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PREFACE

The resilience of the banking sector in extremely difficult situations is 
an important key to the effective development of the national economy.  
In recent years, the national macroeconomic system has continued to face 
new global and regional challenges and threats that have been dealing 
serious blows to it. Initially, the global COVID-19 pandemic led to a sharp 
decline in consumer demand and the bankruptcy of many businesses.  
The subsequent military invasion of Ukraine by the aggressor country caused 
a drop in gross domestic product and generated a number of derivative 
economic and financial problems. Despite such threats, the Ukrainian 
banking sector has already demonstrated its resilience and strength, as 
well as its ability to perform its functions accurately. However, it is clear 
that further efficient operation of domestic commercial banks will largely 
depend on a properly built adaptive management system. A properly chosen 
development strategy for a banking institution should ensure and guarantee 
an increase in foreign currency earnings while reducing total operating 
costs. In other words, sustainability and efficiency in the functioning of 
domestic commercial banks can be achieved by applying an adequate and 
scientifically sound methodology for strategic management of their costs 
and profits.

Thus, the study of the incomes and expenses of a commercial bank as 
the main factors affecting the amount of profit received by the bank is quite 
necessary and relevant and requires further specification as an important 
condition for obtaining a stable final financial result of the banking 
institution’s work.

In developed countries, any business entity or individual uses the 
services of a commercial bank for calculations, obtaining loans and storing 
funds. In other words, banking institutions can be conventionally called the 
financial arteries of any country, that is, thanks to the analysis of commercial 
banks, a conclusion can be drawn about the economic position of the state. 
The main goal of creating a bank is to make a profit, which, being the final 
financial result of its activity, characterizes the efficiency and coherence of 
the activities of all units of the institution. Profitability is the foundation for 
the existence of a commercial bank and its active development in the future. 
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The latter has a synergistic connection with the expedient redistribution 
of profit, actually with management, which includes measures aimed at 
strengthening the position of a commercial bank in the market.

An important condition for effective management of the bank’s 
financial activities is the analysis of income and expenses, which serves as 
a benchmark for profitability as a necessary condition for its functioning 
and development. The purpose of this analysis from the point of view of its 
financial results is to identify the reserves of the bank’s profitability growth 
and based on this determination of additional sources of income increase 
and cost minimization and justification of proposals for their improvement. 
Today, domestic banks are in a difficult financial situation, because it is 
extremely difficult to carry out profitable activities in the conditions of war 
and financial crisis.

Key words: profit, profitability, banking system, international banking 
business, banking management, income, costs.
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CHAPTER 1. THEORETICAL ASPECTS 
OF BANK INCOME  
AND COST MANAGEMENT
DOI:  https://doi.org/10.30525/978-9934-26-380-4-1

1.1. The essence of the concept of income  
and expenses of a commercial bank

The key goal of any business entity is to obtain maximum profit.  
The financial result of activity is a fundamentally important economic 
indicator, which is of interest to both owners and investors, depositors, 
workers, partners, and even more so – regulatory bodies and other persons. 
Determining the financial result (profit or loss) of an activity is directly related 
to the recognition and accounting of income and expenses. Therefore, the 
study of the essence, classification and accounting of income and expenses 
of a commercial bank play a major role in the objective determination and 
are reflected in the accounting of its financial results [34].

It is worth emphasizing once again that profit maximization is not an 
inclusion for banking. It is precisely the profit that ensures effective work 
in the further development of this financial institution. Profit is the main 
source of income for shareholders and owners of a commercial bank, as 
well as the foundation for the bank’s further activities, ensuring the banking 
institution’s competitiveness in the financial services market of Ukraine, 
constant renewal and rotation of financial resources, improvement of 
services and opportunities for the implementation of innovative financial 
technologies.  

The majority of domestic scientists explain the definition of "bank 
profit" from the standpoint of accounting methods.The concept of defining 
profit as an economic category in banking can be expressed as follows: 
profit is the owner’s income expressed in currency from investment capital, 
wages and risk from engaging in financial and economic activities, that is, 
total income minus total costs in the process of carrying out this activity. 
The role of profit is to increase the bank’s equity and resources to contribute 
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to its internal source of active operational growth. At the same time, unlike 
other internal sources of capital formation, profit is a source of constant 
reproduction. Several profit indicators are used in banking practice: 
economy, balance sheet, profit before taxation, net and retained earnings. 
In a general interpretation, the profit that remains available for use in the bank 
depends on three key components: income, expenses and tax deductions 
paid to the budget. Comparing the growth rates of these components allows 
you to correctly assess which of the factors had a positive or negative 
impact on profit [49].

The composition of income and expenses is determined by the financial 
nature of the bank, which determines the sequence of the bank’s profit 
formation. The bank’s income is the basis of the development of its activity, 
which ensures the following tasks:

First of all, a significant part of the bank’s income is a source of 
payment of expenses related to the implementation of banking activities. 
Implementation of this task ensures self-sufficiency of banking activity.

In addition, part of the bank’s income is a source of net profit.  
At the expense of profit, banks form funds and reserves for their further 
development and risk reduction. By implementing this task, the bank will 
achieve long-term growth and ensure self-financing of development for 
some time.

The bank’s income and expenses, their nature and type must be 
considered from an economic and accounting point of view. According to 
the economic method, income is the funds that the bank disposes of as a 
result of its activities.

According to the information in the "Encyclopedia of Banking", the 
income of any bank is formulated as "aggregate income from all active 
activities of the banking institution" [48]. The disadvantage of this 
interpretation is that the authors of the encyclopedia define the concept of 
"income" through the category "aggregate income", which does not fully 
reveal the semasiological essence and sources of the bank’s income.

According to the Law of Ukraine On Banks and Banking Activities, 
bank revenues include those directly related to banking activities [18; 44].

The banking institution’s sources of income are various types of its 
activities. At the same time, incomes are divided into bank, non-bank 
operating and contingency (Figure 1.1).
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Non-bank business income – income that is not related to the main 
activity of the bank, but guarantees its performance (income from the 
sale of fixed assets – rental activity), income from the implementation of  
certain non-banking services, namely: audit services, software, non-financial 
consulting and other typesof business. Other non-bank operating income 
is divided into: transactions with bank branches and other institutions;  
other non-bank operating income [8; 43; 26].

Therefore, bank income includes interest, commission, trading and other 
characteristics, which are presented in detail in Table 1.1.

It is necessary to specify income from transactions in securities, which 
may include discounts and coupons, but in fact interest income on debt 
securities includes only interest accrued after the purchase of the securities. 
Interest income also includes income from term deposits placed with other 
banks. The value of the interest income component changes every year 

Figure 1.1. The structure of commercial bank income
Source: compiled on the basis of [8; 43; 26]

 

Bank income

Non-banking operating Banking

Commission, Interest, 
Trade and other

Unexpected
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Table 1.1
Characteristics of bank income

Definition Kinds
1 2

In
te

re
st

 in
co

m
e

Interest income– operating 
income, equivalents or amounts 
that the bank owes to the bank 
for the use of credit funds, the 
amount of which is calculated 
in proportion to time using the 
effective interest rate and is a 
compensatory risk for the bank 
for the loan taken.

They distinguish:
– by funds placed in the NBU;
– for funds placed in other banks;
– for loans to individuals;
– for loans to business entities;
– on loans to general state administration 
bodies;
– for operations with branches and other 
institutions of the bank;
– by securities;
– other interest income;
– by maturity criteria, resident/non-resident 
and by financial instrument (deposits, 
loans or securities).

C
om

m
is

si
on

 in
co

m
e

Commission income – operating 
income from the provision 
of services, the amount 
of which is calculated or fixed 
in proportion to the amount 
of the asset or liability.

– for transactions with banks and bank 
clients;
– for operations with branches and other 
institutions of the bank;
– for loans and deposits;
– on securities with a clearly fixed profit;
– income in the form of amortization 
of discount on securities.
The category of commission includes: 
– commission income for guarantee 
placement of loans from them. other 
creditors and for transactions with securities;
– commission income from operations 
for settlement and cash service and servicing 
of credit accounts,
for storing valuables and carrying out 
transactions with securities;
– commission income for operations with 
foreign currency;
– for the purchase or sale of coins 
and precious metals for third parties;
– other commission income from operations 
determined by the Law on Banks 
and Banking Activity.
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depending on changes in interest rates and credit demand, but loan income 
is almost always important to every bank. Interest and fees equal to them 
must be calculated at least once a month on a regular basis, as a rule, on 
the last day of the month, regardless of the frequency of calculation, which 
is determined by the contract with the counterparty. Having the absolute 
amount of interest income, the bank’s management can more accurately plan 
the execution of specific active operations, rationally change the structure 
of assets, more effectively organize the work of the bank’s structural units. 
Structural analysis of commercial bank profitability indicators allows to 
draw conclusions about the causes of difficulties in the field of banking 
income and to identify problems in aspects of its activity that require 
increased focus [24; 43].

Interest and related commission income make up the main part of 
earnings. Interest for the use of the bank’s credit resources has the largest 
specific weight in their income. Next after income from loans by definition 
are income from investment securities, interest (percentage) income from 

1 2 3

Tr
ad

in
g 

in
co

m
e Profit (loss) from financial 

transactions(trading income) – 
the result of the purchase and sale 
of various financial instruments, 
including transactions with 
securities, bank metals and 
foreign currency.

Trading income includes:
– net profits from activities on the market 
of banking metals and the foreign exchange 
market;
– net income from transactions 
with securities for sale;
– net income from continuous trading 
in other financial instruments, which 
is carried out at the initiative of the bank 
and is not the execution of customer orders.

O
th

er
s

Other operating income and 
expenses- these are incomes and 
expenses from those operations 
that are not related to investment 
or financial activities. In addition, 
those that are not included 
in the above-mentioned group 
of operating income and 
expenses.

Other income includes: 
– income from securities with contingent 
income (dividends from shares held as an 
object of trade and capital investments);
– dividend income;
– for transactions with branches and other 
institutions of a commercial bank;
– other banking operating profits.

Source: compiled on the basis of [24; 43]

(End of Table 1.1)
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interbank loans (without any security or under the security of government 
securities. Also, the bank’s income is adjusted to increase reserves and the 
amount of unforeseen income [16].

