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Current state finance of most countries shows
that one of the most dangerous phenomena for indi-
vidual countries to the global financial system is an
international financial instability. Complications
functioning of financial markets and unpredictable
developments in the global financial system increase
the number of risks and increase the instability of
the system. Especially dangerous it is for the econo-
mies of developing countries because their financial
systems are characterized by internal disparities and
lack of stability and have increased reliance on glo-
bal financial market. For example, J. Stiglitz, who is
critical of globalization processes, notes that finan-
cial liberalization in developing countries will lead
to economic collapse.

A number of foreign scientists such as J. M.
Keyns, S. Klaessen, J. Clark, M. Kose, F. Myshkin,
A. Pigu, P. Rose, J. Sinki, J. Shumpeter, M. Fried-
man made a great impact in development of the
theory and practice of functioning of the bank sys-
tem in the terms of globalization. Problems of set-
tling of bank systems and their development in the
terms of financial globalization were also studied by
a number of Ukrainian scientists such as O. I. Ba-
ranovskyy, I. V. Burakovskyy, V. M. Gejets, V. . Mish-
chenko, S. V. Naumenkova, Y. M. Pahomoyv, F. 1. Shpyg
etc. Doing justice to the scientific achievements of
native and foreign scientists, it is needed to mention
that there are a number of unsolved problems con-
cerning stability of the native bank system in the
terms of international financial instability. This in-
fluenced on my choosing of the object, topic of the
research and actuality.

The aim of the research is to define the essence
of the international financial instability and to deter-
mine the background of its enhance; to elaborate the
practical recommendations as to increasing of the
stability of the Ukrainian bank system.

Instability is defined as a state of the global fi-
nancial system, internally contradictory and unba-
lanced; increasing the likelihood of unpredictable
changes in financial markets could lead to external
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shocks and crises in the financial field [1]. Global
financial instability in general can be interpreted as
the result of conflicting interaction of national, re-
gional and global trends in finance, especially finan-
cial liberalization, global financial integration, cur-
rency and financial imbalances, the intensification
of global capital flows, excessive accumulation of
financial liquidity in the global economy.

An important precondition for the emergence of
global financial instability are the processes of inte-
gration of banking systems to facilitate the gradual
disappearance of restrictions on international capi-
tal flows and foreign exchange transactions, on the
one hand, opening national economies to interna-
tional capital, and, on the other, — gives the opportu-
nity for a quick withdrawal from it. Accordingly to
this, the causes of global financial instability are the
liberalization of capital transactions, the integration
of financial and currency markets, the intensifica-
tion of global capital flows, and instability of the
U.S. dollar as a major world currency. Financial
globalization increases the general interdependence
of financial systems and their complications gene-
rate instability of financial markets. Therefore, even
economically developed countries can not be free
from increased risks arising from financial globali-
zation. The main effects of financial globalization
can be identified activation spreading financial cri-
sis to strengthen the interaction and interdependence
of national economies. Under these conditions, fi-
nancial turmoil led to some countries causes the cri-
sis in others. Note that such a chain reaction of
destabilization enhance endogenous factors such as
inefficient government policies, inadequate over-
sight of the financial system, political risk, uncon-
trolled export of capital, deterioration of general
conditions in the domestic markets.

Essential outcome of integration processes in the
financial area that poses a threat to national econo-
mies is the reduction potential of the state to control
economic and financial processes with the simulta-
neous transfer of control over the economy of many
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countries gradually to multinational corpora-
tions. While providers data can have own goals that
may contradict the national interests of sovereign
states, representing a direct threat to their economic
security. Therefore, integration of national financial
markets as a result of financial globalization has no
only advantages in attracting investment for states
but also caused increase of the general instability in
world financial markets.

Preconditions for the existence of global finan-
cial instability, according to their economic nature
and scope of actions are shown in Picturel.

