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Kpynka I. M., Manekie X. 1. CyuacHi mixHapoOHi sumoau pezyntosaHHA
niKkgidHocmi 6aHkie

BucsimseHo HoBI 8uUMO2U pe2ytoBaHHA baHkigcokoi disneHocmi 0o 6aH-
KiBCbK020 Kanmimany i nikgioHocMi 8 KoHMeKcmi bazenbCbKux cmaHoapmie.
[poaHani308aHO CMAH YKPAiHCLKO20 BaHKiBCbKO20 HA2AA0Y Ma 20mos-
Hicmb 6aHKie 00 BUKOHAHHS OHO8AeHUX cmaHOapmis. 06rpyHMo8aHo He-
06XiOHICMb 3anP0BAOHEHHA MiMHAPOOHUX cMaHdapmig BaHKIBCbK020 Ha-

2na0y 8 YKpaiHi 3 memoto 3abe3nedeHHs iHaHcosoi cmilikocmi 6aHKIBCbKOT

cucmemu ma iHmezpayii' y ceimose ghiHaHcose cepedosuye. 3aMPoNoHoBa-
HO MPaKmMu4Hi pekomeHOayii peghopmysaHHA 8IMYU3HAHO20 BAHKIBCLKO20
pe2ynosaHHA 8idnosidHo o ymoe basesns .

Kntouoei cnoea: 6aHk, baHKiecbKull Kanimasn, Kanimanisayis, nikeioHicme,
HaujoHanbHuli 6aHK Ykpaiku, mixcHapoOHi cmaHoapmu, byep kanimany.
Tabn.: 2. bibn.: 17.

Kpynka leop Muxaiinosuy — KaHOuOam eKoHOMiYHUX HayK, doyeHm, do-
UeHm Kaghedpu aHanimuyHoi eKOHOMIl ma MixHapoOHoi ekoHomiKu, /lbgie-
cbKull HayioHanbHUl yHisepcumem im. I. ®parka (8yn. YHisepcumemcoka, 1,
Jlesis, 79000, YxpaiHa)

E-mail: ihorkrupka@yahoo.com

MaHbkie XpucmuHa MempieHa — acniparm, /lesigcoKull HAYIOHANbHUL YHI-
sepcumem im. I. dparka (8yn. YHisepcumemcoka, 1, /lbsis, 79000, YkpaiHa)

he global financial crisis of 2008 became not only

a testing of the regulation and supervision mecha-

nism for banks activities (Basel I, Basel II), but also
an impetus for its improvement and coordination of bank-
ing supervisors efforts on banking regulation and reforma-
tion of the international banking supervision system. Inter-
ethnic nature of Ukrainian banks activities becomes more
and more important under terms of financial globalization,
which provides for an introduction of international supervi-
sion standards in addition to The National Bank of Ukraine
control. Therefore the process of transition to the modern
requirements of the Basel capital standards has begun in the
domestic banking system.

Various aspects of improving the banking regulation
and supervision and implementation of international stan-
dards on the formation and adequate assessment of bank
capital are investigated by many domestic and foreign schol-
ars, including O. V. Dzyublyuk, A. O. Epifanov, G. T. Karche-
va, V. V. Kovalenko, L. O. Lyutyy, O. I Lavrushin, V. . Mish-
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Y/IK 336.71
Kpynka U. M., Maxobkus K. M1. CospemeHHble mexdyHapooHble
mpe60oBaHusA pe2yauposaHuto AuKeUdHocmu baxkos

Packpsimel Hogble mpebosaHus pezynuposaHus baHkoeckol desmensHocmu
K 6aHKOBCKOMY Kanumany u UK8UGHOCMU 8 KOHMeKcme basenbekux cmak-
0apmos. [1POaHaNU3UPOBAHO COCMOAHUE YKPAUHCK020 BAHKOBCKO20 HA030pa
U 20M08HOCMb BAHKOB K B8bIMONHEHU0 06HOBEHHbIX cMaHOapmos. 06ocHO-
8aHA HEOOXOOUMOCMb 88€0EHUS MEHOYHAPOOHLIX CMAHOAPMO8 BAHKOBCKO-
20 Had30pa 8 YKkpauHe ¢ uyenblo obecneyeHus (huHaHco8ol ycmoliyusocmu
baHKOBCKOL cucmembl U UHMe2PayuL 8 Muposyro (uHaHcosyto cpedy. Mped-
/103}eHbl NPaKMUYecKue pekoMeHAayuU peghopmupoBaHUA Ome4ecmeeHHo-
20 6AHKOBCKO20 pe2ynuposaHus 8 coomeemcmauu ¢ ycnosuamu basens Iil.

