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Research report
Stability of Ukrainian financial sector is the way to economic recovery 

The report on the stability of the financial sector is an information and analytical product of the Rating Agency "Standard Rating", which contains the results of a diagnostic examination of the banking system, the main trends and trends that can significantly affect the development of the banking system and the insurance market of Ukraine. 

The report is intended for large depositors and all other counterparties of banks and insurers, and aims to acquaint them with the conclusions of RA "Standard Rating" regarding the main trends in the development of the financial sector of Ukraine in terms of the level of its stable operation. As part of Report, RA "Standard Rating" may emphasize the work of specific banks or groups of banks in order to provide examples or illustrate the identified trends. 

The report reflects the Agency’s opinion on the level of stability of the financial sector of Ukraine over the past 12-24 months. In its conclusions, the Agency takes into account both current trends and historical data, as well as its own forecasts or forecasts of state institutions and international organizations. RA "Standard Rating" considers all the information contained in the Report to be reliable. 

When using the Report, reference to RA "Standard Rating" is mandatory. One of the goals of the Financial Sector Stability Report is to combat misinformation and misinterpretation of current trends and trends that may be spread in the media with the aim of discrediting the work of Ukrainian banks and other financial market participants, or fanning panic in society. 
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1. Equity
RA "Standard Rating" assesses the level of banks’ provision with shareholders’equity capital during the period from 01.01.2022 to 01.08.2024 as acceptable (graph 1). 
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Примітка: Побудовано за даними, опублікованими на сайті НБУ
In general, on the system the level of regulatory capital adequacy (N2) grew from 18.01% to 19.85%, and the level of fixed capital adequacy (N3) fluctuated at the level around 12% over the specified period. The upward trend of N1 and N2 capital standards began in September 2022, accelerated from April 2023, but had a downward trend from December 2023. One of the main reasons for the growth of banks’ capital standards is the increase in their profits, including due to the high level of interest rates on deposit certificates of the NBU and ISLBs. The reduction of N1, N2, and N3 standards in the system since December 2023 occurred under the pressure of increased taxation of banks’ profits with a simultaneous increase in the volume of deposits raised by banks. 
RA "Standard-Rating" positively evaluates the policy of the NBU, which is aimed at keeping real interest rates at a high level, since along with the increase in profitability of banks, the level of their security has increased. The Agency reminds that capital for banks performs a protective function and is the basis of their solvency. Therefore, the growth of regulatory capital, the adequacy of regulatory capital and the adequacy of fixed capital strengthens the level of solvency of the banking system.
The dynamics of the aggregate regulatory capital of banks and the aggregate profit of the banking sector in 2023 year and in the first half of 2024 year were closely related. The exception was December 2023, when banks incurred significant income tax expenses. However, the main share of the banks’ profits came from banks that were under the control of the state of Ukraine. This share in 2023 year fluctuated between 52.68% and 64.07% (graph 2).
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Note: Based on data published on the NBU website 
According to the results of 2023 year, 63% of the profit of the banking system came from state banks and Sense-bank, which was nationalized and transferred to the control of the state. According to the results of the first half of 2024 year the situation almost didn’t change: 62.47% of profit accounted for state banks. The Agency approves the increase in taxation of banks’ profits as a temporary measure. But attention is drawn to the fact that, together with excess profits on deposit certificates of the NBU (DC of the NBU), the income received from classic banking operations became the basis for taxation. The additional tax burden actually falls on the borrowers, and will greatly slow down the growth of lending and the flow of capital from the NBU’s DC to the lending market, as well as to the ISLBs and corporate bond markets. In 2024 year, the NBU and the IMF successfully anticipated the return of the 50% profit rate to the banking sector. However, it should be noted that the profits of banks in 2024 are growing faster than in 2023, at least this is indicated by the comparison of data for the first half of 2023-2024.
The Agency conducted an analysis of the provision of regulatory capital of banks whose public reporting is monitored and identified the TOP-30 banks according to the N2 value. According to the Agency, in the given ranking, banks whose regulatory capital adequacy exceeded 20% had excessive capital reserve. Non-state banks with a capitalization of less than 20%, such as BANK CREDIT DNIPRO, PUMB, ACCORDBANK and KOMINBANK, maintained the most optimal capital reserve both according to the N2 and N1 standards. (table 1).
Table 1 

ТОP-30 banks by N2 level, whose N1 was more than UAH 500 mln, as of 01.08.2024
	№
	Bank’s name 
	Regulatory capital adequacy normative (N2), % 
	Regulatory capital normative (N1), mln UAH 

