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Potential of the sector of financial services in view
of the socio-economic growth of Ukrainian regions

Abstract

Nowadays, in the global economy, the sector of financial services is an important mechanism to secure
competitiveness. In the first place, it performs the functions of monetary provisions; in the second place,
it mobilizes and transforms spare savings into investment resources for extended economic reproduction.
Yet, the socio-economic and geopolitical instability in Ukraine has caused a decline in the development of its
financial sector, which is confirmed by the rating downgrade of Ukraine in a range of international economic
rankings. The purpose of the paper is to provide a complex research of the capacity of the sector of financial
services in securing the socio-economic growth of Ukrainian regions. In order to achieve the goal, general
and specific research methods were used, including structural and functional, regression-based, factor and
system analysis methods of comparison and synthesis. MS Excel was used to visualize and interpret data.
The efficiency of the use of the capacity of the sector of financial services in securing the socio-economic
growth of regions is evaluated based on the calculation of the related index as an arithmetic average of
standardized output parameters that characterize the development of the sector of financial services and
socio-economic development of regions.

The research has contributed to 1) establishing a high variability of the index of the efficiency of the
capacity of the sector of financial services caused by the unequal spatial distribution of the companies
in the analyzed sector; 2) verifying a high sensitivity of the sector of financial services to macroeconomic
imbalances, fluctuations on global financialand monetary markets, and domestic political crises confirmed
by a slight impact of the sector capacity on the pace of gross regional product (GRP) change in Ukrainian
regions and the gross valued added (GVA) change in the services sector of the regions; 3) stating a direct
correlation between the volume of services provided by financial sector companies and financial solvency
of consumers (i.e. residents and businesses), and a direct correlation between the intensity of change in
the capacity of the sector of financial services in order to secure the socio-economic growth of regions
and employment change in the regions. The fact that a high level of shadow activity is an essential threat
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to the efficient use of the capacity of the sector of financial services in order to secure the socio-economic
growth of Ukrainian regions is emphasized. Unequal spatial distribution of companies within the sector
of financial services, imbalance in spatial development of adjoining economy sectors, and credit activity
of businesses and population have caused a high variability of the index of the efficiency of the use of the
capacity of the sector of financial services in terms of the socio-economic growth in Ukrainian regions.
The financial sector of Ukraine is characterized by high sensitivity to fluctuations on domestic and foreign
financial and exchange markets that are especially relevant nowadays in view of the coronavirus pandemic.
Therefore, forming a comprehensive roadmap activating the mechanisms to improve economic activities
in the financial and adjoining markets should be the primary task for public and regional authorities.
Keywords: Sector of Financial Services; Financial and Insurance Activities; Socio-Economic Development
of Regions; Shadow Economy; Regional Economy

JEL Classification: D53; G21; R11
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MoTteHuian cekTopy piHAaHCOBUX NOCAYr

y 3a0Ge3nevyeHHi couiasibHO-eKOHOMIYHOIo 3pOCTaHHs perioHiB YKkpaiHu

AHoTauisa. Y ctaTTi 3anponoHOBaHO METOANYHUI NiOXia A0 OLiHKM €DEKTUBHOCTI BUKOPUCTaAHHS MOTEHLiany
cekTopy ¢iHaHCOBMX NOCNyr y 3abe3ne4yeHHi colianibHO-eKOHOMIYHOIO 3POCTaHHA perioHy. [nsa uboro
3anpornoHOBaHO poO3paxyBaTu BiAMOBIOHUN HOEKC SK cepeaHboapUdMeTUYHE 3HAYEHHS HOPMOBAHUX
BUXIOHUX MapamMeTpiB, WO XapakTepusylTb PO3BUTOK CEKTOPY ¢iHAHCOBMX MNOCAYr Ta couialibHO-
€KOHOMIYHUI PO3BUTOK PETiOHY.

