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Key Conclusions

Á In H1 2018, the bankingsectormanagedwithout notableshocksandthe macroeconomicconditionswere
favorable. TheNBUestimatedthat over the last half a yearthe credit risk and the profitability risk of the
bankingsectorhavedecreased. Theliquidity riskremainslow.

Á Thekeyobjectivefor authoritiesis to speed-up structuralreformsaspart of the IMFcooperation. Unless
the IMF cooperationis resumed,the conditions for external debts refinancingwill be unfavorablefor
Ukraine.

Á Inflow of hryvniafunding remainssteady(about 15%yoy); customerfundsprovide for over 80%ōŀƴƪǎΩ
liabilities. Theseare mostly short-term depositsthat translate into liquidity risksin caseof unwelcome
developments.

Á Net hryvniaretail loansare increasingat the rate of 40% yoy. At present,retail lendingdoesnot pose
systemicrisksfor the financialsector. However,risk appraisalof suchloansby a numberof banksis not
conservativeenough.

Á HighNPLrate (56.2%at the end of April) restrainscorporatelending. At the sametime, accordingto the
NBU,loansto non-defaultingborrowersareincreasingby over20%yoy.

Á TheǎŜŎǘƻǊΩǎreturns in Q1 2018 amounted to UAH 8.7 billion (ROE=22.3%) thanks to high operating
income and significantdrop in provisioning. The NBUestimated that provisionsin 2018 would be the
lowestoverthe lastdecade.

Á A numberof banksstill havea low operatingperformanceand/or operateat a loss. Suchbanksareat risk
andremainundervigilantsupervision.

Á Most bankshavesuccessfullyconvertedto IFRS9, its impact on theōŀƴƪǎΩequity and regulatorycapital
wasmoderate.
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In H1 2018, the credit risk and the counterparty risk decreased

Risk map
Á CreditRisk(-1). Thefinancialstandingof clientshasimproved,

a numberof largeborrowersrestructuredtheir baddebts,and
the shareof unprovisionedpastdue loansdecreased.

Á Capital adequacyrisk (const.). TheōŀƴƪǎΩoperating profits
generated this year have offset the decrease in equity
resulting from conversionto IFRS9. Severalbanks received
additional capital from their shareholders. Individual small
financialinstitutionsremainat risk.

Á Liquidity risk (const.). Surgingcustomerdepositsled to lower
borrowingcost.

Á Legalrisk (const.). Appointment of the new SupremeCourt
judgesis expectedto facilitate unbiasedand impartial hearing
of court cases.

Á Foreignexchangerisk (const.). Dollarizationis still high,albeit
the open foreign exchange position of most banks is
insignificant. Uncertainty over further cooperation with the
IMF posesrisksfor the hryvniaexchangerate and the ōŀƴƪǎΩ
balancesheets.

Á Profitability risk (-1). Lowerborrowingcostsboostnet interest
income, while commission income is growing thanks to
strongerdemandfor bankingservices. Provisioningcontinues
to decline.Source: NBU
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Overall level of stress has been moderate for almost two years
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Thekeyobjectivefor authorities is to speedup structural reforms

Á Slow structural and institutional reforms restrain the economic growth.

Á The short-term challenge for the financial stability is the need to refinance substantial external 
public debts in the following two years.

Á With that in mind, the resumption of cooperation with the IMF is the key objective of the 
government. Chances for renewing the IMF program have substantially increased after the 
adoption of the Law On High Anti-Corruption Court.

Repayments under public and publicly guaranteed 
debt, USDbillion*

Growth in GDP by final expenditure, pp

* including interest
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Source: NBU estimates.
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Solvency of households improves notably in 2017

Á The disposable household income accelerated to 7.4% in 2017 from 2.0% in 2016. 

Á The total debt burden of households is moderate,  and continues to decline, from 11% to 10% 
of the annual disposable income (down to 6.5% of the GDP). 

Á Consumer lending has negligible impact on household spending  ςthe share of net consumer 
loans to in total household spending was tiny 1.6% in 2017.