	1
	JSC "Deutsche Bank DBU"
	72,06
	683,339

	2
	JSC "ING Bank Ukraine"
	43,95
	3 558,677

	3
	JSC "PRAVEX BANK"
	43,45
	1 703,377

	4 
	JSC "UKRSIBBANK"
	40,05
	17 323,057

	5
	JSCB "INDUSTRIALBANK"
	38,57
	870,463

	7
	JSC "BIS"
	33,60
	733,624

	8
	JSC "CREDIT AGRICOLE BANK"
	31,73
	12 844,524

	9
	JSC "Poltava-bank"
	31,69
	919,516

	10
	JSC "KREDOBANK"
	31,51
	5 825,066

	11
	JSC "OTP BANK"
	29,31
	14 512,471

	12
	JSC "PROCREDIT BANK"
	22,72
	4 352,117

	13
	JSC "PIRAEUS BANK ICB"
	22,01
	569,040

	14
	JSC "Raiffeisen Bank"
	21,59
	24 309,296

	15
	JSC CB "PrivatBank"
	21,39
	79 875,766

	16
	JSC "BANK CREDIT DNIPRO"
	18,07
	1 793,005

	17
	JSC "Idea Bank"
	17,91
	1 603,319

	18
	JSB "Pivdenny"
	17,47
	5 455,445

	19
	JSC "CITIBANK"
	17,10
	2 064,052

	20
	JSB "UKRGASBANK"
	16,26
	12 566,574

	21
	JSC "PUMB"
	16,16
	15 070,677

	22
	PJSC "BANK VOSTOK"
	15,62
	2 437,219

	23
	JSC "CB "GLOBUS" 
	15,55
	724,914

	24
	JSC "OSCHADBANK"
	15,48
	31 393,626

	25
	PJSC "CB "ACCORDBANK"
	14,93
	602,291

	26
	JSC "А - BANK"
	14,77
	3 600,980

	27
	PJSC "MTB BANK" 
	13,91
	1 237,556

	28
	JSC "COMINBANK" 
	13,06
	737,604

	29
	JSC "SENSE BANK"
	12,78
	8 927,935

	30
	JSC "TASCOMBANK"
	11,68
	2 632,284


Note: Based on data published on the NBU website
Perceiving the ranking data by the level of N2 (table 1), it should be taken into account that traditionally the highest level of N2 ratio was held by small banks, but due to the fact that the regulatory capital of such banks was less than UAH 500 million, they did not get into the ranking. The agency positively assesses the availability of non-state banks with an optimal N2 level and with an excessive capital reserve in the system: an optimal solvency reserve of such banks makes them safe for depositors, and at the same time, their activity in Ukraine supports the level of competition in the market, where the state’s share in the system’s assets has exceeded 50% and where there is an increased competition from foreign banking groups. 

According to the Agency, the work stability of the banking system in 2023-2024 was most affected by two groups of banks: banks controlled by the Ukrainian government and banks with foreign capital. It was they which became one of the factors in the system’s stability at the beginning of the war. The analysis of historical data from the crises of the past years (2008-2009 and 2014-2017) and the response of banks to the challenges of 2022 year shows that it was the government of Ukraine and foreign shareholders (excluding russian) that came to the aid of their banks. During the entire period of analysis (since 2008), there are no precedents when banks controlled by the government of Ukraine or non-residents from far abroad were withdrawn from the market. This statistics was no exception during the war: in 2022-2023 and in the first half of 2024 there were no precedents of European banks exiting the Ukrainian market. These banks traditionally were provided with capital and liquidity.
Despite the war and the realization of numerous loan risks as a consequence of military risks, there is no capital shortage in the banking system of Ukraine. There are more than 50 banks in the system that have a surplus of N2 ratio, against this background, the values ​​of the capital standards consolidated by the banking system are increasing. The agency positively assesses the growth of the solvency level of the banking system in the conditions of confrontation with the aggressor. In its turn, the correction of the consolidated values ​​of N2 and N3 (against the background of the N1 ratio increase), which took place in the first half of 2024 year under the pressure of an increase in the volume of deposits, also deserves a positive assessment, as it indicates an increase in the activity of depositors in the country and indicates that banks strengthened their main function – the accumulation of free resources for lending.
2. Liquidity and resource base
The Agency reminds that the following key liquidity standards are in force in Ukraine today: 

· LCRac – liquidity coverage ratio on all currencies, net less than 100%; 
· LCRfc – liquidity coverage ratio in foreign currency, not less than 100%; 
· NSFR – net stable financing ratio, not less than 100% (from 01.04.2023).

The values ​​of these liquidity standards consolidated by the banking system increased in the analyzed period. The growth was noticeable starting from October 2022. According to the Agency, one of the reasons for this growth is the increase in Ukrainian banks’ investments in NBU Deposit Certificates and Internal State Loan Bonds (ISLBs). 

For the period from 01.01.2022 to 01.08.2024, the liquidity coverage ratio for all currencies (LCRac) grew noticeably: from 285% to 339%. For the same period, the liquidity coverage ratio in foreign currency (LCRfc) increased from 262% to 366% (graph 3). Similar trends could be also observed in net stable financing ratio NSFR. The increase in the liquidity of the banking system of Ukraine during the war period, together with the increase in the level of solvency, reduce the probability of a banking crisis in the future, even with the implementation of unfavorable scenarios in the national economy.
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Note: Calculated based on the data published on the NBU website as the average value of the relevant standards for banks whose public data are monitored by the Agency 
The trends that were revealed during the analysis of the LCRac, LCRfc and NSFR liquidity standards are confirmed by the trends shown by the analysis of the dynamics of the monetary aggregates of the NBU - М0, М1 and М2 (graph 4).

[image: image5]
Note: Based on data published on the NBU website 
The share of demand deposits in the national currency (M1-M0) in the monetary aggregate M2 during the period from 01.01.2022 to 01.08.2024 ranged from 31.29% to 37.28%. As of August 1, 2024, the share of demand deposits in the national currency in M2 grew to 36.93%, which indicated a gradual return of the tendency to decrease the maturity of the portfolio of bank deposits. The resource base of banks grows when the share of demand deposits increases, which is not very good for the recovery of lending. This means that the war also affected the behavior of bank depositors, who moved part of their funds to demand accounts, and banks were already used to the possibility of earning money on the NBU’s DC, which were considered as a short-term instrument of liquidity maintenance.
Separately, the Agency draws attention to the trend towards the correction of LCRac and LCRfc standards, which began in February 2024. The reduction of these standards against the background of the growth of the resource base of banks confirms the gradual return of banks to lending and other areas of resource allocation besides ISLBs and DC of the NBU.
The ranking according to the NSFR standard as of August 1, 2024 was headed by a bank with foreign capital – PJSC "CB "ACCORDBANK". However, attention should be paid to the formation of excessive liquidity in the banking system according to the NSFR (Table 2).
Table 2

ТОP-30 banks by NSFR on 01.08.2024
	№
	Bank’s name 
	LCRac (not less than 100%)
	LCRfc (not less than 100%)
	NSFR (not less than 100%)

