
of resource policy of the branch

— distribution of regulatory capital into primary and additional

capital;

— the basic capital of the institution includes authorized capital

and disclosed reserves, created or increased due to retained

earnings, premiums to the share price and additional

contributions of shareholders to the authorized capital, the

general risk coverage fund, which is created for an uncertain . .

. . . . . . . lack of detailing of possible measures of

Conducting | risk when conducting banking operations, with the exception of . . .

. . . the National Bank of Ukraine regarding
banking losses for the current year and intangible assets; chanees in the amount of reeulator
activities — availability of elements of additional capital and their clear cai tgl & Y

regulation; p

— The National Bank of Ukraine has the right to establish

requirements regarding the sources of formation of components

of regulatory capital, which is relevant in the presence of

destabilizing economic factors;

— determination of the minimum amount of capital and the

order of its formation and increase, etc.

— determination of sources of capitalization and other financing

of the bank;

— making decisions regarding the creation, reorganization and |lack of clear standards regarding capital
Bank liquidation of legal entities, the formation of branches and adequacy assessment in conditions of
management | representative offices of the bank on the territory of other states,| macroeconomic instability at various

approval of their statutes and regulations; levels of bank management

— presence of verification by the internal audit unit of capital

adequacy assessment processes, etc.

Source: created by the author on the basis of [6]
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etc., the National Bank of Ukraine carries out anti-
crisis measures, among which is the adjustment of
capital indicators of banking activity.

Among the laws of the 2nd group, the Civil
Code of Ukraine, the Law of Ukraine “On the
Protection of Consumer Rights”, the Code of
Ukraine on Administrative Offenses and others can
be distinguished. Each of the mentioned laws has
different spheres of responsibility and influence both
on banking activity and directly on its customers.

The main law of the 3rd group of normative
legal acts is the Law of Ukraine «On Banks and
Banking Activities», which clearly defines the features
of attracting, replenishing, functioning of various
types of bank capital [6].

Table 2 shows the features of capitalization
according to banking processes and the main gaps at
each stage of the bank’s operation in conditions of
economic fluctuations.

Another group is normative legal acts developed
in accordance with the specifics of the bank’s
activities.

Such documents include the resolutions of the
National Bank of Ukraine, which regulate various
types of activities of institutions, namely: credit,
deposit, settlement and cash, etc. Such laws include
the Instruction on the Procedure for Regulating the
Activities of Banks in Ukraine [7].

We will consider in more detail the basic norms
of the above-mentioned Instructions. The purpose
of its introduction is defined in the first section of
the document “General Provisions”. The purpose
of the creation of the Instruction on the procedure
for regulating the activities of banks in Ukraine is to
ensure the stable operation of institutions and their
timely fulfillment of their obligations to depositors,

as well as to prevent improper allocation of resources
and loss of capital due to risks inherent in the activities
of banks. In our case, it is worth paying attention to
the point about possible capital losses, namely: in
which cases, how to counteract this, and what
measures are possible to reduce this risk in conditions
of macroeconomic instability.

Banks must comply with the following
regulations:

— capital standards that have a direct impact
on the efficiency of banking activity (Fig. 1);

— liquidity standards;

— liquidity coverage ratio (LCR) for all
currencies (LCRBB) and in foreign currency
(LCRIB);

— coefficient of net stable financing;

— credit risk standards;

— investment regulations [7].

From the NBU’s point of view, the level of
capital adequacy is characterized by banks’
compliance with the specified standards H1 and H2.
At the international level, these indicators are covered
in the standards of the Basel Committee (Basel I,
11, III).

It is worth noting that when developing capital
standards and making changes, the National Bank
takes into account changes in the regulatory acts of
the Basel Committee on Banking Supervision, so it
is important to also consider the evolution of the
committee’s standards (Fig. 2).

A number of external and internal factors affect
banks’ implementation of the specified standards.

External factors that have an indirect effect
include the following:

— natural factors;

— geopolitical and geoeconomic factors;

-

H2
Norm of sufficiency (adequacy) of regulatory
capital
H2 - ratio of RK to the total book value of assets
and off-balance sheet liabilities, weighted by the
degree of credit risk.
Must be at least 10%.

