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The paper reveals the essence of the interest rate, which is a certain amount paid to the creditor (the banking institution) by the borrower for the temporary use
of credit resources. There have been identified and summarizes the main types of interest rates on credits used in banking practice. In the course of the study it
was determined that the formation of the interest rate is a multi-factorial process. It is demonstrated that the given process is defined by a number of factors,
which can be arbitrarily divided into two groups: macro- and microeconomic. It has been proved that the main factor affecting the level of the interest rate is
the cost of attracting by the bank credit funds (usually the amounts of deposit rates). On the basis of the conducted research there has been proposed a number

of directions to improve the process of crediting the bank borrowers in view of existing risks.
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Boneexkoea M. M. KpedumHa disanbHicms 6aHKy ma hopmyeaHHs
sidcomkoeoi cmaeku

Y pobomi oKpecneHo cymHicmb 8i0comK080i cmasKu, AKa ABAA€E c060k0 nes-
Hy naamy kpedumopy (6aHKiscbKili ycmaHoei) 8i0 Mo3uyanbHUKA 30 MUMYa-
c08e KOpUCMYyBaHHA KpeOUMHUMU pecypcamu. BusHayeHo ma y3a2anbHeHO
OCHOBHI 8UOU 8I0COMKOBUX CMABOK 30 KDEOUMAMU, WO BUKOPUCMOBYOMb-
A 8 baHKieCbKill Mpakmuyi. YcmaHoeneHo, wo ¢opmysaHHs 8i0comKosoi
cmasku Aense coboro bazamoakmopHuli npoyec. MokasaHo, wo OaHul
MPOYEC BUSHAYAEMbCA BENUKOK KIMbKICMIO YUHHUKIG, AKI YMOBHO MOMCHA
po3nodinumu Ha 08i 2pynu: Makpo- ma MikpoeKoHoMiuHi. [JosedeHo, Wo
20/108HUM YUHHUKOM, WO 8MAUBAE HA pigeHb 8IOCOMKOBOI CMABKU, € YiHa
30/1y4eHHA BaHKOM KpeOUMHUX Kowmie (3a3guyali ye po3mipu cmasok 3a
deno3umamu). Ha ocHogi npogedeH020 00C/1iOHEHHS 3aNPONOHOBAHO HU3KY
HanpAmKie 3 yOOCKOHANEHHA MPOYecy kpedumyeaHHs Mo3uYanbHUKie 6aHKy
3 YPAXYBAHHAM ICHYHOYUX PU3UKIE.
Knroyosi cnoea: sidcomkosa cmaska, 8idcomok, kpedum, 6aHK, eKOHOMIKA.
Puc.: 4. bi6n.: 8.
BoneeHkoea MapuHa MukonaigHa — cmydeHm, hakynbmem eKOHOMIKU ma
MeHedumeHmy, Xapkiscokuli HayioHanbHuli yHisepcumem 6yodisHuUymMea
ma apximekmypu (8yn. Cymcvka, 40, Xapkie, 61002, Ykpaia)

nder conditions of market economy the stability of

the banking system has a key significance because it

affects the development and efficient operation of
all economic agents.

The demand for bank credits is to a great extent deter-
mined by the development level of economic and business
activity of business entities. Among other factors that shape
the demand for credit resources it is worth emphasizing the
level of interest rates, i.e. the charge that the bank must re-
ceive from the borrower for using the borrowed funds.

In the banking practice there used several types of in-
terest rates. The type and level of interest rates are specified
and predefined at concluding the credit agreement. Inter-
est rates are affected by a number of factors, which require
a thorough studying. It is this fact that determines the rel-
evance of the chosen topic.

The aim of the article is to identify the types of in-
terest rates used in banking practice and study the factors
influencing their level.

One of the main elements of the financial and credit
system is the credit market, i. e., the sphere of circulation of
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BoneeHkoea M. H. KpedumHas desmensHocmb 6aHKa U popMuposaHue
npoyeHmHoli cmasku

