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Abstract. This article reveals the value of systematic approaches to assessing the effectiveness of
banks in the conditions of financial independence of the region. The purpose of the research. The pur-
pose of the study is to identify the main approaches to assessing the effectiveness of the bank in the
conditions of financial independence of the region. Methodology. The totality of research methods is a
methodology for analyzing and organizing the main legislative acts and laws, namely the methods of
generalization, comparison, chronology, analysis and generalization. Results. The results of the study
provide recommendations for the implementation of modern approaches to the financial performance of
banks, in particular the justification of the approach to assessing the risk-taking efficiency of a bank and
the need for a systematic approach to analysis and evaluation. This article summarizes the theoretical
approaches to the essence of assessing the financial performance of the bank and justify the methodo-
logical principles of improving this process in the conditions of financial independence of the region.
The international experience in assessing the effectiveness of the bank and its applicability to assess the
effectiveness of Ukrainian banks is considered. Practical meaning. The results of the study can be used
in the practice of banking institutions to self-check and assess the financial condition of the bank, seeking
ways to improve its position in the banking market. Prospects for further research. On the basis of the
conducted research there is an objective need to find out the theoretical and methodological bases of
banks’ activity for developing investment projects of the region’s development with the attraction of
capital of banking institutions.
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3acTOCYBaHHA CUCTEMHHUX MiAXO0AIB 1040 OLiHKM e(PpeKTUBHOCTI AISA/IbHOCTI
6aHKy B yMOBax piHAaHCOBOI He3a/Ie2KHOCTi periony

1O. M. MenpHN4yK!, K. e. H.

Melnychuk Yu. M. Application of systematic approaches to assessing the
Cmamms Haditiwna: 05.03.2019 effectiveness of the bank in conditions of financial independence of the region.
Cmamms npuliHsama: 10.04.2019 EkoHomiyHi  2opusoHmu. 2019. Ne1(8). C.36-43. DOIl: 10.31499/2616-
5236.1(8).2019.170023.

