“Bank crediting to the sector of non-financial corporations in Ukraine”

AUTHORS

ARTICLE INFO

DOI
RELEASED ON
RECEIVED ON
ACCEPTED ON

LICENSE

JOURNAL
ISSN PRINT
ISSN ONLINE
PUBLISHER
FOUNDER

NUMBER OF REFERENCES

Yuliia Verheliuk @ https://orcid.org/0000-0003-1773-6631
Yuliia Koverninska @ https:/orcid.org/0000-0003-3773-1205
Vladimir Korneev @@ https:/orcid.org/0000-0003-0654-5311
Alexey Kononets @ https://orcid.org/0000-0003-2120-892X

Yuliia Verheliuk, Yuliia Koverninska, Vladimir Korneev and Alexey Kononets
(2019). Bank crediting to the sector of non-financial corporations in Ukraine.
Banks and Bank Systems, 14(3), 64-75. doi:10.21511/bbs.14(3).2019.06

http://dx.doi.org/10.21511/bbs.14(3).2019.06
Wednesday, 04 September 2019
Wednesday, 03 July 2019

Thursday, 22 August 2019

[k |
This work is licensed under a Creative Commons Attribution 4.0 International
License

"Banks and Bank Systems"

1816-7403

1991-7074

LLC “Consulting Publishing Company “Business Perspectives”

LLC “Consulting Publishing Company “Business Perspectives”

NUMBER OF FIGURES NUMBER OF TABLES

7 0

© The author(s) 2026. This publication is an open access article.

<//~[| BUSINESS
m  PERSPECTIVES

businessperspectives.org



Banks and Bank Systems, Volume 14, Issue 3, 2019

/=

=
-——

BUSINESS PERSPECTIVES

¢

LLC “CPC “Business Perspectives”
Hryhorii Skovoroda lane, 10,
Sumy, 40022, Ukraine

www.businessperspectives.org

Received on: 31 of July, 2019
Accepted on: 224 of August, 2019

© Yuliia Verheliuk, Yuliia
Koverninska, Vladimir Korneev,
Alexey Kononets, 2019

Yuliia Verheliuk, Ph.D. in Economics,
Associate Professor, University of
State Fiscal Service of Ukraine,
Ukraine.

Yuliia Koverninska, Ph.D. in
Economics, Associate Professor,
University of State Fiscal Service of
Ukraine, Ukraine.

Vladimir Korneev, Doctor of
Economics, Professor, State Research
Institute of Informatization and
Modeling of Economics of the
Ministry of Economic Development
of Ukraine, Ukraine.

Alexey Kononets, Ph.D. Student,
Researcher, Academy of Financial
Management, Ukraine.

©®

This is an Open Access article,
distributed under the terms of the
Creative Commons Attribution 4.0
International license, which permits
unrestricted re-use, distribution,

and reproduction in any medium,
provided the original work is properly
cited.

64
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BANK CREDITING TO
THE SECTOR OF NON-FINANCIAL
CORPORATIONS IN UKRAINE

Abstract

The importance of studying the bank crediting (lending) to non-financial corporations
in Ukraine is due to the recent increase in borrowing costs and a low credit supply
from banks. This article defines certain parameters, which could help to allocate the
limited credit recourses to meet current macroeconomic challenges. The main purpose
of the article is to discuss and substantiate the choice of these parameters. The study
is focused on the systematic approach and statistical methods to achieve the research
goals.

Quantitative parameters of bank lending to non-financial corporations were analyzed
through the prism of macroeconomic indicators. In particular, the analysis was con-
ducted on the following parameters of bank lending to non-financial corporations:
share of bank loans to non-financial corporations in GDP, volume of loans by type of
economic activity, sectoral shares of non-financial corporations in creating gross eco-
nomic value added, interest rates on loans to non-financial corporations, etc.

It is defined that the share of bank lending to non-financial corporations in GDP is
currently low and gradually decreasing. The analysis of the volume of lending by types
of economic activities, by the size of borrowers and the respective sectoral shares of
non-financial corporations in creation of gross value added showed disproportionate
distribution of credit resources by economic returns. The calculation and analysis of
the localization and concentration coefficients allowed to identify current problems in
crediting of Ukrainian businesses. The interest rates on loans to non-financial corpora-
tions remain high, which often makes bank credits inaccessible for them, especially
considering the low level of profitability of Ukrainian enterprises.