However, the task of maximizing bank profits is considered more as 
the main focus of the banking institution’s management, but the field of 
profitability management is not autonomous. That is, decisions on profit 
maximization should be made in accordance with the relationship with 
acceptable risks. In recent times, banks have sought to make non-interest 
income a key source of future banking income. There is an opinion that this 
will be able to improve the final performance characteristics of commercial 
banks, more reliably protect banks from fluctuations in interest rates and 
diversify sources of income [23].

Effective profitability management is based on the latest methods of 
analysis and distribution of bank profit, taking into account the interests of 
all owners, shareholders and, directly, strategic directions of commercial 
bank development. The amount of profit of a banking institution depends 
on its profit, which in turn depends in advance on the volume of credit 
investments and investments of a commercial bank, the amount of interest 
on loans and the size and structure of the bank’s assets.

Thus, income is an increase in economic benefits during the reporting 
period in the form of an increase in assets or a decrease in liabilities, 
which is a factor in the increase of capital and is not a contribution from 
shareholders [43].

Based on the analysis of the income structure, it is possible to draw a 
number of certain conclusions. Actually, the increase in the specific weight 
of commission income indicates that the bank has difficulties in obtaining 
the main interest income and its management is probably trying to increase 
its income from paid services and commissions, thanks to the provision 
of non-traditional services to clients. An increase in non-interest income 
contributes to an increase in the income of a commercial bank without an 
increase in the balance sheet. However, as a rule, paid services are labor-
intensive and, in addition, require the appropriate qualification level of 
employees, so operational costs will also increase. Therefore, it is quite 
possible that a bank whose level of income from paid services is higher than 
average will spend more on wages. A sharp increase in income from paid 
services may indicate that.
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Another fundamental factor of the bank’s activity, which has an important 
positive or negative impact on profit, is the bank’s expenses.

Bank expensesis an economic category that reflects monetary and 
material resources used in the process of formation, implementation and 
implementation by a banking institution of its products and services, as 
well as all other additional financial resources for their maintenance and 
support [17].

Actually, the bank’s expenses are the total amount of monetary resources 
that the bank spends in the process of its activity in relation to attracting 
funds and other types of activities. Like income, bank expenses are divided 
into two main groups – interest or variable and non-interest or relatively 
constant [10]. However, in some classifications there are other costs.

Therefore, it is interest expenses that constitute the largest item of 
expenses of a banking institution (Figure 1.2) [23; 24; 25].

It is worth noting that all interest expenses of a commercial bank are 
interest paid to clients on their deposits and interest payments on funds 
raised on the money market (including securities of its own issue). Whereas, 

Figure 1.2. Types of bank interest expenses
Source: compiled by the author based on [23; 24; 25]

 

Interest expenses for the funds to the question received from the central 
and other commercial banks, as well as deposits placed by other banks in this bank

Interest expenses for the funds to the question and term deposits placed 
in this bank by enterprises, other legal entities and population

Interest expenses on debt obligations issued by the bank

Interest expenses on off-balance operations

Other interest expenses
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non-interest expenses of a commercial bank are expenses that are not related 
to the payment of interest from the financial resources attracted by the bank. 
They consist of commission costs, the formation of special bank reserves 
and general administrative costs [16; 17].

Commission -expenses paid to other banks for settlement and cash and 
credit services as financial intermediaries [16].

Costs for the formation of special reserves of a commercial bankis the 
cost of covering all possible losses from the decline in the usefulness of the 
banking institution’s assets and the write-off of bad assets [16].

General administrative expenses -itoperational costs associated with 
ensuring banking activity. They include personnel costs (for example, basic 
and additional wages; financial assistance and other costs); depreciation of 
non-current assets; expenses for maintenance and operation of fixed assets 
and intangible assets (for example, repairs or insurance), payment of taxes 
and other mandatory payments, except for income tax, and other expenses 
aimed at servicing and managing a commercial bank [16].

Commercial banks reasonably aim to reduce costs and use the latest 
methods of their control, such as budgeting, which acts as a system of 
interconnected financial balance sheets (plans) of a commercial bank [16; 25].

Thus, the key sources of profit formation of a commercial bank are 
banking income (interest, commission, trading and other), non-banking 
and unforeseen income of the bank, and the task of the profit management 
system of banking activity is to prevent a decrease in the profitability of the 
banking system, which is the material focus of its further functioning and 
its rating on the domestic banking market.

1.2. The bank’s income and expense management system

Income and expense management is a key tool in the management 
system of a banking institution.

Banking is a practice in the field of finance and credit and belongs 
to the non-production environment. In addition, in the process of its 
implementation, the formation of new value does not occur, but thanks to 
banking institutions, there is a movement of monetary resources between 
different counterparties. Without creating new value and providing special 
financial (banking) services, commercial banks build their activities 
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on the principles of comparing in monetary terms their own costs and 
results of operations and covering their obligations to creditors and 
depositorsat any time after the date that established by the contract and 
before the state for the payment of taxes and all other mandatory payments.  
Therefore, the level of organization of the bank’s finances depends on 
its ability to timely and fully fulfill the accepted obligations under all 
types of contracts, ultimately achieve the main goal of maximizing value. 
Commercial banks at their own discretion build a management system in 
accordance with the pre-accepted concept of development and mission, 
however, at the same time, state supervision of banking activities has 
been implemented in Ukraine, which qualitatively ensures control over 
the solvency of bank formations, the reliability of their reporting and 
compliance with current legislation.

Unlike industrial entities, where value is created with the help of fixed 
assets, while in banking, value is formed by the bank’s personnel and 
reputation. Taking this into account, banking activity should be considered, 
on the one hand, as an independent economic and entrepreneurial activity 
that was created with the aim of obtaining maximum profit and can be an 
object of interest for investors, on the other hand, as a special economic 
institution that, at the same time, can provide banking services and sell 
temporarily free cash. Actually, taking into account the above, it is worth 
highlighting the peculiarities of the functioning and specificity of financial 
relations of banks.

Management of the bank’s income and expenses is implemented with 
the help of a financial mechanism. Therefore, the interaction between 
organizational structures, enterprises and management bodies is embodied 
with the help of an organizational and economic mechanism (Figure 1.3).

The outlined features of the finances of commercial banks determine 
the need for the development of a specific mechanism that will be aimed 
at ensuring the high-quality functioning of the income and expense 
management system of the banking institution. In addition, their flexibility 
in special conditions of influence of environmental factors. Therefore, the 
management mechanism must simultaneously solve both economic and 
organizational issues. The economic component of the mechanism should 
ensure the achievement of given proportions and ratios between existing 
resources and financial needs, which will reveal high growth rates of cash 
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flows on invested capital along with the financial stability of the company. 
The financial mechanism in accordance with the management of income 
and expenses of a commercial bank is a key component of the economic 
mechanism, because it is the foundation of indicative planning, the basis of 
pricing and actually changes in financial legislation. That is why the financial 
mechanism for managing the bank’s income and expenses is a system 
of economic relations that is formed under the influence of the financial 
policy of a commercial bank, legal, economic, regulatory and informational  

Figure 1.3. Scheme of the financial mechanism  
for managing income and expenses of a commercial bank

Source: [17]

Legal support Regulatory support 
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factors and ensures the functioning of the operational activities of a domestic 
bank through the use of appropriate forms, methods, tools and levers 
Returning to Figure 1.3, it is worth noting that it presents a generalized 
algorithm of the mechanism for managing income and expenses of a 
banking institution. In the conditions of martial law and a high level of 
uncertainty of risks in the banking sector,

The main goal of any banking institution is to maximize profit under the 
condition of its stable condition and continuous and long-term functioning 
in the market. Having received a profit or a loss, that is, the final financial 
result, the bank has the opportunity to evaluate the sum of all types of its 
activities (active and passive operations).

Many exogenous and endogenous factors affect the amount of banks’ 
profits (Figure 1.4).

Profit, expenses and income are a reflection of a set of objective and 
subjective factors that affect the activity of a banking institution: client 
base, availability of sufficient premises to serve its clients, location, level 
of competition, level of relations with state bodies and some of their 
representatives , the level of development of financial markets, the quality 
and efficiency of bank management, including the promptness of making 

Figure 1.4. External and internal factors affecting the amount of profit
Source: compiled by the author based on [49]

 

External factors
change of foreign currencies exchange rate, 
change of interest rate of refinancing, amount 
of obligatory reserves, tax legislation, change 
of profitability on state securities, state 
of international stock and currency markets, 
general crisis situations in the country, competition 
over the market of banking services

Internal factors

the ability of the bank management 
to manage assets and liabilities, 
i.e. the level of bank management
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important management decisions, the availability of external sources of 
auxiliary financial resources and infusions, the use of innovative financial 
technologies, the presence of a network of branches, the level of control over 
current expenses of a commercial bank, the level of setting up intrabank 
analysis and control, etc.

The mechanism for managing the financial results of a banking 
institution consists of a system of interrelated tools and methods directly 
related to the formation, use and distribution of the banking institution’s 
profit, and functions with the main goal of improving profit performance 
and increasing the efficiency of commercial bank activity [50].

Methods of assessing and regulating the level of profit of a banking 
institution are shown in Table 1.2.

Actually, taking into account the demonstrated methods, it can be 
concluded that the mechanism of analysis and detailed assessment of the 
bank’s profitability includes an extensive system of analyzes that directly 
consist of its formation, use and distribution and is carried out in order to 
increase the results of profitability and the efficiency of the commercial 
bank’s economic activity.

The bank’s profit management is based on a fairly complex multifunctional 
mechanism consisting of a number of elements characterized by the 
following properties:

–	introduction of units in the organization related to this process;
–	planning of items of profit, expenses and income of a commercial 

bank;
–	observance of methods of assessing the level of profitability of banks;
–	using methods of daily profit regulation.
Income and expense management is manifested as a process of developing 

and making management decisions from all aspects of their formation and 
use in a banking institution. Taking into account the content of the bank’s 
income and expenses management algorithm and the requirements put 
forward in relation to them, goals and objectives are formed.

The key goal of the bank’s cost management is the minimization of 
unproductive costs, precisely those costs that do not lead to an increase in 
profit. By reducing non-productive expenses, the banking institution will 
be able to quickly form a reserve of funds, as a result, direct them to their 
own development and the introduction of the latest technologies in their 
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activities. However, the work practice of most domestic commercial banks, 
which differ both in terms of volume and range of operations, makes it 
possible to note a stable trend of outpacing the growth rates of expenses in 
relation to the growth rates of incomes.