Anomauia. CraTTa cIpsgMOBaHa Ha aHalIi3 CUMCTEMHMX IIiIXOMiB IIOAO OILiHKY e(eKTUBHOCTI
IisUTbHOCTI 6aHKY B yMoOBax (iHAaHCOBOI He3aJIe’KHOCTI perioHy. be3ymMoBHO (iHaHCOBUI CEKTOP
BiJlirpae K/IIOYOBY POJIb Y PO3MOAii hiHAHCOBUX PecypciB B eKOHOMilli. EdbeKkTuBHICTh OaHKIB Mae
CYTTEBMII BIUIMB HA E€KOHOMIYUHY [IisIJIbHICTh i 3HAUYMMICTb 11 IPOSIBJIIETHCS SIK HAa MAaKpo-, TakK 1
MikpopiBHi. B ymoBax ¢opmyBaHHS He3aJeXHOTO PErioHy Ta il PUHKOBOI (PiHaHCOBO-KpPeOUTHOI
CUCTEeMU, KOHKYPEHTOCITPOMOXKHOCTi OaHKIBCbKUX MOCTYT, MMPOAYKTIB repej 6aHKaMy IMOCTa€e 3aBIaHHS
MiABUILEHHS  e(@eKTMBHOCTI HisUIBHOCTI HAa OCHOBI BIPOBaIKEHHS ONTUMAJIbHUX  (Gopm
TOCIIOIAPIOBAHHS i YIIPaB/IiHHSA GAaHKIBChKOIO HisIbHiICTIO. OCOOMBe MicIle B IIbOMY IMUTAaHHI MOCimae
(diHaHCOBMI aHaTI3 OisTIBHOCTI OaHKY, OCKIJIbKM caMe peryJ/ispHe IpOBeIeHHSI OAaHKOM aHajIi3y Jae
MOSKJIMBICTb JOCSTHEHHS] EKOHOMIUHOI e(peKTUMBHOCTI PYHKIIIOHYBaHHS O0aHKY. 3 ypaXyBaHHSIM IIbOTO €
nmorpeba y OiJbII [eTaJIbHOMY TEOPEeTMYHOMY i METOAMYHOMY [IOCJiIKEeHHI aHamizy Ta BUOOpY
CUCTEMHOTO IIiAXOMYy OIiHKM (PiHaHCOBO-eKOHOMIUHOI e(eKTMBHOCTI misutbHOCTI 0OaHKy. Mema
docnidxcenns. MeToo JOCIIIKEHHS € BUSBJIEHHS OCHOBHMX IiIXOMIB IIOAO OIIiHKM e(eKTUMBHOCTI
IistTbHOCTI 6aHKY B yMOBaxX (hiHAaHCOBOI He3ajesKHOCTI periony. Memodonozis. CyKyIHiCTh METOMIB
JOCJIIKEHHSI CTAaHOBUTb METOJOJIOTiI0 aHaJIi3y Ta OpraHisamii OCHOBHMX 3aKOHOJAaBUMX aKTiB Ta
3aKOHiIB, a camMe MeTOAM Yy3araJjbHeHHS, MOPiBHAHHS, XPOHOJIOTI3allil, aHa/i3y Ta y3arajibHeHHS.
Pesynemamu. 3a pesynabTaTamMyu [OOCTIIKEHHSI HAZAIOTbCsS peKOMeHAallil 100 BIIPOBAIKEHHS
CyYacHUX TigXOMiB OIliHKM (hiHaHCOBOI e(heKTMBHOCTI MisTbHOCTI OaHKiB, a caMe OOIPYHTYBaHHS
MiIXOMy IIOAO OILIHKM e(heKTMBHOCTI MisSZIbHOCTI OaHKY 3 YpaxyBaHHSIM PU3UKY Ta HEOOXiTHICTb
3aCTOCYBAHHSI CUCTEMHOTO TigxoAmy. Y3arajJbHeHO TeOpeTUYHI MigxXoaM IIOAO0 CYTHOCTI OLIHKU
(dinaHcoBOi eheKTUBHOCTI His/IbHOCTI 6aHKy i OOGIPYHTYBaHHS METONVYHMX 3acaf, YAOCKOHAJIEHHS
JIaHOT'O IIpollecy B yMOBaxX (PiHAaHCOBOI He3aJIesKHOCTI periony. PosrisggaeTbcss MisKHApOIHMIA AOCBi,
OLIiHKM e(PEeKTUMBHOCTI OaHKY i MOK/IMBOCTI 3aCTOCYBaHHS Or'0 AJIS1 OLIHKM e(eKTUBHOCTI YKPaTHChKMUX
6aHKiB. [Ipakmuune 3HaueHHA. Pe3ynbTaTV AOCTIMKEHHS MOKHA BUKOPMCTOBYBATM Y TPAKTUYHIN
IiSITbHOCTI GaHKIBCbKMX YCTAHOB [JIS1 CAMOIIEPEBipKM Ta OL[iHKM (PiHAHCOBOTr'O CTaHy IiSIJIbHOCTI OaHKY,
MOLIYKY HampsIMiB IOKpallleHHS JOro IO3uIliii Ha PUHKY OaHKiBCbKMX MOCIyr. Ilepcnexmusu
nodanvuiux docnidxrceHo. Ha OCHOBiI IpoBemeHMX [TOC/TIIKeHb BMHMKAE 00’ €KTMBHA HEOOXiTHICTh
3’ICyBaT TEOPETMUHI Ta METOHOJIOTiUHI OCHOBM MisS/IbHOCTI GaHKIB [JI1 pO3POOKM IHBECTUIINHUX
MIPOEKTIB PO3BUTKY PETIOHY 3 3aJTyYEHHSIM KaITiTasy 6aHKiBCbKMX YCTaHOB.

Knrwouoei cnoea: cucteMHi Migxomy, OIIHKA MisIbHOCTiI, GaHKIBCbKi CTPYKTypH, (iHaHCOBa
He3aJIe’KHICTb, PETioH.
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1. Introduction.

Investigating the theoretical basis of
analysis and evaluation of the economic effi-
ciency of the bank, the researchers identified
the bank’s economic efficiency as achieving
the maximum profit size at the established
level of risk. The methodological approaches
to assessing the effectiveness are based on cal-
culations of profitability coefficients, the so-
called “classical indicators” of ROE, ROA and
some others. It should be noted that all of the
listed performance indicators do not take into
account the concept of “profit-risk”, and focus
on calculations of only returns without taking
risks. Recently, in the face of a sharp competi-
tion in the banking market of Ukraine in banks,
there is a need for a better understanding of the
economic efficiency of a variety of their busi-
ness areas and decisions based on this under-
standing.