It is very important for developing efficient cri-
sis management solutions of all levels to define the
nature and the causes of the financial instability.
How we can see on Picture 1., the problem of the
financial instability is caused by the complex of dif-
ferent factors, such as general economic instability,
functioning of the transnational speculative capital,
deregulation and liberalization of the flows of capi-
tal, modern financial innovations, the existence of
the superfast methods of the information transfer
etc. We think we should highlight the lack of effec-
tiveness of the actions of the IMF and regulatory
authorities of some countries among other causes of
the financial instability. It is elucidated, that the
transnational capital, which equals 8 trillion dollars,
is almost free from the countries’ superintendence
and it can move all over the world freely searching
for the most profitable allocation. When the volume
of the secondary market of securities alone is reach-
ing the number of 100 billion dollars, there is no real
possibility to resist the speculative operations and to
control the displacement of the transnational capi-
tal.

If we examine some county, that makes its board-
ers open for the foreign capital, then, in case of un-
reasoned financial policy and improper superintend-
ence, there can be a risk of this situation. Financial
liberalization accelerates and increases the volume
of the foreign capital, which moves to the banking
institutions that function inside the country. This,
additionally, increases their ability to credit people
and, in case of aggressive credit policy, could lead
to the situation, when banks start taking high risks.
The example of such situation was the aggravation
of the financial instability in the counties of Eastern
Asia, where in 1993—-1996 years the capital inflows
were equal 50-100 billion dollars. Financial libe-
ralization and aggressive credit policy of commer-
cial banks created the credit boom, caused the
growth in the number of problematic credits and
significant decadence of banks’ balances and be-
came the main factors, which caused the deploy-
ment of the financial crisis.

It is found, that the processes of the financial
globalization do not actually lead to a crisis, but re-
veal defects of economic systems and deepen them.

Particularly, such defects of banking systems,
which have destabilizing effect, are:

— imperfect superintendence over the banking
system, non-fulfillment of the conditions of the Ba-
sel committee;

— absence of transparency, lack of true and full
statistical data, and discrepancy of the accounting
practice with the international standards;

— defects in the banking legislation, especially in
the part of creditors’ rights securement;

— imperfectness of the corporal management in
banks, absence of the effective risk management
and too risky credit policy.

Financial globalization also can exacerbate risks,
related to the incalculable fiscal policy. The acces-
sibility of the world capital markets can often lead
to excessive loans and increase in government non-
production costs. The experiences of many coun-
tries with financially open economies, which are
characterized by incalculable and unreasonable debt
policy, show us, that the act of opening country’s
boards for capital operations enhance undisciplined
fiscal policy risk.

Study of dissemination of financial crises in dif-
ferent countries allows us to draw conclusions about
these effects. For the economies of individual coun-
tries deploy of the financial crisis is accompanied by
the collapse of fixed exchange rate regimes and the
transition to a free or managed floating regimes;
bankruptcy of financial institutions and enterprises
of the real economy; uncontrolled capital outflows,
state failure to fulfill social obligations to the peo-
ple; aggravation of social tensions. But even coun-
tries that have managed to avert a financial crisis,
feel negative crisis effects in the countries that are
their trading partners. In fact, based on deteriorating
terms of trade and falling prices of export commod-
ities, which usually occurs in such situations, there
is a slowdown of economic growth and deteriora-
tion of basic macroeconomic indicators for these
countries.

Speed of spreading of the financial crises direct-
ly depends on the level of the integration of national
financial markets to the global financial system. The
higher the level of the integration, the more vulner-
able to external shocks caused by a crisis the na-
tional economy is. Accordingly, countries with well-
regulated movement of the capital and limited ac-
cess to international financial markets are less
sensitive to the threat of a financial crisis. There is a
view that economically underdeveloped countries
which allow the foreign financial institutions free
access to their financial systems are the most vulner-
able to the malignant changes in international finan-
cial markets. In the countries with developing mar-
kets the regulation and control are inadequate and
ineffective. Therefore, in such countries premature
liberalization of the capital transactions makes the
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Picture 1. Grouping conditions of global financial instability on a scope of actions
*Compiled by the author basing on [1-3]

existent inefficiency of their economies even strong-
er. Consequently, vulnerability to financial stability
factors associated with financial globalization is
largely defined by efficiency of its macroeconomic
policy.