	1
	PJSC "CB "ACCORDBANK"
	465,10
	699,63
	797,11

	2
	JSC "CITIBANK"
	469,64
	138,62
	729,38

	3
	JSC "BANK AVANGARD"
	274,83
	425,28
	721,28

	4
	JSC "BANK 3/4"
	520,76
	274,51
	618,36

	5
	JSC "EIB"
	289,17
	180,65
	420,11

	6
	JSC "IIB"
	278,64
	320,29
	415,30

	7
	JSC "UKRSIBBANK"
	356,71
	443,05
	388,68

	8
	JSC "CREDIT AGRICOLE BANK"
	641,54
	487,76
	352,78

	9
	JSC "UNEX BANK"
	332,09
	765,45
	343,56

	10
	JSC "PIRAEUS BANK ICB"
	338,82
	733,17
	324,09

	11
	JSC "AGROPROSPERIS BANK"
	225,09
	494,04
	283,52

	12
	JSC "KREDOBANK"
	240,24
	352,38
	264,86

	13
	JSC "CB "GLOBUS"
	393,11
	268,45
	224,36

	14
	JSC "Poltava-bank"
	510,79
	286,57
	223,70

	15
	JSC "Ukreximbank"
	388,22
	193,08
	221,54

	16
	JSC "Raiffeisen Bank"
	308,86
	453,83
	217,42

	17
	JSC "Oschadbank" 
	311,45
	450,32
	215,79

	18
	JSC "OTP BANK"
	403,25
	226,32
	212,72

	19
	Joint-Stock Bank "Pivdenny" 
	356,70
	291,88
	203,83

	20
	PJSC "BANK VOSTOK"
	224,70
	294,83
	193,68

	21
	JSC "PROCREDIT BANK"
	434,41
	352,49
	192,47

	22
	JSC "UNIVERSAL BANK"
	312,04
	632,36
	173,97

	23
	JSC CB "PrivatBank"
	418,66
	213,04
	173,18

	24
	JSC "BANK CREDIT DNIPRO"
	201,50
	270,63
	173,15

	25
	JSC "PUMB"
	227,80
	381,29
	171,89

	26
	JSC "SENSE BANK"
	435,81
	352,71
	168,61

	27
	JSC "COMINBANK"
	275,10
	682,11
	168,18

	28
	JSC "CRYSTALBANK"
	167,67
	347,46
	164,38

	29
	JSC "BANK OF INVESTMENTS AND SAVINGS"
	466,18
	445,23
	163,50

	30
	JSCB "INDUSTRIALBANK"
	419,75
	143,75
	162,12


Note: Compiled based on data published on the NBU website, from the list of banks whose public data the Agency monitors 
Banks in which the level of NSFR was more than 200-250% had a clear tendency to irrational liquidity management, which could be reflected in the efficiency of their work. According to the Agency, the following banks had the optimal level of liquidity according to the NSFR: PrivatBank, BANK CREDIT DNIPRO, PUMB, COMINBANK and others. 

In general, as of August 1, 2024, Ukrainian banks were very well provided with liquidity. This is partly due to the increase in the discount rate in the summer of 2022 year and the increase in the yield of NBU Deposit Certificates, and then – the yield of ISLBs. From the values ​​of the liquidity standards consolidated by the banking sector (LCRac, LCRfc and NSFR), it is clear that the system was filled with liquidity, which on average exceeded the minimum value of the standards in 2.0-2.5 times. The system did not need such a volume of liquidity throughout a long time and it should have gradually been directed to lending that basically it reflects the trend towards a decrease in liquidity standards from February 2024. 

However, the Agency positively assesses the situation with excess liquidity in the banking sector, which thus eliminates the risks associated with a possible outflow of deposits during the war. 
3. Asset quality and lending

The level of lending to the Ukrainian economy during the war did not show the growth rates observed in peacetime. This trend continued both in 2023 year and to some extent in the first half of 2024 year. The lack of lending activity was due to the following factors: 
· curtailment of lending activity by international banking groups due to the introduction of bans and limits by parent banks. In particular, many banking groups at the beginning of the war set conditions for Ukrainian subsidiaries to lend within the limits of the volume of loan portfolios that existed at the beginning of the war. And since part of the subsidiary banks of foreign groups measured their portfolios in hryvnias, after the devaluation the actual volume of lending gradually decreased; 
· availability of an alternative to loan investments in the form of DC of NBU and Internal State Loan Bonds (ISLBs), which were considered by the banks as instruments with zero credit risk; 
· limitation of insurance of new projects in Ukraine due to the increase in prices for such insurance and the conditional problem with payment by insurance companies of reinsurers’ services outside of Ukraine.

There are both negative and positive aspects to slowing down the growth of banks’ lending activity. On the one hand, slowing the growth of lending activity will have a negative impact on the economy of Ukraine and will increase the dependence of economic recovery processes on foreign aid. On the other hand, the banking system now holds a significant amount of resources and redistributes them in favor of liquidity assets – more liquidity ones than conventional loans to the real sector. Thus, during the war, the problem of choosing between the impact on economic growth and the level of stability of the banking sector was solved. A completely natural reaction of banks – to hold more liquidity during an unforeseen security situation – guaranteed and guarantees the stable operation of the banking sector during the war. The reduction of the NBU’s discount and other rates did not significantly affect the volume of banks’ investments in the NBU’s DC.
Today, the impact of the war on the quality of bank loans is noticeable, but very far from catastrophic. For the period from February 1, 2022 to August 1, 2024, the total amount of NPLs in the banking system of Ukraine grew from UAH 345.13 billion to UAH 416.929 billion, i.e. by 20.8%, which, taking into account inflation and devaluation, should not affect the work of banks. A significant share of the total amount of NPLs is occupied by problematic loans of state banks, which were identified even before the war.

It should also be noted that from about April 2023, the share of non-performing loans in the loan portfolio of Ukrainian banks stabilized, and from September 2023, it began to decrease. Partly, this happened due to the fact that banks completed the write-off of problem loans in the occupied territories, the area of ​​which began to decrease due to the successful actions of the Armed Forces of Ukraine. Thus, as of August 1, 2024, the share of NPLs decreased to 33.87%: this is still more than the pre-war level, but taking into account retrospective data and the high level of NPLs in state-owned banks, it is a completely acceptable result for the banking system of Ukraine (graph 5). 