AnpobaLlist aBTOPCbKOro MeToaMYHOro nigxony A0O3BONMMAA BCTAHOBUTU: 1) BUCOKY BapiaTUBHICTb iHOEKCY
e®deKTMBHOCTI BUKOPUCTAHHSA MOTeHUjany cekTopy ¢iHaHCOBMX nNocnyr y 3abeaneyeHHi couianbHOo-
€KOHOMIYHOIro 3POCTaHHS PEerioHiB, 3yMOBJ/IEHY HEPIBHOMIPHICTIO NPOCTOPOBOro PO3noainy nianpuemMcTs
aHaNi30BaHOro CEKTOopy; 2) HEe3HAYHUI BMMB MOTEHLiany cekTopy QiHaHCOBUX MOCAYr Ha TEMMU 3MiHN
o6cary BPI perioHiB YkpaiHn Ta Temnu 3miHM obcary BJIB cekTopy nocnyr perioHiB, WO 3yMOBJIEHO
BUCOKOIO YYTNIMBICTIO 3a3HAYEHOI Ais/IbHOCTI 40 MaKpOeKOHOMIYHMX AncOanaHciB, KOMBaHb Ha CBITOBMX
diHaHCOBMX Ta BaIIOTHUX PUHKAX, BHYTPILWHIX MNOAITUYHMX KpU3 Towo; 3) BUWMIK 0OCAr peanisoBaHux
nocnyr NignpuemcTeaMmn A0CAiAXKyBaHOrO CEKTOPY B PErioHax i3 BULLMM MAATOCAPOMOXHUM MONUTOM
oTpumMyBadiB diHaHCOBUX Nocnyr; 4) nNpsMy KOPEnsLild MK iHTEHCUBHICTIO 3MiHW MOTEHLany CEKTOpPY
diHaHCOBMX Nocnyr y 3abes3nedyeHHi couianbHO-EKOHOMIYHOIO 3POCTaHHSA PErioHiB Ta Temnammy 3MiHU
3arHATOCTI B perioHax. BctaHOBNEHO, O BaromMo 3arpo30i0 ePeKTUBHOMY BUKOPUCTAHHIO NOTEHLiany
cekTopy ¢iHaHCOBMX MOcnyr y 3abe3rnedyeHHi coliaibHO-eKOHOMIYHOro 3POCTaHHSA perioHiB YkpaiHu €
BMCOKA TiHi3aL,ia 3a3Ha4eHOl AigIbHOCTI.
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MoTeHuunan cekTopa GUHAHCOBbIX YCIYr

B o0ecne4YyeHuU counanibHO-3KOHOMMNYECKOro pocTa PErmoHOB YKpauHbl

AHHOTaumsa. B ctatbe npeanoxeH MeToaM4ecKuUin nogxon K oueHke 3P EeKTUBHOCTU MCMNOSb30BAHUS
noTeHumana cektopa GUHAHCOBbLIX YCyr B 06€CneYeHnn coumanbHO-3KOHOMUYECKOIO pOCTa pernoHa.
[na aToro npennoxeHo paccymtaTb COOTBETCTBYIOLWMI MHOEKC Kak cpeaHeapndmMeTnyeckoe 3Ha4YeHne
HOPMMPOBAHHbLIX BbIXOOHbIX MapamMeTpPOoB, XapakTepusyloLwnx pa3Butme cektopa (pUHAHCOBbLIX YCNYyr v
COUMasIbHO-3KOHOMMYECKOE pa3BUTME PErmoHa.

AnpobGaumsa aBTOPCKOro MeToAMYEeCcKOro noaxoda no3Bosinna ycTaHOBUTL: 1) BbICOKYIO BapuUaTUBHOCTb
nHaekca adpPEeKTUBHOCTM MCMNONb30BaHUA MOTEHUMana cektopa (MUHAHCOBLIX YCNyr B obecneyeHumn
coumanbHO-3KOHOMMYECKOro pocTa pernoHa, obyCcnoBeHHYI0 HEPaBHOMEPHOCTbLIO MPOCTPAHCTBEHHOIO
pacnpegeneHus NpeanpuaTMini paccmMaTpMBaemMoro Cektopa; 2) He3HadyuTenbHoe BAusiHMe noTeHumana
cekTopa GUHAHCOBLIX YCIYr Ha TeMMbl U3MeHeHus oobema BPI1 peroHoB YkpaunHbl 1 TEMIbl UIBMEHEHUS
obbema BB cektopa ycnyr perMoHoB, 4TO OOYCNOBIEHO BbICOKOM 4yBCTBUTEJIbHOCTbIO YKa3aHHOW
0eaTeNlbHOCTU K MakpO3KOHOMUYECKUM aucbanaHcam, konedaHnsamM Ha MUPOBbLIX PUHAHCOBBIX M BaNOTHbIX
pbIHKaX, BHYTPEHHUM MOJINTUYECKUM KPpU3ncam 1 ToMy noaobHomy; 3) BbICOKMI 0ObEM peann3oBaHHbIX
ycnyr npeanpuaTusMm UCCNeayeMoro cektopa B PernoHax C BbICOKMM MaTeXecnoCcobHbIM CrPOCOM
nonyyarenen GMHaHCOBbIXYCAYT; 4) NPAMYIO KOPPENALMIO MEXAY MHTEHCUMBHOCTbIO UBMEHEHMS MOTEHLManNa
cekTopa pUHAHCOBBLIX YCyr B 00ecneyeHnm coumanbHO-39KOHOMMYECKOro pocTa PerMoHoB M TeMnamm
M3MEHEHWS 3aHSATOCTU B PermMoHax. YCTaHOBJIEHO, YTO BECOMOW Yrpo30i 3dPEKTUBHOMY UCMNOJIb30BAHUIO
noTeHumana cekropa GUHAHCOBLIX YCyr B 00ecrneyeHnm coumanbHO-3KOHOMUYECKOr0 poCcTa PermoHoB
YKpavHbl ABASETCH BbiCOKAasA TEHM3aLUNS yKa3aHHOM AeATENbHOCTN.