Realdisposableincome, consumerspendingand
unemploymentrate

Source: SSSU (revised data), the NBU estimates
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* Grossconsumerloansissuedbysolventbanks
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Financialcondition of the real sectorgraduallyimproves in 2017

Á Margins in the real sector have increased during 2015ς2017 and now they are above pre-crisis levels.

Á Net Debt-to-EBITDA ratios are allowable for companies from most sectors, except chemical industry 
and building&construction.

Á Companies from agriculture, food processing , transport, energy and machinery industries have good 
potential to get new bank loans.

Financial performance of non-financial 
corporations, UAH billion

Debt-to-EBITDA ratio over 12 months with a 
breakdown by sectors 

Source: NBU
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Share of non-performing loans in the real sector remains high despite the financial 
conditions improvement

Á Transportation,agriculture, and light industry have the least proportion of non-performing
loans,while chemicalindustryandbuliding&constructionhavethe largestNPLratios.

Á Sectorswith highestloanconcentrationsawincreasein the NPLrate over the lastyear(mining,
construction,and machine-building),while NPLratio went down for sectors,which have less
loanconcentration(transport,utilities, agriculture).

Non-performingloansof non-financialcorporations, March2018

SolventBanksasof 1 April 2018
Source: NBU
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Large businessgroupscontinuenot to service their loans

Á There is still high concentration of corporate loans. Twenty business groups account for over a 
quarter of total corporate loans.

Á Payment discipline of largest business groups is much worse than average for all corporate 
borrowers. The NPL ratio of the top 20 groups is 76% (excl. PrivatGroup) ςagainst average of 58%.

Á The largest groups usually nether repay nor restructure their loans. In general, they expect banks 
to offer very favorable (non-market ones) terms of restructuring.

Grossloansto the largest borrowersasof
1 April 2018*

NPLs and NPL ratios forlargestborrowersΩ ƭƻŀƴǎ
asof 1 April 2018*

* ex-PrivatGroup
Source: NBU
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Prices on the real estate market have stabilized, while demand remains depressed

Á Thesupplyof new housingcontinuesto grow (up by 13% in 2017), althoughthis growth could
slowdownin the yearsto come.

Á Lastyear Ukraineoutperformed the EUin terms of the number of newly built flats per 1,000
people(2.9 comparedto 2.8).

Á Priceswerevirtually flat in the U.S. dollarequivalent(upby 1%yoyin the primarymarket).

Kyiv housing prices, December 2013 = 100% 

Source: real estate agencies, NBU estimates
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Short maturities of bank liabilities are increasing liquidity risk

Á Hryvniadepositswereup by 15%yoy.

Á Thepercentageof depositsin total liabilitieshasstoodat 80%sinceH2 2017.

Á .ŀƴƪǎΩheaverrelianceon domesticfunding had a negativeimpact on maturities of liabilities.
Maturities up to one month accountfor 61.3% (up by 2.7 pp yoy), with over half of hryvnia
depositsbeingdemanddeposits.

Liabilities in terms of maturity as of 1 May 2018
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.ŀƴƪǎΩ ƭƛŀōƛƭƛǘƛŜǎ ōȅ ƛƴǎǘǊǳƳŜƴǘǎϝ

*including accrued interest **including certificates of deposit

Source: NBU
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¢ƘŜ ōŀƴƪǎΩ ŜȄǘŜǊƴŀƭ ŘŜōǘ ƛǎ ǎƳŀƭƭ

Á ¢ƘŜ ōŀƴƪǎΩ ƎǊƻǎǎ ŜȄǘŜǊƴŀƭ ŘŜōǘ was shrinking by one third every year for three years running, 
totaling UAH 6.2 billion in late 2017.

Á Long-term loans from international financial institutions to the state-owned banks account 
now for over half of the debt, with another 14% of total debt being an interbank loan by a 
Russian-owned bank.

Á Significant repayments are scheduled for the next three years, with the bulk falling due in 
2019.