[image: image6]
Note: Based on data published on the NBU website 
The agency admits that, under favorable circumstances, the level of NPLs may continue to decline. In particular, a wave of issuing new loans can significantly reduce the level of NPL and improve it to values ​​that can be compared with the pre-war level. As the reconstruction process begins in Ukraine, excess liquidity from the banking sector will be transformed into new loans. The reality of the implementation of this scenario depends on the success of the actions of the Armed Forces of Ukraine to liberate the occupied territories, and the provision of insurance for project and commercial risks during the war.
Perceiving the data on the TOP-30 banks with the smallest share of NPLs, it should be taken into account that such a ranking includes banks that may not have significant volumes of lending, or for which lending was not the main source of earnings. Among the banks that had a significant share of the loan portfolio in assets as of August 1, 2024, the following banks can be noted: PUMB (11.68%), BANK CREDIT DNIPRO (14.46%) COMINBANK (19.12%) and others (table 3).
Table 3

ТОP-30 banks by NPL share on 01.07.2024, % 
	№
	Bank’s name
	NPL share, %
	№
	Bank’s name
	NPL share, %

	1
	JSC "Deutsche Bank DBU"
	0,00%
	16
	JSC "KREDOBANK"
	16,23%

	2
	JSC "CITIBANK"
	0,03%
	17
	JSC "CREDIT AGRICOLE BANK"
	16,60%

	3
	JSC "AGROPROSPERIS BANK" 
	4,19%
	18
	JSC "OTP BANK" 
	17,17%

	4
	JSC "ING Bank Ukraine" 
	5,59%
	19
	JSC "PRAVEX BANK"
	17,71%

	5
	JSC JSCB "Lviv" 
	7,25%
	20
	JSC "TASCOMBANK" 
	18,47%

	6
	JSC "PIRAEUS BANK ICB" 
	7,69%
	21
	JSC "UNEX BANK"
	18,49%

	7
	JSC "A-BANK" 
	8,27%
	22
	JSC "COMINBANK"
	19,12%

	8
	JSB "Pivdenny" 
	8,42%
	23
	JSC "BANK "UKRAINIAN CAPITAL" 
	19,26%

	9
	PJSC "BANK VOSTOK"
	9,00%
	24
	JSC "BTA BANK"
	19,57%

	10
	JSC "PUMB"
	11,68%
	25
	JSB "Policombank"
	23,66%

	11
	JSC "Raiffeisen Bank" 
	12,09%
	26
	CB "GLOBUS"
	25,52%

	12
	PJSC "MTB BANK" 
	12,78%
	27
	JSC "MOTOR-BANK"
	25,55%

	13
	JSC "PROCREDIT BANK"
	13,49%
	28
	JSC "CREDITWEST BANK"
	25,61%

	14
	JSC "BANK CREDIT DNIPRO" 
	14,46%
	29
	JSB "UKRGASBANK"
	30,74%

	15
	JSC "UKRSIBBANK" 
	15,83%
	30
	JSC "Poltava-bank"
	31,35%


Note: Compiled based on data published on the NBU website, from the list of banks whose public data the Agency monitors 
Therefore, the decline in the quality of banks’ loan portfolios during the war was noticeable, but not catastrophic, and when adjusted for inflationary processes and devaluation, the change in the level of NPLs in banks’ loan portfolios could be considered insignificant and far from negative consequences. In the second quarter of 2023, the level of NPLs in the loan portfolio of Ukrainian banks stabilized, and from September 2023 it began to decrease, including under the pressure of issuing new loans. Considering the decrease in the system’s liquidity, banks began to implement its significant potential for issuing new loans, which will contribute to the reduction of the NPL level in the overall portfolio and it is already demonstrated by the statistics of the second quarter of 2024 year. The possibility of starting the process of rebuilding Ukraine already in 2024 will strategically improves the prospects of the Ukrainian loan market. At the tactical level, under the influence of the further reduction of NBU rates, there should be a flow of liquidity from the NBU’s DC to the ISLBs market and the loan market.
4. Profitability
The Agency conducted an analysis of the profitability of the banking sector in Ukraine based on the statistics of 2022-2024. It should be taken into account that 2022 year, full of war risks, became a significant test for banks, but the banking system remained profitable. The aggregate profit of banks after taxation for 2022 year reached UAH 21.921 billion, for 2023 year it grew to UAH 83.230 billion. Loss-making work of banks was observed from March to June 2022. Since July 2022, the profit of banks began to grow steadily, the trend was continued in 2023 year. The banking system of Ukraine finished the first half of 2024 year with profit after taxation in the amount of UAH 79 bln.
Interesting trends were revealed when analyzing the ratio of net fee and commission income to net interest income. The year 2022 was the year of unexpected interest policy of the NBU for most banks, which in June 2022 increased the discount rate. The NBU’s necessary step aimed at combating inflation has become a generator of interest rate risks for banks. In the opinion of the Agency, the level of independence of bank income from interest rate risk can be shown by the ratio between the NFCI and the NII. The higher this indicator is, the more the bank’s income will be protected from interest rate fluctuations. Since the beginning of the war, the ratio of NFCI to NII in the banking system as a whole has decreased from 42.07% to 23.96%. Separately, it should be noted that with the beginning of the discount rate reduction cycle, the NBU sent a signal to banks about a potential decrease in the NII in the future (graph 6).
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Note: Based on data published on the NBU website 
An additional analysis of the monthly volume of NII and NFCI as a whole for the banking system showed that starting from March 2022, the key indicators of the profitability of banking operations in terms of NII have steadily increased every month. It is also worth paying attention to the fact that the NFCI of banks remained at a relatively constant level throughout the war and did not even respond to inflation. Thus, banks have shifted the center of profit from commission to interest transactions. The identified trend may change in the future (graph 7).
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Note: Based on data published on the NBU website 
The study of the market situation showed that, according to the results of 2023 year and the first half of 2024 year, there were banks in the sector whose ratio of NFCI to NII significantly exceeded the consolidated indicator for the banking system of Ukraine, and this is not an anomaly caused by the action of temporary factors, but is the result of a well-thought-out business model. Ukrainian banks such as MTB BANK, ACCORDBANK, COMINBANK, GLOBUS, Poltava-bank and others are included in the TOP-30 in terms of the ratio of NFCI to NII among banks with a significant share of loans in assets. (table 4).
Table 4
ТОP-30 profitable banks by the ratio of net fee and commission income (NFCI) to net interest income (NII) according to the results of the first half of 2024 year 
	№
	Bank’s name
	NFCI/NII
	Profit after taxation, th. UAH