KniouyeBble cnoBa: CekTop (pUHAHCOBBLIX YCYr; (pnHAHCOBAsA M CTPaxoBas OEATeNIbHOCTb; COUUabHO-
3KOHOMMYECKOE Pa3BUTUE PEMMOHOB; TEHN3AUNS SKOHOMUWKW; PpErMoHasibHas SKOHOMKKaA.

1. Introduction

The sector of financial services is an important mechanism to secure competitiveness in the
global economy, which performs the monetary provisions, as well as mobilizes and transforms
spare savings into investment resources for extended economic reproduction.

Yet, unstable socio-economic and geopolitical factors, the fragmentary nature of ongoing re-
forms and the poor institutional framework of the sector of financial services in Ukraine reinforced
by macroeconomic imbalances of the global economy have caused a decline in the development
of the sector under research. According to the annual report of the Global Competitiveness Fo-
rum, the main regress of the country in the Global Competitiveness Index rankings in 2019 was re-
corded by the Financial System Pillar - 136%" position out of 141 countries (The Global Competi-
tiveness Report, 2019), a downgrade of 19 positions compared to 2018 (The Global Competitive-
ness Report, 2018).

Maintaining the consistent functioning of the sector of financial services requires the detection
and research of its development problems, as well as timely decision-making on their elimina-
tion. Together they secure the efficiency of the use of its capacity to provide the socio-economic
growth of regions and the country in general.

2. Brief Literature Review

There is no unified vision of the cause-effect relationships in the development of the sector of
financial services and socio-economic growth of regions or a country in general. In particular,
J. Schumpeter researched the issue back in the early 20" century, proving the role of the bank
system in securing the growth of national income through efficient investment (Furgani & Mu-
lyany, 2009).

Thiel (2001), Wachtel (2001), and Levine (1997) examined the impact of financial development
on economic growth and concluded that the role played by the sector of financial services is to re-
distribute resources in favour of modern growing sectors that would secure the development of
a country’s economy. Meanwhile, R. Masih and A. M. M. Masih (1996), Robinson (1979), etc. ar-
gue that economic growth causes the development of the sector of financial services in the case
of national income growth because the industrial enterprises’ demand for foreign (credit) resour-
ces tends to grow.

The research by Zveryakov and Zherdetskaya (2017) emphasizes the inability of the modern
domestic banking system to make a positive contribution to sustainable economic growth. More-
over, the scientists argue that the consistency of the banking system depends on the macroeco-
nomic situation; institutional factors have an essential impact on economic growth in Ukraine
(compliance with laws, level of political freedom, corruption, easiness of doing business, etc.).
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However, some researchers, including Odedokun (1992) and Luintel & Khan (1992), establish
that a distinct cause-effect relationship between the development of the sector of financial servi-
ces and the socio-economic growth of a region or a country is impossible to be detected because
the financial sector boosts the economic development, while the economic growth leads to fur-
ther economic development.