B pabome packpeima cywHocmb npoueHmHol cmasku, Komopas npeo-
cmaensem coboli onpedeneHHyto naamy kpedumopy (6aHKOBCKOMY yypex-
0eHuto) om 3aemMWjuKa 3a 8peMeHHOe M0/1b308aHUE KPeOUMHbIMU pecypca-
mu. OnpedeneHbl U 0606UjeHbl OCHOBHbIE BUAbI MPOUEHMHbIX CMABOK M0
Kpedumanm, ucnonb3yembix 8 baHkosckoli npakmuke. YcmarosneHo, Yymo
thopmuposaHue npoyeHmHoli cmagku npedcmagasem coboli MHO20GhaK-
mopHeiii npoyecc. [okasaxo, Ymo daHHbIl npoyecc onpedensemcs MHOMe-
CMeoM (hakmopos, Komopble YCI08HO MOXHO pa3denums Ha dee 2pynbl:
MAKpO- U MUKPO3KOHOMUYecKue. [JOKa3aHO, Ymo 21aBHbIM (aKmopom,
OKQ3bIBAIOWUM BAUAHUE HA YPOBEHb MPOUEHMHOU CMasKu, A8AAeMCA YeHa
npussedeHus 6aHKOM kpedumHsix cpedcme (06bIYHO IMO pasmepbl CMABOK
no deno3umam). Ha ocHose nposedeHHo20 UccedosaHus npednoxeH pao
HanpasaeHuli Mo cosepuieHCMBoBAHUIO MPOUecca KpedUuMoBaHUA 30eMuu-
K08 BaHKa € y4emom Cywecmeyrouux pucKoe.
Kntouesble cnosa: npoueHmMHas cmaska, mpoueHm, Kpedum, 6aHK, SKOHOMUKQ.
Puc.: 4. buba.: 8.

Boneexkosa MapuHa HukonaesHa — cmydeHmKa, (hakyasmem KOHOMU-
Ku u meHedxmeHma, XapbKoscKull HaYUOHANbHbIU yHUBEpCUMEM cmpou-
menscmea u apxumekmypel (ya. Cymckas, 40, Xapokos, 61002, YkpauHa)

borrowed funds. Interest is the main indicator in financial cal-
culations. It is the absolute value of revenues from money lent
in any form. According to the principle of payment, the bank
credit envisages that to use credit funds the borrower shall
pay a certain amount specified by the bank credit committee.
This payment should include at least two components:

+ interest on the credit;

+ commission charge.

The interest rate provides coverage of expenditures
on attracting resources for performing credit operations. In
turn the commission charge provides the covering of gene-
ral banking overheads and transaction expenditures on
crediting activities. It is also worth noting that the commis-
sion charge is set as [1]:

+ one-time charge, denominated in the national cur-
rency;

+ one-time charge, in percentage of the credit amount;

+ fixed charge, denominated in the national currency;

+ fixed charge, in percentage of the credit amount.

The cost of credit is such an interest rate that is envis-
aged in the credit agreement taking into account the credit
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term, degree of the credit project risk and ensuring the
timely payments of the borrower on previous credits [2].

The interest rate is a relative indicator of the credit
cost, which is used in the calculation of interests from the
amount of credit and shows the ratio of the sum of the inter-
est paid to the credit value.

In the process of crediting the banking institution
shall inform the client about the total cost of the credit,
which consists of the interest rate, commission charge and
services related to credit operations [2].

he bank may change the interest rate only at the hap-
pening of such an event, which has a direct impact
on the cost of the credit resources of the banking
institutions regardless of the parties’ will. It should also be
noted that the bank has no right to change the interest rate
on the credit at will of any of the parties [1].
There are a lot of types of interest rates in the banking
practice (Fig. 1).

Fixed interest rate - is fixed in the credit agreement at
the moment of its conclusion and remains unchanged
throughout the entire credit term

Floating interest rate — may be changed by the bank
under the terms of the credit agreement with manda-
tory notification of the borrower

Simple interest rate - the charging of interests is car-
ried out only on the amount of the credit granted
(the initial debt amount)

The compound interest rate - the interest charged on
the principal amount of debt and interest on successive
increments of the interest earned in prior periods (based
on the amount increments for the previous period)

Nominal interest rate - annual interest rate declared
by the bank

Effective interest rate - the charging of interests is per-
formed several times a year

Types of interest rates

Decursive interest rate - the charging of interests is
performed at the end of the period of using funds.

Discount interest rate - the charging of interests is per-
formed in advance at the start of the crediting period
on the final amount of debt and is charged by the bank
when granting a credit by subtracting the accrued inter-
est from the total debt amount

Market interest rate - is established in the market of
credit resources under the influence of supply and de-
mand

Real interest rate - takes into account the influence
of inflation and all costs of the bank on the attracted
resources

Fig. 1. Types of interest rates [2]

In the banking practice there exist a lot of types of in-
terest rates, which shall be paid by the borrower. There are
also a great number of factors, which influence the level of
the interest rate. Some of them are presented in Fig. 2 [3].

