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Summary. The scientific article examines the problem of capital adequacy
regulation, which is relevant for commercial banks and for regulators designed to
supervise the functioning of the banking system of Ukraine. Such close attention
to this problem is associated with the frequent formation of "imaginary" equity by
many commercial banks in Ukraine, as the banking business (especially in
today's Ukrainian economy) is characterized by risky activities. With proper
regulation of bank capital adequacy simultaneously with the growth of

capitalization of the banking system, will increase the attractiveness of
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commercial banks for depositors and creditors, expand their resource base,
improve the investment climate in Ukraine as a whole. The main tasks of
development of the banking system of Ukraine in the conditions of strengthening
their competitiveness in relation to foreign banks are highlighted, namely: to
minimize dependence on increasing the adequacy of capital adequacy assessment
of commercial banks to international standards, to strengthen supervisory
requirements for real capitalization of commercial banks in terms of risk. The
article proves that the main problem in determining the state policy of bank
capital adequacy is the so-called "moral hazard", which should be understood as
the desire of owners or managers of banks to conduct operations with higher
profitability, shifting their inherent risk to a third party act as depositors, other
creditors or the state. It is substantiated that it is the moral risk that can be
manifested both in bank liabilities (excessive increase in the share of borrowed
funds) and in bank assets (increase in the share of high-risk investments,
including as "compensation™ for capital increase at the request of the supervisor).

Key words: equity, bank capital adequacy, banking supervision, banking

risks.

Anomauia. B nayrogit cmammi OocniodceHa npobrema pecynro8aHHs
docmamHocmi Kanimainy, SKA € aKmyajibHa O KOMepyiuHux OaHuKie [ 0
Ppe2yniolouux 0p2aHie, NOKIUKAHUX 30IUCHIO8AMU HA2NAO 3d (YHKYIOHY8AHHAM
baunxiecokoi cucmemu Ykpainu. Taxa nunvHa yseaca 00 O0aHOi npobLemu
no8’sA3aHa Yacmum QOPMYBAHHAM «YABHO20» 6IACHO20 Kanimauy Oazamvma
KoMepyiuHumu O6aukamu Yxpainu, ocKiibku 0151 6AHKIBCbK020 Oi3Hecy (0cobauso
8 YMOBAX CYYACHOI YKPAIHCbKOI eKOHOMIKU) NPpUMAMAHHUL PUUKOBAHULU
xapakmep  OisnvHocmi. Ilpu  npasunvHoMy — pe2ynio8aHHi  O0CMAMHOCHII
OAHKIBCbKO20 KANIMALy OOHOYACHO 3 3POCMAHHAM Kanimanizayii OaAHKiBCbKOl
cucmemu, 00360aUMb NIOBUWUMU NPUBAOIUBICIb KOMEPYIUHUX OaHKI8 O
BKIAOHUKIG 1 Kpeoumopie, po3uupumu ix pecypcHy 6a3y, HOINuUmMb