	1
	PJSC "MTB BANK" 
	78,92%
	502 639

	2
	JSC "EIB"
	61,86%
	21 844

	3
	JSC "RWS BANK"
	59,06%
	10 536

	4
	PJSC "CB "ACCORDBANK" 
	57,53%
	286 641

	5
	JSC "MetaBank"
	47,34%
	293

	6
	JSC CB "PrivatBank"
	40,01%
	30 648 086

	7
	JSC "COMINBANK" 
	39,63%
	162 756

	8
	JSC "CB "GLOBUS" 
	38,32%
	68 935

	9
	Policombank
	37,63%
	2 674

	10
	JSC "Poltava-bank"
	34,21%
	80 664

	11
	JSC "Oschadbank" 
	32,71%
	8 813 292

	12
	PJSC "BANK VOSTOK" 
	32,34%
	209 355

	13
	JSC "SENSE BANK"
	32,29%
	2 278 993

	14
	JSC "BANK OF INVESTMENTS AND SAVINGS" 
	30,93%
	43 922

	15
	JSC "IIB"
	29,52%
	2 804

	16
	Joint-Stock Bank "Pivdenny" 
	27,64%
	1 267 190

	17
	JSC "BANK "UKRAINIAN CAPITAL" 
	24,57%
	30 550

	18
	JSC "А - BANK"
	24,05%
	838 646

	19
	JSC "PIRAEUS BANK ICB" 
	21,62%
	28 653

	20
	JSC JSCB "Lviv" 
	19,52%
	117 652

	21
	JSC "JSB "RADABANK" 
	19,26%
	117 943

	22
	JSC "Ukreximbank"
	16,80%
	4 358 210

	23
	JSC "PUMB"
	16,42%
	3 821 957

	24
	JSC "Raiffeisen Bank" 
	15,88%
	4 310 317

	25
	JSC "UKRSIBBANK" 
	13,73%
	3 426 274

	26
	JSC "TASCOMBANK" 
	13,24%
	344 396

	27
	JSB "UKRGASBANK"
	13,00%
	3 300 377

	28
	JSC "BANK AVANGARD" 
	11,83%
	22 365

	29
	JSC "OTP BANK"
	11,64%
	2 639 167

	30
	JSC "AGROPROSPERIS BANK" 
	11,31%
	69 309


Note: Compiled based on data published on the NBU website, from the list of banks whose public data the Agency monitors 
Therefore, in 2023 year and in the first half of 2024 year a high level of rates for NBU Deposit Certificates and ISLBs affected the business model of banks. The ratio between NFCI and NII decreased in the banking system as a whole, and the ratio also decreased in the TOP-10 banks according to this indicator. Banks followed the NBU, which created more acceptable conditions for receiving interest income than fee and commission income. The change in banking business models in the first half of 2023 was of a conjunctural nature. 
5. Countermeasures against military risks and preparation for recovery
The banking system of Ukraine coped with military risks. One of the significant risks that war affects is operational risk. Temporary occupation of certain territories of Ukraine, physical destruction of bank branches and infrastructure, turning off lights, etc. – all these factors contribute to the implementation of operational risk in banks. The NBU played an important role in countering these risks in 2022-2024 years.
1. At the beginning of the war, the NBU changed the regulation that allowed cash withdrawals at supermarket and other retail establishments. This norm is successfully operating until now, it significantly relieved the banking system and allowed to provide the population with cash hryvnia more efficiently. As a result, the settlement infrastructure in the segment of conversion of non-cash hryvnia into cash expanded, which had a positive effect on the market’s ability to satisfy the population’s demand for cash. 
2. Implementation of the POWER BANKING project (organization of a network of bank branches that work even in the absence of light) with the help of the NBU stabilized the work of the banking sector during the blackout. The POWER BANKING network has more than 2390 branches equipped with alternative energy sources and backup communication channels, enhanced by cash collection and additional staff. Currently, about 75% of all branches of the POWER BANKING network belong to systemically important banks, one third – to branches of other banks. The availability of this project strengthened the banking sector’s opposition to russia’s military aggression against Ukraine. In the second quarter of 2024 year, the risk of power loss grew again and the project once again became a relevant pillar, thanks to which the banking system survived during mass blackouts. 
3. Despite the war, the NBU continued to improve the work of payment infrastructure. Thus, on April 1, 2023, there was a transition to the new generation Electronic Payment System (EPS) according to ISO 20022 standards, which works around the clock (24/7). The transition to ISO 20022 together with the introduction of IBAN create a technological basis for joining Ukraine to the Single Euro Payments Area (SEPA) and implementing instant payment services in Ukraine. The results of the settlement services market for 2023, published by the NBU, indicate that the share of non-cash transactions with cards is higher than before the war. Not only the increase in the official sector of the economy, but also the improvement of the payment infrastructure, which was taken care of by banks and the NBU, contributed to this process. 
4. The Agency reminds that the banking sector also suffers from hacker attacks. It is known from public information that during the war hacker attacks were carried out on UNIVERSAL BANK (Monobank brand), PrivatBank and other popular banks and portals of state institutions. The enemy tried to sow panic in the banking sector through an attack on IT systems, and to take advantage of the high level of digitaliization of the banking sector. But thanks to the coordinated actions of banks and the NBU, such attacks did not cause significant damage to the banking sector, although they caused some discomfort. The last recorded hacker attack took place on August 18, 2024 on Monobank.
5.  Attempts to destabilize the situation in the banking sector during the war are a classic measure in the general list of actions of the enemy’s special services. The banking sector of Ukraine was one of the priority targets of the aggressor from the beginning of the invasion. In the first days of the full scale war, the banking sector survived, including due to the concerted actions of the NBU and banks. However, given the new wave of information attacks throughout the 2023-2024 years, it can be concluded that the enemy, who failed to destroy the banking infrastructure, is now trying to sow panic among Ukrainians. This is evidenced by the “black PR” that Ukrainian banks and NBU are currently dealing with.