Knrovesbie cnoea: 6aHK, 6AHKOBCKUL Kanumas, Kanumanu3ayus, AUKeuo-
Hocme, HayuoHanbHeil 6aHK YkpauHsl, MexdyHapooHsle cmaHoapmel, by-
thep kanumana.

Tabn.: 2. bubn.: 17.

Kpynka Wzope Muxalinoguy — KaHOUOaM 3KOHOMUYECKUX HayK, doueHm,
doyeHm Kaghedpbl AHAAUMUYECKOU IKOHOMUU U MeOYHapOOHOU 3KOHOMU-
Ku, /Te808CKUL HAYUOHANbHYIU yHUBepcUMem um. M. ®parko (yn. YHusepcu-
memckas, 1, /lbeos, 79000, YkpauHa)

E-mail: ihorkrupka@yahoo.com

MNaHbkue Kpucmura MemposHa — acnupaHmka, /16808cKull HAYUOHANbHbIT
yHusepcumem um. W. @parko (yn. YHusepcumemckas, 1, Jlveos, 79000,
Ykpaura)

chenko, A. M. Moroz, S. V. Naumenkova, L. O. Prymost-
ka, P. S. Rose, M. L. Savluk, J. F. Cinque, V. M. Usoskin,
G. Shcherbakova etc. However, in spite of numerous scien-
tific research, the question of reforming the domestic bank-
ing regulation in the context of the international banking
supervision standards implementation under conditions of
financial globalization processes is not revealed enough.
The purpose of the thesis is a theoretical grounding
and analysis of problems of international banking supervi-
sion standards Basel IIl implementation in Ukraine, as well as
the development of practical recommendations on improve-
ment of domestic banking regulation in the context of the
Basel III establishment in order to accelerate the integration
of the banking sector into the global financial environment.
It should be noted that the Basel Committee of Bank-
ing Supervision and Regulation was established in 1974 by
the central bank governors of the Group of Ten countries
(G10) in order to develop the recommendations on banking
supervision improvement and the financial regulation stan-
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dards unification in different countries. The main Capital
Accords of the Basel Committee are: «International Conver-
gence of Capital Measurement and Capital Standards» (Ba-
sel I, 1988), which provides requirements on formation and
assessment of regulatory capital and credit risk, «Amend-
ment to the Capital Accord to Incorporate Market Risks»
(1996), «Core Principles f or Effective Banking Supervision»
(1997), «A new conceptual framework of Capital Accord»
(Basel 11, 2004), which strengthen requirements on assess-
ment of credit, market and operational risks during minimal
capital requirements calculation.

The main purposes of new capital and liquidity bank-
ing standards (Basel I1I), which were adopted in November
2010 at the G20 summit in Seoul, were to increase quality
and transparency, to improve bank capital structure and to
expand the practice of risk coverage by capital and stimu-
lation of measures on creating buffers. These requirements

include: a general increase of the banks capitalization level,
capital buffers, short- and medium-term liquidity indicators
and leverage ratio, countercyclical regulation. Basel III is an
addition to previous documents and it improves, but does
not abolish them.

2013 - 2019 years (table 1). It is primarily planned to

conduct the reformation of the banking assets and
capital structure requirements by the end of 2014 and the
share of equity capital in the structure of total regulatory
capital by January 2019. It is planned, that the increase of
capital quality will occur from January 2014 by January 2018,
and the introduction of capital conservation buffer — from
January 2016 by January 2019. Therefore, substantially im-
proved banking supervision mechanism should be formed
during these years.