Table 1.2
Ways of assessing and regulating the bank’s profit

Structural analysis of income
The purpose of this analysis is to identify the basic types of income in order to assess 

their reliability and the possibility of preservation in the future. Income is divided 
into interest, commission and other income. According to the level of stability, 

groups of stable and unstable incomes are distinguished
Structural analysis of costs

Similar to income analysis. Interest, commission and other costs are allocated 
on the basis of the price form in the banking markets of resources and services

Structural analysis of sources of profit (financial result)
The financial result of the activity means the loss or profit of the bank. 

The quantitative display of the financial result can be determined by net 
or balance profit (loss). The structural analysis of the financial result is based 

on the identification of its basic sources
Evaluation of activity results based on the system of financial ratios

Coefficients of interest margin, levels of non-interest income and expenses, ratio 
of non-interest and interest margin, stable income per ruble of assets, share 

of dividends in income, expenses per ruble of assets, indicators of profitability 
of actinon and equity capital, profit per employee

Factor analysis of profitability and profitability indicators of the bank
Allows you to detail the reasons for its change, and on this basis to specify 

management decision-making. It is used to determine the main factor of change 
in the profitability indicator. For this purpose, the method of substitution is used, 

which allows you to determine with which element of the numerator or denominator 
of the coefficient is connected in more than all positive or negative trend 

of its change.
Source: compiled by the author based on [6; 28]

The main task of cost management is the creation of an effective 
mechanism that ensures the optimization of the costs of a commercial 
bank, bringing them into line with the defined. profitability  
This management mechanism should become the foundation for ensuring 
the profitable operation of all banking divisions in a specific period of 
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time and at the same time reduce the banking institution’s dependence  
on the market situation.

Noting that the basic share of profit is the net income from active 
operations, it is worth paying more attention specifically to the management 
of income from the bank’s presented operations. Interest rates on active 
operations must adhere to the following ratios: first of all, the interest rate 
is calculated using the method of wide application of short-term liabilities, 
in addition, the amount of resources of various types is assigned to a 
specific type of asset. The next stage is the calculation of the weighted 
average cost of resources that were previously used for the purpose of 
funding active operations. The last stage is the calculation of the margin 
for all active operations, the determination of the difference between the 
bank’s profit from active operations and the cost of the resources that fund 
this operation.

In the process of implementing these stages, it is possible to see where 
exactly there is a weak point in the functioning of a commercial bank, that 
is, why it cannot reach the planned level of profitability. And only after 
the completion of such an analysis should an adjustment be made to the 
structure of the bank’s resources. Based on this, it is necessary to focus on 
the management of bank expenses, which is aimed specifically at reducing 
the cost of operations carried out in a commercial bank, because they are the 
main part of the effective management of banking operations.

It is worth noting that in the operational management of the bank’s 
income and expenses, a rather strong emphasis is placed on the tariff 
policy, because commission income depends on the correctly formed price 
for banking services. The tariff committee of a banking institution must 
analyze the ratio of the cost of services, and therefore study the market 
competitiveness of the current tariffs.

The basic functions of the tariff committee include:
–	development of basic principles of tariff policy;
–	calculation of the cost of services;
–	analysis of competitor banks’ tariffs;
–	analysis of the bank from the point of view of the profitability of 

banking services with alternative variants of the tariff system.
Depending on the operational goals of management, a commercial 

bank must choose a method of tariff policy, for example: pricing based 
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on the level of current market prices; a multi-factor pricing method based 
on customer relationships; pricing for market penetration; pricing method 
based on full costs (average costs together with profit); pricing based on 
break-even analysis.

In fact, the effective tariff policy developed by the banking institution 
is the key directions that should be followed when making management 
decisions on setting certain tariffs for its services both for all bank clients 
and for their individual categories.

Thus, we can conclude that with operational management of income and 
expenses, a commercial bank can effectively direct its actions to achieve the 
main tasks in the short term in the shortest period of time.

The profitability of the banking business is one of the most qualitative 
and effective indicators for determining the results of the financial activity 
of banks. In addition, it is the material basis for further activities and the 
creation of ratings on the domestic banking market.

The main task of bank management is to prevent a decline in the 
profitability indicator, because this will be significantly reflected in such 
indicators as capital adequacy and the level of competitiveness of a 
commercial bank in the market [59, р. 112].

Management of the profitability index of banks is an element that 
guarantees an increase in the final financial result of the activity of a banking 
institution, growth of capitalization and direct profitability of organizations 
of the banking sector of the economy.

1.3. The main indicators of the bank’s profitability

Profitability determines the efficiency of the bank’s work, because 
achieving a satisfactory level of profit allows you to enrich the capital, 
forms the basis of life activity and development of the banking institution, 
thus ensures an acceptable level of dividend payments to shareholders. 
Profitability or profitability of a banking institution is the total positive 
result of its economic, financial and commercial activities [28]. Operating 
expenses are covered by the profit received. The generated profit determines 
the level of dividends, the development of passive and active operations and 
capital growth. As mentioned above, important conditions for ensuring the 
profitability of a banking institution are the optimization of the structure of 
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income and expenses, the identification of trends in the profitability of credit 
operations, the determination of the minimum permissible interest margin, 
planning of the minimum income margin for qualitative forecasting of the 
targeted level of interest for passive and active operations. The profitability 
of banking directly depends on maintaining liquidity, managing and 
minimizing risks [28].

In domestic practice, as well as in international practice, the efficiency 
of a banking institution is determined using a number of indicators: spread, 
net interest (interest) margin, other operating income and labor productivity. 
Such an analysis of the bank’s activity is usually carried out by comparing it 
with the plan and in dynamics [11; 30; 58].

A key place in the analysis of the financial results of banking institutions 
is the study of the volume and expediency of the received income, because 
they are the main conditions for the formation of profit. In the analytical 
process, it is recommended to use the economic proof grouping of income 
and expense analytical accounts of a commercial bank, vertical and 
horizontal analysis of the financial results of the institution, evaluation of 
dynamic series of profitability indicators byquarters and years, calculation 
and evaluation of the degree of dependence of profit on various factors, 
comparison of the obtained results with recommended in domestic and 
international practice [23].

An important remark is that the profit is one of the key indicators among 
the analyzed indicators, but it cannot always show sufficiently objective 
evidence about the degree of effectiveness of all financial and economic 
activities of a commercial bank, about the ability of the monetary resources 
invested or placed by it to be profitable in the future. Therefore, the 
effectiveness of the financial and economic activity of a banking institution 
is better determined by digital data on profitability or profitability. These 
indicators are obtained by the ratio of profit to the sources of its receipt. 
Moreover, the economic essence of these relative indicators is that they 
form bank profit earned from each hryvnia of invested funds by the bank.

The analysis of activity efficiency is carried out using the indicators 
shown in Figure 1.5.

Modern international practice uses many indicators characterizing the 
profitability of commercial banks, such as the Dupont model, ROE, ROA 
and CIR [57].
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On the other hand, experts discuss the adequacy of existing 
performance indicators, as world experience shows that the change in the 
conditions of conducting banking business requires a review of traditional 
methods of assessing the effectiveness of banking activity in modern  
conditions.

It is worth noting thatThe DuPont model was developed back in the 
distant 20s of the 20th century. Its purpose was to determine the influence 
of four factors – profit margin and operating margin, capital multiplier, 
return on assets, on the return on capital. Accordingly, in the opinion of 
leading specialists, it has a limited character when analyzing efficiency in 
the modern, very volatile and dynamic conditions of the banking business. 
After all, the increased risks in the external environment of banking activity 
require the application and development of assessment tools that would be 
able to take into account the main determinants of efficiency and monitor 
their dynamics with the aim of minimizing and avoiding crisis situations, 

 Figure 1.5. Indicators of the bank’s profitability level
Source: сompiled by the author based on sources [47–50]

 

Profitability 
indicators

ROA, ROE

Pure margin

Labor 
productivity

Absolute values
Adequacy of 

regulatory 
capital

Net profit

SPREAD



20

Oksana Drahan, Viktoriia Kostiuk, Olga Faichuk, Oleksandr Faichuk

especially for domestic commercial banks that are in extremely difficult 
conditions of existence [47–50].

Return on capital, abbreviated as ROE, is considered to be the most 
common summarizing indicators of profitability at the moment, which can 
be used to determine the level of return on shareholders’ cash resources and 
return on assets (ROA), which, in turn, is a component of ROE and reflects 
the effectiveness of the internal management policy of a banking institution 
income and expenditure positions. Some banking auditors testify that the 
classic indicators of return on capital (ROE) and assets (ROA), estimated 
on the basis of balance sheet data, are characterized by high homogeneity, 
so they cannot correctly identify "efficient" and, together with them, 
"inefficient" banks [47]. Along with the specified efficiency indicators, the 
coefficient characterizing the operational efficiency of banking activity – 
or CIR – deserves attention. CIR (from the English cost to income ratio), 
which in the scientific works of domestic scientists was called the efficiency 
coefficient. This indicator is calculated according to the algorithm for 
determining the ratio of operating expenses and operating income of a 
commercial bank [16; 47; 50].

The analysis of the formation and development trends of the banking 
system of Ukraine makes it possible to assert that the use of profitability 
indicators as an efficiency criterion is determined by the historical 
component. At the beginning of the birth of the domestic banking system, 
one of the primary goals and tasks was to stimulate the quantitative 
characteristics of the development of commercial banks. The gradual 
resolution of this issue was encouraged by the National Bank of Ukraine 
through the use of incentive measures to increase the authorized capital 
of banks. In domestic practice, it is usual to identify the analysis of the 
efficiency of banking activity with the determination of profitability 
indicators. In addition, the application of the method of financial ratios 
as a key assessment tool [16, 47]. According to the NBU methodology, 
indicators are calculated in relation to the bank’s total assets. It should be 
noted, that in practice it is considered that if the rate of return on assets 
exceeds the level of 1%, then the banking institution works profitably. 
In international practice, on the contrary, the value of the coefficient of 
return on assets within 12% is optimal (Table 1.2) [35].
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Table 1.3
Key coefficients for calculating the level of profitability  

of a commercial bank and their characteristics
Indicator Calculation Brief description

Profitability 
of assets
ROA

ROA = (PD/RA)*100%
or ROA = (P/A)*100%,
where PE is net profit;
RA – working assets of the bank;
A – total assets of the bank.