The modern empirical research of the relationship between the development of the sector of fi-
nancial services and the socio-economic growth in Ukraine is carried out mostly on the macroeco-
nomic level (i.e. the level of the country) or is related to the analysis of the impact of certain com-
ponents of the financial services market on the development of the country’s regions. Thus, in the
work by Zveryakov et al. (2019), the basic forms of interaction of banks and FinTech companies
are considered to be the basic models of participation of banks in creation of FinTech companies.
Leshchukh (2015) examines the development priorities of regional banks in Western Ukraine in the
«metropolis - periphery» system and the priorities and tools of the development of the financial
and investment infrastructure of the realization of the metropolis capacity in regional metropoli-
ses, based on the example of the Western region of Ukraine (Leshchukh, 2015). The research con-
ducted by Melnyk (2019) dwells on the analysis of problems and strategic priorities of forming the
business spatial organization policy in the financial sector at the meso level.

3. Purpose

The purpose of the paper is to comprehensively research the capacity of the sector of financial
services in securing the socio-economic growth of Ukrainian regions, which is getting more rele-
vant due to the unequal development of the county’s regions.

4. Methodology

The fundamental provisions and principles of the regional development theory, economic con-
vergence, and integration are the methodological basis of the research. The research uses the
structural and functional, regression-based, factor, and system analyses, as well as comparison
and synthesis, and graphical methods.

The efficiency of the use of the capacity of the sector of financial services to secure the so-
cio-economic growth in a region is analyzed based on the calculation of the related index as an
arithmetic average of the standardized output parameters that characterize the development of
the sector of financial services and the socio-economic development of the region. They include
the level of shadow activity in the financial and insurance sector (excluding the banks activity),
the share of financial and insurance activity sector in the GVA of the regions, the share of finan-
cial and insurance sector in the GVA of the services sector in the regions in general, the share of
entities of the Unified State Register of Companies and Organizations of Ukraine that operate in
the sector of financial services, the share of companies operating in the financial and insurance
sector; the share of services provided in the financial and insurance sector; the financial result
(balance) before taxation, profitability of operating activity of the companies in the financial and
insurance sector, the share of those who are employed in the financial and insurance sector, la-
bour productivity of those employed in the financial and insurance sector; the share of capital in-
vestment in the sector of financial and insurance activity, the share of import of services related
to financial and insurance activity, the share of credits granted by deposit corporations (exclu-
ding the National Bank of Ukraine).

Taking into account the fact that the abovementioned parameters are both the stimulators
and the destimulators of socio-economic development, they are preliminary standardized by
the following formulas:

_ Zi _Zmin .
i —Zmax_Zmin — for stimulators , (1)
N _ Zmax _Zi )
iT 7 - for destimulators , (2)

max min

where:
N. - the standardized value of the i-th parameter in the region;
Z,- the value of the i-th parameter in the region;
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Z - the maximum value of the i-th parameter in the region;
Z . -the minimum value of the i-th parameter in the region.

The index of the efficiency of the capacity of the sector of financial services used to secure the
socio-economic growth in the region is calculated as an arithmetic average of the standardized
output parameters. The range of the index values is within [0:1]: the higher its value is, the higher
the efficiency of the use of the capacity of the sector of financial services to secure the socio-eco-
nomic growth of the region is observed, and vice versa.

5. Results

Table 1 shows the results of calculations basing on the methodology explained above.

Unequal spatial distribution of companies operating in the sector of financial services (their
highest concentration is observed in Kyiv, Dnipropetrovsk and Kharkiv regions) has caused a
substantial variation of the index of efficiency of the use of the capacity of the sector of financial
services to secure the socio-economic growth of Ukrainian regions. Thus, Kyiv, with its Index va-
lue of 0.876 points in 2018, was a clear frontrunner among the regions of the country by the pa-
rameter in the period under research. That year the capital got the highest values by 11 out of
14 output parameters. Moreover, Zaporizhzhia region, the closest competitor, got 0.305 points
(-0.571 points compared to Kyiv).

Kyiv as a powerful centre of capital and business activity, where 57.8% of the companies ope-
rating in the sector of financial services of the country in 2018, has the highest level of shadow ac-
tivity in the sector - 43.1% of the GVA in the sector of financial services of the region (calculated by
authors based on analytical materials of the Ministry of Economy of Ukraine (2009)).

In general, the shadow economy substantially impacts both the economic activity and social
processes taking place in society and becomes a global problem of modern times. In Ukraine,
the slow pace and inconsistency of economic transformations, as well as numerous political cri-
ses, have played the main role in the expansion of the shadow economy. Therefore, nowadays, it
is rather the consequence of the legal economy’s deformation than its cause.

