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FEATURES OF RISK MANAGEMENT OF BANK DEPOSITS IN

CONDITIONS OF ECONOMY TRANSFORMATION

Deposit risks are an integral part of a bank's activity and arise when a banking institution
executes passive operations. Early withdrawal of deposit funds by depositors of the bank,
insufficient funds to repay liabilities, even on small volumes, can lead to a decrease in the
liquidity and solvency of the banking institution, to cause panic among depositors and to
stipulate bank bankruptcy. That is why, implementation of effective risk management of the
bank in the conditions of an unstable market environment necessitates the definition of the main
trends in the field of deposit risk management of the bank, which will allow to take effective
management decisions, designed to minimize the negative effects of deposit risk.

The research conducted has the following results. The essence of deposit risk of the
bank is investigated. The problems of bank deposit risk management at the present stage of
development of the banking sector of Ukraine are substantiated. The tendencies of development
of the deposit services market in Ukraine and the consequences of the impact of deposit risk on
banks' activity are described. The dominance of short-term deposits in the structure of liabilities
of banks is established. The tendency of growth of volume of foreign currency deposits in the
deposit portfolio of Ukrainian banks is shown. The dynamics of deposit deposits of Ukrainian
banks by currency and terms of placement is given. Proposed measures to increase the
efficiency of management of deposit risks of banking institutions of Ukraine.
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OCOBJIMBOCTI YITPABJIIHHA AEITIO3UTHNUMMU PU3UKAMMU
BAHKY B YMOBAX TPAHC®OPMALII EKOHOMIKH

JIOCIIDKEHO CYTHICTh JIEMO3UTHOTO pU3MKy OaHky. OOIpyHTOBaHO mpoOieMu
YIOPaBJIiHHS JIEO3UTHUMHM PHU3MKaMHU OaHKy Ha Cy4yaCHOMY €Talll pO3BUTKY OaHKiBCHKOIO
cekTopy YkpaiHu. CXapakTepH30BaHO TEHAEHLIT PO3BUTKY PHHKY JAEMO3UTHHUX IOCIYT B
VkpaiHi Ta HacliJIKM BIUIMBY JAEMO3UTHOTO PHU3MKY Ha AiSUIbHICTH OaHKIB. BcTaHoBieHO
JIOMIHYBaHHSI KOPOTKOCTPOKOBHUX BKJIJIB y CTPYKTypi 3000B’si3aHb OaHKiB. BimoOpaskeHo
TEHJICHIIII0 3pOCTaHHs 00CATY BATIOTHUX BKJIAJIIB Y ACTO3UTHOMY mopTdeni 0aHKiB YKpaiHu.
HaBeneno nuHamiky JeNMO3UTHUX BKJIaIiB OaHKIiB YKpaiHM 3a BalIOTOI0 Ta CTPOKaMH
pPO3MiIlIEHHS. 3amnporoHOBAaHO 3aXOAW WIOJO MIABUUICHHS €(QEeKTUBHOCTI YIpPaBIiHHS
JIETIO3UTHUMHU PU3MKaMH OAHKIBCHKHX YCTaHOB YKpaiHU.

KuarouoBi ciaoBa: 1eno3uTHH pU3MK, JEMO3UTHI PECypcH, ACMO3UTHA IOJITHKA,
CHHTE30BaHi JIeN03UTHI MPOJYKTH, ICTIO3UT.
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OCOBEHHOCTH YIIPABJIEHUSA JEITIO3UTHBIMH PUCKAMU
BAHKA B YCJIOBUAX TPAHC®OPMALIMN DKOHOMUKHA