The ROA ratio must be at least 
1%. It shows how much net profit 
1 hryvnia brings. assets 
of the bank.

Profitability 
of capital
ROE

ROE = (ChP/K)*100%,
where K is the bank’s own 
capital.

The recommended value 
of this indicator is at least 15%. 
It shows how much net profit 
per UAH 1. own capital
the bank.

Clean spread

CS = ((PD/PA)*100%) – 
((PV/PP)*100%),
where PD is interest income;
PA – paid assets from which 
the bank receives income;
PV – interest expenses;
PP – payable liabilities, liabilities 
for which the bank bears costs.

The norm is not less than 1.25%.
ChS shows the bank’s net 
profitability.

Net interest 
margin CPM = ((PD – PV)/RA)* 100%.

The norm of the coefficient 
is not less than 4.5%. Margin 
shows how much net interest 
incomebrings 1 UAH working 
assets.

Source: formed by the author based on [32; 35; 47; 50]

The ROE indicator shows the return on equity capital of a banking 
institution. Its value is of particular interest to shareholders of a commercial 
bank, as it is approximately equal to the amount of net profit that shareholders 
receive directly from investing their capital. The optimal value of the ROE 
1 indicator should be at least 15% [35].

The ratio of profit and equity determines the indicator of stability.  
The analysis of this ratio allows us to predict how the level of profitability of 
a commercial bank will change. In practice, some banks, and even more so 
their shareholders, detail this profitability indicator using the ROE 2 return 
on equity ratio. This indicator makes it possible to assess the expediency 
and effectiveness of shareholders’ investment of their own funds and the 
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effectiveness of the actual return on equity capital, in addition, it shows the 
bank’s ability to dispose of all his money. For shareholders and shareholders 
of a particular bank, it is important to compare the percentage of return 
on authorized capital with a similar indicator of other commercial banks 
in order to find out the most profitable and profitable placement of own 
financial resources [31–34].

The "Spread" indicator is used to assess the effectiveness of the bank’s 
performance as an intermediary between borrowers and depositors, as well as 
the level of competition on the financial market. In a general understanding, 
"Spread" is the simultaneous sale and purchase of futures contracts for the 
same commodity, but with different delivery terms, or for two different 
but interrelated commodities [32; 35]. Usually, in the case of intensifying 
competition, the spread decreases and commercial bank managers are 
forced to look for other sources of income. The analysis of the net spread is 
related to the bank’s interest policy, which is reflected in changes in interest 
rates for active and passive operations. The approved interest policy of the 
bank for credit and deposit transactions makes it possible to minimize the 
interest rate risk. The degree of such consistency shows the net spread.  
That is, the net spread is the difference between interest received and paid 
and rates. Thanks to this indicator, the necessary minimum difference 
between bank rates for active and passive operations is determined, 
which in turn gives a chance to minimize costs, but will not bring profit  
(the minimum value of this indicator is 0). The optimal value of the net 
spread should be at least 1.25% [23; 24; 33].

For a qualitative analysis of the profitability of commercial banks, 
additional indicators such as net interest margin and net profit per share 
are used. The latter serves to cover the costs of a commercial bank and  
risk, including inflationary, profit creation, covering agreements in 
agreements [23; 24; 33].

Net operating margin is presented in the form of two components –  
non-interest income per unit of assets and interest income per unit of assets. 
Such a division provides a vision of the ratio of income from the main 
banking activity (loans, leasing, investments, etc.) and non-interest income 
received from the provision of paid financial services to its clients. Due to 
the intensification of competition, banking institutions are looking for new, 
somewhat "non-traditional" sources of income, which provide a chance to 
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diversify activities and increase the amount of total profit thanks to non-
interest income [33].

The labor productivity indicator reveals the effectiveness of the bank’s 
personnel policy, which significantly affects its reputation.The indicator of 
the labor productivity of the cohort of specialists belongs to the coefficients 
on the basis of which the level of efficiency of the banking institution is 
calculated [38].

Adequacy of regulatory capitalshows information about the bank’s 
ability to timely and fully settle obligations arising from trade, credit or 
other monetary transactions. The normative value of this indicator should 
be at least 10%.

The algorithm for determining and calculating the amount of regulatory 
capital is based on the research and development of the Basel Committee 
with the aim of compliance by banking institutions with the minimum 
requirements for capital adequacy. These developments were taken as a 
basis for the work of the National Bank of Ukraine and specified in the 
Instructions on the procedure for regulating banking activity in Ukraine [35]. 
Thus, one of the key directions of the management of a banking institution 
is the growth of the considered profitability indicators, in addition, an 
important direction of their activity is the minimization and reduction of the 
risk of banking operations.
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CHAPTER 2. ANALYSIS  
AND EVALUATION OF REVENUE  
AND COST MANAGEMENT  
OF JSC CB "PRIVATBANK"

DOI: https://doi.org/10.30525/978-9934-26-380-4-2

2.1. Evaluation of the effectiveness of the banking system of Ukraine

On February 24, 2022, due to the full-scale invasion of the aggressor 
country, martial law was introduced by the Decree of the President of 
Ukraine. On the same day, the National Bank of Ukraine (NBU) adopted 
Resolution No. 18 "On the operation of the banking system during the 
introduction of martial law." This normative-legal document determined 
a radically new procedure for the banking system of Ukraine for the 
near future. Many trials have befallen the financial sector of Ukraine in 
recent years. However, all subjects of the Ukrainian economy, without 
exception, faced unforeseen challenges caused by the full-scale invasion 
of Ukraine by the russian federation. It is worth noting that the financial 
sector turned out to be ready for such events, because thanks to the 
fruitful work of financial market participants and, in particular, the 
systematic work of the National Bank of Ukraine during the previous 
years, including in the conditions of existence during the quarantine 
restrictions that were introduced due to the COVID-19. With the help of 
prudent steps of the regulator (NBU), the banking sector of Ukraine not 
only survived, but also continues to develop. So, the banking system is 
aptly called the lifeblood of the economy. Undoubtedly, banks provide 
payments to the population and business representatives. Uninterrupted, 
coordinated and efficient work of domestic banks in wartime is very 
important, even compared to peacetime. The effectiveness of commercial 
bank activity is difficult and difficult to study, which is influenced by 
certain external and internal factors. Domestic and foreign scientists pay 
special attention to the efficiency of the banking system and study it from  
various aspects [33].
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In the conditions of interbank competition, in order to choose a reliable 
bank, clients need objective financial information. One of the components 
of the study of banking activity is the analysis of income and expenses, 
financial resources (equity and liabilities) and the characteristics of their 
formation, since profits (losses) are the main elements of assessment [36].  
It is also important to analyze indicators of liquidity, profitability and capital 
adequacy of the bank, which can be used to determine the competitiveness 
of the bank [36].

The Ukrainian economy as a whole and the banking system as an 
important component of it in 2022 suffered the most devastating blow in 
the history of the development of an independent state, but relative stability 
has been maintained.

For a detailed study of the effectiveness of the banking system, we 
suggest first of all to analyze the dynamics of the number of banking 
institutions in Ukraine.

Over the past few years, the banking system of Ukraine has been in a 
state of systemic crisis, which is caused by a permanent shortage of long-
term banking resources, disproportions in bank balances and ineffective 
actions of the monetary regulator, which ultimately led to a threefold 
devaluation of the hryvnia, vulnerability of banks and their clients to 
currency shocks. It is important to note that in recent years the number 
of banks in Ukraine has significantly decreased, the number of operating 
banks has decreased in recent years, and the number of banks with foreign 
capital has also decreased, but it is worth noting that the number of banks 
with 100% foreign capital during the period under study first increased 
to 23, and in 2022 it decreased to 22, which can be considered a positive 
phenomenon, taking into account the impact of negative macroeconomic 
factors during 2020–2022.

However, a few words should be detailed about 2022, because the number 
of active banks has practically not changed during the martial law. In the 
first quarter of 2022, the number of banks decreased by 2, in the second and 
third quarters, 1 more bank went bankrupt, and in the 4th quarter of 2022, the 
number of operating banks did not change. Thus, during the year, the number 
of banks decreased by 4 relatively small financial institutions, half of which 
were with Russian capital. In general, in 2022, the share of state-owned banks 
increased by 3.9 percentage points. In addition, in the review of the banking 
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system for February 2023, the NBU classified Forward bank as insolvent, due 
to its failure to bring its activities into compliance with the requirements of the 
law. However, this bank also belonged to the small category, as it accounted 
for only 0.1% of the sector’s net assets. As for the network of bank branches, 
it continues to systematically shrink. As a result, every fifth branch was 
closed in 2022. The total number decreased from 6,685 to 5,336. The main 
reduction occurred due to the closure of branches in the occupied territories 
of Kharkiv, Donetsk, and Kherson regions, as well as in the territory of Kyiv 
region. According to the NBU’s assessment, there is no access to banking 
services in some settlements. In order to solve the situation, it is planned to 
provide inclusion in these settlements with the help of mobile offices.

Let’s begin the analysis of income and expenses of the domestic banking 
system. Consider the income structure of the banking system of Ukraine 
over the past 5 years (Figure 2.1).

According to table 2.1, it can be argued thatin the structure of incomes 
of the domestic banking system, the largest share is occupied by interest 
incomes. The largest share was observed in 2018 – 68.8% of all revenues of 
the banking system of Ukraine. The growth of net interest income during the 
2nd quarter of 2022 slightly accelerated to 20.4% p.p. As a result, income 
from investments in NBU certificates of deposit increased.