Table 1:
The index of the efficiency of the use of the capacity of the sector of financial services to secure
the socio-economic growth of the regions, 2013 and 2018

Source: Calculated by the authors based on the above-mentioned methodology using the data provided
by State Statistics Service of Ukraine (2020) and National Bank of Ukraine (2020)
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High shadow activity in the sector of financial services is the biggest threat to the efficient use
of its capacity to secure the socio-economic growth of Ukrainian regions. The conducted research
shows that the correlation between the mentioned parameters amounts to -44.2% (Figure 1).
Moreover, one can hypothesize that the dependence is much higher because the methodologi-
cal approach applied to determine the level of the shadow economy, calculated by authors based
on analytical materials by the Ministry of Economy of Ukraine (2009), takes into account only the
parameters of companies’ activities. Meanwhile, the share of individual entrepreneurs in the to-
tal number of economic entities operating in the sector of financial services in 2013 amounted to
54%, whereas it grew to 57.5% in 2018.

Figure 1 shows that the high intensity of the change in the level of shadow activity in the sector
of financial services in Volyn and Luhansk regions in 2018, compared to 2013, caused the extreme-
ly low intensity of the change in capacity of the sector used to secure the socio-economic growth
of the mentioned regions - 74.5% and 70.2%, respectively. Meanwhile, the volume of shadow
profit of companies operating in the sector of financial services (per company) in the mentioned
regions grew 3.5 and over 5 times respectively in the reporting period, compared to the base pe-
riod (calculated by the authors based on analytical materials provided by the Ministry of Economy
of Ukraine (2009)).

In 2014-2016, Ukraine faced a «triple» crisis - the crisis phenomena in the real economy sec-
tor were aggravated by the bank and currency crises. Macroeconomic imbalances accumulated
in the previous years, the political crisis of early 2014, the occupation of the Crimea and of se-
veral districts in Donetsk and Luhansk regions, and the upsurge of shadow economy in general
caused a decline in the number of companies in the sector of financial services by 18.8% in 2018
against 2013 (excluding banking activity), and a substantial decline in the number of operating
banks - from 176 units in 2013 down to 75 units in 2019. Moreover, while in early 2012 the banking
system of Ukraine accounted for 20.3 thousand operating subdivisions, in early 2020 their num-
ber fell by over 2.5 times - down to 8 thousand (Finance and Investment Portal «Minfin», 2020).
Furthermore, the spatial distribution of banks’ subdivisions through the country is unequal. In-
deed, 44.3% of banks’ subdivisions that currently operate in Ukraine are located in five regions -
Dnipropetrovsk, Odesa, Kharkiv, and Lviv regions and the City of Kyiv.

Another consequence was a decline in the employment rate in the sector of financial servi-
ces. The rate for the country was -104.1 thousand people in 2018, compared to the 2013 rate. In
general, 1.3% of the total number of those who were employed in the economy of Ukraine en-
gaged in the sector under research in 2018, which is 0.3% less than in 2013. Also, we observed

Figure 1:

The dependence between the intensity of the change in the level of shadow activity
in the sector of financial services and the intensity of the change in its capacity used
to secure the socio-economic growth of Ukrainian regions, 2018 to 2013
Source: Compiled by the authors
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a decline in the share of import and export of services related to the financial and insurance
activity.

In late 2019 - early 2020, the world encountered an outbreak of the coronavirus pandemic,
which caused new fluctuations in the financial sector of Ukraine. Aggravated by previously un-
solved domestic problems in the country, it has led to an increase in the negative expecta-
tions of the companies in the sector of financial services regarding their activity dynamics in
the nearest future. A survey of the companies in the sector under research conducted by the
State Statistical Service of Ukraine (State Statistics Service of Ukraine, 2020) in the first quar-
ter of 2020 shows the following.

44% of the respondents emphasized the deteriorating business situation in the sector of
financial services in late 2019 - early 2020, which was caused, in the first place, by the falling
demand for financial and insurance services; almost a third part of the surveyed persons ex-
pected a further decline in the demand for services in lI-1ll quarters of 2020 and a slight in-
crease in prices.

One third of the respondents expected a decline in operating income and a slight growth in
operating expenditures of the companies in the sector of financial services in the second and
third quarters of 2020. 40% of the surveyed persons indicated a possible fall in profitability.
44% of the respondents expected a decline in profitability in the banking sector.