iHgecmuyiunuy Kuimam 6 Ykpaiui 6 wyinomy. Buceimaeno ochogHi 3adaui
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po3sumKky  OaHKigcbkoi  cucmemu  YKkpainu 6 ymoax  3MiYyHeHHA  iX
KOHKYPEHMOCHPOMONCHOCII NO BIOHOWIEHHIO 00 I[HO3eMHUX OaHKie, a came:
MIHIMI3Y8AMU 3ANE€HCHICMb 810 NIOBUUEHHS A0eK8AMHOCMI OYIHKU 00CMAMHOCMI
Kanimanie KoOMepyiuHux OanKi8 MIDCHAPOOHUM CMAHOAPMAM, NOCUTUMU BUMOSU
Opeamie Haensdy 8 YACMUHI 3POCMAHHS PeanbHOi Kanimanizayii KomepyiuHux
baukie, gopmysamu Kanimai HALEHCHUMU AKMUBAMU 3 MOUKU 30pY PU3UKy. B
cmammi 008e0eH0, WO NpU BUIHAYEHHI O0epPHCABHOI NONIMUKU pe2yni08aHHs
oocmamuocmi OAHKIBCLKO2O KANimany OCHOBHOK NPOOIeMON € mMaK 38aHUll
"Mopanvhuil puzux", nio AKUM eapmo po3ymimu NpacHeHHs GIACHUKIE abo
KepigHUKIi@ OanKie npogooumu onepayii 3 NiOBUWEHOIO NPUOYMKO8ICHIO,
nepekIaoanyu 61ACmMusUll iM pusuKk Ha mpemio 0cody, 8 AKOCMI AKOI MONCYMb
sucmynamu 6KIAOHUKU, [HWI Kpeoumopu abo Oepocasa. OOIpyHmMoauo, wjo
came MOPANbHULL PUSUK MOXNCE NPOABIAMUCSA 5K 6 OaHKIBCbKUX NACUBAX
(HaOMipHe HAPOWYBAHHS YACMKU 3ATVHEHUX KOwimis), max i 6 OAHKIBCbKUX
akmueax (30i1bulenHsl YacCmKU 6KIA0eHb 3 UCOKUM DPUSUKOM, 68 MOMY HYUCTI 5K
"Komnencayin” 3a 30inbUlenHA KANIMAaty Ha 6UMO2Y OP2aHy HA2ls0y).

Knrwouogi cnosa. sracnuti kaniman, 0ocmamuicms OAHKIBCHKO20 Kanimaiy,

OauKiBCbKUL HA2A0, pU3UKU OAHKIBCHKOI OIsLIbHOCHIL.

Annomayua. B nayunoti cmamve uccieoosana npobiema pe2yiupo8anus
00CMAmMoYHOCMU KANUMAd, Komopas aKkmyaibHa 015 KOMMepyYecKux 6aHKos u
Ol pecyIupyrouux OpeaHos, NPU3BAHHLIX  OCYWECMEIsAms  HA030p  3d
@yHKyuonuposanuem Oankosckou cucmemsvl Yrpaunvi. Cmoab npucmanvHoe
BHUMAHUE K OAHHOU npobieme C8iA3aHO C YaACMbIM QOPMUPOBAHUEM «MHUMO2O0N»
COOCMBEHHO20 KANUMAla MHO2UMU KOMMepuecKumMu Oaukamu Ykpaumol,
NOCKOJIbKY OJIs1 OAHKOBCK020 OuzHeca (0COOEHHO 6 YCI08USAX COBDEMEHHOU
VKPAUHCKOU 3KOHOMUKU) NPUCYUEH DPUCKOBAHHLIL Xapakmep OesmelbHOCU.
Ilpu npasunvHom pezynrupoeaHuu 00CmMamo4HoCmu OAHKOBCKO20 Kanumana
OOHOBPEMEHHO C POCMOM KANUmMaiu3ayuu OAHKOBCKOU Cucmembvl, HO360]1UM

