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ABSTRACT

The banking system is an integral component and destructive force of the state economy. The implementation of new
ways and principles of conducting banking business is quite dynamic under the conditions of modern globalization
processes. The reform of the banking system is directly accompanied by the establishment of appropriate regulations at
the legislative level, which are adapted to internationally recognized legal norms and international experience in
banking. Banking should be carried out exclusively on a legal basis, and the shortcomings of the legislation directly
affect the operations and condition of banks. That is why this study is based on two areas of specialties and covers the
fundamentals of law and the banking system. This article is devoted to the study of the main directions of banking
system development carried out by reforming the banking legislation. A number of normative legal acts of national
legislation, main international agreements of Ukraine in the field of banking system reform are analyzed. We also
studied the reports and action plans of the National Bank of Ukraine and the Cabinet of Ministers of Ukraine which
propose the implementation of the Basic Principles of Effective Banking Supervision and provide the implementation
of the Association Agreement between Ukraine on the one hand, and the European Union, the European Atomic Energy
Community and their Member States on the other hand in banking. Certain legislative changes are proposed to help
achieve the principles set out in the EU acquis and Basel 111. On the basis of official reporting indicators an analysis of
the efficiency of banks was carried out depending on the form of ownership - with public, private and foreign capital in
order to establish the shortcomings of the modern domestic banking system.
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1. INTRODUCTION

Since its independence, Ukraine has chosen the
European vector of its own development. Ukraine is
considering its future exclusively among the successful
countries of the developing partnership and has set the
European Union membership as a priority goal. It is
obvious that to achieve this goal, Ukraine needs to go
through a difficult path to implement the main
requirements. By ratifying the Association Agreement
between Ukraine, on one side, and the European Union,
the European Atomic Energy Community and their
Member States, on the other side (hereinafter referred to
as the Association Agreement), Ukraine undertook
commitments to align with European Union law and

of the country’s financial system. First of all, this is due
to the fact that banks play a crucial role in organizing the
movement of large financial flows. A potent banking
system promotes the efficient development of economic
entities and forms the basis of a developed and stable
economy.

Banks as economic entities fall under the general
effect of economic laws that apply in any civil society. In
order to achieve their own goals, the relationship of banks
with other elements of the financial market create a
unique market mechanism called the economic system.

Considering not only economic processes and
political changes, but also legislative changes taking
place in Ukraine, we need constant analysis and control

banking legislation.

The banking system is one of the most important
elements in the formation and functioning of relationship
between financial market entities and is an integral part

of the banking system with the possibility of timely
regulation. It is necessary to monitor changes and
additions to the legal framework and compare them with
the requirements of banking realities. Considering the
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necessity of rapprochement of Ukrainian legislation with
the legal system of the European Union (acquis
communautaire) our state must implement the low of
rational reforms of Ukrainian banking legislation to the
EU acquis, and this depends on the sustainable scientific
basis.

2. RESEARCH AIM AND OBJECTIVE

The purpose of this article is to establish the main
vectors of reforming the Ukrainian banking legislation in
terms of the need to improve the banking system and
adapt it to the European standards. In order to achieve
this goal, the following tasks need to be accomplished
successfully: to examine the current state of the banking
system of Ukraine noting the problems and challenges of
today; to identify areas for its transformation for the
sustainable development of the entire system [1]; to
analyze the basic laws and regulations governing the
activities of Ukrainian banks and compare them with EU
regulations to identify differences and gaps and propose
measures to minimize their negative effects.

