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ESSENCE OF BANK FINANCIAL STABILITY AND METHODS OF ITS 

EVALUATION: THEORETICAL ASPECTS 

 

Summary. Since the efficient operation of banks is the basis for the 

effective functioning of the economy, evaluating the financial stability of banks 

is necessary in order to prevent problems in the banking system, without which 

today it is impossible to ensure neither business nor the functioning of the state. 

The article deals with the study of theoretical approaches to the interpretation of 

the essence of the economic category "financial stability of the bank". On the 

basis of the generalization of the economists’ opinions, the essence, content and 

result as the integral parts of the interpretation of the financial stability of the 

bank are distinguished and the author's definition of the category is proposed.  

Consequently, the main indicators that need to be calculated to assess the 

financial stability of the bank are indicators of liquidity, solvency, profitability, 
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and balance of financial flows, structure of financial resources and the level of 

risks. 

Particular attention is paid to analyzing existing methods for assessing 

financial stability of the bank. In particular, the essence of the main ones was 

identified, the result of the evaluation and the shortcomings of the methods were 

analyzed. The most frequently used method of evaluating the financial stability 

of the bank is the method of financial ratios. According to the results of the ball 

assessment, the highest score - 4 - has received a method of integrated 

assessment of banks activity taking into account the risks of depositors. The 

disadvantage of this method is precisely the failure to take into account the risks 

of the bank (not the risks of depositors). It is advisable to evaluate financial 

sustainability not only on the basis of financial reporting data, but also using 

market data to take into account risks’ factors and assess their impact on 

financial stability of the bank. This will allow a comprehensive approach to 

managing the financial stability of the bank.  

Key words: bank, banking system, financial stability, essence, evaluation 

 

Statement of the problem. Financial stability management is a necessary 

element of managing each bank. The financial stability of the banking system as 

a whole depends on the level and type of financial stability of each individual 

bank. Therefore, the issues of financial stability of the bank deal with both at the 

micro level and at the macro level. 

Important to ensure the stable banks activity is their financial stability and 

ability to fulfil obligations timely. Such reasons as low bank solvency, dummy 

securities transactions, rising debt arrears and many others cause mistrust to a 

particular bank and the banking system as a whole. Since the effective banks 

activity is the basis for the efficient economy functioning, the assessment of 

financial stability of banks is necessary to prevent problems in the banking 

system, without which today cannot provide any business or operation of the 
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national economy. That is why it is relevant to research the theoretical and 

applied principles of interpretation of the essence and methods of assessing the 

financial stability of banks. 

Analysis of recent researches and publications. The financial stability 

of banks is widely explored by economists. Today, the research of the essence 

and methods of assessing the financial stability of banks are performed by Zh. 

M. Dovgan [2], O. B. Zhykhor, O. V. Bilska, D. O. Medvedyev, A. A. Popov 

[3], M. I. Zveryakov, V. V. Kovalenko, A. S. Sergyeyeva [4], A. A. Zolkover 

and A. O. Gumenyuk [5], A. Ye. Kyrychenko [6], V. V. Mayba [7], A. V. 

Maksymova [8], M. H. Marych and A. V. Marych [9], T. Rayevska [11], Yu. S. 

Rebryk [12], Yu. O. Rusina and A. G. Legeyda [13], L. V. Yurchyshena and S. 

V. Podolyan [15] and others.  

Each author reveals his own view on the interpretation of the financial 

stability of the bank and on the method of its evaluation, so it is necessary to 

systematize the existing theoretical approaches, identify their common and 

distinctive features, form own position on the problem of research. 

Formulation purposes of article (problem). The main tasks of the 

article are the theoretical research of the essence of the economic category 

"financial stability of the bank"; critical analysis of the essence of the bank's 

financial stability and formation own approach to its interpretation, analysis of 

the available methods of assessing the financial soundness of banks and 

highlighting their shortcomings. 

The main material. According to the NBU formulation, "the financial 

stability of the bank is a state of the bank, characterized by a balance of financial 

flows, sufficient funds to maintain its solvency and liquidity, as well as 

profitable activities" [10]. If we analyze this definition by three criteria - 

essence, content and result, we get: essence - the state of the bank; content - 

balance of financial flows, adequacy of funds to maintain solvency and liquidity, 

profitability of activity are determined; the result is undefined. That is, for the 
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complexity of interpretation of financial stability of banks, it is necessary to 

clarify the definition of this category, which is given in the NBU materials. 

Among economists, there are other, other than the NBU’s, interpretations of the 

economic category "financial stability of the bank". The main ones are 

systematized in Table 1. 

Table 1 

Interpretation of the economic category "financial stability of the bank" by 

economists 

Authors Essence Content Result 

Dovgal Y. S. 

and 

Chamara R. 

O. [1] 

state of the 

banking 

institution 

determines the adequacy 

of regulatory capital to 

cover all possible risks 

related with banking 

activities 

ability to use assets as 

efficiently as possible 

Dovgan Zh. 

M. [2] 

comprehensive 

indicator 
- 

displays the degree of the 

bank’s reliability for external 

influences 

Zolkover A. 