All the above listed factors have their own impact on
the interest rate of a particular credit. The higher the level of
the credit risk, the higher the rate on the credit, and in turn,
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providing security (the collateral in the material form) — re-
duces the credit risk. However, it is with the lodging of col-
lateral that costs of the bank increase It is related to the fact
that it is necessary to monitor the condition of the property.
Therefore, such costs should be taken into account when es-
tablishing the credit rate.

The relationship of supply of the borrowed capital and
demand for it - the more the demand for the credit, the
higher the interest rate

Inflation rate - acceleration of the inflation rate causes
an increase in the interest rate, which serves as means
of protection against the depreciation of capital

The level of the Central Bank discount rate - when
determining the interest rate banks take as the basis
the discount rate of the Central Bank, which, in turn,
depends on the type of the monetary policy (restrictive
or expansive), interest rates in the international debt
capital market, state of the balance of payments of the
country, national currency

Macroeconomic factors

Term of the loan - the level of the interest rate is directly
dependent on the term of the credit: the longer the
credit the higher the interest rate because the risk of the
credit default and depreciation of the borrowed funds
increases with the growth of the inflation rate

Loan amount - usually the interest rate on large loans
should be more than on small ones

Risk - In granting loans commercial banks face a credit
risk (losses from non-repayment of the debt principal)
and interest rate risk (losses from non-repayment of the
interest paid by the borrower for the use of capital), so
the higher the bank evaluates these risks the higher will
be the interest rate

Microeconomic factors

The nature of the security - the security quality is directly
related to its liquidity, because the higher the liquidity
of assets, which are furnished as security for the credit,
the lower the interest rate

Fig. 2. The factors, which influence the interest rate level [3]

In today’s competitive environment it is important
to set an interest rate reasonable for the borrower and the
bank, which would help to reduce the risks and increase the
level of the bank profitability as well as contribute to a more
effective use and implementation of the credit project, lead
to the development of the borrower’s activity.

Presently the use of monetary policy in most devel-
oped countries is based on management of the short-term
interest rate in the money market. However, despite the
very limited range of standard tools (refinancing, reserve
requirements, open market operations) the peculiarities of
their use and building of the monetary system vary widely in
different countries. But at the same time a common feature
of all the systems is maintaining due to operations by the
Central Bank the short-term interbank market rates at a cer-
tain level, close to the official rate of the Central Bank [8].

For example, let us consider the US Federal Reserve
System. The monetary policy of the FRS of the USA is based
on the maintenance of the rate on Federal Funds at the level
close to the target rate set by the Federal Open Market Com-
mittee due to performing operations in the open market.
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The ERS rate is an interest rate used as a basic one by
US banks when they grant credits on their excess funds to
other banks. The refinancing rate (FRS rate) is a tool in solv-
ing issues of the monetary policy.

With the help of the Federal Reserve discount rate the
Central Bank affects the rate of the interbank market as well
as the credit and deposit rates for legal and natural persons.
The level of interest rates of the US and Ukraine in recent
years is presented in Fig. 3.

Operation principles: the FRS reserve level is deter-
mined by the amount of assets and liabilities of the deposi-
tory institution and this level can be set individually by the
ERS. If this level falls below the normal value the bank re-
serves should be increased to match the requirements of the
regulator (FRS).

To lower interest rates, the Federal Open Market
Committee (FOMC) increases the money supply by buying
government bonds. If the FOMC wants, on the contrary, to
increase the interest rate, it withdraws money from circula-
tion by selling government bonds. In today’s economy there
exist a lot of different interest rates, such as the interest rate
of the Central Bank, credit interest, interbank rates, deposit
interest rates, etc. During the recession, when organizations
reduce investment in the production development, interest
rates are falling.

Considering interest rates in the US and other devel-
oped countries of Europe there emerges the question:
Why are the interest rates so high in Ukraine? The analysis
of theory and practice of the banking activity indicates that
the main factors in the formation of interest rates, such as
inflation, risks, money supply and demand have the greatest
impact on their level.
The directions for improving the processes of credit-
ing legal and natural persons are presented in Fig. 4.

In turn, it is low interest rates that stimulate investments.

The normative and legal support in the field of credit
relations in Ukraine is based on the main law of our country —
the Constitution.

The legal basis for activities of domestic banks is the
procedure of the establishment and major principles of their
activities, which are prescribed by the Law of Ukraine “On
Banks and Banking Activity” The law states that the main
function of the bank is granting credits to economic entities
and citizens at the expense of the funds attracted from orga-
nizations, enterprises, institutions and other credit resourc-
es, cash and settlement services of the economy, implemen-
tation of foreign exchange and other banking transactions
envisaged by this Law [4].