3. ANALYSIS OF RECENT RESEARCH
AND PUBLICATIONS

The functioning and development of the banking
system does not lose its relevance at all stages of
economic development. Therefore, foreign and domestic
economists have devoted their scientific lives to the study
of the banking system and ways to improve it. First of all,
such classics as P. Rose, D. Sinky, R. Dixon, B. Niddles,
0. Vasiurenko, B. lvasiv, L. Prymostka. Among the latest
studies, the work of K.V. Vasylkivska and S.A. Rubakha
(2018) on increasing the efficiency of the banking system
was considered very interesting. The authors propose to
limit participation of foreign capital in the Ukrainian
banking system and enshrine it in law [2]. We consider
this proposition to be hindered for Ukraine that strives to
comply with the principles of the democratic state, as this
violates the main principle of the EU banking law, i.e. the
freedom of enterprises (freedom of establishment).
Referring to Amit Ghosh’s research, which analyzes the
impact of globalization on the profitability of host banks
depending on the level of development, it can be argued
that the need for prudential intervention exists only in
countries with low level of economic development.
While in the EU, foreign banks are in healthy competition
with resident banks, which helps the latter to grow [3].
N.V. Barakhtian reveals the main trends and obstacles to
reforming banking legislation [4]. With each new
wording, the laws of Ukraine are improved and adapted
to fundamental international principles, nonetheless, the
issue of compliance of legislation governing banking
with modern requirements does not lose its relevance and
needs control and constant study, adjusting to current
changes.
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4. PRESENTING MAIN MATERIAL

One of the most important functions of the banking
system is the transformation of temporary available funds
into banking resources as well as their further direction
in the development of economic branches that require
financial support for production and investment projects.

A significant increase in the importance of the
banking system in the economic growth of any country is
a feature of the modern economy. Along with the
growing importance of the banking system in the
economy of Ukraine, there is an objective need to create
the preconditions for clear and stable legal regulation of
this range of issues and adaptation to international
banking law. The main legislative acts regulating the
banking system in Ukraine are the Constitution of
Ukraine, Laws of Ukraine “On Banks and Banking”, “On
the National Bank of Ukraine”, “On Payment Systems
and Funds Transfer in Ukraine”, regulations of the
National Bank of Ukraine (hereinafter NBU), etc.

Development of efficient and reliable banking system
of Ukraine is one of the priorities of the NBU regulatory
policy. A detailed analysis of the current state of the
banking system of Ukraine shows that the basic goals,
including  high  reliability and  profitability,
competitiveness, and a high level of customer
confidence, unfortunately, remain unfulfilled. And it is
no wonder, since the current situation is characterized by
the presence of a global economic crisis, intensified by
the effects of COVID-19 and the inclination to deepen
European integration. The banking system of Ukraine has
undergone qualitative and quantitative changes in recent
years. On the one hand, they reflect positive tendencies
and hopes for the system’s oversight, and on the other
hand, negative characteristics of the development of
banking institutions, which were caused by poor
regulation, weak control and lack of strict liability during
the formation of banks.

As of June 1, 2021, 73 banks were operating in
Ukraine, although the analysis of data for the last 10 years
shows that as of January 1, 2014, their number was 180
banks (Number of banks in Ukraine, 2021) [5]. In fact,
there was a sharp decline in the number of banks, the so-
called “bank failure”, as some of them were considered
problematic, insolvent, fraudulent and those that do not
provide information [6] about the final beneficiaries. To
do this, the regulator had to initiate changes to twenty
regulations and approve laws that helped clean up the
banking system, make it clearer, which should increase
public confidence in the banking sector. One of the most
important ones was the Law of Ukraine “On
Amendments to Certain Legislative Acts of Ukraine
Regarding the Responsibility of Bank-Related Entities”.
It introduced criminal [7, 8] bringing the bank to
insolvency.
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In order to ensure sustainable development of the
banking system it is necessary to take low measures to
ensure proper legal regulation and reform in the sphere of
banking services. This is why the Cabinet of Ministers of
Ukraine approved the Ukrainian Ministry of Finance’s
proposal for a Strategy for Reforming the State Banking
Sector and endorsed the Principles of Strategic Reform in
the State Banking Sector.