2. Literature review.

This problem is being studied by scien-
tists, such as: I. Chmutova (2011), L. Pry-
mostka (2014), L. Kovryzhenko (2016),
H. Kalachova and O. Moiseienko (2017),
E. Gataullina and L. Marshuk (2017),
Yu. Melnychuk, O. Shkolenko, A. Gumeniuk
and V. Melnik (2018), and others. At the same
time, the issue of organizational and legal pro-
vision of insurance activity requires further re-
search.

3. Methods.

The totality of research methods is a
methodology for analyzing and organizing the
main legislative acts and laws, namely the
methods of generalization, comparison, chro-
nology, analysis and generalization.

4. Research objectives.

The purpose of the study is to identify the
main approaches to assessing the effectiveness
of the bank in the conditions of financial inde-
pendence of the region.

5. Results and discussions.

Since risks are an integral part of most
banking business areas, the effective organiza-
tion of the risk management process is one of
the key competitive advantages of the bank.
Therefore, it is advisable to consider one of the

modern approaches to assessing the economic
efficiency of a bank in the context of risk tak-
ing into account in the assessment of profita-
bility (Risk-adjusted performance measure-
ment - RAPM).

Methodology RAROC (Risk-adjusted re-
turn on capital) has become one of the most
common models for such an assessment (Chu-
gunov (ed.) and Lobanov (ed.), 2009). The de-
velopment of the RAROC methodology began
at the end of the 1970s at the initiative of the
group Bankers Trust. The initial idea was to
determine the risk of a bank’s loan portfolio,
as well as the amount of equity needed to cover
potential losses both to depositors of the bank
and lenders. That is, RAROC is a risk-adjusted
concept for assessing profitability and manag-
ing the bank’s performance.

The general view of the risk-based effi-
ciency assessment can be summarized as fol-
lows:

Financial result of bank activity
RAPM = TR (D)

where RAPM - risk-based income.

The risk is a quantitative estimate of the
potential (maximum possible) losses that may
be incurred by a separate business area that
carries out a specified financial activity. For
the bank as a whole, these losses should not
exceed the capital of the bank, because non-
fulfillment of this condition will lead to a fi-
nancial instability of the bank. But the risk of
a financial institution as a whole consists of
risks that take on business lines. Therefore, in
order to assess each business direction, it is
necessary to quantify the risk that is being
taken by them. In other words, it is necessary
to distribute the capital of the entire bank for
each business line in accordance with the risk-
iness of its financial transactions. In order to
concentrate in business areas only the risks in-
herent to them, redistribution of risks is carried
out through the use of internal transfer pricing.

It should be noted that the application of
this model is suitable for a comprehensive as-
sessment of the bank’s performance, that is,
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both in the context of the bank, and in the con-
text of business areas, divisions, banking prod-
ucts and client groups. In any case, the idea is
one: it is the ratio of net profit from the unit’s
activities, from the product or client to the risk
of the transaction, but not to the share of the
capital employed (as in the ROE), or the share
of operations in the total asset portfolio (as in
ROA).

Net profit (NP) from banking operations
is the proceeds from the transaction (P) less
provision for the loan (PL), interest expense
for financing the transaction (EF), operating
expenses (OE), and income tax (IT):

NP =P -PL - EF - OE - IT. (2)

In monetary terms, the risk is expressed
through economic capital (EC) - this is part of
the assets of the bank, which is in the most lig-
uid form to cover unforeseen costs. Accord-
ingly, the formula for calculating the risk-tak-
ing returns looks like:

RAROC = PU/EU,
where RAROC - risk-based returns;
PU - net profit unit, operations;

EC - economic capital.

3)

Considering the possibility of applying
the RAROC methodology in assessing the eco-
nomic efficiency of the bank, it should be
noted that the calculation of risk-based returns
implies the existence of two components - the
calculation of profitability and calculation of
risks.