HccnegoBana CYHIHOCTb ACHO3UTHOI'O0 pPHUCKA O0anka. (OOOCHOBaHEI HpOGJ’ICMLI
YIpaBJICHUA ACTIO3UTHBIM PHCKaAMU OaHka Ha COBpPEMCHHOM J3Tallc pasBUTHA 0aHKOBCKOTIO
CCKTOpa YKpaHHBI. OX&paKTCpI/I30BaHLI TCHACHUIUN Pa3BUTHUA PbIHKA JACIIO3UTHLIX YCIYTI B
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YKpauHe U OCIEACTBUS BIUSHUA JENO3UTHOTO PUCKA HA JIEATENbHOCTh OaHKOB. OnpeieneHo
JOMUHHPOBAHNE KPAaTKOCPOYHBIX BKJIAJIOB B CTPYKType 00s3arenbcTB OaHKOB. O003HauU€HO
TEH/ICHIIMIO POCTa 00beMa BAIOTHBIX BKJIAJOB B JETIO3UTHOM MOpTdese OAHKOB YKpauHBbI.
IIpuBeneHa aMHaMHMKa JEMO3UTHBIX BKJIAJ0B OaHKOB YKpaWHbl IO BaIOTE U CPOKAM
pasmenienus. llpeanoxxeHsl MEpONpUATHS IO MOBBIIICHUIO 3(PPEKTUBHOCTH YIpPaBICHUS
JETIO3UTHBIMHU PUCKaMH OAHKOBCKUX YUPEKACHUNH YKPanHBI.

KioueBble cj10Ba: JICMO3UTHBIA PUCK, TpaHC(hOpMAIMs SKOHOMHKH, JIE€MO3UTHAS
MOJIUTHUKA, CUHTE3UPOBAHHbIE JIETIO3UTHBIE IPOILYKTHI, IEO3HUT.

Formulation of the problem. Deposit risks are an integral part of a bank's activity and
arise when a banking institution executes passive operations. Early withdrawal of deposit funds
by depositors of the bank, insufficient funds to repay liabilities, even in small volumes, can lead
to a decrease in the liquidity and solvency of the banking institution, to cause panic among
depositors and to stipulate bank bankruptcy. That is why, implementation of effective risk
management of the bank in the conditions of an unstable market environment necessitates the
definition of the main trends in the field of deposit risk management of the bank, which will
allow to take effective management decisions, designed to minimize the negative effects of
deposit risk.

Analysis of recent research and publications. The essence and theoretical approaches
to managing bank deposit risks are reflected in the works of such foreign scientists as, B.
Bojinov, M. Vidolova, A. Voslaky, A. Slyuvka, B. Lopushevich, E. Milanova, M. Nedelchev,
H. Khadzhinikolova and others [1-3]. Among domestic scientists, the issue of managing deposit
risks was investigated by M. Hvorostovska, O. Karas, |. Dyakonova, O. Pernarovsky,
V. Gerasimenko, A. Suvorov and others [4-6]. At the same time issues of risk management of
deposits is still insufficiently investigated and also are very sharp in modern economic.

Purpose of the article. On the basis of the analysis of the Ukrainian deposit services
market development, to identify the peculiarities and main trends of bank deposit risk
management in an unstable market environment and to formulate directions for increasing the
efficiency of deposit risk management of the bank.

Research results. In their activities, banking institutions are constantly faced with a
variety of risks. The process of risk management is considered as a key area of banking
management. At the same time, the risk in the banking business is most often associated
primarily with the financial losses of the bank, which arise in the event of uncertainty about the
implementation of a particular event in the future.

In order to minimize risks, banking institutions should organize the identification and
evaluation of their main varieties in banking activities, the search for effective methods for their
monitoring and monitoring, and the establishment of appropriate systems for managing them

[3].

Considering a number of scientific sources that focus on risk - management of banking
institutions and management of the bank’s deposit risk, it was found that there is no single
interpretation of the concept of "deposit risk™. Quite common is the point of view of scientists
to consider deposit risk both from the side of the client, and from the bank.

For example, O. Titievskaya believes that the deposit risk from the client - "this is the
probability of not returning the whole or the amount of deposit resources, as a result of
bankruptcy of the bank™, from the bank - "this is the probability of transferring the client's
resources to another bank or early withdrawal of the deposit due to the deterioration of the
solvency of the bank or other motives of deposit holders "[7].
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In his scientific works, N. Lunjakova, also delineates the deposit risk of the bank and the
client, and believes that "the bank's deposit risk in the general interpretation is the probability
of not meeting the expected level of deposits due to the adverse effect of external or internal
factors in the conditions of the indefinite activity of the bank." Moreover, among the factors of
the client's deposit risk, both external and internal factors related to the efficiency of
management of the attracted resources by the banking institutions are considered [8, p.107].

Following the principle of delineating the deposit risk of the bank and the client can be
traced in the works of T.M. Bulgarians, V.V. Gerasimenko, S.V. Volosovich, O. V.
Vasyurenko, V.O. Khokhlov and other scholars.