According to these principles, the main objective of
public sector bank reform is to create and maintain a
reliable and competitive banking system, a significant
part of which is expected to become private in the future,
as well as to achieve high efficiency of the entire banking
sector. This objective covers several key tasks: the
financial results of state-owned banks aimed at ensuring
and guaranteeing their stability and long-term
maximization of value; significant reduction of state
concentration of Ukraine banking system. During the
implementation of plans for the state to take over the
ownership of banks, it is planned to reduce the part of the
state in the banking sector from 55.9% at the beginning
of 2021 to below than 25% by 2025 and increase their
value. The state should refrain from strategic projects that
require an increase in the part of the state in the financial
sector, including the creation of new state-owned banks
or the historical participation in the capital of banks
which could increase government spending [9, 10].

In recent years, Ukraine’s banking sector has faced a
high level of financial and economic instability and a
large number of borrowers who have actually defaulted
on their loans. Although a part of non-performing loans
(NPLs) has been gradually decreasing since 2018, as of
June 1, 2021, in Ukraine it was 37.8%. A part of non-
performing loans in the loan portfolio (NPL — 90% as of
May 1, 2021, in comparison with banks of the Russian
Federation) is the highest among state-owned banks. The
highest NPL rate on the system in JSC CB “PrivatBank”
— 71.8%. But since JSC CB “PrivatBank” became state-
owned only at the end of 2016, and financial problems
arose earlier due to fraudulent activities of its ex-owners,
these data are not indicative. However, JSC “State
Savings Bank of Ukraine™ has at the beginning of 2021
45.7% of non-performing loans, JSC “Ukreximbank” —
53.6%. In general, banks with state capital have an NPL
of 40,6%. For comparison, in banks of foreign banking
groups NPL is from 2.3% to 38.1% and on average on
June 1, 2021 is 10.3%, and in Ukrainian banks with
private capital — 12.4% [11].

It is known that the National Security and Defense
Council (NSDC) extended sanctions against two Russian
banks (PJSC Prominvestbank NPL — 99.6% and JSC
Sherbank NPL — 84.5%) and banned the withdrawal of
capital in favor of persons related to banks. The regulator,
represented by the NBU, has no legal basis for
terminating the activities of Russian banks in Ukraine.
But the Verkhovna Rada of Ukraine and the National
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Security and Defense Council have the power to limit the
presence of Russian capital. It is the people's deputies of
Ukraine who must develop and approve the relevant bill
and finally decide the fate of banks with Russian state
capital in the Ukrainian market. This should be a
principled position given both the political and the
financial and economic situation.

Funds on household accounts in the national currency
for the first quarter of 2021 increased in all groups of
banks. Banks with private capital had the highest rates —
8.9%. Outflow of foreign currency funds by 1.4% was
observed in Privatbank, as well as other state-owned
banks -1.7%. In addition, the foreign currency of
corporations increased by 6.4%, and again the leaders are
banks with private capital with a result of +30.4% [12].

Analysis of the above makes it possible to establish
that to reduce external influence [13] on the banking
system, ensure its stability, competitiveness and
efficiency there is an urgent need to develop its capacity
for self-regulation, which should be realized by reducing
the state’s share in the banking sector. The studied data
testify to the greater efficiency of non-state banks, whose
policy is dynamic both in terms of reducing the humber
of non-performing loans and opening new accounts and
attracting customer funds.

As of June 2021, there are 56 banks with foreign
capital in Ukraine, including 23 foreign banks with
strategic decision-making centers abroad, it can be
argued that the banking sector is one of the leaders in
globalization processes among other sectors of the
economy. Thus, as of June, 2021, 76% of banks had
either wholly or partly foreign investors in their capital
structures, but the general share of foreign capital in the
Ukrainian banking system remains at about 30% [12].
Indeed, the benefits of the presence of foreign experience
and foreign cheap money are plentiful, but it would be a
mistake to ignore the risks of a sharp outflow of capital
and the possible loss of sovereignty of the banking
system Therefore, the NBU should be especially vigilant
in monitoring these risks.