Nno6bICUNIb NPUBIIEKAMENIBHOCMb KOMMEPYECKUX banxkos Ol BKIAOYUKOB U
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Kpeoumopos, pacuiupums ux pecypcHyro 0a3y, VIVUUUmM UHBECTUYUOHHDILL
kwmam 6 VYkpaune 6 wyenom. H3n00/cenbt OCHOSHbIE 3a0ayu  pA3GUMUSL
OaHKOBCKOU — cucmembl Vkpaunvt 6  ycnosusax — ykpenniewus — ux
KOHKYPEHMOCHOCOOHOCMU NO OMHOUWLEHUIO K UHOCMPAHHLIM OAHKAM, A UMEHHO:
MUHUMUUPOBAMb  3ABUCUMOCIbL  OM  NOBLIUUEHUS  A0eK8AMHOCU — OYEeHKU
0oCcmamoyHocmuy ~ Kanumano8  KOMMeEpPUYecKUx  OaHKo8  MeNCOYHAPOOHBIM
cmanoapmam, yCUIums mpeoosanus op2ano8 Haod30pa 6 Yacmu pocma peaibHOu
Kanumanuzayuu KOMmep4eckux OanKos, popmuposams Kanuman HAoIeHcauumu
AKmMueamu ¢ Mmo4Kku 3peHusi pucka. B cmamve doxasano, umo npu onpeoeyeHuu
20CY0apCmMEeHHOl NOTUMUKU  Pe2yIUposanusi 00CMamoyHoCmu OAHKOBCKO20
Kanumaia 0CHOBHOU NpoOaeMOll A61emcs maK Hazvleaemvll "mopanvhwiil puck”,
o0 KOmopwim ciedyem NOHUMAms cmpemienue 61a0eibyes Uil pyKogooumeneu
bankos nposooumsv onepayuu ¢ NOBbIULEHHOU 00XOOHOCMbIO, NePeKIaA0bléasl
NPUCYWULE UM PUCK HA mpembe JUYo, 8 Kayecmee KOMopol MOSYym 6blCynambo
BKIAOUUKU, Opyeue Kpeoumopwvl uiu 2ocyoapcmeo. OOOCHOBAHO, UMO UMEHHO
MOPATILHBLU PUCK MOJHCEM NPOAGTIAMbCS KAK 8 OAHKOBCKUX NACCUBAX (Upe3mepHoe
Hapawusanue O0aU NPUBIEYEHHbIX Cpeocme), maK u 6 OAHKOBCKUX AKMUBAX
(veéenuuenue 00U BNONCEHUU C BbICOKUM PUCKOM, 6 MOM HYucle Kak
"komnencayus" 3a yeenuuenue kanumaia no mpedo8anuio opeara Hao3opa,).
Knioueevie cnosa: coocmseennvlil kKanumai, 00CMaAmMoyHOCMb OAHKOBCKO20

Kanumaina, 6AHKOBCKULL HAO30p, PUCKU DAHKOBCKOU 0esimelbHOCHIU.

Statement of the problem in general. Currently, the problem of assessing
capital adequacy is relevant for commercial banks and for regulators to supervise
the functioning of the banking system of Ukraine. Different approaches to
assessing the capital adequacy of banks are widely discussed by experts in the
field of banking in different countries, discussions are held both within national

banking systems and at the level of international financial institutions. The
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reasons for such close attention to this topic lie in the mutual (for banks and
supervisors) importance of such a source of banking resources as equity.

The issue of assessing the capital adequacy of commercial banks is
important for the development of the banking system of Ukraine. First, the
current practice of forming "fictitious" capital by many, including the largest,
commercial banks in Ukraine, is of serious concern to specialists. The solution of
this problem in theoretical and applied aspects is of fundamental importance,
because banking (especially in the modern Ukrainian economy) is risky. At the
same time, a real assessment of the capital adequacy of the banking system, along
with the growth of capitalization, will increase the attractiveness of commercial
banks for depositors and creditors, expand their resource base, improve the
investment climate in Ukraine. At the same time, the growth of capital adequacy
will promote the development of banking operations, allowing commercial banks
to compensate for the level of risks taken, the development of the loan capital
market, financial markets.

One of the most important tasks of the banking system of Ukraine is
strengthening their competitiveness in relation to foreign credit institutions, which
largely depends on improving the adequacy of capital adequacy assessment of
commercial banks to international standards, strengthening the requirements of
supervisors in terms of real capitalization of credit institutions assets. The
problems of regulating equity adequacy are extremely important for both the
banks themselves and the banking system as a whole.

Analysis of recent research and publications. The study of theoretical
and methodological foundations of capital adequacy of the banking system of
Ukraine, as well as areas of its regulation are devoted to the works of domestic
scientists: Alekseenko M., Vasilieva T., Varenyk V., Vovchak O., Gutsal I.,
Dzyublyuk O., Yermolenko M. Foreign scientists, in particular: 1. Balabanov, G.
Birman, V. Bocharov, S. Brigham, L. Hitman, R. King, O. Lavrushin, I.

Larionova, Y. Maslenchenkov also make a significant scientific contribution to
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the researched problems G. Panova, W. Sharp, S. Schmidt, J. Schumpeter and
others.