With regard to the calculation of profita-
bility, then the bank must have a system of
managerial accounting, which will allow the
calculation of profitability by divisions, prod-
ucts and customers. Such a system needs to be
implemented:

- asset and liability management and
budgeting systems for the distribution of direct
income and expenses of units;

- transfer pricing systems for the distribu-
tion of interest income;

- systems for distributing overheads and
presentation of internal accounts.

Unfortunately, to date, most banks have
problems in this area, such as the unclear defi-
nition of profit and expenditure centers, a sim-
plified or completely missing transfer pricing
system, etc.

Regarding the calculation of risks, tradi-
tionally, risk management systems in Ukrain-
ian banks focus on risk protection, that is, the
use of limits, and almost no such thing as “cal-
culation of economic capital for risks”. Taking
into account the recommendations of the Basel
Committee for assessing market risks (Basel I)
and for credit and operational risks (Basel II),
the following requirements for the calculation
of economic capital (Basel II) should be en-
sured:

- the assessment of the economic capital
for market, credit and operational risks should
be aligned, that is conducted within the frame-
work of one general methodology;

- it is desirable that, in addition to calcu-
lating the economic capital, the methodology
chosen gave the opportunity to calculate the
limits, as well as the scenario method, stress
testing, sensitivity analysis.

The most optimal way to calculate eco-
nomic capital for market risks is to use the “In-
ternal Market Based Approach” recommended
by the Basel Committee. In accordance with
this approach, for the calculation of economic
capital, the value-at-risk (VaR) value is taken,
that is, the size of maximum portfolio losses
for a certain period of time at a certain proba-
bility level. Regarding the calculation of eco-
nomic capital for credit risks and operational,
it is recommended to use an approach based on
internal ratings and estimates of the bank.

According to national legislation, the
bank should ensure systematic risk analysis
aimed at their detection and assessment of their
magnitude. The purpose of the analysis should
be to understand the nature of the risks faced
by the bank and determine whether they are
consistent with its objectives, strategy and
policy. Therefore, such an analysis should be
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carried out continuously both at the level of the
institution as a whole and at the level of the in-
dividual units and should include the identifi-
cation, measurement and evaluation of all
types of risks, including the relationship and
the mutual influence between the different risk
categories.

For more effective market risk manage-
ment, it is recommended: 1) to prepare reliable
data and effective methods such as Risk As-
sessment (VAR), stress-testing to assess the
nature and value of market positions of the
bank and to assess the level of market risk that
the bank is exposed to or exposed to; 2) apply
back-testing to compare with the actual results
of evaluations and assumptions made using the
data and techniques mentioned above (Basel
Committee on Banking Supervision, 2004).

Regarding effective credit risk manage-
ment, it is recommended:

- to create, put into operation and con-
stantly update the system of internal credit rat-
ings;

- based on real observations, quarterly
calculate the matrix of the probabilities of mi-
gration of credit ratings and estimate on the ba-
sis of such a matrix the amount of necessary
reserves for credit losses in subsequent peri-
ods;

- conduct back-testing of migration of in-
ternal credit ratings on real data for the maxi-
mum possible period of time.

The need to build a risk-based returns
system is beyond doubt. The main competitive
advantages of the bank when applying this
method are as follows:

- strategic planning of risk-taking activi-
ties of the bank;

- adequate assessment of banking
products and identification of promising areas;

- growth of the rating and image of the
bank;

- calculation of economic efficiency of
subdivisions and use of results for building a
system of personnel motivation;

- growth of internal corporate culture and
professionalism (National Bank of Ukraine,
2004).

A systemic approach to the analysis of
the efficiency of a commercial bank should
take into account a balanced system of indica-
tors that take into account all the essential as-
pects of its activities. A balanced system of in-
dicators will allow conducting a comprehen-
sive analysis of interconnections within the
bank, timely track both positive and negative
changes in various spheres of governance and
influence them. The main difference between
the balanced system of performance indicators
from an arbitrary set of indicators is that all in-
dicators are oriented on the strategic goals and
objectives of the bank, and are interrelated and
grouped according to certain features (Ni-
kitina, 2004, p. 18).