World crisis of 2007—2009 began as a conse-
quence of the mortgage crisis in the United States

and was caused by the following factors: excessive
supply of housing in the USA, an excessive amount
of mortgages of low quality and an opaque uncon-
trolled diffusion of the mortgage and stock markets.
The ordinary outbreak of the crisis in September of
2008 resulted in the bankruptcy of a number of the
world leading corporations, the spread of financial
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crisis on the real economy and falling of demand on
world markets and prices on metal, oil, chemical
production etc.

The global financial crisis made all internal
problems and contradictions of Ukraine’s financial
system visible. The shocks of global financial sys-
tem caused the sharpening of the existing problems
in Ukrainian economic system. The background of
financial destabilization in Ukraine is institutional
underdevelopment of the financial market and the
narrowness of mechanisms of the banking system
refinancing; all those factors caused the excessive
value of the financial resources in the country and
the outgoing of the commercial banks to the foreign
credit markets because of the rapid growth in credit
demand. The instruments of the National Bank ap-
peared to be incapable in the condition of open fi-
nancial markets and the anti-inflation monetary
measures merely forced the need in foreign credits.
Impact of the external factor just generated the re-
alization of the imbalances of Ukrainian banking
system which are the following:

* huge dependence on the global prices of re-
sources, that is the consequence of the economic
structure;

* overheating of the economy, which started in
2005 (the grows in consuming largely exceeded the
productivity);

* increase of the external debt: the gross external
debt in Ukraine grew three times in 2005-2008 —
from 30 to 105 milliard dollars [4], including the
private external debt which was 89,7 milliard dol-
lars (39,8 milliard of which — banking system),
while almost the third part of this sum needs to be
back in 2009;

* excessive consumption and insufficient savings
in underdeveloped domestic market, which caused
the need of covering the excess of domestic demand
by import growth outstripping and then sustained
worsening of the balance of foreign trade and risks
of currency instability;

* lack of domestic funding sources, lack of long-
term, as well as short-term financial resources,
which limits the abilities of banks to provide long-
term credits on the sufficient level of economic
needs;

* shaping the model of development based on
demand financed by external loans (in the last three
years the amount of credits given to the economy
rose 4 times, external loans of the banking system —
7 times);

* liquidity imbalance — divergence between long-
term deposits and long-term credits. The major part
of resources in Ukraine was attracted by banks on
short-term (on 01.01.2008 obligation with maturi-
ties up to 1 year were 76 %, in national currency —
83 %) [5], and credits, especially for purchase of
housing, stead etc, were provided by banks on 5-7—

10 and more years [5], therefore, the lack of re-
sources for long-term deposits in the banking sys-
tem became a major problem;

» disproportional increase of the capital of banks
in relation to their business volume contrary to the
principles of sustainable development of the bank-
ing system;

* usage of external loans as a main source of
credits to individuals in foreign currency. This state
of affairs testified to the growth of credit and cur-
rency risks in the banking system, especially during
loan transactions with individuals, which could ad-
versely affect the performance of banks of their ob-
ligations to clients, including non-residents;

* poor risk management and overly aggressive
lending policy of commercial banks.

Consequently, it is clear, that international finan-
cial crisis had coincided with Ukraine’s internal
problems and resulted abrupt development of struc-
tural disproportions of national economy. Crisis had
proved the incapacity of exogenous growth model,
which was established few years before. Numerous
attractions of capital on international markets in ad-
dition to escalation of inflation rate on commodity
markets resulted dramatic expansion of loan portfo-
lios and currency unrest. Attraction of foreign capi-
tal for banking sector was stipulated by high internal
demand for financial resources on one hand, and ex-
pansion of foreign banks on Ukrainian market,
which were crediting their daughter enterprises on
the other. High rates of external liabilities of other
economic sectors were stipulated by high demand
of Ukrainian enterprises for loan funds and low in-
terest rate on world’s financial markets. Besides, the
increase of foreign trade resulted in the increasing
amount of commercial credits. Consequently, the
debt was expanding and the dependence from exter-
nal financial funds strengthened dramatically, after-
wards, vulnerability to crisis phenomenon in-
creased.