T hese standards will be gradually implemented during

Table 1

Introduction terms of Basel Il requirements

in % of risk-weighted assets

As of
Indicators 2011 2012 2013 | 2014 2015 2016 2017 2018 1Jan
2019
Parallel run Miaration
Leverage Ratio Supervisory monitoring 1Jan 2013 -1Jan 2017 to?’illar 1
Disclosure starts 1 Jan 2015
Minimum Common 35% | 4% 4.5% 45% | 45% 4.5% 4.5%
Equity Capital Ratio
Capital Conservation 0625% | 125% | 1875% | 2.5%
Buffer
Minimum common
equity plus capital 3.5% 4% 4.5% 5.125% | 5.75% 6.375% 7%
conservation buffer
Phase-in of deductions
from CET1 (including
amounts exceeding 20% 40% 60% 80% 100% 100%
the limit for DTAs,
MSRs and financials)
Minimum Tier 1 45% | 55% 6% 6% 6% 6% 6%
Capital
Minimum Total Capital 8% 8% 8% 8% 8% 8% 8%
Minimum Total Capital
plus conservation 8% 8% 8% 8.625% | 9.25% 9.875% 10.5%
buffer
Capital instruments
that no Ionge'r qualify Phased out over 10 year horizon beginning 2013
as non-core Tier 1
capital or Tier 2 capital
L Observation Introduce
Liquidity coverage ) -
ratio period minimum
begins standard
Net stable funding Obseryatlon InFrgduce
ratio period minimum
begins standard

Source: Basel lll: A global regulatory framework for more resilient banks and banking systems. [Electronic resource]. - Access mode:

http://www.bis.org/publ/bcbs189.pdf
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It should be underlined that one of the key differences
of Basel III is a transition from recommendatory character
of previous standards to the stricter requirements, which
are obligatory for performance. If the banking indicators
does not meet updated requirements, central banks will
be authorized (even obliged) to impose sanctions on bank-
ing institutions in the form of deprivation of right to pay
dividends to shareholders, bonuses and other premiums to
managers etc. [4, p. 19].

he increase of requirements to Tier 1 capital (core

I capital), to which only stocks and retained earnings

should be included, is an innovation. Indicator Tier

1 capital should rise from 4 to 6% by 2015, as a result, the

share of other Tier 1 capital instruments (deferred tax as-

sets, investments in other financial firms) can reach up to

1.5% of the total amount of capital on this level. Size of Tier

2 capital (supplementary capital) should not exceed 2%,

which is three times less than the core capital size. Tier 3
capital is abolished.

An increase of minimal requirement on the level of
equity capital to 4.5% of risk-weighted assets by 2015 is set
for all banks. In the case of substantial increase of credit risk
due to a significant increase of credit operations number,
banks will be required to create countercyclical capital buf-
fer based on the model of expected, not actual losses rang-
ing from 0 to 2.5%, depending on national characteristics.
The purpose of this reserve is to reduce the capital loss from
cyclical fluctuations in credit markets. Simultaneously, a
capital conservation buffer will be made up of equal shares,
each of 0.625% from the year 2016. During the recession the
minimum common equity capital ratio (4.5%) and capital
buffer (2.5%) will perform a protection function. As a whole,
they will constitute 7% of bank capital. Hence, the require-
ments to Tier 1 capital strengthen more than three times
comparatively to previous requirements (2%) [3, p. 226]. In
addition, the minimal requirements to total capital remain
unchanged — 8%, but taking into account the capital buffer
they will constitute 10.5% of risk-weighted assets.

It should be mentioned that the activities of strategi-
cally important banks will be under the special macro-pru-
dential supervision, which will be determined by 41 primary
and secondary indicators (according to the «Guidance to
Assess the Systemic Importance of Financial Institutions,
Markets and Instruments», issued by the Bank for Interna-
tional Settlements, the Financial Stability Board and IMF),
for example by such criteria as bank size, risk management,
market relationships etc. Thus, the higher capital require-
ments (particularly in Switzerland [14]) or measures of sup-
plementary supervision will be applied to them.

In the updated requirements of the Basel Committee,
bank protection from excessive risk is provided by setting
new leverage ratio, which is calculated as the relationship
between an amount of borrowed fund and an amount of
own fund, at the level of 3% [7, p. 6].

The financial crisis has led to significant losses of liq-
uid funds and insolvency to adequately perform function of
intermediary in the financial market by banking institutions.
Therefore, in new Basel Accord an international conceptual
framework for assessment, standardization and monitoring
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of liquidity risk is created. In particular, the Basel Commit-
tee implemented two indicators for regulation of short- and
long-term liquidity: 1) liquidity coverage ratio, which will be
introduced from 2015, and 2) net stable funding ratio, which
will enter into force from 2018. Values of these parameters
should be more than 100% [6, p. 119], and their implemen-
tation should lead to an increase of liquidity risk manage-
ment level that will make banks more reliable and resistant
to stress on the global and domestic financial markets. Thus,
the updated Basel III requirements fundamentally strength-
en international banking standards and have a number of
advantages over Basel II, concerning requirements intensi-
fication on: quantity and quality of equity capital, regulation
mechanism; sufficient time frame for the transition into the
new standards (table 2).