From our point of view, in disclosing the essence of the bank's deposit risk, it should be
emphasized that it is associated with economic losses of both entities of the deposit agreement,
and not only the bank or client (Fig.1).

Deposit risk

Banks K > Depositors
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Fig.1 Components of deposit risk

After all, early withdrawal of funds negatively affects the state of liquidity of the banking
institution, restricts its ability to carry out active operations on a planned scale, which concerns
the depositor of the bank, then he suffers from either not receiving income from the deposit or
failed to realize the goal of saving.

So, summing up the interpretation of this concept, we consider that the essence of the
bank's deposit risk is, first of all, unpredictable withdrawal of deposit funds by customers, under
the influence of external and internal factors, which negatively affects the economic interests
of subjects of deposit relations.

Among the main factors of the emergence of deposit risk are distinguished by both
external and internal factors. External factors include the behavior of clients, the motives of the
owners of savings, the economic situation in the country, the political situation, legislative
changes, exchange rate, and so on. Such factors influence the deposit risks of both clients and
banking institutions.

The internal factors of the emergence of bank deposit risk are an imbalance in the
financial activities of the banking institution. These factors include:

¢ inefficient and inefficient management of funds raised;

e absence of qualitatively new deposit products that would allow to attract new
customers;
ineffective organizational and marketing policies of the banks;
low level of incentives for employees;
imbalance of attracted and placed funds by terms;
high credit risk;
noncompetitive banking products, and so on.

It should be noted that the deposit activity of the bank and the level of deposit risk depend
on changes in the legislative framework of Ukraine and the peculiarities of legislative regulation
of transactions with deposits of individuals and legal entities, taxation of personal income on
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deposits. This leads to a situation of uncertainty in the activities of banking institutions on the
behavior of depositors in the new environment.

Bank deposit risk arises as a result of an unexpected decrease in the bank's resource base,
which may be caused by an unpredictable partial or complete withdrawal of funds from deposit
and current accounts of clients. Deposit risk has a two-way effect both on the banking institution
and on the owner of the deposit, as well as one of the reasons for the bank'’s bankruptcy and the
loss of the depositor's funds [9].

The deposit policy of the bank is aimed at providing the bank with resources for a certain
time and at a certain price. Its implementation means the solution of two opposite tasks: the
stability of the resource base and minimization of the costs of its formation. The ideal option
involves a situation where, long-term deposits are balanced long-term deposits. Otherwise, the
bank may face the problem of rising costs of resources and obtaining losses from long-term
investment.

Another form of risk management of deposit resources is the loss in the form of lost
profits due to the need to get a certain percentage of the volume of resource base for cash and
settlement services. For the bank, these assets are non-profitable, their size depends on the trust
of the bank and the state, as well as on the structure of the bank’s clientele. It is also advisable
to pay attention to the accounting of seasonal and monthly fluctuations in the volume of deposit
resources. Of great significance is the factor of allocation of the resource base. It is believed
that when investing 85% or more of the deposit, the bank conducts a risk deposit policy [10].
The National Bank of Ukraine reduces this risk by introducing a mandatory reserve for a portion
of borrowed funds depending on the term for which the deposit agreement is concluded.

Deposit risk is one of the prerequisites for the risk of liquidity of a bank. Unpredictable
withdrawal of deposit money leads to a reduction in financial stability and the ability of the
bank to fulfill its obligations quickly and fully. This is confirmed by the situation prevailing in
the banking sector of Ukraine in the period from 2013 to 2017.

During this period there was a decrease in the resource base of banks due to a significant
outflow of household deposits, which was caused by a decrease in real incomes, financial and
geopolitical uncertainty in the state. Significant portion of funds withdrawn from deposit
accounts, which increased the impact of deposit risk on solvency and bank resilience.

In 2014, Ukrainian banks lost one third of the deposit portfolio, a similar phenomenon
significantly reduced the solvency of some of them and led to the introduction of NBU interim
administration and liquidation of 33 banks. In 2016 the banking system decreased by 44.4%,
more than 80 banking institutions were withdrawn from the market. As of 01.09.2017,
according to the NBU, the number of operating banks in Ukraine was 88 institutions [9].

Such events negatively affected the liquidity of the banking system of the country and
increased the distrust of depositors, as a result, increased the level of deposit risk and its
negative impact on the liquidity and financial stability of the banking institutions of the country.