H3 (from 01.01.2019)
The standard of capital adequacy is defined as the
ratio of capital to the sum of assets and off-balance
sheet liabilities weighted by the appropriate credit
risk factors.
Must be at least 7%.

H1
The minimum amount of regulatory capital
As of July 11,2014, it is UAH 500 million.

\o

Regulatory capital adequacy ratio in accordance
with Basel II
RC
CR+MR+0QR’ o
where RC - regulatory capital. CR - credit risk;
MR - market risk: OR - operational risk.

r

Fig. 1. Norms of bank capitalization

Source: created by the author based on [7]

Regulatory and legal provision of banking sector capitalization in conditions of macroeconomic instability
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Basel I
(1998 year)

Basel II Basel III
(2004 year) (2010 year)

f )

- determination of the
bank's  capital, its
constituent elements
(main and additional
capital);

- determination of the
target standard of the
capital adequacy ratio

(RC/Risk-weighted with  information  disclosure buffer stock
assets). requirements ’
\_ N sh e J

f SN 7 X
The three supports:
- minimum capital requirements
and methodology for calculating
the minimum required amount of
capital for three risks: credit,
market and operational;
- supervisory control;
- market discipline - compliance

- increase in capital
quality requirements;
- increase in capital
adequacy
requirements;

- introduction of
countercyclical and

Fig. 2. Evolution of the Basel Capital Agreements

Source: compiled by the author based on [10—11]

— national indicators characterizing Ukraine’s
development (political, economic, GDP structure,
level of public debt, state budget deficit, etc.);

— social (income level of the population, level
of trust in banks);

— technological (level of innovative
development of banks);

— the state of the banking services market (the
level of development of the banking system, the main
indicators of bank activity, the share of the largest
banks, and others).

The external factors of direct impact on the
bank’s capital include:

— introduction of Basel I1I requirements by the
National Bank of Ukraine;

— pressure from counterparties.

Let’s take a closer look at the national
indicators, since they characterize the level of
development of any state.

One of the national indicators is the inflation
rate, which characterizes the change in prices in the
economy and is determined by the consumer price
index. There is a direct connection between the rate
of inflation and the level of interest on deposits and
loans, which indirectly affects the volume of banks’
capital. For example, with an increase in the inflation
rate, interest on loans and deposits increases, while
banks’ profits decrease and the amount of capital
decreases accordingly.

Another national indicator is the level of public
debt. When this indicator increases for banks, the
conditions of their functioning are also adjusted,
namely: the increase in the amount of authorized
capital is accelerated to avoid possible losses.

The structure of the gross domestic product
also exerts an indirect influence on the capital of
banks. Depending on which industry dominates the

country’s GDP, the level of banks’ profits also
fluctuates, which depends on the structure of their
loan portfolio.

Thus, the regulatory legal framework should
take into account the fluctuations of these factors
when developing relevant laws at both the national
and international levels.

It is important to assess the influence of
macroeconomic factors on changes in bank
capitalization, which will contribute to the effective
development and correction of regulatory acts and
internal bank policies (Table 3).

Thus, the legal framework of Ukraine in the
field of ensuring bank capitalization should take into
account the possible fluctuations of these factors.

In the Instruction on the procedure for
regulating banking activity, the procedure for
calculating the bank’s regulatory capital (RC) is
defined, which is one of the most important indicators
of banks’ activity, the main purpose of which is to
cover the negative consequences of various risks.

The factors listed in Table 3 can act as such
risks and have both a positive and a negative impact
on banking activity.

Risks in banking activity depend on the specifics
of banking operations conducted under market
conditions, and mean the probability of receiving
revenues that are less than expected and a decrease
in the value of assets. The increased level of these
risks leads to significant financial losses and, as a
result, to the bankruptcy of institutions.

When determining the real size of the RC,
taking into account the risks in their activities, banks
are obliged to constantly assess the quality and carry
out the classification of active banking operations,
as well as determine the size of the credit risk in
order to reduce its possible negative impact.

Yefimenko Alina
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Table 3

Impact of macroeconomic factors on banking activity, namely capitalization

Factor

Impact

Geopolitical factors: elections, change of
authorities in the leading countries of the
world, political actions, internal political
events in the country

Deterioration of indicators of banking activity, which affects the
profitability of the institution

National indicators: inflation rate

There is a direct connection between inflation rates and the level of
interest on deposits and loans, which indirectly affects the volume of
banks' capital.