Acrticle 133 of the Association Agreement stipulates
that the parties recognize the need to approximate the
legislation of Ukraine to the law of the European
Union [14]. Therefore, in accordance with the provisions
of the Association Agreement, Ukraine has agreed to
make the necessary efforts to ensure the implementation
of international standards of regulation and supervision
in the field of financial services and to combat tax
evasion throughout its territory. Such international
standards [15] include, in particular, “The Basic
Principles for Effective Banking Supervision” of the
Basel Committee, “The Basic Principles for Insurance”
of the International Association of Insurance
Supervisors, “The Forty Recommendations” and “The
Nine Special Recommendations for Combating
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Terrorism Financing” of groups to develop financial
measures to combat money laundering [14].

To improve its own banking legislation, Ukraine has
agreed to implement the basic principles of effective
banking supervision, which in fact are the minimum
standards for reliable prudential regulation and
supervision of banking systems.

The fundamentals are the necessary standards of
reliable supervisory practice that are universally
applicable. The Committee established the Basic
Principles, in fact contributing to the strengthening of the
global financial system. The shortcomings of the banking
systems of developed or developing countries may well
be a threat to financial stability both within the country
and internationally. The Committee is convinced that the
implementation of the Basic Principles by all countries
will be an important step towards strengthening financial
stability at both the national and international levels,
while providing a good basis for the sustainable
development of efficient supervisory systems [16].

Analysis of the NBU's reporting allows us to examine
the measures taken to implement the basic European
principles, as well as the principles of effective banking
supervision. First, an effective banking supervision
system requires the establishment of clear responsibilities
for each agency involved in the banking supervision
process, as well as measures to improve the level of
corporate governance in banks. To address these issues,
the Law of Ukraine “On Amendments to Certain
Legislative Acts of Ukraine on Improving Corporate
Governance in Banks and Other Issues of the Functioning
of the Banking System” was developed and adopted on
June 30, 2021 and approved by IMF experts. It is
provided for clarification and expansion of the powers of
the NBU and the solution of those issues that need to be
addressed for a long time. In particular, for a long time
there was an urgent need in Ukraine to clarify the powers
of the National Bank of Ukraine in the field of banking
supervision on a consolidated basis, to establish the
bank's right to assess the availability of the required level
of qualifications and ability [17] to organize based on the
results of such assessment is to require replacement of the
board or board of the bank in case of their inability to
ensure effective control and management of the bank
within its powers [18]. The adoption of this Law is a very
important step in bringing our legislation in line with best
practices in the organization of corporate governance and
risk management [19] system in banks.

At the same time, it is noteworthy that the focus on
reforming the management of state-owned banks,
ensuring compliance of banking supervision with best
practices, the course to reduce the share of the state in the
banking sector are set out in the Memorandum of
Economic and Financial Policy of June 2, 2020, this
vector is unacceptable [20].
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The European course of Ukraine’s banking sector
development presupposes the need to refer to the EU
legal acts that regulate the functioning of the banking
system for implementation of their basic provisions that
will serve as a guarantee for adaptation of Ukrainian
banking legislation to the EU law. Thus, article 9 of the
Directive of the European Parliament and the Council on
initiation and fulfillment of activity of credit institutions
dated 14.06.2006 provides that without damage to other
general conditions laid down by national law, competent
authorities may not grant a license if credit institutions do
not have separate own funds or in cases where their initial
capital is less than five million euros [21]. The same
applies to Directive 97/5/EU to Chapter 1l of the
Regulation on Foreign Currency Transfers by order and
for the benefit of individuals [22]. We consider that it
would be quite appropriate to propose this provision in
the legislation of Ukraine, because it will contribute to
the stability of the existence of both a particular bank and
the banking system.

Clearly aware of the essence of liberal values,
Ukraine has followed the European tradition of human
rights protection. That is why Article 129 of the
Association Agreement stipulates that each party allows
a financial service provider of the other party to transmit
information electronically or otherwise in its territory or
outside it for data processing purposes, if such processing
is necessary in the normal course of such provider. Each
party shall take adequate special measures to protect the
right to privacy and fundamental human rights and
freedoms, regarding the transfer of personal data [14].