{ŎƘŜŘǳƭŜŘ ǊŜǇŀȅƳŜƴǘǎ ƻŦ ōŀƴƪǎΩ ŜȄǘŜǊƴŀƭ ŘŜōǘΣ 
USD million 
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Source: NBU
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Retail loans are twice as profitable as corporate loans

Á The share of the retail loan portfolio is 17%, while the interest income from retail loans makes 
up 34%. This is due to:

Á large volumes of new performing loans 

Á the significantly higher yields of retail loans.

Á ¢ƘŜ ōŀƴƪǎΩ ƛƴǘŜǊŜǎǘ ƛƴŎƻƳŜ ŦǊƻƳ ŎƻǊǇƻǊŀǘŜ ƭƻŀƴǎ ƘŀǾŜ ŘŜŎƭƛƴŜŘ ƻƴ ǘƘŜ ōŀŎƪ ƻŦΥ

Á a large number of restructured loans with lower interest rates

Á a deterioration in the loan portfolio quality. 

The share of retail loans in the total loan portfolio The impact of retail lending on the volume and 
yields of bank loan portfolios

ϝ Řŀǘŀ ŦƻǊ ƭŀǎǘ мн ƳƻƴǘƘǎ ƛƴŎƭǳŘƛƴƎ ǘƘŜ b.¦Ωǎ ǇǊƻƧŜŎǘƛƻƴǎ
** including data for non-bank financial institutions
Source: NBU
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Only hryvnia consumer lending is surging
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Retail loans, UAH billion*Net hryvnia retail loans, UAH billion*

Á Net hryvniaretail loansgrewby 39%yoyin April.

Á Abouthalf of all the bankscontinuedto rampup lendingin Q1 2018.

Á Overall,total retail loanportfolio grewsignificantlyslowerthan the hryvniaretail loanportfolio
becauseof largevolumesof old foreigncurrencyloansbeingrepaidandwritten off.

* Of all reporting banks.

** as of 1 February 2017 (the first reporting date according to the new rules 

for measuring credit risk).

* of the banks that were solvent as of 1 April 2018

Source: NBU
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Lending to reliable and honest borrowers is on the rise
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Net corporate loans*

Á In April, net corporate loans were practically unchanged yoy: hryvnia loans dropped by 0.4% yoy, 
while foreign currency loans fell by 0.3% yoy in the dollar equivalent. 

Á That said, growth of gross loans to reliable borrowers (that did not defaulted in previous periods) 
was quite dynamic (hryvnia loans were up by 26% yoy, while foreign currency ones rose by 20.8% 
in the dollar equivalent). 

* of the banks that were solvent as of 1 April 2018

** loans to businesses that did not default on their obligations in 2014ï2017.

Source: NBU

* of the banks that were solvent by 1 April 2018

Source: NBU 
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The NPL ratio is declining, although very slowly

Á Sincethe year start, the percentageof NPLshas been volatile. Thiswas mainly attributed to
statisticaleffectsςthe transfer of a portion of unpaidaccruedinterest incometo provisionsin
the chartof accounts.

Á Almost two-thirds of NPLsare concentratedin state-owned banks(includingPrivatbank) and
14,2%in Russianbanks.

NPL ratio
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Source: NBU
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The collateral coverage ratio is low

Á The percentage of corporate loans with LTV ratio lower than one makes up less than 10% (adjusted 
for the liquidity ratio) or 22.6% (disregarding the liquidity ratio).

Á For performing loans these figures are higher, at 21% and 59% respectively.

Breakdown of corporate loans by LTV ratios in the 
range from 0 to 2

Breakdown of performing corporate loans by 
LTV ratios in the range from 0 to 2

Source: NBU, as of 1 May 2018 
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Highly liquid collateral makes comparatively small proportion of total collateral

Á Realestate(andmostlycommercialrealestate,excludingland)dominatesin the compositionof
collateral.

Á The most liquid collaterals (money and equivalents, investment-grade and government
securities,aswell asgovernmentand investment-gradeōŀƴƪǎΩguaranties)makecomparatively
smallproportionsof total collateral,7%and15%respectively.