National indicator: the structure of gross

domestic product portfolio.

Depending on which industry dominates the country's GDP, the level of
banks' profits also changes, depending on the content of their loan

Social factors

The level of public trust in banks and the level of income affect
individual components of banks' capital.

Technological factors: the level of
organization innovativeness

The introduction of innovations requires additional financing and capital
investments. Most Ukrainian banks have a low level of innovation in
their activities, as it is an additional expense.

Also, in accordance with Chapter 1, Section 4
of the Instructions on the procedure for regulating
banking activity, the bank is prohibited from paying
dividends or distributing the capital of the institution
in any form, if such payment or distribution will
lead or may lead to a violation of the standard of
sufficiency (adequacy) of regulatory capital or its
non-compliance. Another anti-crisis measure on the
part of the NBU is the weighting of assets and off-
balance sheet liabilities by the degree of credit risk
when calculating the sufficiency (adequacy) standard
of the RC.

Thus, in the normative legal framework, the
regulator foresees possible actions of bank owners or
fluctuations in the external environment that may
negatively affect the institution’s compliance with
capital standards, and determines appropriate
preventive measures.

Conclusions

The regulatory and legal framework is the basis
for the functioning of any economic sphere.
Compliance with legislative norms is special, which
will contribute to the stabilization of economic, social
and political processes in the country.

The banking sector is responsible for conducting
financial operations of the state, and the main
indicator of its stability is the adequacy of capital.
Thus, the study of legislation in the field of ensuring
capitalization in conditions of macroeconomic
instability is important for any state.

The main regulatory legal acts characterizing
the main features of the bank capitalization procedure
are the following four groups: the main State Law -
the Constitution of Ukraine, state laws — Laws of
Ukraine, the Central Bank Law - the Law of Ukraine

«On Banks and Banking Activities» and normative
legal acts, which are developed in accordance with
the specifics of the bank’s activities.

Among the legal acts developed for the specifics
of banks’ activities is the Instruction on the Procedure
for Regulating Banks’ Activity in Ukraine, the main
purpose of which is to conduct stable activities of
institutions and timely fulfillment of their obligations
to depositors and creditors, as well as to prevent
improper allocation of resources and loss of capital
due to the risks inherent in the activity of banks.
Also, this document defines the main capital
standards, their features and the procedure for their
calculation and further implementation by banks,
taking into account the impact of various financial
risks.

It is important to note that when making
changes to the legislative framework, the state must
take into account the influence of the following
macroeconomic factors: geopolitical, social and
technological factors, national indicators. These
factors have a direct impact on banking activity,
namely on capital adequacy and profitability of the
institution, which are indicators of the stability of
the institution.
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HOPMATUBHO-ITPABOBE 3ABE3IIEYEHH S
KAITITANI3AIIT BAHKIBCBKOTO CEKTOPA B YMOBAX
MAKPOEKOHOMIYHOI HECTABLJIBHOCTI

€Eghimenxo A.1O.