Keywords credit services, financial resources, credit cycles, lending

options, interest rates

JEL Classification  E44, G21, 011

INTRODUCTION

The interdependence of the sectors of financial market and the real
economy evokes a vivid scientific interest because financial servic-
es is a very important issue nowadays in Ukraine. Considering the
multilateral interaction between real and financial sectors and the
bank-centric model of the Ukrainian financial market, the analysis
was performed in terms of a particular sector policy.

The financial market is characterized by the mechanism of redistri-
bution of financial resources. This mechanism supports the invest-
ment flows to the real economy, thereby forming close interconnec-
tions between the two main sectors of the economy: real and financial
ones. Such interconnections are multilateral. The financial market of
Ukraine has a bank-centered nature. Therefore, it is possible to track
these interconnections through evaluation the qualitative and quan-
titative parameters of bank lending to the sector of non-financial cor-
porations. In addition, it is necessary to take into consideration the
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current conditions in a particular economy. The economy of Ukraine is currently in crisis, which is
further aggravated by political instability. Therefore, it exhibits a low level of investment attractiveness.

External factors also restrict the access of entities of the non-financial corporations sector to alterna-
tive sources of financial resources. Credit services are the most affordable and easy source of financing.
However, the market of bank lending in the present situation shows significant problems. The above-
mentioned adds certain complications and challenges to the subject of the current research. Limited
financing opportunities challenge the need for their development. This development will maximize the
economic gains from bank lending. Therefore, it is necessary to focus on thorough analysis of the pa-

rameters of bank lending to non-financial corporations.

1. LITERATURE REVIEW

The assess of non-financial corporations to bank-
ing financing was a recent scientific dilemma for
many scientists. Given the many-sided nature of
this issue, the different conditions for the func-
tioning of the real sector and the current state
of the economy, the research focus should be on
studying particular aspects of bank lending to
non-financial corporations, which were covered
in the works of the leading scholars in this field.

The study of this subject is intrinsically connected
to the modern theory of credit cycles. There are
two modern key scientific approaches that char-
acterize the credit cycles. Researchers support-
ing the exogenous approach (Bernanke & Gertler,
1989; Kiyotak & Moore, 1997; Marti, 1996) based
their conclusions on the theory of financial accel-
erator. The credit cycles are reflecting the econom-
ic cycles and exhibit their behavior accordingly.
In the writings of supporters of the endogenous
approach to credit cycles (Minsky, 1975; Rajan,
1994; Rotheli, 2012), the focus is shifted to finan-
cial shocks emerging due to accumulation of cred-
it risks of substantial magnitude.

Mises (2012), the representative of the Austrian
Economic School, described the negative impact
of credit expansion on the development of the
economy, especially if it is manifested in a form
of excessive financial liberalization and caused
by artificial factors. Insecurity of a loan is con-
sidered to be the source of crises. Credit expan-
sion, according to Mises, is the driving force
behind economic cycles, where the phase of ac-
tive expansion is followed by a sharp economic
increase. After a while, this rise will necessarily
transform into a recession with a shrink of credit
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expansion and can potentially become a depres-
sion at the end. As a solution for this problem,
Mises proposed application of qualitative credit
control mechanism. He considered this mecha-
nism of credit control as the distribution of credit
resources in such a way that most of the available
financial resources would concentrate in particu-
lar groups (Mises, 2012).

De Soto, in his book Money, Bank Credit and
Economic Cycles, developed a theory of cred-
it expansion and economic cycles. Unlike other
scientists, this Austrian scholar emphasized the
need for 100% reservation of the deposits on de-
mand (De Soto, 2008). In his opinion, economic
cycles, are not a completely exogenous or endog-
enous phenomenon. The reasons for the oscilla-
tions of the economy are hidden in the activities
of the governing monetary and credit institutions
(banking institutions with partial reserve man-
agement by the central bank). After all, the nature
of these institutions is not purely market-driven.
At the same time, De Soto holds the view that it
is impossible to determine the allowable limits of
crediting in the economy.