According to the Agency’s observations, the origin of the threat is indicated by the fact that commissioned materials against banks and NBU are placed on resources that the country’s authorities have already publicly identified as those coordinated by the aggressor country with a corresponding public call to avoid such information channels, because they are a dangerous source of information. Unfortunately, systematic destructive work is being carried out against the banking sector of our country. Panic moods, which play into the hands of the aggressor, were deliberately fueled by relevant information campaigns.
This situation was not observed for the first time: at the beginning of the summer of 2022, some banks already faced a wave of information attacks. Some were even artificially accused of false connections with the enemy (rf). The banking sector manages to be stable thanks to quick self-organization, efficient and systematic work of the NBU, the Government, and special services responsible for national security. At the same time, it can be a question not only of the intentionally destabilizing the situation by russians, but also of unfair competition.
6. The fight against money laundering and the participation of banks in tax opposition schemes continues. In 2023, the NBU withdrew two banks from the market for money laundering. JSCB CONCORD (01.08.2023) and IBOX BANK (07.08.2023) were deprived of their banking license and sent for liquidation. RA “Standard-Rating” warns the banking community not to make money laundering and tax evasion as part of its business model. The war made it very difficult for Ukrainian banks to implement the “know your customer” (KYC) principle, so individual mistakes are quite acceptable, but if banking supervision checks show that the bank received its main income from dubious transactions, such a banking business has no right to exist.
The NBU periodically fines banks for non-compliance with the legislation in the field of financial monitoring. For example, in November 2023, the NBU fined the state-owned Ukreximbank for UAH 400,000, and BANK AVANGARD – for UAH 51,000. In February 2024, ACCORDBANK and CRYSTALBANK were fined for UAH 400,000. In May, 2024 the fines were received by Oschadbank (UAH 33.76 mln), JSB “Pivdenny” (UAH 11.51 mln), A-BANK (UAH 10.51 mln) and etc. Banks can appeal such fines in courts. However, the NBU demonstrates that systematic work in the field of financial monitoring is being conducted in Ukraine. Compliance by Ukrainian banks with legislation in the field of financial monitoring is especially important during wartime. Ukrainian banks should not be involved in financing the enemy’s operations against Ukraine, even indirectly through their clients.
Ukrainian banks, the National Bank of Ukraine, the Association of Ukrainian Banks (AUB) and the Independent Association of Banks of Ukraine (IABU) have done a lot of work to prepare the banking infrastructure for the implementation of military risks. Ukrainian bankers successfully weathered attacks on the energy sector and hacker attacks on their IT infrastructure. In the Agency’s opinion, the banking infrastructure tested by military risks is fully ready to serve the recovery processes of Ukraine.
However, in the opinion of the Agency, in the near future, the Ukrainian authorities should use the banking and insurance sector as the main basis for such a recovery, and at the same time concentrate on the following directions:

· Liberalization of regulation on the loan market for small and medium-sized businesses; 
· Activation of relations of Ukrainian banks with export-import banks and export-credit agencies of EU countries, North America and Japan. Ukreximbank has achieved some success in these processes, but the issue needs revitalization on the part of private banks;
· Eliminating problems in the insurance market and deepening the penetration of insurance into the economy of Ukraine. 
6. Role of insurance in economic recovery 
In the insurance sector during the war there can be a significant negative impact on lending. In 2023 year, the number of insurance companies in Ukraine decreased by 21 insurers. At the same time, the nominal indicators of the insurance market grew. Thus, gross premiums in 2022 amounted to UAH 39.66 billion, and in 2023 – already UAH 47.015 billion. Nominal growth of 18%, taking into account inflation, could not be considered a positive characteristic of market development. Insurance of large and military risks received a rather noticeable boost in its development only in the second half of 2023. The Government actually removed part of the demand for risk insurance from the market to the state Export Credit Agency (ECA) and the guarantees from foreign partners of Ukraine. State support in the insurance segment is very important during the war to make risk insurance cheaper, but the Agency hopes that the NBU, as the regulator of this market, will contribute more to the insurance market development at a faster pace specifically in the classic insurance segment, and the activity of insurance companies in the segment of money laundering or tax planning has been reduced to zero.
The analysis of the results of 2023 year on the insurance market is given in Table 5. The level of net payments at 36.37% according to the results of the year is quite acceptable for the insurance market of Ukraine. However, the ratio of net premiums of Ukrainian insurers to GDP according to the results of the year was slightly less than 1%. For comparison, in the EU, the ratio of premiums to GDP fluctuates at the level of 5-10%. 
Table 5

Key indicators of insurance market in 2023 year
	Indicators
	І quarter of 2023
	І half of 2023
	9 months of 2023
	2023 year

	Net insurance premiums, mln UAH
	9 915
	20 895
	33 438
	46 011

	Net iinsurance indemnities, mln UAH
	3 793
	7 744
	11 923
	16 736

	Level of net indemnities, %
	38,25%
	37,06%
	35,65%
	36,37%

	Quantity of registered insurance companies at the end of period 
	122
	115
	111
	101

	The number of concluded insurance contracts for the period, thousands of units 
	20 229
	40 775
	73 353
	94 822