Taking into account that in Ukraine there
is no sufficiently substantiated theoretically
methodology for assessing banking activity in
terms of providing a comprehensive assess-
ment of the efficiency of banks, we outline the
most significant characteristics of banks’ ac-
tivities that need to be taken into account when
assessing the economic efficiency of banking
institutions: capital sustainability, commercial,
organizational, functional and financial stabil-
ity. Since the approach that is becoming more
and more popular in recent times, when the
bank is viewed as an economic system, and its
effectiveness is defined as the reliability and
stability of relations between its elements, so
the sustainability index can be considered an
integral indicator of economic efficiency.

Considering capital sustainability as one
of the necessary components of economic effi-
ciency, it should be noted that the basis of the
capital’s stability is the volume of equity,
which provides a sufficient amount of funds,
which can be used if necessary to repay depos-
its, to create a provision for repayment of un-
foreseen losses or debts. Equity is also a source
of financing for the development of the bank,
overcoming the negative situations caused by
force majeure, the key to the necessary re-
sponse to the financial market situation.

The commercial stability of the bank is
expressed by: the level of bank ties with other
subjects of the market infrastructure, the
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development and strength of relations with the
state; Integration into the system of inter-bank
relations; quality of cooperation with creditors,
debtors, clients and depositors; the dependence
of the banking sector on the state of the econ-
omy as a whole; the strength of the link be-
tween the volume of the bank’s cash capital
and its real capital; concentration of the share
of assets and private deposits at the disposal of
one financial institution; control of a signifi-
cant amount of financial flows in a country.

Regarding the organizational and struc-
tural stability of the bank, then it and the mech-
anism of its management should correspond
both to the implementation of the main func-
tion of the financial and credit institution, and
to the specific range of banking services and
products underlying the tactics and strategy of
the bank. The organizational and structural sta-
bility of the commercial bank is defined by the
functional and technical documentation, which
regulates all aspects of its activities, which
concern both the organizational structure and
specific banking operations.

Functional stability of the bank. First of
all, it depends on the level of specialization of
the bank in a limited range of services and
products, which enables a specialized bank to
manage its own and attracted capital more ra-
tionally and efficiently. Second, the universal-
ization of the bank (or expansion of its opera-
tions) also leads to increased functional stabil-
ity, as it contributes to the fact that many
customers have the opportunity to satisfy the
entire range of their needs for banking services
and products in one bank. Both the first and the
second of these criteria for determining the
functional stability of the bank and its manage-
ment have both positive and negative aspects.
Thus, the high level of specialization of a co-
nominal bank enhances its dependence on
changes in the market conditions in commod-
ity and credit markets and creates obstacles for
the possibility of expansion of banking opera-
tions in difficult situations for the bank.

When investigating the financial stability
of the bank, it should be noted that this

characteristic of the activities of the bank con-
tains the above basic indicators that synthesize
the effectiveness of other components of the
stability of the financial institution, primarily
the volume and structure of their own funds,
the level of profitability and profitability, the
rate of return on equity, observance of estab-
lished indicators of liquidity, the efficiency of
equity capital, the amount of value added cre-
ated. The Bank maintains financial stability al-
lows it to remain competitive on the lending
market. However, this is a very difficult task.

The considered components of the stabil-
ity of a commercial bank are not independent
and are closely interrelated. For example, cap-
ital and financial stability are inseparable, es-
pecially when the bank is operating for several
years. Functional and commercial sustainabil-
ity is also associated. That is, these compo-
nents should be considered as the main inter-
related areas for analysis, rather than as sepa-
rate components.

The application of a systematic approach
to assessing the economic efficiency of a
bank’s activity implies, in addition to the allo-
cation of components of efficiency, as well as
a set of indicators for the evaluation of these
components. Thus, Annex A provides a set of
indicators that we believe should be used when
assessing the bank’s capital adequacy. But it
should be noted that the recommended value
of these indicators will depend, above all, on
the type and purpose of the analysis (internal
or external); and in the case of internal analy-
sis, it is from the bank's strategy, which will be
characterized by an aggressive, moderate or
conservative model.

As to the financial stability of the bank,
the use of such indicators as business activity
and liquidity is substantiated in the economic
literature; but the consideration of these indi-
cators, in our opinion, is more important when
considering the topic of assessing the financial
condition of the bank, so we consider it inap-
propriate to consider these indicators.