Development of the Ukrainian deposit services market in the period from 2013 - 2017.
was characterized by a tendency to increase panic among clients and mistrust of banking
institutions, which resulted in the transfer of funds from one institution to another. As a result,
depositors increasingly preferred deposits in foreign banks or abroad.

Between 2013 and 2015 the banking system lost 10% of the deposit portfolio of the
population, indicating a high deposit risk of banking institutions in this period and a loss of
confidence in banks on the part of the population.

The distribution of funds of individuals and legal entities in the deposit portfolio of banks
in the period from 2013 to 2017 has changed significantly.
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In 2017 the volumes of attracted by banks of business funds almost equaled with the
amount of money of the population, while 4 years ago they were 1.7 times less than the amount
of individuals' funds.

In 2016, the duration of the deposit structure is slowly shifted towards long-term deposits,
but in the structure of liabilities, banks still dominate short-term deposits. 68% of the
population’s funds are deposits on demand and up to 1 year. The average life span of deposits
is gradually increasing. The share of new deposits over six months has increased from 23% in
December 2015 to 29% in September 2016, which will strengthen the liquidity of banking
institutions and create a base for expanding medium and long-term lending to the economy.

In order to stabilize the situation in the banking sector of Ukraine for the period from
2013 to 2017, the NBU has introduced a number of measures to eliminate insolvent banks,
raising bank standards, and so on. In particular, amendments were made to the legislative acts
regulating the conditions for the repayment of term deposits. This regulation of deposit
operations will allow banks to reduce deposit risk, as the bank will be able to use the attracted
resources throughout the term for which the deposit agreement was concluded [10].

Most banks have already applied the provisions of the Law on the Limitation of Early
Deposits and introduced a ban on early withdrawal of funds. On such deposits the average rate
is 2-5% higher than for deposits with the possibility of early withdrawal. By raising interest
rates on deposits, banks are trying to attract customers and increase the volume of attracted
resources, but they are exposed to interest rate risk on deposits.

The share of currency investments in the deposit portfolio of individuals in 2013-2017
ranged from 42.7% to 55.6%. The rapid growth of deposits in foreign currency indicates
willingness of depositors to protect their savings from a significant devaluation of the national
currency. The tendency of an increase in the share of foreign currency deposits with further
devaluation of the hryvnia increases deposit risks and the risk of liquidity of banks. Thus, the
burden on the Guarantee Fund for Individuals increases if the bank is declared insolvent, as
compensatory payments from the Fund are made in the national currency.

In the deposit portfolio of Ukrainian banks, the share of legal entities in foreign currency
in 2016 increased by 11.4%. In general, during the analyzed period, there has been a gradual
increase in the volume of deposits of legal entities both in foreign and in national currencies.

However, considering the structure of deposits of legal entities in terms of placement of
funds, short-term deposits will prevail. Therefore, this is a very convenient for business option
of accumulation of resources. An enterprise at any time can withdraw funds from the account
and receive accrued interest.

Rates on such deposits are usually lower, but there is always the possibility of early
termination of the agreement, which indicates the deposit risk for the bank.

Summarizing the above, it can be argued that the level of deposit risk of a bank depends
on a large number of internal and external factors, among which:
deposit policy of the bank;
number of depositors of the banking institution;
situational behavior of depositors;
the ratio of short-term and long-term deposits;
the ratio of currency deposits and deposits in hryvnia;
stability of the banking system as a whole;
income level of the population and etc.

The presence of a large number of preconditions for the formation of deposit risks
determines the complexity of forecasting and managing the bank's deposit risks.

The main problems that arise in the process of managing bank deposit risks:
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¢ loss of customer confidence in banking institutions, against the backdrop of an unstable
situation in the banking sector and constant processes of its reform;

o complexity of forecasting behavior of the depositor and prediction of possible reasons
for early withdrawal of funds or change of banking institution for servicing;

e the lack of opportunities for taking into account external factors of deposit risk
formation, through the use of existing models of forecasting the level of deposit risk of the
bank, based on the analysis of average daily balances of deposit funds in the accounts;

e the complexity of taking account of seasonal factors of occurrence of deposit risks at
their forecasting.