French scientist Posel (2012) was engaged in stud-
ying the peculiarities of the connection between
the development of the production of goods, ser-
vices and credit. He emphasized the fact that in
different periods of the economic cycle, the inten-
sity of the correlation between these indicators is
different. These changes should be taken into ac-
count when designing control systems. Modern
scientific vision of bank crediting or lending jus-
tifies the need for control of the loan amount. The

“maturity” of a loan is based on its compliance

with the stage of economic cycle and other related
parameters.
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In the discovery of the underlying reasons for eco-
nomic cycles, the American economists Haberler,
Hansen, and Gordon (Mass, 1975) give a special
role to the investment processes in the economy, in-
cluding bank credits to businesses. They consider
overinvestment as a particular reason that precedes
the recession. They explain the mechanism of over-
investment as follows: the investment demand in-
creases the demand for loans that directly causes the
interest rates to rise. The high interest rates thus de-
crease the demand for investment. At the same time,
the increased demand for loans causes exertion of
financial reserves for businesses that also forces in-
terest rate to rise. Thus, the interest rate should be
carefully regulated to prevent the crisis to occur.

Theoretical grounds for bank crediting/lend-
ing to non-financial corporations is provided by
Lavrushin (2017). The limits of the credit amount
should be defined within the area of activity of
two related entities according to the very nature
of credit relations. The creditor can issue a loan in
amount that the borrower can return. Thus, cred-
it expansion opportunities expend only when the
projects worth the investment, according to the
borrower’s and lender’s obligations fixed in the
credit agreement (Lavrushin, 2017).

Modern scholars focus on researching the dosage
of credits. At the same time, the credit policy of
banks should correspond to the existing macro-
economic trends. “We assume that the dynamics
of inflation rates have distorted the ability of bank
managers to properly evaluate firm’s potentially
profitable investments, thus reducing resources al-
location to real economy” (Tinoco-Zermeno et al.,
2014). It is important to investigate private sector
bank credit, because it has been pointed out as a
key factor in explaining the country’s low invest-
ment rate and thereby economic growth (Moreno-
Brid & Ross, 2009).

Instead, based on endogenous nature of credit cycles,
Matsuyama (2013) emphasizes that the existing re-
strictions on borrowing can lead to instability in the
dynamic cycles, which, in turn, will cause periodic
fluctuations even in the absence of external shocks.

The significance of the selected parameters in as-

sessing bank lending to nonfinancial corporations
used in this paper is confirmed in the some stud-
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ies (Ankargren et al.,, 2017). These researchers de-
veloped an empirical model for analysis and pre-
diction of the impact of financial sector develop-
ment on the real economy. The parameters includ-
ed in this model comprised the following elements
of the credit mechanism: interest rates, the share
of loans in GDP, etc.

While investigating the impact of credit imbalanc-
es and the dynamics of financial flows on econom-
ic growth, Kozmenko and Korneyev (2017) take
into account the ratio of the private sector loans
volume to gross domestic product, which, in their
opinion, forms the basis for stimulation of invest-
ment in the real economy.

The most thorough works, which were dedicated
to the impact of bank crediting on the sector of
non-financial corporations, as well as to the as-
sessment of required volume of bank credits in
the economy are described in the article. These
researchers made a significant contribution to the
analysis and development of theory of bank cred-
iting to financial and non-financial corporations,
and these two sectors should be studied simulta-
neously to grasp the whole picture of the credit fi-
nancing in national economy.

The credit capacities of the Ukrainian market are
very limited, and the demand for bank loans is not
fully satisfied. Currently, there are also significant
issues that accompany credit financing in Ukraine.
Among those the following can be identified: high
cost of credit services, low credit diversification,
and high operational and financial risks.

2. THE PURPOSE

The purpose of the paper is, firstly, to define a set
of indicators for assessing bank crediting to the
sector of non-financial corporations and, second-
ly, to analyze these parameters in the Ukrainian
financial market.

3. METHODS

The analysis of bank lending to non-financial cor-
porations was based on the system approach and
statistical methods. The study of systematic rela-
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tions between banks and non-financial corpora-
tions while providing credit services allowed for
identification of the most significant parameters to
assess bank lending to non-financial corporations.

The statistical data used for research purposes was
obtained from the official websites of the National
Bank of Ukraine and the State Statistics Service
of Ukraine. The key parameters of bank lending
in the Ukrainian financial sector were estimated
with the application of the coeflicient-based meth-
od and the method of comparison.

The defined parameters satisfy requirements for
application of the system approach to identifying
the current state of bank lending to non-finan-
cial corporations in Ukraine. In addition, they
can serve as a benchmark for adjustment of cred-
it flows in the economy in order to maximize the
macroeconomic effect of bank lending to non-fi-
nancial corporations.