Further growth in prices for financial services and a decline in the profitability of companies in
the domain under research are expected in the first quarter of 2021 as well (State Statistics Ser-
vice of Ukraine, 2020).

Therefore, a slight decrease in the development of the sector of financial services caused a mi-
nor impact on its capacity regarding the change in the volume of both GRP and GVA in Ukrainian
regions, as well as a range of other socio-economic parameters (Table 2).

The pace of change in the share of GVA within the sector of financial services in the whole coun-
try in 2018 was 80% of 2013.

The companies operating the sector of financial services accounted for 14.5% of the total vo-
lume of services provided by the companies in the services sector of Ukraine in 2018. In monetary
terms, it amounted to USD 7 billion (-USD 4.3 billion compared to 2013). In 2019, the companies in
the sector under research provided services in the amount of USD 11.7 billion.

Across the regions, the share of services provided by financial companies in the total amount
of services provided by companies in the services sector was characterized by considerable va-
riability - from 1.5% in Rivno region up to 55.3% - in the City of Kyiv.

The pace of change in the total number of economic entities in the region (R? = 0.76) and the
pace of change in the households’ disposable income per capita (R? = 0.75) have substantially
influenced the pace of change in the volume of services provided by companies operating in the
sector of financial services. Therefore, a higher volume of services provided by the companies
operating in the sector of financial services is observed in the regions with higher effective de-
mand of population and businesses (in fact, they are the recipients of financial services).

The companies operating in the sector of financial services paid UAH 39.1 billion to the bud-
getin 2019, which accounted for 4.4% of the total volume of tax revenues. In 2018, the rate was
UAH 20.4 billion (Table 3).

A range of companies in the sector of financial services entered the Top 100 of the largest
companies in Ukraine by the amount of taxes paid in 2019. The list includes JSC CB «Privatbank»
(4™ position), JSC «Raiffeisen Bank Aval» (33" position), JSC «State Savings Bank of Ukraine»
(37" position), JSC «State Export-Import Bank of Ukraine» (39" position), JSC «Alfa-Bank

Table 2:

Impact of the intensity of the change in the capacity of the sector of financial services
on major parameters of socio-economic development of Ukrainian regions, 2018 against 2013

Source: Calculated by the authors
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Ukraine» (55" position), JSC «Ukrsibbank» (715t position), etc. (Rankings, Business in Official
Numbers, 2019).

Personal income tax (PIT) and military levy prevail in the structure of tax payments in the sec-
tor of financial services. Their share amounted to 38.1% of taxes and fees paid in 2019. The
rate was 24.8% less, compared to 2018. Moreover, 75 bank institutions in Ukraine paid PIT from
the interest accrued on the deposits in the amount of USD 1.25 billion in the 9 months of 2018.
JSC CB «Privatbank», JSC «State Savings Bank of Ukraine», JSC «Alfa-Bank Ukraine» were the
leaders by the amount of their payments.

Despite the 2013-2019 capital investment growth in the economy of Ukrainian regions (exclu-
ding Donetsk and Luhansk regions), the share of funds accounting for the sector of financial ser-
vices was very low (2.7% in 2013 and 1.8% in 2019). In January-September 2020, the rate was
2.6%. The largest amount of capital investment was attracted by the companies in the sector of fi-
nancial services in the City of Kyiv, as well as Lviv and Odesa regions. Meanwhile, the funds of the
public budget were not among the sources of funding the capital investment. Moreover, the nega-
tive business expectations in the sector of financial services testify to the possibility of further de-
cline in the volume of capital expenditures of the companies in the sector under research in the
I-1l quarters of 2021.

The growing credit-deposit activity of the population and businesses is both an important pre-
condition of the accelerated pace of economic growth in Ukrainian regions and a testimony of
consistent development of the country’s financial-credit system.

The authors’ research shows the direct dependence between the intensity of the change in the
capacity of the sector of financial services of the country’s regions and credit activity of these re-
gions’ economies (R?=0.489).

The credit activity of banks and non-bank institutions in terms of granting loans to the po-
pulation and businesses started to gradually recover in 2018-2019 after the financial-economic
crisis of 2014-2016.