 Figure 2.1. Dynamics of changes in the number 
of banking institutions in Ukraine

Source: compiled by the author based on [37]
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Table 2.1
Analysis of revenues of commercial banks of Ukraine in 2018–2022

Indexes

2018 2019 2020 2021 2022
m

ill
io

n 
hr

yv
ni

as

%

m
ill

io
n 

hr
yv

ni
as

%

m
ill

io
n 

hr
yv

ni
as

%

m
ill

io
n 

hr
yv

ni
as

%

m
ill

io
n 

hr
yv

ni
as

%

interest 
income 140803 68.8 152,954 62.9 147,743 59.1 168,746 61.6 130,846 57.5

commission 
income 50,969 24.9 62,057 25.5 70,640 28.2 93 162 34.0 51 164 22.5

the result 
of revaluation 
and of 
purchase 
and sale 
operations

1 853 0.9 16,225 6,7 21,507 8.6 -77 -0.03 39,617 17.4

Other 
operating 
income

8,589 4.2 8 147 3,4 6,813 2.7 7 488 2.7 4,374 1.9

other income 1 809 0.9 2,809 1,2 2,705 1.1 3 175 1,2 1 013 0.4
return 
of written 
off assets

532 0.3 909 0.4 763 0.3 1 370 0.5 463 0.2

All income 204,554 100 243 102 100 250 171 100 273,863 100 227 477 100
Source: compiled by the author based on [37]

The dynamics of the components of interest income is negative, which 
is characterized by depressed demand for loans, lower rates for retail 
loans and credit holidays. Net commission income increased compared to 
the beginning of 2022, but remains lower, in line with previous periods. 
The vast majority of commercial banks were able to maintain positive net 
interest and commission income. It is worth noting that the profit of the 
banking sector from operations on the purchase and sale of foreign currency 
increased almost sixfold, this trend partially supported the increase in 
operating income.

Next, we will consider the structure of expenses of the domestic banking 
system for 2018–2022 (Table 2.2).
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Table 2.2
Analysis of expenses of commercial banks of Ukraine in 2018–2022

Indexes
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interest 
expenses 67,760 37.2 74,062 40.1 62,895 29.9 51,097 26.0 39,058 17.8

commission 
costs 13 159 7.2 18,096 9.8 24 132 11.5 35 186 17.9 21,930 10.0

Other 
operating 
expenses

16,800 9.2 11,790 6.4 16,405 7,8 18,244 9.3 10,412 4.8

general 
administrative 
expenses

53,670 29.5 62,936 34.1 69,437 33.0 78,293 39.8 51,964 23.7

Other 
expenses 2011 1.1 2 379 1.3 2,728 1.3 3,855 2.0 2 405 1.1

deduction 
to reserves 23,758 13.0 10,714 5.8 31,037 14.7 3 448 1.8 89,429 40.8

All expenses 182,215 100 184,746 100 210,445 100 196,488 100 219,043 100
Source: compiled by the author based on [37]

According to the data in Table 2.2, we observe a similar situation with 
incomeof the domestic banking system, the largest share of expenses of 
commercial banks falls on interest expenses. The year 2019 shows the 
largest share of them - 40.09%, but during the analyzed period they still 
tended to decrease.

The main source of income for banks is interest on loans. We will analyze 
the dynamics of changes in the volume of business lending for 2020–2022.

It is worth noting thatduring 2022, the banking system of Ukraine 
received 4.5 billion hryvnias in losses, this happened due to deductions 
to reserves for expected credit losses. In general, the volume of net loans 
in hryvnia to business entities in the 4th quarter of 2022 decreased by 
6.7%, but as a result, it increased by 0.5% over the year. According to the 
final calculations, the amount of funds saved by the population in banks 
increased by almost a third. However, the specified growth occurred mainly 
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due to the concentration on the current accounts of clients of temporarily 
unused payments of military servicemen, employees of the budget 
sector and payments to displaced persons. As for foreign currency, the  
gradual recovery of foreign currency deposits took place in the 2nd quarter 
of 2022 at the expense of "conversion deposits" concluded for a three-
month period.

24 banking institutions turned out to be unprofitable, so their total loss 
was about UAH 10.5 billion. Three state-owned commercial banks were 
among unprofitable commercial banks, in contrast to the competition, 
the studied JSC CB "PrivatBank" generated almost half of the profit of 
profitable commercial banks.

In the near future, the NBU recommends that banks focus on restoring 
credit and maintaining their business models, taking into account the 
possibility of a long war. At the same time, credit risk will continue to be 
one of the key risks of the banking system. In 2023, the NBU plans to  
conduct an assessment of the stability of banks, based on the results of 
which the terms for the restoration of capital by banks will be determined. 
In addition, it is planned to develop a schedule for the cancellation of 
temporary regulatory relaxations. According to preliminary estimates, 
most financial institutions will be able to restore capital at the expense 
of future profits, but a number of banks will most likely need additional 
help from shareholders. Banks are also recommended to focus on liquidity 
management, compliance with the interest rate policy, which, in turn,  
should serve as a basis for stimulating time deposits of the population.

In addition, it is worth showing on the graph the net profit (loss) of the 
banking system of Ukraine (Figure 2.2).

It is worth noting that the increase in income and cost savings enabled 
the vast majority of banking institutions to maintain operating profitability 
during 2022, but in Figure 2.2 we see a significant rate of reduction in the 
net profit of commercial banks in 2022 compared to 2021, which is 89%. 
The continuation of the war exacerbates the vast majority of risks, which 
causes such a negative situation.

The total volume of net assets of plateau-capable banks in the first 
quarter of 2022 decreased sharply in all banks, but starting from the second 
quarter, state banks and Privatbank show a gradual increase in the volume 
of assets. Starting from the 3rd quarter of 2022, the assets of all banks in 
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Ukraine began to grow steadily. This trend continued at the end of the year. 
In general, bank assets increased by 17.9% over the year. The main source 
of asset growth is the increase in the use of NBU certificates of deposit and 
funds in accounts with other banks.

Taking into account the fact that the main growth was still due to the 
additional emission of hryvnia, which was actively carried out in the first 
months of the war to cover key defense and social costs, we can only consider 
the only positive point in the growth of assets to be the fact that surplus 
funds mostly remained within the boundaries of the domestic banking 
system, and not beyond it, which would turn them into hyperinflation.

Consider the dynamics of the assets of the banking system of Ukraine 
over the past 5 years (Table 2.3).

According to Table 2.3, total assets (not adjusted for reserves from active 
operations) tended to both increase and decrease. Over 5 years, the total 
growth was 28.21%. Over the entire period, total assets (not adjusted for 
reserves for active operations) in foreign currency also showed a downward 
trend. There was also a significant drop in reserves for active operations of 

Figure 2.2. Net profit (loss) of the banking system of Ukraine 
for the years 2018–2022

Source: compiled by the author based on [37]
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financial institutions (taking into account reserves for operations recorded 
on off-balance sheet accounts).

Table 2.3
Dynamics of assets of the banking system of Ukraine  

for the years 2018–2022

Indexes Growth rate, %
2018 2019 2020 2021 2022

Total assets (not adjusted for reserves 
for active operations) 3.84 3.72 11.32 6.94 6.33

of them: non-residents 1.46 26.96 8.66 -2.55 32.60
Assets in foreign currency -2.42 -0.50 18.96 -0.30 14.60
Total assets (not adjusted for reserves 
for active operations) in foreign currency 3.12 -7.84 3.91 -8.90 13,17

Cash funds 6.44 19.95 29.96 3.26 -13.81
Bank metals - 7.27 55.01 -32.87 -164.83
Funds in the National Bank of Ukraine -4.84 114.14 -50.59 -7.02 47.54
Correspondent accounts opened in other 
banks -9.90 36.30 48,89 -1.80 36,26

Term deposits in other banks and loans 
granted to other banks 18.87 3.85 43.95 19,29 -37.16

Loans provided to clients, including: 7.92 -7.64 -7.05 10.90 4.05
loans granted to state authorities 88,86 64.89 146.42 131.71 4.50
loans granted to business entities 6.32 -10.57 -8.83 6.16 6.17
loans granted to individuals 15,27 5.02 -3.47 21.58 -3.60
loans granted to non-bank financial 
institutions 57,14 -50.00 81,82 280.00 -174.70

Investing in securities and long-term 
investments 12.87 12,24 46.70 4.87 -2.89

Reserves for active operations 
of banks (taking into account reserves 
for operations recorded on off-balance 
sheet accounts)

8.88 -11.54 -21.08 -28.23 -127.55

Source: compiled by the author based on [37]

Regarding the special situation in 2022, it is worth noting thatin general, 
the net assets of solvent commercial banks increased by more than 3.3% 
during the quarter, mainly the volume of monetary resources in accounts 
with other banking institutions and NBU certificates of deposit increased.
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Dynamic imbalances in the corporate loan portfolio: net hryvnia loans 
to economic entities increased by 5.3% during the quarter, while foreign 
currency loans in US dollars decreased by 7.2%.

The growth of hryvnia credit occurred only at the expense of state-
owned banks – about +30% for the quarter, in another banking group a net 
reduction of the portfolio was observed. Every year, the company’s net loan 
portfolio increased by 27.6% in hryvnias and by 1.8% in foreign currency 
(US dollars).

Private companies most actively attracted initial loans. The net retail 
loan portfolio declined by 11.1% in the second quarter across all banking 
groups due to lower loan volumes and higher provisions. During martial law, 
loans were only for the current needs of customers, but there were almost no 
loans for mortgages and car purchases. The scale of non-performing loans 
increased for the first time in a long time of the war.

Consider the dynamics of liabilities of the banking system of Ukraine 
over the past 5 years (Figure 2.3).

Analyzing the liabilities of the banking system of Ukraine, it is worth 
noting that they had a gradual tendency to increase in the studied period 
from 2018 to 2022 – from 15% to 24%.

 Figure 2.3. The structure of liabilities 
of the banking system of Ukraine in 2018 and 2022
Source: compiled by the author based on [37]
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Also, it is worth analyzing the profitability of assets and capital of the 
domestic banking system for the years 2018–2022 (Figure 2.4).

Based on Figure 2.4, the return on assets was quite low in 2018, and 
its highest indicator was in 2019 and was 4.26%, but 2022, despite the 
generally negative indicators during some months of the war, still managed 
to turn positive result, although the lowest in the last 5 years. As for the 
return on capital, its highest indicator was in 2021 and was 35.08%. We also 
observe a critically low level in 2022 – 2.21%.

The National Bank of Ukraine does everything necessary to ensure the 
smooth and efficient functioning of the domestic banking system. Already 
after the end of the war, banking institutions will have time and opportunities 
to bring their activities to the pre-war mode and to re-form the capital stock.