The main ways to increase the efficiency of management of deposit risks of the bank, in
the conditions of impossibility of influence on external factors of their formation, should be the
following measures:

1. creation of a coordinated system of control, planning and forecasting of the volume of
attracted deposit resources by a banking institution;

2. development  of  innovative,  synthesized  deposit  products,  which
will enable the bank to attract new customers and restore the trust of depositors;

3. effective material and moral stimulation of bank employees, which will help to intensify
work with clients and increase the volume of attracted deposit resources;

4. introduction of qualitatively new regulatory measures by the state, in relation to deposit
insurance. For example, expanding the sources of financial resources creation for the
Deposit Guarantee Fund, which will increase the amount of indemnity;

5. improvement of the legislative framework in the field of securitization of assets and
refinancing of banking institutions;

6. increase transparency of management and activities of banking institutions.

Foreign experience shows that one such product may become a structured deposit, which
not only guarantees the return of all invested funds, but also takes into account the influence of
inflation on the income of the depositor and will have a significantly higher interest rate for the
usual deposit services. Moreover, the banking institution is obliged to invest a larger share of
borrowed funds in highly reliable financial instruments with a fixed income.

Conclusion. Thus, after analyzing the tendencies of the development of the deposit
services market in Ukraine for 2013-2017, we identified the negative consequences of deposit
risks in the form of loss of confidence of the population in the banking system and the
liquidation of more than 80 insolvent banking institutions were revealed, the decrease of which
liquidity level resulted from a significant outflow of deposit funds. In the structure of liabilities
of banks dominated short-term deposits and deposits in foreign currency. On the basis of the
research, the main problems of bank deposit risk management were identified and measures
were taken to increase the risk-management efficiency of the bank in the deposit service market.

Thus, deposit risks require special attention from the part of banking management, as it
is a prerequisite for reducing the liquidity of a banking institution and can lead to bankruptcy if
the bank is not able to timely cover the lack of funds to fulfill its obligations.

However, the mechanism of managing bank deposit risks in an unstable market
environment requires constant improvement, which may be the subject of further research.

REFERENCES
1. Bozhinov B. Management at risk in the banks/ Bozhidar Bojinov. - Svishtov, Bulgaria:
Stopansk Academy "D. A. Tsenov ", 2016. - 129 p.
2. Mulugetta A. Risk management in the banking industry / A. Mulukhetta, H.
Khadzhinikolova. // International Banking and Finance Magazine. - 2004 - No. 2.



Exonowmika i opranizauist ynpasiainast N 1 (29) 2018 [103 I

3. N. Volkova, V. Volkova, Y. Khudolii. Estimating credit risks is an impact on the
economic security of a bank. [Electronic resource]. Access mode: http://
www.wz.pb.edu.pl/Nauka/Casasopismo-Akademia-Zarz%C4%85dzania

4. Khvorostovskaya M.V. Analysis of bank deposit operations [Text] /

MV Khvorostovskaya // Banking. - 2011. - No. 5. - P. 83.

5. Karas O.0. The specifics of the risk management system in the banking sector /O.0.
Karas // Effective economy. - 2015. - No. 3. [Electronic resource] -Access mode:
http://www.economy.nayka.com.ua/?0p=1&z=3917.

6. Gerasimenko V.V. Improvement of the economic-legal mechanism of regulation of risk
of bank's deposit operations / VV Gerasimenko // Bulletin of the National Bank of Ukraine. -
2011. - No. 11. - P. 48-53

7. Titievska O.V. Methodological approaches to determining the factors of depositary risks
of the bank as an object of regulation [Electronic resource] - Access mode:
http://www.nbuv.gov.ua/portal/Soc_Gum/Ekpr/2008 13/titevska. pdf

8. Lunyakova N.A. Assessment of Deposit Risks in Banking Activities / N. A. Lunyakova
/I Current Problems of Economics. - 2009. - No. 10. - P. 107

9. Analytical review of the banking system. National rating agency Rurik. [Electronic
resource]. Access mode: http://rurik.com.ua/our-research/branch-reviews/1187/
10. Indicators of the banking regulation system [Electronic resource]. Access Mode:

https://bank.gov.ua/control/uk/publish/article? art_id = 34661442 & cat_id = 34798593

11.  The Law of Ukraine "On Amendments to Certain Legislative Acts Concerning the
Conditions of Return of Term Deposits" [Electronic Resource]. Access mode:
http://zakon3.rada.gov.ua/laws/show/424-19