The credits to businesses prevail in the structure of credits granted to the deposit corpora-
tions (excluding the National Bank of Ukraine) in the period under research. Their share in the
total volume of granted credits as of late 2018 amounted to 82.1% (including those in foreign
currency - 50.1%), as of late 2019 - 79.5% (including those in national currency - 46.4%) (Na-
tional Bank of Ukraine, 2019). A substantial share of funds was granted by the deposit corpora-
tions of Kyiv and Dnipropetrovsk region, which is understandable considering, on the one hand,
the concentration of a small number of companies of the sector of financial services, and, on the
other hand, the active business development in these regions.

Table 3:
Tax payments of companies in the sector of financial services in 2018 - the first quarter of 2020
2018 2019 IQ 2020
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Total tax payments, including: 27,755.8 | 752.0 2.7 | 34,294.8 1,514.9 4.4 * *
income tax 3903.8 | 149.5 3.8 4547.2 342.6 7.5 1,341.6 72.3 5.4
value added tax on goods produced
in Ukraine 7,749.6 79.3 1.0| 9,334.4 83.1 0.9 2,410.5 21.5 0.9
(works, services)
property taxes 1,149.7 20.9 1.8 1,472.6 24.9 1.7 310.2 6.1 2.0
personal income tax and military levy 8,452.2 | 473.2 5.6 | 10,676.7 577.0 54| 2,538.6| 178.5 7.0

Note: * - Information is not available

Source: Compiled by the authors based on data from the Journal «Rating - Business in official figures»
(2018, 2019, 2020)
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Despite a substantial reduction (almost four times) in the volume of loans provided by the
deposit corporations to households in 2016 against 2013, in 2019 against 2016, the rate had in-
creased by USD 1.9 billion (Table 4).

Consumer loans have accounted for the highest share in the structure of household lending in
the entire period under research. Similar to the previous years, consumer credits constitute a sub-
stantial share in the structure of households crediting in the period under research. While funds in
foreign currency accounted for 53% of all credits granted to households in 2016, the rate was on-
ly 17.7% in 2019.

The statistics on mortgage lending to the population in the period under research is rather in-
teresting. Whereas its share in the total volume of loans provided to households in 2016 amounted
to 36.9%, it substantially decreased in 2019, down to 12.5%. Moreover, households were granted
78% of mortgage loans in foreign currency in the base period and 60.3% in the reporting period.
The abovementioned shows a slight decrease in the financial solvency of the population and its
ambiguity in the long-term perspective.

Therefore, the role of mortgage lending to the population remains insignificant nowadays,
which is caused by high cost of the mortgage loan (the interest rate ranges within 17-25% per
annum). Deposit corporations also charge a range of fees. Which is more, the borrowers should
prove their financial solvency, i.e. the availability of high official earnings. Meanwhile, not many
households can prove the legal nature of their income considering the development of shadow
economy in the country. Another reason is that commercial banks often refuse to fund the pur-
chase of housing under construction. An exception is made only for the developers with whom
the bank has joint lending programs.

In 2020, at the background of aggravated problems related to the coronavirus pandemic,
the following trends were observed: falling demand of population and business for bank loans
(Table 4), the establishment of stricter standards of crediting, and growing requests for restruc-
turing from borrowing companies. The fall in the demand of the population for loans in the first
quarter became the biggest since 2015. For consumer loans, it is related to declining expendi-
tures for durable goods and the purchase of foreign currency. Yet, the relaxation of quarantine
measures, reduced lending rates and lower standards of household loans in the third quarter
of 2020 became the major drivers of credit activity of the population and businesses. Therefore,
in 2021, banking institutions expect a certain improvement in the key crediting parameters.

Along with the substantial contribution of the sector of financial services to the country’s eco-
nomic development, it also considerably impacts social processes. In particular, the intensity of
the change in the capacity of the sector under research directly correlates with the pace of em-
ployment change in the regions (R2=0.35).

About 2% of those who are employed in the services sector in Ukraine work for companies
in the sector of financial services. According to Forbes (Ukraine), Top 50 of the largest emp-
loyers of the country in the first quarter of 2021 includes CB «ProCredit Bank» (3™ position),

Table 4:
Credits granted by the deposit corporations* to households, by target allocation
(remaining balance as of the end of the year)