Note: Compiled based on data published on the NBU website 
The insignificant level of penetration of insurance into the economy of Ukraine gives the Ukrainian regulator room for reforms. It is also necessary to understand that raising investments from the EU, the USA, Japan and other allies of Ukraine does not happen without the support of insurers. These are the international standards for lending, investment and export financing. Therefore, the reform of the insurance market of Ukraine is one of the conditions for the beginning of the rapid recovery of the economy.
In order to achieve a quick result, the regulator needs to pay special attention to companies that are part of foreign financial and insurance groups, and which are already conducting large-scale business in Ukraine during the war. One of the reasons for their importance to the insurance market is an instant access to reinsurance from parent companies. Another reason for the attractiveness of this sector for effective changes is its foreign origin. Foreign investors who are already participating in the recovery process, as a rule, gravitate to the services of foreign insurance companies operating in Ukraine. According to the results of 2023 year, the Agency selected the TOP-5 insurance companies with the capital of foreign financial groups, which had the highest ratio of indemnities.
Table 6

ТОP-5 Ukrainian insurance companies with foreign capital by the ratio between insurance indemnities and net earned premiums for 2023 year, th. UAH
	Insurer’s name
	Insurance indemnities and reimbursements (IIR)
	Net earned insurance premiums (NEIP)
	Ratio between IIR and NEIP 

	PJSC "IC "UIG"
	1 477 781
	2 159 651
	68,43%

	PrJSC "UIC "KNIAZHA VIENNA INSURANCE GROUP"
	634 159
	1 121 893
	56,53%

	PrJSC "IC "UNIQA"
	1 377 656
	2 737 150
	50,33%

	PrJSC  IC "PZU UKRAINE"
	701 413
	1 562 472
	44,89%

	PJSC "IC “Universalna”
	700 220
	1 685 248
	41,55%

	Together on the group:
	4 891 229
	9 266 414
	52,35%


Note: Compiled based on data published on the NBU website, companies with annual payments of more than UAH 0.5 billion are included 
The presence of the Austrian Vienna Insurance Group and UNIQA, the Polish PZU and the Canadian Fairfax Financial Holdings Limited on the Ukrainian market through its subsidiaries seriously strengthens the potential of the integration of the Ukrainian insurance market into the world market. The economic benefits of this potential must be implemented. For 2023, the five mentioned companies paid out UAH 4.9 billion and collected UAH 9.3 billion in net earned premiums. The average ratio between indemnities and net premiums for the group was 52.35%, which was significantly higher than the market averages.
The high role of the Vienna Insurance Group (VIG), which is present in Ukraine through several companies, should be especially noted. VIG ended the 2023 year with profit of EUR 0.559 billion, gross earned premiums of EUR 13.8 billion. The size of VIG’s investment portfolio at the beginning of 2024 was estimated at EUR 42.6 billion. UIC "KNYAZHA VIENNA INSURANCE GROUP" served more than 1 million clients in Ukraine, was among the TOP-3 auto insurance insurers and had more than 200 branches throughout Ukraine. According to the Agency’s assessment, the VIG Group, like other foreign groups, had a very large potential in Ukraine, the development of which was held back by the lack of reforms in the insurance sector.
7. Methodology of calculations
The rating agency “Standard Rating” provides data of banks and other financial institutions in its public products on an "as is" basis, i.e. as they are on the website of the National Bank of Ukraine (NBU) and banks. 

RA “Standard Rating” can carry out its own calculations of statistical indicators of banks’ work, using generally accepted calculation methods, statistical formulas and methods. The results of the Agency’s calculations may contain rounding within the limits of generally accepted mathematical rules. 
In the Report on the stability of the banking sector, the Agency can use the method of cleaning the series of dynamics from statistical anomalies, when one of the indicators of the bank is ten times higher than the normal value in the banking system as a whole. In this case, the bank (the insurer) may be excluded from the sample, and the value of its standards may not be taken into account when calculating the average value of the standard for the banking system. Alignment of the series of dynamics according to standards is allowed if the value of the indicator is given on a separate date (for example, at the beginning of the month). 

Since 2018 year, the Agency excludes from its public research the banks that are registered in Ukraine, but work in narrow markets, are captive or created to service 1-2 clients. Banks that were fully or partially controlled by the government of the russian federation or owned by shareholders who lost their business reputation are also excluded from public research. In addition, banks, whose activities the Agency considers as non-transparent, are excluded from the research.
Data on insurance companies and the insurance market in the Report are presented in the form in which they are published by the NBU.
Conclusions
On September 6, 2024, RA "Standard Rating" presented the fourth Report on the stability of the Ukrainian financial sector. The study covered the banking and the insurance sectors. The diagnostic examination of the banking sector included the study of banks' provision with equity, liquidity, their profitability and asset quality. The Agency highly appreciated the effectiveness of the banking community's resistance to russian military aggression and the potential development of the Ukrainian insurance market. Based on the results of the study the following conclusions were drawn:


1. Ukrainian banks were well provided with shareholders’ equity and regulatory capital. In general, on the system from 01.01.2022 to 01.08.2024, the level of regulatory capital adequacy (N2) grew from 18.01% to 19.85%, and the level of fixed capital adequacy (N3) stably fluctiated at around 12.0%. The upward trend of N1, N2 capital standards, as well as a stable dynamics of N3 capital standard began in September 2022, accelerated from April 2023, but had a downward trend from December 2023. A small correction of N1, N2, and N3 standards in the system since December 2023 occurred under the pressure of increased taxation of banks’ profits with a simultaneous increase in deposits. The identified trend was continued in the second quarter of 2024.