Formulation of the purposes of the article. The purpose of this study is
to substantiate the required level of capital adequacy of the banking system of
Ukraine, as well as areas of its regulation in times of financial crisis. The tasks of
the scientific article include: study of the essence of bank capital adequacy; assess
the capital adequacy ratios of Ukrainian banks; to characterize the main directions
of regulation of the level of capital adequacy, which are developed and adopted
by the highest state authorities and establish the fundamental principles of
building the banking system of Ukraine.

Presentation of the main research material. The problems of regulating
the capital adequacy of the banking system of Ukraine have always been given
special attention, as the own resources of commercial banks are the most
important insurance fund to cover possible losses in the event of bankruptcy and a
source of financing for banking operations. The term "capital adequacy" reflects
the overall assessment of the reliability of the bank, the degree of its risk appetite
[5, p. 1124]. The interpretation of capital as a "buffer" determines the inverse
relationship between the amount of capital and the bank's risk appetite. Hence:
the higher the share of risky assets in the bank’s balance sheet, the greater should
be its equity. However, it should be noted that the excessive "capitalization™ of
the bank, the issuance of excess shares in comparison with the optimal need for
own funds is also not a boon. It negatively affects the bank's activities.
Mobilizing cash resources through the issuance and placement of shares is a
relatively expensive and not always acceptable method of financing for the bank.
As a rule, it is cheaper and more profitable to attract depositors' funds than to
Increase equity.

In the process of evolution of any banking system, we can trace the
influence of two different trends: the desire for maximum efficiency on the part of

system participants (represented by the owners of commercial banks) and the
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desire for greater stability by society as a whole (represented by the state).
Stability of functioning is almost the main requirement of society to the banking
system, which distinguishes it from any other sector of the economy. The special
regulation of the financial and banking sector by the state is due to the specifics of
banking, related to the production of special services (transformation of deposits
into loans, issuance of liquidity instruments and accumulation of information
about borrowers) and various negative consequences of banking crises national
economy and social stability. It is obvious that banks occupy a special place
among other specialized financial intermediaries due to the unique "duality" of
their functions; passive (attracting depositors) and active (placing them on loan)
Banks deal with financial contracts (loans and deposits) that cannot be resold as
easily on the market as stocks, bonds or other securities. The liquidity of the latter
Is explained by their "anonymity" in the sense that the identity of their current
owner does not matter to determine their market price. As a result, banks are
generally unable to sell these contracts on the market and are forced to keep them
on their balance sheets until they expire. In addition, financial contracts issued by
borrowing firms (loan agreements) usually differ in scope and duration from the
contracts required by investors (time deposits or demand deposits) [3, p. 88].
Thus, banks and other financial intermediaries are needed to transform
financial contracts and securities in terms of volume, timing and degree of risk. In
an ideal world of full information-efficient financial markets, individual investors
and borrowers could easily achieve optimal risk allocation by diversifying their
portfolios, but due to the existing real constraints (for example, on the volume of
investments) perfect bank diversification is unattainable. Financial intermediaries
can partially solve this problem by pooling investors' funds in order to avoid at
least some of these limitations and ensure approximately the same risk
diversification for all depositors, which they could get on their own in the
presence of full financial markets. In any financial market, there is always the

problem of information asymmetry, when some of its participants are better
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informed about the potential risk of specific transactions or instruments than
others. The imperfections of the financial market are considered as personal
forms of information asymmetry: the previous - in the form of so-called
"unfavorable selection”, intermediate in the form of "moral hazard" and actual -
in the form of "expensive state control". The essence of the concept of "adverse
selection” in lending is that economic agents (both depositors and banks) in
conducting active operations are faced with the problem of optimal choice of
many possible options for allocating resources in incomplete or inaccurate
information, when borrowers are consciously better informed about the risk of
their projects than creditors [6, p. 56].

As a result, the lender is unable to set differentiated interest rates for
borrowers with different levels of risk, which ultimately leads to unforeseen
losses for the lender and additional costs for the average borrower. In determining
the state policy of regulation of the banking sector, the central problem is the so-
called "moral hazard", which in banking means the desire of owners or managers
of banks to conduct operations with higher profitability, shifting their inherent
risk to a third party, which may act as depositors, others creditors or the state.