To protect the interests of creditors and clients of the
bank, granting credits is implemented under the current
laws of Ukraine.

The NBU sets economic norms for the regulation of
activity of commercial banks [7]:

+ the minimum volume of the authorized capital
must be EUR 1 million;

+ the bank’s capital must be not less than the amount
equivalent to at least EUR 3 million;

+ the solvency is calculated as a ratio of the bank’s
capital to the total amount of assets of the bank
with respect to risk;

+ the instant liquidity is defined as the ratio of the
amount of funds on the correspondent account and
in cash to the settlement and current liabilities;

+ the total liquidity is defined as the ratio of total as-
sets to total liabilities;

+ the ratio of highly liquid assets to operating assets
of the bank characterizes the share of highly liquid
assets in operating assets.

Ukraine banking institutions provide credits to cus-
tomers in compliance with the following main principles:

So, all the abovementioned actions can positively af- + repayment;
fect the credit activity of any banking institution and allow + security;
to adequately compete in the banking market under com- + maturity;
plicated economic conditions that will positively influence + interest payment;
both the banking sector and the economy in general. + purpose-orientation.
Interest rates, %
30,00
25,00 /\-
20,00
/ —- Ukraine
15,00
10,00 T/
5,00
0,00 l—f * *
2013 2014 2015 2016
Year

Fig. 3. The level of interest rates in the USA and Ukraine for 2013-2016 [5]
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Measures

Results

Risks

Introduction
of new credit
products for legal
persons

The use of an individual approach to each borrower
in evaluating its financial condition, working capital,
scale of production and business activities, reputation
when introducing the revolve and current account
credits

The risk associated with
the lack of stable and
creditworthy clients,

who would be satisfied
with the credit terms

Introduction
of new credit
products
for natural persons

Development of optimal terms of crediting for
the most vulnerable population groups (students,
pensioners, disabled people) using more diminished
requirements to the borrower

The risk of non-payment
on the credit

Creation of seed
capital credit

A detailed assessment of the business project
taking into account all aspects related to risks,
payback period and possible profits from crediting

The risk associated with
the lack of successful
projects

a positive image
of the commercial
bank

rogram . .
programs of the business entity

The conducting of systematic promotional activities
Creation of through the media and the Internet, press conferences,

distribution of promotional leaflets, providing
additional information on bank statements,
encouraging existing clients and motivation of the
personnel for attracting new clients, conducting
charitable events

The risk of not covering
expenditures aimed
atimplementing all

measures

Expansion of the
set of financial
coefficients

Selection and development of financial coefficients
for comprehensive analysis of the future borrower,
taking into account not only the financial performance
of its operations, but also other aspects such as

business reputation, marital status, etc.

The risk associated with
the absence
of a considerable number
of clients, who must
comply with all the
established evaluation
parameters

Collection of bad
debts

Individual approach when collecting bad debts,
taking into account each individual case and
optimization of the process to speed up the

considerations

The risk associated with
impossibility of disposal
of the mortgaged property
of the borrower

Fig. 4. The directions for improving the processes of crediting legal and natural persons [6]

The activities of the domestic banking system are
aimed at improving the servicing of economy. At the same
time, the country faces a banking crisis, which is caused
among many other reasons by inconsiderate credit policy of
banks due to the fact that the banking system of Ukraine has
hardly fulfilled one of its main objectives — the support and
ensuring of the development of economic sectors.

CONCLUSINS

Today the banking system of Ukraine is compelled to
operate in a very complex and unstable environment. This
further exacerbates the problem of finding reliable sources
of investment of resources attracted by the bank. The fur-
ther development of the banks’ credit activity is influenced,
in addition to external factors, by a number of internal ones,
among which the leading role is played by the level of inter-
est rates on credits. In turn, the formation of the bank inter-
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est rate also depends on a number of factors that can be ar-
bitrarily divided into macro and microeconomic ones. The
first group includes the inflation rate, discount rate of the
NBU and ratio between the supply of borrowed capital and
demand for it. The second one includes the size and terms of
granting the credit, nature of the collateral and credit risks.

In view of the conducted study, which considered the
types of interest rates, factors that influence their formation,
the paper suggests ways to improve processes of crediting
borrowers (legal and natural persons), who are able to accele-
rate the pace of the development of bank crediting. |
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