2. The dynamics of the aggregate regulatory capital of banks and the dynamics of the aggregate profit of the banking sector in 2023 year and in the first half of 2024 year were closely related. The only exception was December 2023, when banks incurred significant income tax expenses. However, the main share of the banks’ profits came from banks that were under the control of the state of Ukraine. This share according to the results of 2023 year amounted to 63.22% of the profit of the domestic banking system, and according to the results of the first half of 2024 year – 63,47%.
3. The Agency conducted an analysis of the provision of regulatory capital of banks whose public reporting is monitored and highlighted the TOP-30 banks according to the N2 value. According to the Agency, in the given ranking, banks whose regulatory capital adequacy exceeded 20% had excessive capital reserve. Banks with a capitalization of less than 20%, such as BANK CREDIT DNIPRO, PUMB, Accordbank and COMINBANK, maintained the most optimal capital reserve both according to the N2 and N1 standards.

4. During the period from 01.01.2022 to 01.08.2024, bank liquidity standards demonstrated a considerable growth. The liquidity coverage ratio for all currencies (LCRac) grew from 285% to 339%. During the same period, the liquidity coverage ratio in foreign currency (LCRfc) increased from 262% to 366%. Similar trends could be observed for net stable financing ratio NSFR. Most banks followed the policy of supporting excessive liquidity. But starting from February 2024, the Agency notes a gradual decrease in the standards of LCRac and LCRfc, which is caused by the growth of deposits. Accordingly, banks are gradually starting to return to the performance of one of their main functions - accumulation of free funds of the population and businesses.
5. Banks in which the level of NSFR was greater than 200-250% had a tendency to irrational liquidity management, which could be reflected in the efficiency of their work. According to the Agency, the following banks had the optimal level of liquidity according to the NSFR: PrivatBank, BANK CREDIT DNIPRO, PUMB, COMINBANK and others. 19 banks had NSFR exceeding 200% from among the TOP-30 Ukrainian banks by NSFR level, with a standard of not less than 100%.

6. The impact of the war on the quality of bank loans is noticeable, but very far from catastrophic. For the period from February 1, 2022 to August 1, 2024, the total amount of NPLs grew from UAH 345.13 billion to UAH 416.929 billion, i.e. by 20.8%, which, taking into account inflation and devaluation, should not affect the work of banks at all. As of August 1, 2024, the share of NPLs in the banking system decreased to 33.87%: this is still more than the pre-war level, but taking into account retrospective data and the high level of NPLs in state-owned banks, it is a completely acceptable result. Among the Ukrainian banks that entered the TOP-30 in terms of NPL level and had a significant share of the loan portfolio in assets as of July 1, 2024, the following banks can be noted: PUMB (11.68%), BANK CREDIT DNIPRO (14.46%), COMINBANK (19.12%) and others.

7. The banking sector of Ukraine remained profitable in 2022 and 2023, as well as in the first half of 2024. The aggregate profit of banks after taxation for 2022 reached UAH 21.921 billion, and for 2023 it grew to UAH 83.230 billion. The Ukrainain banking system ended the first half of 2024 with profit after taxation in the amount of UAH 79 bln. One of the reasons for the system’s record profit in 2023 was high interest rates on NBU Deposit Certificates. The ratio between net fee and commission income and net interest income of banks gradually decreased. Ukrainian banks such as MTB BANK, ACCORDBANK, COMINBANK, GLOBUS, Poltava-bank and others are included in the TOP-30 in terms of the ratio of NFCI to NII among banks with a significant share of loans in assets.

8. In 2022-2024, the NBU continued to counter military risks to the extent of its authority. The regulator supported the uninterrupted operation of the settlement infrastructure, created the POWER BANKING project (organization of the network of bank branches that work even in the absence of electricity), which stabilized the banking sector during the blackout. The POWER BANKING network has more than 2,390 branches equipped with alternative energy sources. Thanks to the POWER BANKING network, the banking system of Ukraine was ready for another interruption in the supply of electricity in the summer of 2024, which occurred as a result of the aggression of the rf. 

9. the banking sector of Ukraine was one of the priority targets of the aggressor from the beginning of the invasion. In the first days of the full scale war, the banking sector survived, including thanks to the concerted actions of the NBU and banks. However, given the wave of information attacks during 2023 year, it can be concluded that the enemy does not give up hope to unbalance the banking sector of Ukraine. The banking community and the regulator effectively coped with attempts to sway the panic mood, although the attacks continue. The last recorded hacker attack took place on August 18, 2024 on Monobank. The Agency continues to monitor the situation in this area. 

10. In 2023, the number of insurance companies in Ukraine decreased by 21 insurers. At the same time, the nominal volumes of the insurance market grew. Thus, gross premiums in 2022 amounted to UAH 39.66 billion, and in 2023 - already UAH 47.015 billion. Nominal growth of 18%, taking into account inflation, could not be considered a positive characteristic of market development. The Government actually removed part of the demand for risk insurance from the market to the state Export Credit Agency (ECA) and guarantees from foreign partners of Ukraine. The agency calls on the Ukrainian government to rely more on the participants of the insurance market in matters of insurance protection. The depth of penetration of the insurance market in Ukraine remains, unfortunately, insignificant, the ratio between premiums and GDP according to the results of 2023 was less than 1%, while in the EU this indicator is in the range of 5-10%.
11. The segment of subsidiaries of foreign financial holdings, which is quite widely represented in Ukraine, can give the fastest result in terms of increasing the participation of insurance companies in the recovery of Ukraine. Among the subsidiaries of foreign companies whose payments for 2023 exceeded UAH 0.5 billion, the Agency identified the TOP-5 insurers. They included: IC "UIG", IC "KNYAZHA VIENNA INSURANCE GROUP", IC "UNIQA", IC "PZU UKRAINE", IC "Universalna". The Agency notes the high role of Vienna Insurance Group (VIG) in the development of the insurance market of Ukraine. VIG is present in Ukraine through several companies. VIG ended 2023 year with profit of EUR 0.559 billion and gross earned premiums of EUR 13.8 billion. The size of VIG’s investment portfolio at the beginning of 2024 year was estimated at EUR 42.6 billion.
The full text of RA “Standard Rating” report can be found on the Agency’s website in the Market Research section. 
Rating agency «Standard-Rating»
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