Table 2
Comparison of the main provisions Basel Il and Basel I
Indicators Basel Il Basel llI
Minimum 4'5.
. 7 (with
Common Equity 2 . .
Capital Ratio, % consideration of
' buffer)
Capital
Conservation absent 25
Buffer, %
Countercyclical
Capital Buffer, % absent 0-25
amount of capital
Capital for is greater than
systematically absent the generally
important banks accepted
standards
Minimum Tier 1
Capital, % 4 6
Tier 3 Capital absent canceled
Minimum Total 8 10,5 (with consi-
Capital, % deration of buffer)
Leverage Ratio, % absent 3
qu‘wdlty coverage absent 5100
ratio, %
NeF stable funding absent 5100
ratio, %
Consideration credit, market, credit, market,
of risk operational operational +
+ liquidity risk

Source: is based on [7, p. 7; 15].

An implementation of new banking capital and li-
quidity standards (Basel III) in the world has begun since
the 1st of January 2013. However, it is difficult to predict
the process of formation of sufficient capital and strict stan-
dards requirements compliance by domestic banks, because
Ukrainian banks are still using the principles of Basel I,
which are supplemented by increased requirements of The
National Bank of Ukraine. Basel II requirements appliance
could be observed only in financial institutions with foreign
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capital, share of which in total authorized capital of banks
equaled 39.5% at the beginning of 2013.

Analysis of Basel II requirements usage conducted by
the central bank of Ukraine has shown that only 22 principles
of 30 are currently performed in the state. Experts of banking
regulation and supervision of The National Bank of Ukraine
believe that domestic banks will be able to completely adopt
the risk assessment system Basel II by 2016 [9].

According to analysts’ estimation of Swiss bank UBS,
banks need to attract 375 billion dollars of additional capital
during the period of Basel III implementation in the world,
which means that banking institutions should attract about
40 billion dollars annually until 2019 [7, p. 7]. Simultaneous-
ly, the Institute of International Finance (IIF) believes that
banks ought to attract about 1.3 trillion dollars of additional
capital over the capital, which they had had at the end of
2010 [16]. Moreover, in international practice, for example
in such banking institutions of the USA as Bank of America
Corp, Citigroup Inc, JPMorgan Chase & Co etc. [13], a va-
riety of stress tests are always carried out in order to deter-
mine the stability of banks and their capital adequacy in the
case of financial crisis.

supervision standards (Basel III) had an ambiguous

assessment of the national regulators and financial
institutions of different countries. For example, banking in-
stitutions in such countries as the USA, Canada, Belgium,
the United Kingdom, Luxembourg, the Netherlands, Swit-
zerland, fully meet new requirements, because existing re-
quirements in these countries are even stricter. However,
Germany and France critically assess Basel Accord since it
forces banks to reduce the amount of lending due to their
inability to replenish capital. For instance, there are a lot of
savings or cashier’s offices (22% of the total amount) and
cooperative banks (61% of the total amount) in Germany,
which finance small and medium businesses. They are un-
able to carry out operations on the debt market and depend,
mainly, on government loans and therefore these require-
ments can have a negative influence on the activities of these
institutions. According to assessment of The Federal Asso-
ciation of German Banks, ten largest banks in the country
should increase the amount of equity capital from 105 to 140
billion euro in order to make German national standards ap-
propriate to Basel III [14]. Thus, its introduction can cause
a reduction of lending and economic growth rate. Further-
more, according to the Basel Committee assessment, the
world average growth rate of gross domestic product will be
lower on 0.04% during 4.5 years because of introduction of
new rules [3, p. 227].