Moral risk may be due to the structure of both bank liabilities (excessive
increase in the share of borrowed funds) and assets (increase in the share of high-
risk investments, including as "compensation™ for capital increases at the request
of the supervisor). In both cases, due to the limited liability of the bank's
shareholders for their shares, the risk of loss is usually "transferred” to depositors
and other owners of the bank's liabilities. The mechanism of "risk transfer"
through the system of state deposit insurance at fixed (insensitive to the level of
bank risk) rates is also well known. Reducing incentives for moral hazard and
reducing the consequences of adverse selection in banking and are the main
motive for state regulation of banking risks [2, p. 197]. Mechanisms for
regulating the risks of the banking system are very diverse, and they are

convenient to consider in hierarchical levels of perception and scope. these
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mechanisms do not operate in isolation, but are in complex interaction with each
other. In practice, they can be used in different combinations and with different
efficiency, with the decisive role in the regulation of systemic risk is played by
the mechanisms operating at the state and industry levels. At the macro level,
regulatory mechanisms are developed and adopted by the highest state authorities
and establish the fundamental principles of building the banking system of
Ukraine. The basic institutions for regulating the systemic risk of the banking
sector include:

1)  restrictions on the composition of banking portfolios (including the
separation of operations of commercial and investment banks within the so-called
"commercial” banking system, the rules of mandatory reserve funds, etc.)

2)  state guarantee (insurance) of household deposits in commercial
banks of Ukraine;

3) the amount of liability of bank owners to creditors for the bank's
obligations.

In addition to these basic mechanisms in world practice, there are also
auxiliary mechanisms for regulating banking risks at the macro level.

4)  restrictions on entry into the industry, expansion, mergers and
acquisitions;

5)  restrictions on the maximum size of deposit rates and commissions.

At the mesolevel (banking system level), the main institutions for
regulating banking risks are regulations of state supervision bodies (National
Bank of Ukraine), as well as regulations and standards developed and voluntarily
adopted by industry participants (for example, within self-regulatory
organizations). State supervisors often work closely with supranational entities,
such as the Basel Committee on Banking Supervision. At this level, the main
institutional mechanisms for regulating banking risks are:

6) the minimum amount of capital for newly established banks,

composition requirements and standards of bank capital adequacy;
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7)  liquidity standards of the bank balance sheet and credit risk
concentration;

8)  prudential control of regulatory authorities over compliance with
mandatory standards, verification of banking risk assessment models, rules and
procedures for liquidation of banks;

9)  requirements for disclosure of information on the financial condition
and risks of banks:

10) generally accepted measures for quantitative assessment of banking
risks, methods of their calculation and / or regulatory requirements for the
methods used in banks;

11) standards of organization and activity of internal control and risk
management services in banks, recommended by supervisory authorities.

At the microlevel, at the level of individual commercial banks, in addition
to the above external constraints can be used and their own, internal risk
management mechanisms. These mechanisms are applied in the field, methods
and models of risk assessment and control, the specific form of implementation of
which is determined by the banks themselves. The most common institutional
mechanisms for managing banking risks at the micro level include:

12) methods of assessing the borrower's creditworthiness and internal
models of credit risk assessment;

13) internal models of quantitative assessment of market risk of banks'
loan portfolio;

14) strategies used to limit market, credit, operational and other types of
risk (limitation, hedging, internal control, etc.).

Conclusions and prospects for further research. The system of state
regulation of capital adequacy of the banking system in Ukraine, formed as a
result of long-term evolution, is based on three fundamental mechanisms:
minimum standards of bank capital adequacy, state deposit insurance and limits

on liability of bank shareholders for obligations to creditors. The subject of
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further consideration will be the requirements for bank capital adequacy as a
basic regulatory tool aimed at reducing the likelihood of bankruptcy of each
individual bank and, consequently, to increase the stability of the system as a
whole. A characteristic feature of most comments on the recent banking crises is
the extremely frequent mention of bank capital. It is believed that not the least
role in underestimating the development of financial crises (both in Ukraine and
abroad) was played by shortcomings on the part of supervisors, which did not
track the possibility of new risks in banking and did not strengthen control over
these types of risks. in particular by imposing stricter capital requirements on

banks.
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