Hence, the economic situation in the country during the 2022 year is 
characterized by the unfolding of the consequences of martial law, which 
is primarily manifested in the growth of inflationary processes, the fall in 
GDP, and pressure on the currency market.

The war led to the disruption of supply chains, a reduction in the supply 
of certain goods, an increase in business costs, the physical destruction of 
production facilities and infrastructure, as well as the temporary occupation 
of certain territories. The persistence of high energy prices and record 

 Figure 2.4. Return on assets and capital  
of the banking system for 2018–2022, %

Source: compiled by the author based on [37]
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levels of inflation in partner countries also significantly increased price 
pressure in Ukraine. At the beginning of the war, a third of the enterprises 
stopped their activities. The reasons for this are the physical destruction and 
temporary occupation of several territories in several regions, a high level 
of uncertainty and risks, the disruption of logistical and production ties, and 
the forced mass migration of the population.

From the second half of the year, economic activity began to pick up, 
business and the population slowly adapted to the new operating conditions. 
This was also facilitated by the liberation of the northern regions and a 
decrease in the number of regions with active hostilities.

In the 4th quarter of 2022, among the main problems of Ukraine’s 
economy, interruptions in the supply of electricity, water or heat, caused 
by Russian missile attacks on the country’s critical infrastructure, 
which began in October, took first place. The shortage of electricity 
led to additional restrictions on economic activity in the country.  
The vast majority of enterprises reduced production and trade, although 
some were able to stabilize their work thanks to means of autonomous 
energy supply, changing working hours or obtaining electricity for  
production needs.

Currently, the recovery of Ukraine’s economy is held back by the 
destruction of capacities and hostilities, the reduction of demand and the 
decrease in the purchasing power of households, logistical difficulties, 
primarily for metallurgists, and problems with electricity. Agriculture is 
also expected to have a significant negative contribution to the change in 
real GDP in 2022 – both due to lower yields this year and significantly 
smaller planted areas.

The fall in GDP in 2022 amounted to -30.4%, which is a better indicator 
than predicted by previous macro forecasts. In the conditions of high 
security risks, lower harvests, problems in the energy infrastructure in 2023, 
it is predicted that the real GDP will grow by only 0.3%.

At the beginning of the large-scale war, the NBU fixed the official 
exchange rate of the hryvnia to keep the expectations of business and the 
population under control, and kept the discount rate unchanged at 10%.  
The fixed exchange rate and currency interventions of the NBU have 
become key tools for ensuring macro-financial stability. However, as the 
economy adapted to the war and citizens and businesses returned to the 
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economic logic of decision-making, in June the NBU returned to active 
monetary policy and raised the discount rate by 15 percentage points. up to 
25%. The purpose of such a step was to protect citizens’ hryvnia incomes 
and savings, increase the attractiveness of hryvnia assets, reduce pressure 
on the foreign exchange market, and as a result strengthen the NBU’s  
ability to ensure exchange rate stability and curb inflationary processes 
during the war.

In July 2022, the NBU carried out a one-time correction of the official 
exchange rate of the hryvnia to the US dollar and fixed it at the level of 
UAH 36.5686/dollar. USA. According to the National Bank’s estimates, the 
correction of the exchange rate increased the inflow and, accordingly, the 
sale of foreign exchange earnings by exporters, minimized the speculative 
component of the behavior of market participants and made it possible to 
stabilize exchange rate expectations. The correction of the official exchange 
rate of the hryvnia had only a limited effect on the acceleration of price 
growth, caused primarily by the consequences of the war for the supply 
of goods and services and the cost of logistics, as well as the dynamics of 
prices on global commodity markets. Instead, fixing the official exchange 
rate at a new, more stable level enabled the NBU to maintain control over 
price dynamics in Ukraine.

During 2022, the inflationary expectations of businesses and households 
also increased significantly. The main factors of the growth of inflation are 
the disruption of supply chains, the destruction of production, the reduction 
of the supply of goods and services, and the increase of business costs. 
Another pro-inflationary factor was the effect of transferring the adjustment 
of the official exchange rate of the hryvnia to the US dollar on prices. 
Further growth of inflation in the world also affected prices in Ukraine.  
At the same time, the fixation of tariffs for housing and communal services 
and the saturation of the domestic market with fuel, together with the 
preservation of its preferential taxation, inhibited the growth of prices.  
As a result, inflation grew at a high rate during the year and reached 26.6% 
year-on-year at the end of the year.

In these conditions, the banking system maintains stability.
The volume of clients’ funds in banks increased, which ensured a 

consistently high level of liquidity despite war risks. A small outflow of 
household funds in the first two months of the year due to informational 
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pressure was compensated by an increase in deposits in March. At the same 
time, the share of funds on demand updated the maximum.

After the start of a full-scale war, the population reduced the demand for 
loans. Instead, the moderate demand for credit resources from corporations 
remained. The state facilitated business lending by improving the conditions 
for participation in government programs, in particular those aimed at 
supporting the agricultural sector and businesses that are critically important 
for Ukraine. Banks also actively supported their customers, introducing at 
the beginning of the war various credit holiday programs, preferential rates 
and tariffs on products, and upon exiting the credit holidays – restructuring 
programs for both the mass segment and corporate customers. At the same 
time, the financial condition of most clients and their ability to service their 
obligations, in turn, determine the increased credit risks of the banking 
system and the need to form reserves for them. Provisions for credit losses 
will continue to grow.

The cost of hryvnia resources has been gradually increasing since the 
second half of 2022, responding to the maintenance of a high discount rate 
since June. However, the action of the transmission mechanism significantly 
slows down the significant liquidity surplus of the banking system.

Management monitors the state of development of the current situation 
in the external environment and takes measures, if necessary, to minimize 
any negative consequences as much as possible. Further negative 
development of events and macroeconomic conditions may adversely affect 
the Bank’s financial condition and results of operations in a way that cannot 
be determined at this time.

Moody’s notes that the downgrade is due to the consequences of the war 
with Russia, which are likely to create long-term problems for the economy 
and public finances of Ukraine.

So, the situation in Ukraine in 2022 remains quite complex and tense but 
controlled. Continuation of hostilities on the territory of Ukraine, further 
destruction of production facilities, infrastructure, and residential buildings, 
as well as uncertainty regarding the duration of such a situation restrains 
further development and postpones active reconstruction.

Finally, it should be noted that in accordance with the considered actions 
and the adopted Resolution, the banks were obliged to ensure the operation 
of all branches in an uninterrupted mode, but under conditions, if there is 
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no immediate threat to the life and health of employees and customers. 
Banks were obliged to create conditions for free access of their owners to 
their Sejm boxes. At the same time, no restrictions were imposed on non-
cash payments. By the resolution, the NBU undertook to provide support 
to banks for the constant reinforcement of ATMs with cash. In addition, in 
order to maintain liquidity, the central bank introduced the mechanism of 
blank refinancing of banks, namely, the restrictions on the terms and amount 
of refinancing were canceled and the possibility of extending it for another 
calendar year was added. With the aim of leveling the negative impact of 
the panic-stricken mood of the population, regarding the withdrawal of 
funds from the accounts, in the first days of the full-scale war, the National 
Bank introduced a restriction on the withdrawal of cash in the amount of no 
more than UAH 100,000. 

In addition, on the first day of the full-scale invasion, the foreign 
exchange market was completely shut down, except for exchange 
transactions. The official exchange rate on the same day was officially fixed. 
A ban was introduced on the issuance of foreign currency from accounts, 
except for those business entities that were tasked with the implementation 
of mobilization plans. A moratorium on cross-border currency payments 
was introduced. Even though non-cash settlements were carried out in 
an uninterrupted mode, the issue, circulation of electronic money and 
replenishment of electronic wallets was temporarily blocked.

All decisions made by the National Bank were based on the following 
principles: – protection of the interests of bank clients, ensuring the provision 
of services to them at the appropriate level, but considering security factors; – 
support of banking institutions and their liquidity. Thus, the NBU assumed 
that the negative impact of military actions on the activities of banks should 
not cause them to be recognized as insolvent. For this, problematic financial 
institutions will be given time to restore financial stability after the end of 
martial law, if necessary; – ensuring the transparency of banks’ financial 
statements, which reflect their real financial condition. This is due to the fact 
that in the absence of reliable and transparent reporting, it will be extremely 
difficult for the regulator to implement effective measures to improve the 
functioning of the domestic banking system after the end of the war. Based 
on these principles, the NBU determines the list and content of measures 
aimed at supporting the banking system. However, the expediency of using 
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certain levers of regulation in practice depends on the implementation 
of various scenarios of the development of events. An additional tool for 
supporting the stability of the banking system during the period of martial 
law was the introduction of blank refinancing at the beginning of the war. 
According to official data published on the website of the National Bank, 
during the first month of the war, about 30 banks used this tool. At the 
same time, the total amount of indebtedness for this type of refinancing 
amounted to UAH 20.2 billion, which is less than 3% of all deposits. Further 
support for the liquidity of the banking system was carried out through the 
suspension of tenders for the placement of certificates of deposit, with a 
term of 14 days, changing the procedure for announcing refinancing tenders, 
considering the current situation in the country, canceling the requirement 
to increase mandatory reserve standards [4]. In addition, in April 2022, the 
NBU allowed the conduct of (peer to peer) P2P and "quasi cash" transfers to 
foreign accounts. P2P transfers are transfers of funds from the bank account 
of one individual to the bank account of another. On the other hand, quasi-
cash operations include replenishment of electronic wallets, brokerage or 
forex accounts, payment of traveler’s checks, purchase of virtual assets, 
etc. The limit for transferring funds for these types of transfers was  
UAH 100,000. month. Later, due to the use of P2P and "quasi cash" to profit 
from the difference in exchange rates, in July 2022 the limit for transfers 
was reduced to UAH 30,000. From October 5, 2022, by the decision of 
the NBU P2R, transfers to foreign accounts are completely prohibited due 
to the negative impact on the stability of the banking system [5]. To fully 
cover the features of the banking system and the foreign exchange market 
in wartime, we suggest conducting research in the following areas: the 
structure of the banking sector and the main changes that have taken place 
in it, the banking infrastructure, trends in the banking and currency markets. 
According to the results of the review of the banking sector of the sector, 
published by the NBU in February 2023, it was established that the banking 
system withstood and quickly adapted to functioning in the conditions of 
a full-scale invasion. At the time of publication of the review, the banking 
system is characterized as operationally stable, liquid, and profitable.  
This was achieved due to the introduction of reforms in the pre-war period, 
the efforts of the banks themselves, timely preventive measures, and the 
support of the NBU.
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Therefore, thanks to the coordinated actions of the regulator represented 
by the NBU, the national banking system works stably and ensures the 
continuous operation of financial institutions in wartime conditions. 
According to the official data of the National Bank, the losses of the 
financial sector over the last year are estimated as moderate. Despite 
the military risks, a sufficient level of liquidity of the banking system is 
maintained for continuous non-cash payments and fulfillment of other 
obligations. On the other hand, the foreign exchange market experienced 
significant fluctuations, and in the first days of the war it stopped working 
altogether. During 2022, it was gradually restored, by canceling restrictions 
on the purchase of cash through convertible deposits, stopping the issue of 
cash hryvnia and banning P2P transfers abroad. The general stability of the 
foreign exchange market is maintained due to the efforts of the NBU to fix 
the exchange rate, as well as due to international aid that is systematically 
received. In the future, the key factor affecting the financial condition of the 
banking sector will be credit risk, the realization of which can significantly 
reduce the level of bank capital. However, the NBU does not plan to 
impose sanctions on banks due to non-compliance with the requirements 
for the availability of capital and the necessary level of liquidity during 
the legal regime of martial law and for some time after its end, which 
will provide the banking system with the necessary time to restore  
financial stability.