4. RESULTS

There is a number of common issues that harm
bank credits in general, and credits to the non-fi-
nancial corporations in particular. In order to
solve these issues, it is required, first of all, to opti-
mize credit flows in the economy. Thus, it is neces-
sary to focus on crediting of the selected industries
of the national economy. These are the sectors that
show the highest economic efficiency and return
on investment. To determine these industries, it is
necessary to undertake a thorough assessment of
the key bank crediting indicators of non-financial
corporations. These are the qualitative and quan-
titative indicators that characterize distribution of
credit resources to non-financial institutions.

Thus, it is necessary to focus on modern theories
of determining the role of crediting in the develop-
ment of a real economy. Here one can clearly see
the importance of determining the limits for bank
crediting. This is to fit credit needs to the credit ca-
pacities of nonfinancial institutions. This approach
requires deep understanding of the expected effect
of the implementation of credit solutions by banks.

The aforementioned scholars centered their atten-
tion on the importance of studying credit relations

http://dx.doi.org/10.21511/bbs.14(3).2019.06
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in connection with the borrowers’ needs. The fol-
lowing indicators have been selected to analyze
the situation with bank lending to non-financial
corporations:

o the volume of bank credits to the non-finan-
cial corporations and their impact on the for-
mation of gross domestic product (GDP);

o the volume of bank credits by type of non-fi-
nancial corporations and their impact on es-
tablishment of the gross value added (GVA);

« the interest rate on bank credits to non-finan-
cial corporations and the average level of prof-
itability of these non-financial corporations.

One of the primary indicators in analyzing credit
needs in the economy is the volume of loans grant-
ed. This quantitative indicator is chosen to eval-
uate bank credits to non-financial corporations
(Figure 1).

According to Figure 1, there is a gradual tenden-
cy in the banking sector of Ukraine to increase
the volume of loans to non-financial corporations.
At the same time, the growth rate of total loans
granted in recent years is greater than this param-
eter in the beginning of the investigated period.

Such tendency is observed due to the influence of
the political and economic crisis processes, which
took place in the country in 2013-2014. Thus, in
2015 the total amount of bank loans granted ex-
hibited a clear decline. At the same time, there is
a positive trend in crediting to non-financial cor-
porations. Though, it worth mentioning that the
dynamics of the absolute indicator of loans grant-
ed describes only existing trends and does not
explain the causal relationships between existing
phenomena and processes. Therefore, the value of
loans granted to non-financial corporations is es-
timated using several indicators.

Senyshch (2015), while studying the activities of
banks, fairly emphasized the need to intensify
bank crediting to accelerate economic develop-
ment in the country. The transformation of eco-
nomic relations in modern conditions calls for
increased significance of the role of banks in ac-
cumulating and redistributing financial resourc-
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Figure 1. Volume of credits to non-financial corporations
and its share in GDP in Ukraine (2014-2017)

es in the economy. The author mentions that the
purpose of such a need is to assure necessary rates
for economic growth and increase a competitive
environment in the country. Stability of banking
system in particular and the economy in gener-
al depends on effectiveness of these functions
(Senyshch, 2015). However, as European practice
shows, during the recent financial crisis the strong
dependency of euro area non-financial corpora-
tions, and SMEs in particular, on bank financing
has left them exposed.

This is emphasized by Fernando and Maavrakis,
who prove in their research the existence of the
adaptive potential for financing changes in com-
panies, which are less dependent on bank credits
(Fernando & Maavrakis, 2016).

The Great Britain is negative example of excessive
financial dependence of companies and thus, their
vulnerability. In the post-crisis period in the Great
Britain, reducting the supply of loans has become
one of the major reasons for a significant produc-
tivity decline, consequently declining the wag-
es and capital per employee indicators inside the
companies (Franklin et al., 2019).

Figure 1 shows the dynamics of main indicators
of bank crediting in the Ukrainian economy. The
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share of bank loans in GDP is called a financial ca-
pacity indicator in the economy. There are several
approaches for its measurement. Figure 1 shows
that the share of loans to non-financial corpora-
tions in GDP is annually decreasing. In 2017, it
was only 27.8% comparing with 49.1% in 2014.