Composition of collateral against corporate loans 
adjustedfor liquidity haircuts

Source: NBU
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Composition of collateral against corporate loans 
not adjusted for liquidity haircuts

0%

20%

40%

60%

05.17 07.17 09.17 11.17 01.18 03.18 05.18

Money and equivalents, investment-grade and gov. securities
Government and investment-grade banks' guarantees
Real estate and integral business property
other types of collateral

0%

10%

20%

30%

40%

50%

60%

05.17 07.17 09.17 11.17 01.18 03.18 05.18

Money and equivalents, investment-grade and gov. securities

Government and investment-grade banks' guarantees

Real estate and integral business property

other types of collateral



Net interest and fee incomes are growing rapidly

Á ¢ƘŜ ǎŜŎǘƻǊΩǎ ƻǇŜǊŀǘƛƴƎ ƛƴŎƻƳŜ ƎǊŜǿ ōȅ с҈yoy thanks to an increase in net interest income 
(+43% yoy) and fee income (+28.3%yoy).

Á Banks became profitable after three years of recession. As the operating income grow and 
provisioning decreases significantly, the net sector profit is expected to become higher. 

Operating income trend*, UAH billion Components of financial results* and ROE

at solvent banks as of the reporting date
Source: NBU
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*Volumes for quarter
**Income tax included
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Lower funding costs underpinned interest efficiency

Á The key driver of net interest income is lower cost of retail deposits.

Á PrivatBankand foreign banks are leading in terms of efficiency.

Á Large discrepancies between accrued and actually received interest income was the result of 
incorrect reflection of the loan portfolio quality. Banks accrue interest on loans that are not 
serviced.  

Ratio of interest costs to interest incomes Discrepancies between actually paid and accrued 
interest incomes at the 25 largest banks
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* ƎǊƻǳǇΩǎ ǎƘŀǊŜ ƛƴ ǘƘŜ ǎŜŎǘƻǊΩǎ ƴŜǘ ƛƴǘŜǊŜǎǘ ƛƴŎƻƳŜ;
at the banks that were solvent as of 1 April 2018
Source: NBU
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In Q1нлмуΣ ǘƘŜ ǎŜŎǘƻǊΩǎ ƻǇŜǊŀǘƛƴƎ ǇŜǊŦƻǊƳŀƴŎŜ ǿŀǎ ǿƻǊǎŜ ǘƘŀƴ ƭŀǎǘ ȅŜŀǊ

Á Growth in administrative expenses (+25.2%yoy) outpacing income growth (primarily at banks 
ǿƛǘƘ ƭŀǊƎŜ ǘǊŀŘƛƴƎ ƭƻǎǎŜǎύ ŀŦŦŜŎǘŜŘ ǘƘŜ ǎŜŎǘƻǊΩǎ ƻǇŜǊŀǘƛƴƎ ǇŜǊŦƻǊƳŀƴŎŜΦ

Á ¢ƘŜ ǎŜŎǘƻǊΩǎ ƴŜǘ ƻǇŜǊŀǘƛƴƎ ǇǊƻŦƛǘ ōŜŦƻǊŜ ǇǊƻǾƛǎƛƻƴƛƴƎ ŘǊƻǇǇŜŘ ōȅ моΦо҈yoy, to UAH10.8billion. 

Á Cost-to-Income Ratio (CIR) was by 57.9% in Q1 2018 compared to 49.0% in Q12017.

Change in administrative and other operating 
expenses by bank groups, Q12018,yoy

Components of operating income and expenses 
by bank groups, 1Q2018, UAH billion
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* at solvent banks as of the reporting date
Source: NBU
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Á Out of 82 banks,19 incurred net operating expensesbefore provisioning(versus14 in Q1 2017),
includingonestate-ownedbank.

Á Thenumberof loss-makingbanksdeclinedfrom 18 to 14, of which three generatedoperatingprofit
but sustainedlossesdueto anincreasein provisions.

Á Adverseeffect of initial implementationof IFRS9 onōŀƴƪǎΩcapitalat UAH10 billion wasoffset by net
earningsof Q1 (UAH8/7 billion).