Y ecmammi y3aeanvneno nopmamueno-npagoee 3abesneuen-
Hs 6aHKIBCbKOI Kanimanizayii  ymoeax MaKkpoeKoHOMiYHOi Hecma-
6inbHocmi Ha npukaadi Ykpainu. Aemopom cucmemamu308aHo oc-
HOBHI nidxoou 0o eusHa4eHHs Kameeopill 3aKoHodascmea y cgepi
Kanimanizayii Ha 0cHO8I 02130y nyoaiKayili IHO3eMHUX Ma 6im4u3-
HAHHUX Haykoeuyie. Memoro cmammi € aHaniz HOpMamueHO-NPaso-
20 3abe3neqeHHs Kanimanizauii 6aHKIBCbK020 ceKmopa Ha npukaaodi
Ykpainu ma oyinrosanns nasgHux npoearun y 3aKoHodaguux 6azax.
Y pamrxax cmammi euxonano Gibaiomempuynuil ananiz oas cucme-
Mamu3ayii HayKoeux npayb y cgepi HOpMamueHo2o 3abe3neyenHs
Kkanimanizayii 6aunkie. Y cmammi 6yau euxopucmari maxi incmpy-
MeHmu 00CAIONCeHHs: Memoou aHAni3y ma cuHmesy, epyny8aHHsl,
obibnioepachiunuil ananiz, memoo nopieHsnHs mowo. Busnayeno maki
Kameeopii HopmamueHoeo 3abe3neueHHss OAHKIBCbKOI Kanimanizyii:
OCHOBHUIL 3aKoH depicasu, 3aKoru depicasu, OCHOBHUL 3aKOH yeH-
MpanvHo20 OAHKY, HOPMAMUBHI AKMU, W0 PO3POOAAIOMbCS 8iON06-
ioHo do cneyupiku disavHocmi 6anky. Y cmammi eusHaueHo oc-
HO6HI npo2aruHU y 3aK0H00a8Ccmi Ha Pi3HUX PIGHSX OAHKIBCbKOI Jisinb-
Hocmi. 3 6oky HBY pisens docmamuocmi kanimany xapakmepu-
3YEMbCS GUKOHAHHAM banKamu 3a3Havenux Hopmamueie HI1 ma H2.
Ha mixncnapoonomy pieni 3a3na4eni nOKA3HUKU 8UCBIMAIOMbCA Y
cmandapmax ba3zenvcobko2o Komimemy 3 numans 6AHKIBCbK020 pe-
eyareanns (bazeaw 1, 11, 111). Ha euxonanHus 6ankamu 3a3uHave-
HUX HOPMAMUBIB BNAUGAE HU3KA 306HIUWHIX | BHYMPIWHIX YUHHUKIG.
Jlo makpoekoHOMIMHUX YUHHUKIE BIOHOCAMb: COUIANbHI, 20NONTMUHHI
ma mexHonoeiuHi hakmopu, HauioHarvHi nokasHuxu. lle o6ymos-
A€ HeoOXiOHicmb ypaxyeanHs 6ankamu koaueans BBII i doxodie
HaceneHHs npu po3pooyi pecypcHoi noaimuku, a maxkoxc pearizayii
HayioHanbHoe2o 3aKkoHodascmea. Takoxic bankam nompioHo po3poo-
ASMU ma enpoeaocicysamu 6i0nosioHi naaumu Oill 3a HecamueHux
cueHapiie 3p0CMaHHs eKOHOMIKU Ma 30I0HIHHS HACeAeHHs.

KnouoBi cioBa: 6aHKiBCbKa cucTeMa, KalliTamizallis,
HOpDMATWBU, HOPMATHBHO-TIpaBOBe 3abe3MevyeHHs,
MaKpOeKOHOMiuHa HECTabIbHICTb, (pakTopHu.
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The article summarizes the regulatory and legal provision of

bank capitalization in conditions of macroeconomic instability using
the example of Ukraine. The author systematizes the main approaches
to determining the categories of legislation in the field of capitalization
based on a review of publications by foreign and domestic scientists.
The purpose of the article is to analyze the regulatory and legal
provision of capitalization of the banking sector in the example of
Ukraine and assess the existing gaps in the legislative framework.
Within the framework of the article, a bibliometric analysis was
carried out for the systematization of scientific works in the field of
regulatory support of bank capitalization. The following research
tools were used in the article: methods of analysis and synthesis,
grouping, bibliographic analysis, comparison method, etc. The
Jfollowing categories of regulatory support for bank capitalization have
been identified the primary State Law, State Laws, the main Central
Bank Law and regulatory acts developed in accordance with the
specifics of the bank’s activities. The article identifies the main gaps
in legislation at various levels of banking activity. From the NBU’s
point of view, the level of capital adequacy is characterized by banks’
compliance with the specified standards HI1 and H2. At the
international level, these indicators are covered in the standards of
the Basel Committee on Banking Regulation (Basel I, 11, II). Several
external and internal factors affect banks’ implementation of the
specified regulations. Macroeconomic factors include social,
geopolitical factors, technological factors and national indicators.
This determines the need for banks to consider fluctuations in GDP
and incomes of the population when developing a resource policy, as
well as implementing national legislation. Also, banks need to develop
and implement appropriate action plans for negative scenarios of
economic growth and population impoverishment.

Keywords: banking system, capitalization, standards, reg-
ulatory and legal support, macroeconomic instability, factors.
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