A. and 

Gumenyuk 

A. O. [5] 

the state of 

financial 

resources of the 

financial 

institution 

determines the 

dynamics, structure, 

distribution and use of 

financial resources of 

the bank 

development of the bank's 

activity, growth of profit and 

capital while maintaining 

solvency and credit standing 

under conditions of acceptable 

risk level is ensured 

Marych M. 

H. and. 

Marych A. 

V [9] 

qualitative 

characteristics of 

banks' financial 

state 

determines the 

sufficiency, equilibrium 

and optimal balance of 

assets and financial 

resources  

ability to cover unforeseen 

costs and maintain a state of 

efficient functioning 

Yurchyshena 

L. V. and 

Podolyan S. 

V. [15] 

qualitative 

dynamic integral 

characteristic of 

bank capacity 

- 

efficient performance of the 

bank's functions and ensuring 

its purposeful development, 

minimizing risks under the 

influence of external and 

internal environment factors 

Source: systematized by authors according to [1; 2; 5; 9; 15] 

 

In contrast to the definition of the NBU, in the scientific literature, bank’s 

financial stability is mostly viewed from the standpoint of result rather than 

essence, which makes it possible to use different methods of assessing bank's 

financial stability. In essence, like the NBU, most of the analyzed literature 
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sources state that this is the state of the bank, the state of its resources, a certain 

characteristic of the state of the bank. We consider that, in essence, the financial 

stability of the bank is most expedient to be interpreted as "a characteristic of the 

bank's state, estimated and reflected by a comprehensive indicator". After all, 

the category "state" does not give an explanation as to the identification of the 

category of financial stability of the bank, so it is advisable to supplement it with 

a specific comprehensive evaluation indicator.  

If we interpretive the content of the category "financial stability of the 

bank", we consider it reasonable to take the definition of the NBU and take into 

account the balance of financial flows, sufficient funds to maintain solvency and 

liquidity, profitability of operations, as well as to add characteristics of financial 

resources of banks and risks inherent in banking. Therefore, we consider that the 

content of a bank's financial stability is most appropriate to be interpreted as 

"determining liquidity, solvency, profitability, balance of financial flows, 

structure of financial resources and level of risks". That is, assessing the 

financial stability of the bank, it is absolutely necessary to evaluate all areas and 

characteristics of the bank's activities, on the basis of which to create a 

comprehensive indicator that would allow solely on the basis of comparison 

with the normative value to draw conclusions about the current financial 

stability of the bank. 

From the standpoint of the result, which should provide for the 

interpretation of each economic category, then in the absence of such a 

component in the definition of the NBU, in the writings of economists there are 

different interpretations: the ability to use assets effectively, cover unforeseen 

costs, effectively function, effectively perform functions, minimize risks, receive 

profits, etc. If we summarize the findings in the scientific literature, we suggest 

that the result of the financial stability of the bank is most appropriate to 

interpret as "effective conduct of banking activities, ensuring a competitive 

market position, high positive results of work in all areas of activity and 
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acceptable level of risk". That is, the assessment of the financial stability of the 

bank should identify the level and sufficiency of the banking efficiency. 

Summarizing the above, we recommend to clarify the economic category 

"financial stability of the bank" and to consider it as follows: "financial stability 

of the bank is a characteristic of the bank’s state, assessed and reflected by a 

complex indicator, calculated on the basis of assessing liquidity, solvency, 

profitability, financial structure, balance resources and the risks level, and 

provides for identification of the level and sufficiency of the banking activity’s 

efficiency, which ensures a competitive market position, positive results in all 

areas of activity for the acceptable risks level". 

Therefore, the main indicators that need to be calculated to evaluate the 

financial stability of the bank are indicators of liquidity, solvency, profitability, 

balance of financial flows, structure of financial resources and risks level. 

On the basis of the value of the bank's financial stability indicator we can 

make conclusions about bank’s ability to conduct banking activities in unstable 

economic, political, financial and social conditions in general. The sufficient 

level of financial stability of the bank means that the bank is reliable, 

competitive and risk-tolerant in time of the above factors influence. 

Evaluation of the financial stability of the bank is an essential step in 

evaluating the bank's activities in general. There are different approaches in the 

scientific literature to analyzing a bank's activity, evaluating its performance in 

general, and financial stability in particular. We perform a more detailed 

analysis of the available methods of assessing the financial stability of the bank 

– detail each of them by the nature and the result of the evaluation, as well as 

highlight the main shortcomings of the method of assessing the financial 

stability of the bank. We also evaluate each of the methods on a 5-point scale, 

where: 5 is the highest score, characterizes the most accurate and complete 

assessed financial stability of the bank, and 1 is the lowest score, characterizes 

significant deviations from the expected result – identification of the type (or 
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level) of the financial stability of the bank. The results of the analysis the 

methods for assessing the financial stability of the bank and their evaluation are 

given in Table 2. 

Table 2 

The results of the analysis the methods for assessing the financial stability 

of the bank and their evaluation 

Authors Method name 
The essence of the 

method 

The result of 

the evaluation 

The disadvantages 

of the method 
Score 

Rebryk Yu. 