Distribution of loss-making banks*
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Recommendations

To publicauthorities:

Á to expediteapprovalof lawsthat are necessaryfor enhancingeffectivenessof the bankingsector
andthe financialmarketasa whole

Á to resumecooperationwith the IMFandother internationalfinancialinstitutions.

To banks:

Á to intensifyresolutionof non-performingloans(NPLs)

Á to assessborrowercredit riskappropriately

Á to revisebusinessmodelsat banksthat arepersistentlyloss-making

Á to improvemanagementof non-coreassetsobtainedduringthe crisisor sellthem.

b.¦Ωǎplansandintentions

Á to introducea new capitalcontingentconvertible instrument

Á to introducethe riskmanagementsystemat banks

Á to launchreviewofōŀƴƪǎΩinternalcredit riskrules

Á to publishresultsof the annualassessmentof banks'resilience

Á to improvebankregistrationandlicensingprocedures.
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SpecialFocus

RelatedPartyLending: NeverAgain
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Related party lending is the source of financial instability

Á Relatedparty (RP)lending was a commonpractice for Ukrainianbanksfor a long time. Insufficient
control and regulation of these transactionscausedaccumulationof major risks that materialized
duringthe crisisof 2014ς2015.

Á ThediagnosticstudyofōŀƴƪǎΩRPexposuresfound that banksdeliberatelyunderestimatedthe shareof
suchloansby dozensof times. Beforethe diagnosticstudy the banksrecognizedUAH1.5 billion of RP
loans,after the study- UAH31.9 billion, failedbanksexcluded.

Á Theissueof RPloansismostburningfor privatebankswith Ukrainiancapital. Asof the endof 2016, RP
loansaccountedfor 27%of saidōŀƴƪǎΩcorporateloanportfolio.

Á Of 99 diagnosedbanks,44 hadexceededRPloanslimits (over25%of the regulatorycapital). Thirteen
suchbankshavealreadygonebankrupt. At present,21 banksexceedRPlendingratio and currently
implementthe RPlendingreductionprogram.

Á Thetotal RPloansat bankruptbanksexceededUAH83 billion. Theseloansremainednon-performing
and have causedsubstantial losses. Repaymentsto depositors of these banks from public funds
amounted to UAH38 billion. The rest of the amount was borne as direct lossesby businessesand
households.

Á Relatedcompaniesusuallyhavepoor financialstandingin contrast to market borrowersor are non-
operatingcompanies. In sucha way the companyowners tried to concealreal beneficiariesand to
obstructcollectionof debt.

Á Sincethe beginningof 2017, the shareof RPloansat solventbanksdecreasedby UAH8.5 billion or by
26%. In fact, the issueof RPlendingis no longercriticalanymorefor the bankingsystem. Howeverrisks
areconsiderableandrequireconstantandthoroughmonitoring.

25
PrivatBankwasexcludedfrom thisanalysisfor better representativenessof trends.



RP lending: Issue for private banks with Ukrainian capital

Á The highest concentration of RP loans was found in private banks with Ukrainian capital i.e. 27% 
of all corporate loans. At present, this figure is 21%.

Á For other bank groups this issue is not critical. All in all, the banking system accounts for less than 
5% of corporate RP loans. 

Shareof grossRP loansin the corporateloan
portfolio*

Grossloansto RPsrecognizedby banks, UAH 
billion*

* Solvent banks as of 1 April 2018 (excluding PrivatBank). 
Source: NBU
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* Solvent banks as of 1 April 2018 (excluding state-owned banks and 
PrivatBank).

0%

5%

10%

15%

20%

25%

30%

01.14 11.14 09.15 07.16 05.17 03.18

All banks

Private domestic banks

All banks excl. SOBs and Russian-controlled banks

Diagnostics of 
ǘƘŜ ōŀƴƪǎΩ 
exposure to 
related parties

31.0

0.9

0

5

10

15

20

25

30

35

03.14 11.14 07.15 03.16 11.16 07.17 03.18

Corporates Individuals