In our submission, the spread of the negative im-
pact of the crisis in the world economy in Ukraine
should be expected. Thus the main risks to fear con-
cern: the current deterioration of trade balance, a
long difficult access to external borrowing, reduc-
tion the stability of the banking system and slow-
down of credit activity; collapse of investment pro-
cesses, strengthening the possibility of speculative
attacks on the devalued assets of enterprises, reduc-
tion of the dynamics of income and deterioration of
quality of life citizens of Ukraine. Thus, in the near
future in Ukraine it should be expected to strengthen
management implications, requiring development
and implementation of appropriate policies to pre-
vent crises. However, the current stability of the fi-
nancial system depends on effective solution of two
conflicting tasks — ensuring the proper level of bank
liquidity and the maintenance rate.
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The experience of the world financial system sug-
gests that the ability of any state to resist external cri-
sis phenomena largely depends on its economic and
financial strength, ability to respond timely and ef-
fectively use financial and monetary regulation in-
struments of the economy. The possibility of the
country benefit from financial globalization and its
vulnerability to changes in capital flows is determined
by macroeconomic stability in the country and devel-
oping its financial institutions.

Among considerable diversity of anti-crisis
measures, which are held by different countries of
the world, the leading place is occupied by those,
which are addressed to the direct support of the
companies of financial, as well as of the real sector
of economics, which are suffering from crisis. The
directions of money use for the overcoming of the
financial crisis include expenditures on governmen-
tal guarantees, recapitalization and assets purchase.
A systematic consequence of such measures would
become restoration or acceleration of economic
growth, ascending of companies’ competitiveness,
preservation, or expanse of employment.

In process of this research, such main directions
of managing anti-crisis measures are determined:

— restoring confidence, economic growth and
employment;

— strengthening control and regulation of the fi-
nancial system;

— increasing capitalization and reforming inter-
national financial institutions;

— promoting world trade and international in-
vestment, avoiding protectionism.

A synthesis of international experience gives an
opportunity to distinguish a number of anti-crisis
tools which can be used to improve the stability of
the Ukrainian banking system:

1. In the banking field — credit expansion propo-
sals by:

— increasing the credits to the economy by deve-
lopment banks;

— prolonging annual favorable period during
which the debtor may pay only the interest, putting
off the sinking of the main debt;

— strengthening and expanding state credit guar-
antees and financing by the public financial institu-
tions;

— increasing the authorized capital of state banks.

2. In the sphere of the real economy — support of
the small and medium businesses:

— subsidizing interest rates of commercial loans
to small and medium enterprises and households;

— temporary lowering corporate tax rates;

— creating special funds which will provide loans
to enterprises that have potential for growth and
making job places;

— simplifying loan procedures for small and me-
dium enterprises, opening their own businesses;

providing tax breaks and financing consulting ser-
vices for these purposes.

The mandatory conditions of a stable banking
system are: an effective supervision system of bank-
ing capital quality, liquidity and risk; high transpa-
rency of banking institutions, high promptness of
risk reaction by regulating and supervising agen-
cies; the use of adequate mechanisms of monetary
accommodation and central bank’s activities.

Unlike the other countries, where the first anti-
crisis steps were the measures directed to the reca-
pitalization of the bank institutions, the first step in
Ukraine was the ban of the deposits pre-term deli-
very. This greatly affected the welfare of citizens
and undermined confidence to the banking system.
Further anti-crisis measures which consisted in pro-
viding financial assistance to certain banking insti-
tutions to maintain their stability, didn’t facilitate
the protection of commercial banks’ clients and
didn’t increase the stability and reliability of the
banking system in general.