S. [12] 

Express 

diagnostic 

method 

Calculation of 

financial indicators 

and integral 

indicator of 

financial stability of 

the bank  

Determining 

the type of 

financial 

stability of the 

bank 

Taking into account 

first of all 

qualitative 

indicators of 

instability, and then 

quantitative 

indicators, which 

forms the 

ambiguity of the 

integral indicator  

2 

Rusnak Yu. 

I. [14] 

Coefficients 

method 

Calculation of key 

indicators – the 

total assets and 

liabilities, 

regulatory capital, 

solvency and 

liquidity on the 

basis of financial 

reports 

Identifying the 

causes of bank 

failure on the 

general 

principles of 

financial 

stability 

Analysing 

exclusively internal 

factors influencing 

the financial 

stability of the 

bank, insufficient 

indicators to assess 

the financial 

stability of the bank 

1 

Maksymova 

A. V. [8] 

Method of 

integral 

assessment of 

bank financial 

stability 

Calculation of the 

integral indicator as 

the average of the 

bank’s financial 

state coefficients, 

including the 

assessment of 

external and 

internal influence 

factors on the 

financial stability of 

the bank 

The average 

integral 

indicator 

characterizing 

the financial 

stability of the 

bank 

The calculation of 

the average 

indicator (due to 

the arithmetic mean 

of the total 

indicators of 

assessing the 

financial state of 

the bank) does not 

give complete 

information about 

the financial 

stability of the bank 

3 

Mayba V. 

V. [7] 
Rating method 

Assessment of 

financial stability of 

the bank on the 

basis of general 

indicators of the 

bank’s financial 

Determining 

the banks’ 

rating 

 Characteristics of 

the financial 

stability of the bank 

only according to 

internal figures and 

internal factors 

3 



International Scientific Journal “Internauka”. Series: “Economic Sciences”               
http://www.inter-nauka.com/magazine/economy/ 

International Scientific Journal “Internauka”. Series: “Economic Sciences”               
http://www.inter-nauka.com/magazine/economy/ 

Authors Method name 
The essence of the 

method 

The result of 

the evaluation 

The disadvantages 

of the method 
Score 

state  influence; 

calculation of key 

indicators solely for 

the purpose of 

identifying the risk 

of bankruptcy and 

liquidation 

Rayevska T. 

[11] 

Method of 

comprehensive 

assessment of 

banks' activities 

with regard to 

depositors' risks 

Comprehensive 

evaluation of bank's 

activity based on 

financial reporting 

indicators. 

Quantitative and 

qualitative 

indicators are taken 

into account 

Determining 

the banks’ 

rating, which is 

an assessment 

of a bank's 

financial 

stability 

Characteristic of 

financial stability 

of the bank only 

according to 

internal indicators 

and internal 

influence factors  

4 

Source: systematized by authors according to [7-8; 11-12; 14] 

 

As we can see, the most commonly used method of assessing a bank's 

financial stability is the method of financial ratios. According to the results of 

the scoring, the highest score – 4 – received a method of comprehensive 

assessment of banks' activities with regard to depositors’ risks. The disadvantage 

of this method is the lack of consideration of the bank’s risks (not depositors’). 

This method for assessing the financial stability of the bank is a rating: the 

valuation is made on the basis of analysis of standards of assets, liabilities, 

liabilities, expenses and income, capital, management, efficiency, liquidity, 

growth rate, that is based on all bank’s financial reports. Other of the analyzed 

methods for assessing the financial stability of the bank are less detailed and 

imperfect in terms of the calculated indicators and the approach for calculating 

the integral indicator of the financial stability of the bank, which is not provided 

by all of the analyzed methods. 

We suggest that in order to improve the assessment of the financial 

stability of the bank, it is necessary to use both financial reports that allow us to 

analyze the results of the bank's activity and internal preconditions for their 
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occurrence, as well as market data that allow analyzing the bank’s activity 

influence factors. 

Conclusions. Therefore, having examined the scientific literature, 

different approaches to the interpretation of the economic category of "financial 

stability of the bank" have been identified. Based on their critical analysis and 

generalization, the authors’ approach to interpreting the essence of this category 

was proposed, namely: «financial stability of the bank is a characteristic of the 

bank’s state, assessed and reflected by a complex indicator, calculated on the 

basis of assessing liquidity, solvency, profitability, financial structure, balance 

resources and the risks level, and provides for identification of the level and 

sufficiency of the banking activity’s efficiency, which ensures a competitive 

market position, positive results in all areas of activity for the acceptable risks 

level».  

On the basis of the results of analysis methods for assessing the financial 

stability of the bank we can say that most of them based on the method of 

calculation of financial ratios. We suggest that in order to improve the 

assessment of the financial stability of the bank, it is necessary to use both 

financial reports that allow us to analyze the results of the bank's activity and 

internal preconditions for their occurrence, as well as market data that allow 

analyzing the bank’s activity influence factors. 

Insights from this study and perspectives for further research in this 

direction, it is advisable to focus on assessing the financial stability of the bank 

and developing methods for taking risks into account in assessing financial 

stability of the bank. 
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