2.2. Management of income and expenses JSC CB "PrivatBank"

The main condition for the restoration of the national economy, which is 
in an unstable state, is the recovery of the financial sector of Ukraine, and in 
particular the banking system.

Today, the role of banks as the main regulators of money flows within the 
national economy has significantly increased. Therefore, in the conditions 
of a systemic crisis in the banking sector of Ukraine, which is accompanied 
by a drop in profitability and liquidity indicators of banking institutions, a 
reduction in the number of banks, an increase in the risks of banking activity, 
a decrease in the level of trust in the banking system and the outflow of 
foreign capital, the issue of creating an effective system in the management 
of financial stability of the bank.
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In the conditions of globalization of the world economy, there is an 
increase in competition in financial markets, accordingly, the problem of 
developing a system for managing the financial stability of the banking 
system becomes a priority, considering the crisis state of the domestic 
banking sector under the influence of modern challenges.

JSC CB "PrivatBank" has existed since 1992 and is a leading bank in the 
banking market of Ukraine. According to the results of the CBR Ukraine 
2020 study, 64.7% of Ukrainians over the age of 16 work at PrivatBank. 
JSC CB "PrivatBank" is one of the most innovative banks in the world. 
An example of this is the fact that more than 10 years ago, PrivatBank was 
one of the first in the world to start using one-time SMS passwords in its 
operations. Recent innovations that have gained worldwide recognition 
include such inventions as mini-payment terminals, the use of QR codes 
to access online banking, online cash transfers and dozens of other diverse 
mobile applications. The bank’s mission: "To contribute to economic 
development, business growth, and the realization of the dreams of private 
clients by providing financial services of the highest quality". The bank’s 
slogan: "PrivatBank – we take and do".

The sole shareholder of PrivatBank, which owns 100% of the bank’s 
shares, is the state represented by the Cabinet of Ministers of Ukraine 
(adess: 01008, Kyiv, Hrushevsky St., building 12/2). The main office of 
PrivatBank is located in the city of Dnipro (formerly Dnipropetrovsk).  
As of December 31, 2021, the bank under study has 20 branches 
and 1,475 operating branches in Ukraine and 1 branch in Cyprus.  
JSC CB "PrivatBank" makes up a fourth part of the entire banking system 
of Ukraine, is a systemically important and the largest specialized savings 
bank that serves the deposits of a third of the population [50, р. 90].  
On December 18, 2016, the Cabinet of Ministers of Ukraine approved the 
National Bank of Ukraine’s proposal for its nationalization.

The key factor influencing the amount of all types of profit of the 
bank under study is the amount of the bank’s income, which is obtained 
in the process of functioning. Income is the basis for the development of 
commercial bank activities. The main share of the banking institution’s 
income is the source of covering expenses related to its operation. 

It is important for the investigated bank to remain a reliable partner 
and financial advisor to its clients, in fact, it hopes to provide high-quality, 
efficient services in 2022 and beyond.
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In 2022, despite the state of war, the bank’s organizational structure 
continued to be improved in accordance with the approved Bank 
Development Strategy: 

–	changes took place in the regional network (the transfer of  
balances and customers of branches to the balance of the Bank’s Head 
Office continued); 

–	 there were changes in the structure of the Head Office (new positions 
of the Bank’s Management Board members were created, a number of new 
divisions were created, internal structures and subordination of individual 
divisions were changed).

As of January 1, 2023, PrivatBank had 1,210 branches. According to 
this indicator, it is the leader among banks. During 2022, the number of 
branches was reduced by 287 institutions, and in 5 years – by 1,033 branches.  
The reason for this was that most small banks were unable to recapitalize.

An analysis of indicators of financial results of the studied commercial 
bank was carried out (Table 2.4).

Based on these financial results, it is worth paying attention to the fact 
that over the past 5 years commission expenses have increased significantly, 
more than four times. However, the volume of interest expenses decreased 
by UAH 11,837 million compared to 2017, but still the main part of the 
expenses of JSC CB "PrivatBank" is interest expenses.

In 2022, JSC CB "PrivatBank" is purposefully developing its services 
and products, offering customers innovative services, financial technologies, 
improving the work of its branches and payment infrastructure, developing 
lending quite rapidly, despite macroeconomic and political problems, 
expanding the product line for various segments clients and responsibly 
approaches risk assessment.

In 2021, the sources of profit of the bank under study did not change 
significantly, however, they were under the influence of macroeconomic 
negative trends. On the one hand, the bank’s income in 2021 was 
significantly affected by restrictions on fluctuations in commission income, 
credit growth, and therefore, on the other hand, the tendency to lower 
interest rates on the market contributed to a decrease in the cost of resources.  
In addition, last year there was an increase in the volatility of macro factors, 
which caused a significant result precisely from financial assets and position 
revaluations.



42

Oksana Drahan, Viktoriia Kostiuk, Olga Faichuk, Oleksandr Faichuk

Table 2.4
Dynamics of indicators of financial results of JSC CB "PrivatBank" 

in 2017–2022, UAH million

Indexes
Years The ratio 

of 2022 to 2017

2017 2018 2019 2020 2021 2022 million 
hryvnias %

Interest income 24485 30754 33841 33563 35854 43686 19201 178,4
Net interest 
income 6111 16752 19667 21961 29317 39918 33807 653,2

Commission 
income 13211 19590 24575 27649 35057 32945 19734 249,4

Net 
commission 
income

10194 15188 18189 18761 23217 20440 10246 200,5

Interest 
expenses 18374 14002 14095 11961 6537 3768 -14606 20,5

Commission 
costs 3017 4402 6386 8888 11840 12505 9488 414,5

Administrative 
and other 
operating 
expenses

12194 13988 6576 6315 2348 10473 -1721 85,8

Income tax 19 -9 -2073 -4403 -3318 5030 5011 -
Net profit 
(loss) -23914 12870 32609 24302 35050 30198 6284 -

Source: compiled by the author based on [56]

Analysis of income and expenses of commercial banks makes it possible 
to find out the reasons for changes in these incomes and expenses and 
to monitor the trend of such changes, which will contribute to effective 
management of income and expenses of banks. Own management of 
income and expenses is a rather complex process, therefore its main goal 
is to increase the level of income and minimize bank expenses, which will 
make it possible to increase the level of profit of the banking institution, 
make it possible to make a qualitative forecast and determine the factors 
affecting the amount of income and expenses of the domestic the bank.  
At the same time, the analysis of the bank’s income and expenses structure 
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serves as a fundamental prerequisite for ensuring the safety of cooperation 
with a commercial bank on the part of customers, depositors, shareholders 
and other banking institutions.

The bank provides universal service for a wide range of clients and 
is the leader of the Ukrainian market in the retail segment, actively 
promoting services for small and medium-sized businesses and selectively 
working in the corporate sector. The basis of the bank’s resource base  
is the funds of individuals in the national currency with a significant  
share of current accounts. The Bank’s strategic goal is to build a high-
quality credit portfolio of retail loans and loans to small and medium-
sized businesses (SMEs). The bank has a powerful Privat24 transaction  
platform, which allows you to effectively serve account management 
operations for clients of all segments and ensures a high level of  
commission income. Along with online services, the Bank has an 
extensive network of branches, ATMs and self-service terminals that 
allow providing services throughout the country (with the exception of 
temporarily occupied territories).

Let’s analyze in more detail the bank’s income and expenses, among 
which the following are the most significant: interest income and expenses 
(Figure 2.5).

In 2022, a significant improvement in the bank’s financial results was 
due to the growth of its revenues and a decrease in costs. Net interest 
income in 2022 amounted to UAH 43.7 billion, it increased by almost 
21,8% compared to 2021.

In addition, JSC CB "PrivatBank" was forced to create additional 
reserves in order to reduce the usefulness of credit operations, as a result 
of the impact of the COVID 2019 pandemic on the economic activity of 
borrowers. The size of this reserve was UAH 1.25 billion. If you calculate 
the impairment reserve, it turns out that the net interest income of PrivatBank 
is practically stable.

The increase in the total income of the bank under study was caused by 
the growth of net interest income and net commission income (Figure 2.6).

The net commission income of PrivatBank is gradually increasing, in 
2020 it has already reached the level of UAH 27.6 billion, compared to 
2019 – UAH 24.6 billion. Trends in commission income are caused by the 
revision of commercial bank tariffs and an increase in the amount of bank 
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client payments. The trading result was formed mainly due to currency 
purchase and sale operations, so in 2020 it amounted to UAH 3.1 billion. 
Also, a certain share of PrivatBank’s profit is the result of the influence of 
macroeconomic factors.

The global and domestic economy has undergone some changes, and 
this led to an increase in the fair value of domestic state loan bonds, which 
were received as a contribution to the charter capital of a commercial 
bank upon nationalization. As a result of this revaluation, PrivatBank 
received UAH 16 billion in profit in 2020. In addition, such a revaluation 
to some extent reduces the negative impact on the commercial bank’s 
consequences of exchange rate fluctuations, which during 2020 caused  
up to UAH 7.5 billion losses.