Many scholars widely believe that the share of
bank loans in GDP should be around 90%-100%
in national economies. They emphasize that only
under these conditions the impact of bank credits
on economic growth would be significant. Some
scholars believe that the increase in this thresh-
old would cause negative consequences for the
national economy (Arcand et al., 2012; Cecchetti
& Kharroubi, 2012). At the same time, the same
scholars mention that the effect of credits to the
non-financial corporations depends on other in-
fluential factors as well as on general economic sit-
uation in the country.

As a matter of fact, in many developed economies
this indicator does not exceed 100%. As the ad-
verse example, one could see that in Portugal, be-
fore the crisis began in 2009, this indicator fluc-
tuated around 160%. Thus, it could be assumed
that the excess of loans in the economy increased
the debt burden, which could cause the crisis to
emerge. However, in the UK, at the same time, this

http://dx.doi.org/10.21511/bbs.14(3).2019.06



indicator was 180%, and in Denmark it reached
even 200%. Beck argues that the growing dynam-
ics of bank crediting does not always indicate a
high level of economic development in the country
(Thorsten et al., 2014). More probably, this is just a
reflection of the stability of banking sector in the
economy, which differs from country to country.

Ito and Kawai (2018) do not consider the share of
loans to private businesses in GDP as a sufficiently
substantial indicator. In their opinion, this indica-
tor should not be a basis for scientific conclusions,
because it does not take into account the influence
of activities in other branches of economy the on
financial market.

An important component of analyzing bank cred-
iting to non-financial corporations is the sectoral
analysis of distribution of bank loans granted.
Here, the attention should be given to the amount
of gross value added created by the types of eco-
nomic activity.

Figure 2 illustrates the presence of structural im-
balances in the lending structure of non-finan-
cial corporations by the types of economic activ-
ity. The largest share of loans falls in the follow-
ing categories: wholesale and retail trade, repair

Banks and Bank Systems, Volume 14, Issue 3, 2019

of vehicles — more than 33%, manufacturing and
processing industry — more than 24%. The share
of credit resources of these two types of economic
activity is more than half (over 57%) of all credit
resources provided to non-financial corporations.
However, such situation should not be interpret-
ed as a negative factor for economic development.
The key here is the level of financial return in these
sectors and the volume of their contribution to
gross value added.

The most common indicators that characterize
the proportionality of a particular distribution
are: concentration coefficient and localization co-
efficient. These coefficients allow for differentiated
estimation of the relationship between the distri-
bution of the results with a set of factor charac-
teristics. This, in turn, allows you to rank factors
by the degree of interconnection and influence on
the distribution of a productive trait (Kostiuk &
Beketova, 2015).

The localization coefficient reflects the role of in-
dividual groups or units in generalizing concen-
tration. In statistics, the coefficient of localization
is calculated as the ratio of the proportion of the
resultant trait to the proportion of the factor. In
the current study, the resultant value is the gross

Source: Authors’ calculations based on the data from the National Bank of Ukraine website.

B Agriculture, Forestry and Fisheries

B Manufacturing industry

Construction

Wholesale and retail trade; repair
of motor vehicles and motorcycles

B Transport, warehousing, postal and
courier activities

M Real estate operations

M Professional, scientific and
technical activities

6,1 24,7 5,3 33,7 46 96 57103

6,1 24,7 5,3 33,7 4,6 96 57 10,3

6,1 24,7 53 33,7 46 9,6 57103

7,1 23,6 7,1 34,6 4,2 7,850 10,6
0,0 20,0 40,0 60,0 80,0

100,0 120,0 m Provision of other types of services

Figure 2. The structure of loans to non-financial corporations
for 2014-2017 by types of economic activity, %
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value added by type of economic activity, and the
factor is the volume of loans by type of economic
activity (Holovach et al., 2005).
. d
Eloc = 2
d,
where, d is the share of gross value added by type
q
of economic activity; and dW is the the share of

loans by type of economic activity.

©)

The value of this coefficient can be defined as fol-
lows. If the value of the coefficient is close to one,
then the use of loans by the non-financial corpo-
rations sector to create gross value added is more
uniform. If K, <1, this would mean that this type
of economic activity accounts for a smaller share
of the gross added value compared to a propor-
tional share of loans. Provided that the value of
the localization factor is greater than one, then the
situation can be interpreted as the opposite.