2013 2016 2019 2020 January 2021
c c c c c
_ g2 | 2| 22 | & | 22| 8| €2 | 8| €2 |8
Indicators 5= o 5= ) 3= o - o 3 E )
SE | & | BE| 5 EE 5| BE|E | BE i
<3 | <9 | 6| <8 | & | <8 | & 3 | &
=] =] =] =] =]
Total loans, 23,892 6380 8 237 7508 7371
including:
consumer loans 16,956 | 71.0 3966 | 62.2 6,733 | 81.7 6,208 | 82.7 6,101 | 82.8
mortgages
(for the purchase, construction and 6.351 | 26.6 2287 | 35.8 1,264 | 15.3 1,052 | 14.0 1,025 | 13.9
reconstruction of real estate)
other loans 585| 2.4 127 | 2.0 240 | 2.9 248 | 3,3 245 | 3.3
Mortgages (of the total amount) 6,947 | 29.1 2,354 | 36.9 1032 12.5 1,105 | 14.7 1,065 | 14.4
Financial leasing (of the total amount) 60 0.3 10| 0.2 51 0.6 no data available

Note: * - Except for the National Bank of Ukraine.
Source: Compiled by the author according to the National Bank of Ukraine (2013, 2016, 2019, 2020, 2021)
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CB «PUMB»(13t™" position), JSC CB «Privatbank» (20" position), JSC «Ukrsibbank» (25" posi-
tion), etc.

In 2013-2020, the average monthly salary of those who are employed in the sector of financial
services increased almost 3.5 times per employee and much exceeded the average rate for the
country’s economy in general. Moreover, the sector of financial services was the leader by the
average monthly salary per employee in the entire period under research, coming second only to
the sector of aviation transport, with its USD 807.2 against USD 911.5 as of December 2020.

Across regions, the average monthly salary of those who are employed in the sector of finan-
cial services (per employee) was characterized by substantial variability, showing the largest gap
in the City of Kyiv.

The coefficient of correlation between the index of the efficiency of the use of the capacity
of financial services and the average nominal salary of employees was 0.84 points in 2013 and
0.77 points in 2018.

Productive employment (when growing labour productivity provides an employee with an op-
portunity to receive income exceeding the minimum amount required to maintain workforce) was
an important characteristic of business activities in the sector of financial services, which was
accompanied by the relevant personal income tax (PIT) and military levy payments. The compa-
nies in the sector under research paid USD 577.5 million of the abovementioned payments to the
budget in 2019, which was more than USD 104.3 million in 2018. Moreover, the share of PIT and
military levy paid by companies operating in the sector of financial services in the total amount of
respective taxes was 5.6% in 2018 and 5.4% paid by businesses in 2019 (Table 3).

The declining number of the registered unemployed was peculiar to the sector of financial ser-
vices of Ukraine in the entire period under research. While the rate was 19.3 thousand people as
of late 2014, it was 7.4 thousand people at the end of 2018. However, the number of vacancies
in the sector under research was one of the lowest in the country - 0.6 thousand in 2018, which
was only 1.03% of the total amount of vacancies in the economy. Nevertheless, the burden level
for a vacancy was 13 persons, which is the largest rate among the types of economic activity, ex-
cept agriculture, forestry and fishery (calculated by the authors based on the data (State Statis-
tics Service of Ukraine, 2018)).

6. Conclusions

Unequal spatial distribution of companies in the sector of financial services and regional im-
balances of the development of adjoining economic sectors and capacity of business entities and
population have caused a high variability with regard to the index of the efficiency of the capacity
of the sector of financial services used to secure the socio-economic growth in the Ukrainian re-
gions, with its higher rates in the City of Kyiv, Dnipropetrovsk, Zaporizhzhia and Kharkiv regions
and lower rates in Volyn and Kirovohrad regions. Currently, we are observing a growing negative
trend concerning the expectations of companies operating in the sector of financial services with
regard to the dynamics of their activity in the nearest future at the background of the coronavirus
pandemic, which has already caused new fluctuations both in the global and national financial and
foreign exchange markets.

In the face of the COVID pandemic in Ukraine, business activities in the market of financial ser-
vices is falling, eventually adding to the problems of economic and social nature related to the fal-
ling purchase power of the population, limited entrepreneurship activity, redistribution of finan-
cial resources towards combating and overcoming the pandemics consequences. Therefore, for-
ming a comprehensive roadmap activating the mechanisms to improve economic activities in the
financial and adjoining markets should be the primary task for public and regional authorities. This
can be achieved, in particular, by postponing payment of certain taxes and fees, securing the ac-
cessibility of credit resources, promoting the reduction of unemployment, maintaining the social
standards, etc.
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