In addition to the considered indicators,
the systemic approach to assessing the
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economic efficiency of the bank can include
factors that determine the effectiveness of
bank employees (Parasii-Vergunenko, 2003).
These factors include productivity and cost-ef-
fectiveness of personnel. Since labor remuner-
ation is the most important component of non-
interest-bearing expenses of the bank, the
productivity of the work of the bank's employ-
ees, which is measured by the number of staff
and expenses for its maintenance, can indicate
the effectiveness of the institution itself. How-
ever, the productivity of work should be eval-
uated, taking into account the fact that at the
current time, saving on wages (due to its con-
siderable reduction or decrease in the number
of employees) can lead to deterioration of
quality and weakening of motivation to work,
and eventually to decrease the efficiency of the
bank. Labor productivity shows how much net
profit was earned in the period under study per
employee. The cost-effectiveness of staff costs
measures the payback of staff costs, demon-
strates the net effect of employee motivation
decisions regardless of whether these deci-
sions are aimed at low qualifications and low
wages or high costs for highly skilled workers.
It is determined by the ratio of net profit to per-
sonnel costs.

Thus, the effectiveness of the bank is not
only the results of its activities, but also the
management system, which should be based
on the formation of a scientifically grounded
strategy of activities using modern approaches
that reflect the financial independence of the
region.

6. Conclusions.

The study of the analysis and evaluation
of financial efficiency of the bank enabled the-
oretically to substantiate and develop recom-
mendations and proposals aimed at solving a
number of problems.

The financial efficiency of the bank
should be understood as the achievement of the
maximum profit size with the established risk
level acceptable for a particular bank. It is clear
that each banking institution will have its own
level of economic efficiency, which will de-
pend on the selected strategy.

Taking into account the peculiarities of
banking activity, we have concluded that the
analysis and evaluation of the bank’s eco-
nomic efficiency can not focus only on the def-
inition of profit and profitability indicators. It
is necessary to determine at the expense of
which a separate amount of profit is achieved.
Need to know the ratio of own and borrowed
resources; does the authorized capital of the
functions assigned to it; qualitative structure of
assets and liabilities; what level of risk (credit,
currency, and interest) accompanies the receipt
of profit. In addition, it was concluded that the
effective functioning of the bank depends on
the quality of the analysis of the activity on the
basis of all available data for analysis, and on
the basis of an analysis of all aspects of the
bank’s activities.

Having examined the international expe-
rience in assessing the economic efficiency of
the bank, these performance indicators were
identified from the perspective of sharehold-
ers. Therefore, “system of balanced indica-
tors” is considered as a system of not only fi-
nancial indicators as one of the main criteria
for evaluating the performance of the organi-
zation (the bank), but also as a system of non-
financial indicators that assess the satisfaction
of buyers and shareholders, the efficiency of
internal business processes, potential employ-
ees in order to ensure long-term financial suc-
cess of the company. Therefore, it is expedient
to study this system of balanced indicators,
which enables to manage the bank’s efficiency
in the long run and adapt to the Ukrainian
banks functioning features.

Investigating the theoretical basis for the
analysis and evaluation of the economic effi-
ciency of the bank, we determined that the
methodological approaches to the assessment
of efficiency based on calculations of profita-
bility coefficients (ROE, ROA, “classical indi-
cators”) which do not take into account the
concept of “profit-risk”, and focus on calcula-
tions of only returns without taking into ac-
count risks. Therefore, in our opinion, Ukrain-
ian banks need to consider the possibility of
using the RAROC model as a risk-adjusted
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concept for assessing profitability and manag-
ing the bank’s efficiency.

It also proposes the use of a systematic
approach to assessing the effectiveness of the
bank, which will allow a comprehensive anal-
ysis of interconnections within the bank, to
track both positive and negative changes in
various areas of management in a timely man-
ner and to influence them. The main feature of
this system of indicators is that all indicators
are oriented on the strategic goals and

objectives of the bank, and are interrelated and
grouped according to certain features.

Therefore, for the functioning of a finan-
cially independent region, it is important to
make significant changes in the organization
and activities of all entities in the region’s in-
frastructure. The banking system also needs
innovation. Therefore, one of the elements of
the reorganization of the infrastructure may be
changes in the assessment and analysis of
banking activities.
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