Due to the need of protecting the confidential
information, including personal data, the basic principles
of efficient banking supervision have enshrined the
principle of cooperation and collaboration, which
provides that laws, regulations or other mechanisms
provide a basis for cooperation and collaboration with
relevant internal authorities and foreign supervisors [16].

The National Bank of Ukraine, the National
Commission on Securities and Stock Market, the
Ministry of Finance of Ukraine and the Deposit
Guarantee Fund formed the Financial Sector
Development Strategy of Ukraine till 2025 (hereinafter —
the Strategy), according to which an important task in the
financial sector reform, and particularly in the banking
system, is to increase the level of public confidence from
10% by 2025 to 60%. The Disclosure Index is also set to
improve to 5.0, including the presence of a number of
disclosure requirements, up to 5.0. The goals of the
Strategy are to promote sustainable economic growth of
Ukraine, achievement of macro-financial stability,
increase the reliability and manufacturability of the
financial system, implement European standards in the
financial market, increase confidence in the financial
market, implement the Association Agreement and other
international treaties of our country [23].
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That is, the strategy for the banking legislation
development should be the increase of the level of
protection of human rights and increase of the financial
awareness, which will be a prerequisite for increasing
confidence in the banking system and improving the level
of investment attractiveness.

5. CONCLUSION AND PROSPECTS FOR
FURTHER RESEARCH

During the research on the main statistical data on the
efficiency of banks, it was found that in Ukraine there is
an urgent need to increase the productivity of the banking
system. In particular, there is a fairly high level of non-
performing loans and a lower level of profitability in
state-owned banks (compared to private and foreign
banks). The solution to this problem consists in reducing
the state’s participation in the banking sector and
implementing this issue on the ground by making the
appropriate changes to Ukraine’s legislation. At the same
time, the quantitative limits of foreign capital presence in
the banking system should not be established, as it will
be indicative of the prescriptive nature of the banking
system regulation and violation of the EU acquis. The
NBU must operate with quality indicators, timely control
over the activities of all banks and the ability to respond
immediately. In this way a competitive, stable, and
customer-oriented banking system can be implemented.

The analysis of international treaties of Ukraine, the
most significant of which is the Association Agreement,
indicates the orientation of our country towards
implementation of European standards in the banking
system. As a rule, implementation of all provisions of this
agreement is one of the biggest challenges for Ukraine
today. That is why there is a need to develop projects and
adopt a number of regulations on implementation of the
Basel Core Principles, such as the Law of Ukraine “On
Amendments to Certain Legislative Acts of Ukraine for
Improving the Organization of Corporate Governance in
Banks and Other Issues of the Banking System”. This
Law was adopted on June 30, 2021, which is indirectly
aimed at implementing certain principles of effective
banking supervision (supervision method and tools,
supervision reporting) and clearly demonstrates the
intention and direction of Ukraine’s activity on reforming
the banking legislation.

One of the problems of Ukraine’s current banking
system is a rather low level of public confidence. In our
opinion, the solution to this issue should provide a course
for the liberalization of the banking system, which is
directly aimed at ensuring the protection of human rights
increasing the level of protection of information about
persons that constitutes banking secrecy. We consider its
observance as a necessary condition for increasing the
level of public confidence in the entire financial system
and improving the level of investment attractiveness.

Advances in Economics, Business and Management Research, volume 188

Thus, adaptation to European law is coming slowly,
sometimes with resistance and problems, but we hope
that scientific developments, including our research, will
become a worthy foundation for practical action. And
step by step, without changing directions, Ukraine will
become a full member of the EU, and banking legislation
will comply with international standards.

Modern legislation is dynamic and is often
undergoing changes. Therefore, we consider it necessary
to carry out further research on the main directions of
reforming banking legislation to understand the vector of
its development, awareness of all the problems and
challenges of today. This topic is quite relevant and
therefore we are confident that our scientific work opens
new horizons for further research on this issue.
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