The key task today is the greatest possible sof-
tening of the global financial crisis influence on the
Ukrainian banking system and increase faith to it.
Priority measures to reduce the negative impact of
the crisis on the functioning of the domestic banking
system must become:

* strengthening the National Bank of Ukraine in
the process of exchange rate through active curren-
cy intervention, increased rigidity of the rules of
trade in the foreign exchange market, development
of mechanisms for a flexible exchange rate manage-
ment to prevent its abrupt;

* ensuring the rational use of foreign currency,
strengthening the motivation of subjects of currency
relations until the exchange positions are balanced
and the currency risks are insured,

* ensuring the transparency of the market’s ex-
change segment functioning by improving the rules
of work on it for the members and abidance of dis-
tinct principles and procedures;

* activating the refinancing policy, examining
possible decrease of the reserve ratio norms, in-
creasing of the limits and weakening the demands
for the mortgage by getting the loans from NBU;

* creating special state funds for supporting the
banks’ liquidity and with the aim of overcoming cri-
sis situations on the market, in particular for the re-
demption of the securities;

* creating an effective system of counteraction to
the capitals’ outflow from the country using the
“shady schemes”, and also strengthening the con-
trol over speculative agreements on the interbank
exchange market;

* forced augmentation of the long-term financial
resources supply, in particular with the use of pen-
sion accumulations, which requires the pension sys-
tem reform.
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The problem of objectivity of information of all
participants of financial system becomes especially
significant in terms of instability of this system. It is
important to reduce panic about inflation and ex-
change rate expectations and raise confidence in the
banking system and the actions of NBU. This should
raise public awareness on the prospects of inflation
and exchange rate goals, operational overview of
the situation in the banking sector and justify rea-
sons for the application of measures for its balance.

Conclusions. Considering that the banking sys-
tem is the most developed sector of the domestic fi-
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CTABLJIBHICTh BAHKIBCHKOI CUCTEMM YKPATHU
B CYYACHHUX YMOBAX

Y emammi docniosceno cymuicme ma ¢gpaxmopu enobanvroi (inancosoi necmabinbHoCcmi, a MaKoxtc
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Knrwuosi cnosa: todanbHa ¢piHaHCOBa cUCTEMa, MXKHApOAHA iHAHCOBA HECTAOIbHICTh, CTAOUTBHICTD

0aHKIBCHKOT cucTeMH YKpaiHu, ()iHaHCOBI KPHU3H.
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MPOBJEMHU PO3BUTKY PUHKY CTPAXOBUX IOCJIYT B YKPAIHI

Y ecmammi posensinymo ocHoeHi npobremu cmpaxo8o2o puHKy Yxpaiuu Ha cyyacnomy emani tio2o po3-
BUMKY, A MAKONC 3aNPONOHOBAHO HUZKY KPOKIG, SIKI HeOOXIOHO 30TliCHUmMuU 015 iX NOOONAHHS.

Kniouoei cnosa: ctpaxyBaHHs, CTPAaXOBUI PHHOK, BAJIOBI CTPaxoBi MpeMii, CTPaxoBi pe3epBH, KENTHBHI
CTpaxoBi KOMITaHii, IepecTpaxyBaHHs, CTPAXOB1 BUILIATH.

IMocTanoBka npodaemu. He3paxaroun Ha CBi-
TOBY (piHAHCOBY KPH3Y Ta 1HIII IIPOSIBU EKOHOMIYHOT
HECTAaOUIPHOCTI, CTPAaXOBUH PHHOK 3aJIUIIAECTHCS
HAUMOTYXHIITMM HEOaHKIBCHKUM (piHAHCOBUM CCK-
TOpOM YKpaiHU: MOro 4acTKa B 3arajbHUX aKTHBaXx
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cTaHoBUTH 68 % 1 mopiBHIOE 41,9 Mupx TpH. Baxk-
JUBICTH BCEOIYHOTO Ta MOCTYMAJIBHOTO PO3BHUTKY
CTPaxOBOTO PHHKY ITiJKPECITIOEThCS HOTO MpHU3HA-
YEHHSIM: CTPaxXyBaHHs Ha/1a€ BIIEBHCHOCTI B PO3BUT-
Ky Oi3Hecy, crpusie pOpMyBaHHIO PUHKY BUJIBHOTO