On the basis of the calculations (Figure 2), one can
notice that there are certain imbalances in the dis-
tribution of the volume of loans received by types
of economic activity and their contribution to the
creation of gross value added in the Ukrainian
economy.

The largest share of credit resources comes from
those types of economic activity that do not
provide an adequate share of gross value added.
During the investigated period, the share of the
created gross value added was higher compared to
the corresponding share of received loans (K, _ > 1)
for the following main types of economic activity:
« agriculture, forestry and fisheries;

o extractive industry and career development;

o water supply;

+ sewage, waste management;

o transport, warehousing, postal and delivery
services;

o temporary placement and organization of
food;

o information and telecommunications, activi-
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ties in the field of administrative and auxiliary
services, etc.

In the dynamics it is observed that types of eco-
nomic activities such as manufacturing industry,
construction, wholesale and retail trade; repair of
motor vehicles and motorcycles, temporary place-
ment and organization of food showed the value of
the localization factor less than one. Consequently,
each of these branches makes a lower contribution
to the creation of gross value added in relation to
the volume of loans it receives. For example, in
2017 the trade sector attracted more than 34% of
the total volume of credit resources provided to
the sector of non-financial corporations. However,
the share of revenues from this industry in total
gross value added was only 18%. The localization
coefficient at the level of 0.53 shows that in 2017
for 1 hryvnia of loans received, trade brought 53
kopiikas of gross value added.

Also, the concentration factor is often used in the
regional analysis, in particular, to assess the uni-
formity of territorial distribution of production
capacities, financial resources, etc. (Kostiuk &
Beketova, 2015).

To determine the concentration factor, the devi-
ation of the particles of the two distributions are
calculated: in terms of the population and the vol-
ume of the values of the sign. In this case, these are
the volume of loans (d ) and gross value added (dq).
In the case of a uniform distribution of the val-
ues of the sign in aggregate, the two particles are
the same. In the case of uneven distribution, the
particles are different. In such a situation, one can
clearly define a presence of a certain concentration.

The concentration factor is calculated as the sum
of the particle deviation modules.

K=05)

The magnitude of the concentration factor can
vary from zero to one. The higher the degree of
concentration, the greater the coefficient value.
With the uniform distribution K = 0, and at full
concentration K = 1.

)

d,—d,|

The calculated “concentration factor” indicates a
concentration of 33%. During the analyzed peri-
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Source: Authors’ calculations based on the data from the website of the National Bank of Ukraine.
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Figure 3. Results of calculations of the concentration coefficient for 2014-2017, %

od, the uneven distribution of credit resources in-
creased by 4% compared to 2014 (Figure 3).

An assessment of the distribution of bank loans to
non-financial corporations in terms of enterprise
size is an important component of the valuation
parameters. Scientists often emphasize low level
of credit services for small businesses. Spallone
and Mure (2018) state that credit institutions often
refuse to lend money to small firms. Usually, this
happens because small firms are not able to pro-
vide sufficient collateral to lenders.

It allows for identification of existing dispropor-
tions of credit financing in terms of size of enter-
prises. A comparative analysis of the amount of
credit financing and total returns in the form of

created added value of enterprises by size indicates
the interdependence of these indicators (Figure 4).
It is clearly seen that medium-sized enterprises
create added value almost like large enterprises.
In this case, the credit financing is approximately
the same.

An important parameter for assessing bank lend-
ing to non-financial corporations is the value of
credit services, which is expressed as an inter-
est rate. The interest rate on loans is constantly
changing influenced by a number of different fac-
tors. Moreover, the cost of credit resources is not
always attractive for enterprises. The general indi-
cator to assess the potential of non-financial cor-
porations to attract credit resources is the profita-
bility of operating activities. Therefore, the study

Source: Authors’ calculations based on data
from the State Statistics Service of Ukraine and the National Bank of Ukraine.

120
95,4
100
Large enterprises
80
60 Medium-sized
t :
373 40,2 enterprises
40 37,5 = Small businesses
41,2
20 25,2 18,6
3,6
0 1

The share of
enterprises in the
total number

The share of
created added
value

The share of loans
granted

Figure 4. Indicators of shares of large, medium and small enterprises
in creating value added and obtaining bank loans in Ukraine in 2017, %
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Source: Authors’ calculations based on the data from the website of the National Bank of Ukraine.
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Figure 5. The ratio of interest rates on loans and average profitability for 2014-2018, %

will conduct a comparative analysis of interest
rates on loans and profitability of operating activ-
ities of Ukrainian enterprises in dynamics (Figure

5). During 2014-2018, the value of loan rates ex-
ceeded the rate of return on enterprises. This situ-
ation indicates that funding for non-financial cor-
porations at the expense of loans is too expensive.