Ukrainian banks make up financial statements ac-
cording to international standards since January 2013 ac-
cording to the National Bank of Ukraine ordinance Ne 23
«About procedure for the formation and use of reserves
by banks to reimburse possible losses resulting from active
bank operations», which provides the reserves formation
for active operations in accordance with new requirements
[11]. Meanwhile the National Bank of Ukraine is only pre-
paring to implement a stress test, while there is no sense
in its conduction based on the data of 2012. According to

Requirements intensification of international banking
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the results of last stress tests of domestic banks in 2009, in
which the estimation of the reserves adequacy, capital and
loan portfolio was carried out, the required sum of addi-
tional capitalization in Ukrainian banks equaled 40 billion
hryvnyas. However, the National Bank of Ukraine assures
that the banking system is currently stable, and the main
bank performance measures are normal [8], because the
domestic banking system received 139 billion hryvnyas of
additional capital, including 127 billion hryvnyas of equity
capital during the period from the end of III quarter 2008
to the end of I semester 2012, according to the international
rating agency Fitch [17].

n increase of requirements on the formation of
Aregulatory capital by commercial banks to the sum

of 120 million hryvnyas by the 1st of January was
stipulated according to the approved ordinance of the Na-
tional Bank of Ukraine Ne 273 «About amendments to some
regulatory-legislative acts of the National Bank of Ukraine»
dated the 9th of June [12]. In accordance with the assessment
of the Association of Ukrainian Banks (AUB) more than 80
active banks did not have capital in such amount and had to
increase the size of regulatory capital by 67.2%, that is 3.9
billion hryvnyas for performance of these requirements. The
Association of Ukrainian Banks also notes that the minimal
initial capital for the creation of a European bank equals ap-
proximately 50 million hryvnyas, which is two times less
than in Ukraine. In the new banking standards Basel III,
8 years are given for an increase of the regulatory capital
adequacy from 8 to 10.5%, which means on 31%, while for
domestic banks only 2 years are given for an increase of the
regulatory capital size more than on 60% [1]. In addition,
the Program of Economic Reforms for 2010-2014, approved
by the President of Ukraine Viktor Yanukovych aims to in-
crease the average level of bank equity capital not less than
twice by 2014 [10].

It should be underlined while assessing the Basel
Committee new standards that the increase of regulatory
capital adequacy ratio to the value of 10.5% including capital
buffer will not significantly affect the functioning of Ukrai-
nian banks, as the actual value at the 1st of January 2013
was 18.06%. The increase of requirements to Tier 1 capital
from 4 to 6% is an innovation as this ratio is new to Ukraine.
However, in our opinion, the introduction of this ratio will
not affect the capital adequacy. According to our calcula-
tions, based on the data of the National Bank of Ukraine [5],
the correlation between the share capital and total assets of
domestic banks was 15.5% at the 1st of January 2013.

The further implementation of Basel III in Ukraine at
this stage requires developing practical recommendations
on improvement of domestic banking regulation. The most
significant, in our opinion, are:

+ creation (at the national level) of methodological
documents, which regulate this process;

+ conduction of domestic banks stress tests held by
the National Bank of Ukraine and international
rating agencies for appropriate assessment of the
required amount of additional capital;

+ providing an appropriate financial, material, tech-
nical and human resources base for using complex
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economic models, which the Basel Committee
recommends and introducing a modern systems
of risk management;

+ using independent auditors to supervise commer-
cial banks;

+ conduct various trainings for employees of the
Banking Supervision Department of the NBU and
representatives of banking institutions supported
by the European Union and the Basel Committee
in particular;

+ increasing regulatory capital adequacy ratio in ac-
cordance with the pace of its growth by 31% (from
10 to 13%) in obedience to Basel III requirements;

+ introducing the liquidity coverage ratio (LCR) and
the net stable funding ratio (NSFR) instead of the
current liquidity ratio (N5) and the short-term
liquidity ratio (N6), the value of which should be
more than 100%;

+ increasing bank capitalization level by means of
mergers, acquisitions etc.

ence, the current state of the domestic banking sys-
Htem is a good basis for the implementation of Basel

III standard: the regulatory capital adequacy ratio
considerably exceeds the value proposed by the Basel Com-
mittee, including capital buffer; additional capital, includ-
ing owners’ equity capital, constantly flows into the banking
system, and, as the National Bank of Ukraine says, the main
indicators of banks activities are normal in general. In spite
of discussion on the new Basel standards expediency and
their implementation into the domestic banking practice, in
our opinion, Basel III should become an important precon-
dition for appearance in the market of financially stable and
reliable banks with their own strategies and business mod-
els, which will adequately perform the functions of financial
intermediaries according to the needs of economic devel-
opment independently of possible disturbances and fluctua-
tions in the global financial environment. u
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