Note that the cost of credit resources for enterpris-
es may fluctuate depending on factors such as cur-
rency type and maturity (Figure 6).

In terms of maturity, during the period under re-
view, the interest rate on loans to non-financial
corporations was marked by volatile values. Short-
term loans are intended primarily to meet current
short-term needs of enterprises.

In terms of financing for the development of the
sector of non-financial corporations and the econ-
omy, a special role is assigned to the actual interest
rates on long-term loans. The analysis of rates on
long-term credit resources shows that the lowest

Source: authors’ calculations, based on the data from the website of the National Bank of Ukraine.
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Figure 6. Interest rates for new loans in UAH for non-financial
corporations by terms for 2014-2018, %
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Source: Authors’ calculations based on the data from the website of the National Bank of Ukraine.
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Figure 7. Weighted average interest rates for non-financial corporations
by currency type for 2014-2018, %

average weighted rate fell until 2016 - 11.1%, and
the highest in 2015 - 18%. Accordingly, while
comparing these rates with the indicators of prof-
itability of enterprises, it is clear that the rates re-
main too high. Consequently, most enterprises are
not able to fully use long-term credit resources be-
cause of their high cost.

Credits in foreign currency for non-finan-
cial corporations are perceived as ineffective
and, therefore, not widely used, because most
of Ukrainian enterprises trade their products
and services in the national market in nation-
al currency. Besides that, the constant fluctu-
ations of the currency exchange rates increase
the currency risks for national producers. At the
same time, one can see the strong trend for de-
crease of the weighted average interest rates in
foreign currency. During the investigated peri-
od, this indicator fell down from 9% in 2014 to
6.1% in 2018 (Figure 7). This corresponds to the

overall tendency of gradual move of Ukrainian
financial market to the European financial
environment.

It can be emphasized that lending to banks that
provide bank services and donations to bank-
ing standards are important in the assessment
of credit facilities. However, the research reveals
that in crisis, there is an apparent decrease in the
bank lending and the size of capital. This is stat-
ed in the work of Spanish scholars (Hernando &
Villanueva, 2014), who claim that loan demand
depends on economic recovery factors. In this
case, the adequate size of lending to non-financial
corporations depends on the credit risk volume. It
is also important to consider the current trends in
the debt securities market, as mentioned by Baron
and Xiong (2017). These aspects can be a subject
for further research in the field to complement the
existing parameters of bank lending to non-finan-
cial corporations.

CONCLUSION

As a result of the analysis performed on the indicators related to the bank crediting of non-financial
corporations, five main indicators were selected. The assessment of these indicators in Ukrainian con-
ditions shows disproportionate and ineffective allocation of bank loans among non-financial corpo-
rations. It is also worth mentioning that the share of bank lending to the non-financial corporations
in Ukrainian GDP is negligible comparing to the value of this indicator in developed economies and,

furthermore, it gradually decreases.

http://dx.doi.org/10.21511/bbs.14(3).2019.06
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The analysis of lending by type of economic activity and the corresponding shares of non-financial
corporation in creating gross value added showed a disproportionality in the distribution of credit re-
sources by economic branches. The calculated values of the localization and concentration coefficients

support this conclusion.

The comparison of the indicators of bank lending to non-financial corporations and the structure of
creation of added value by size of enterprises demonstrates that medium-sized enterprises create added
value almost the same level as large enterprises do. In other words, credit financing for these two groups
is approximately the same, thus exhibiting a structural disbalance in the economy. The interest rates
analysis showed that for bank loans to non-financial corporations they remain very high, which makes
credit services inaccessible for Ukrainian enterprises, especially considering their low profitability rates.

The identified problems show that crediting of non-financial corporations in Ukraine has serious chal-
lenges. This confirms a necessity for further application of international best practices in the field and,
thus, the need for further research. Thus, the efficiency of bank lending to non-financial corporations
can be improved under conditions of financial resource scarcity and other capital market restrictions

that take place in Ukraine.
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