In 2022 JSC KB "PrivatBank" continued to hold onthe dominant and 
leading position of the domestic banking sector in terms of the number 
of clients who are convinced that PrivatBank is their main bank based on 
financial indicators. However, profit at any cost is not the bank’s key priority. 
Its main goal is to implement a long-term sustainable business model of the 
company. The confirmation of such stability and continuous and dynamic 
development of the bank is the increase in the number of active clients [55].

It is worth noting that another cost item of PrivatBank is the funds it 
allocates to the development of offline business, to the effectiveness and 
convenience of branch operations. In December 2020, the bank under 

Figure 2.5. Dynamics and structure of interest income 
of JSC KB "PrivatBank" for 2017 and 2022

Source: compiled by the author based on [56]
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study opened a branch with an innovative format – Concept Store.  
This branch reflects a harmonious combination of modern design, state-
of-the-art technologies and high-quality banking service. In such a branch, 
clients of PrivatBank can not only receive financial services, but also hold 
events, meetings or simply work in comfortable conditions.

In Ukraine, starting from the end of 2013, the economic and political 
situation was characterized by instability, the result of which was the 
deterioration of state finances and a rather sharp devaluation of the national 
currency, the hryvnia, relative to the base foreign currencies. Already at 
the end of 2016, JSC CB "PrivatBank", which was the largest credit and 
financial institution, went bankrupt and was nationalized.

Clients’ trust in the state-owned PrivatBank grows every year.  
This is evidenced by the amount of clients’ funds in PrivatBank at the 
end of 2020, in contrast to last year’s indicators, i.e. it increased by 29% 
to UAH 309.5 billion. According to the results of 2020, the number of 
clients – individuals of JSC CB "PrivatBank" increased fundamentally 

Figure 2.6. The dynamics of interest and commission income  
of JSC CB "PrivatBank" for the years 2017–2022, UAH million

Source: compiled by the author based on [56]

 

24485
30754 33841 33563 35854

43686
13211

19590
24575 27649

35057
32945

0
10000
20000
30000
40000
50000
60000
70000
80000
90000

2017 2018 2019 2020 2021 2022

Interest income Commission income



46

Oksana Drahan, Viktoriia Kostiuk, Olga Faichuk, Oleksandr Faichuk

by 1.2 million, and the number of clients – legal entities (entrepreneurs) 
increased by a record 122 thousand.

Part of the bank’s income is the source of its net profit. The greater the 
range of financial services offered by the bank to clients, the greater the profit 
expected for investors in the bank’s capital. Therefore, any commercial 
bank aims to increase the volume of services, that is, to increase its assets 
and liabilities, which under normal conditions will contribute to increasing 
its profit.

The net profit of the banking institution for 2021 amounted to  
UAH 35.05 billion, this indicator remains the maximum financial result of 
the entire national banking sector (Figure 2.7).

It is worth noting that over the past 5 years, the net profit of the bank 
under study has grown more than 8 times. The trend line shows that the size 
of the net profit of JSC CB "PrivatBank" has positive dynamics.

Based on the obtained figure, it is confirmed that PrivatBank has always 
been one of the largest, that is, its bankruptcy would have a very negative 
impact on the general economy of the country and would cause quite large 
losses among the clients of this bank. This would be the cause of the final 
loss of customer confidence in the domestic banking system and the state 
as a whole. It is because of this that the state had to save PrivatBank by 
nationalizing it and paying off all its debts. More than UAH 155 billion 
from the state budget was spent on these actions. However, the purpose 
of the nationalization of this bank was its financial recovery by 2022 with 
subsequent sale for the return of funds.

In general, the years 2020–2021 are the period of spread of the coronavirus 
pandemic (COVID-19), as a result of which there was a recession of the 
world economy and not excluding the domestic economy, and a significant 
slowdown of economic activity in Ukraine occurred due to the invasion of 
the Russian Federation.

Speaking specifically about the investigated period, even in quarantine 
conditions, PrivatBank promptly responded to changes and was able to ensure 
uninterrupted operation of branches, online support for its customers and 
protection of its own personnel. In fact, since the beginning of the coronavirus 
pandemic and the introduction of the lockdown, the bank has developed 
and offered support to its customers through "credit holidays", numerous 
restructuring programs, and reduced tariffs for various banking operations.
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Within the commercial bank, the process of optimizing activities, 
products and service delivery channels was actively being reviewed. 
Moreover, the primary task was to ensure a smooth, effective and high-
quality customer service process, taking into account the organization 
of the work of departments and offices in the conditions of strict 
quarantine restrictions and increased requirements for the protection  
of employees.

Actually, it was the experience gained during the pandemic and 
several years of active work under quarantine restrictions that helped  
JSC CB "PrivatBank" to withstand the full-scale invasion of the Russian 
Federation and show quite good results.

The priority areas of the Bank’s activity are improving the quality 
of customer service processes with mandatory compliance with the 
requirements of the law, developing lending while maintaining the high 
quality of the loan portfolio, improving and developing banking products/
services, and optimizing the infrastructure.

 Figure 2.7. Net profit (loss) of JSC KB "PrivatBank"  
for 2017–2022, UAH billion

Source: compiled by the author based on [56]
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However, during the period of martial law and the post-war recovery 
of the economy, the target priorities of the Bank, as the state bank of 
Ukraine, are primarily active participation in ensuring the financial stability 
of Ukraine, support and stability of the functioning of the banking sector, 
ensuring financing of priority sectors of the economy and smooth functioning 
of enterprises (objects) of critical infrastructure, including those owned  
by the state.

As defined in the Main (strategic) areas of activity of state sector banks 
for the period of martial law and post-war economic recovery (approved by 
the order of the Cabinet of Ministers of Ukraine on May 7, 2022), during 
the period of martial law and post-war economic recovery, state banks must 
ensure the achievement of the following strategic goals:

–	provision of financial support for priority sectors of the economy and 
enterprises (objects) of critical infrastructure;

–	the availability of banking services to ensure the protection of 
consumer rights, in particular within the framework of social protection of 
the population, provided there is no physical threat to bank employees;

–	creation of conditions for the rapid restoration of the provision of 
banking services in full and ensuring the functionality and continuity of the 
work of public sector banks;

–	creating, setting up and maintaining the functioning of an effective 
system of physical security (the central office and separate divisions of such 
a bank, including the security of bank employees), security of operating 
systems, in particular with the use of cloud solutions, and cyber security;

–	implementation of measures aimed at reducing risks, including 
implementation of possible threats, implementation of bank security 
measures, in particular control over security risks (including physical, 
financial, cyber security and security of operating systems), elimination 
and/or minimization of the consequences of realized threats and crisis 
situations;

–	smooth and effective work of the bank’s managers to ensure the 
adoption of the necessary management decisions;

–	preservation of the bank’s financial stability, identification of possible 
threats to such stability, as well as prompt response to threats to financial 
stability and/or their avoidance.
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2.3. Analysis of the profitability of JSC CB "PrivatBank"

Recognition of the financial results of commercial bank activity is 
confirmed in various nominations of well-known international agencies. 
Only in 2020 JSC CB "Privatbank" entered the top 10 banks of Central 
and Eastern Europe, the investigated bank received the nomination  
"CEE’s best bank transformation" according to Euromoney.  
JSC CB "Privatbank" became one of the first domestic commercial banks 
to which was included in the ranking of the best banks in the region for the 
entire history of this competition "Euromoney’s Awards for Excellence".

JSC CB "PrivatBank" is actively developing financial innovative 
technologies. Actually, during 2020–2022 the bank developed 
and implemented new innovative products such as: the first in the 
national banking space biometric payment POS terminals with 
FacePay24 technology, in addition, introduced the possibility of payments 
in chatbots of the very popular social messenger Viber, along with  
SM POS and UKey became a leading innovator in the implementation of 
software POS for business (in one device is a comprehensive solution that 
combines a state-of-the-art mobile POS terminal with all payment systems 
functions, product accounting system and cash register), using comfortable 
online acquiring LiqPay. In 2021, introduced the technology of biometric 
recognition of the client’s voice for additional protection of financial  
transactions.

The banking institution studied in this paper is the first in banking 
market of Ukraine opened the issue of payment cards of the international 
UnionPay International system and introduced the first co-bagging card on 
the domestic market, which combines two payment systems at the same 
time, and at the end of 2020 launched an online service for subscription and 
management of utilities providers.

In addition, it is worth noting the significant results of the bank under 
study in 2021 JSC KB "Privatbank" replenished the state budget of Ukraine 
by more than 13 billion hryvnias in taxes and fees. This is the result 
nationalization of this commercial bank, because before him transition to 
state ownership, PrivatBank was reluctant to pay taxes and meeting.

The profitability of a banking institution is a multifaceted economic 
category, which undoubtedly combines the results obtained from the activity 
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of a business entity, and, in fact, its ability to earn a profit as a key source of 
expanded reproduction in the future.

To further calculate the profitability ratios, it is necessary to consider 
the indicators regarding the financial condition of JSC CB "PrivatBank", 
which are necessary for substitution into the formulas for calculating these 
ratios. Table 2.5 shows the key results of JSC CB "PrivatBank" activity for 
the period 2017–2022.

Table 2.5
The main indicators of JSC CB "PrivatBank" activity  

for the calculation of efficiency ratios for 2017–2022, UAH million

Indexes
Years Absolute 

deviation 
2022/20172017 2018 2019 2020 2021 2022

Net profit (loss) -22966 11688 32609 25306 35050 30198 53164
Assets 259061 525248 552058 568244 582851 96380 -162681
Passives 233454 250575 259577 333112 334681 491895 258441
Interest income 24485 30754 33841 33563 35854 43686 19201
Interest expenses 18374 14002 14095 11961 6537 3768 -14606
Credit portfolio 38118 52020 61033 56805 70193 71416 33298
Liquid funds 19697 22345 27030 27030 28118 40567 20864
Bank funds 234 195 201 2 3 3 -231
Equity 25608 31462 54529 53828 66615 57843 32235
Share capital 206060 206060 206060 206060 206060 206060 0

Source: compiled by the author based on data [56]

JSC CB "PrivatBank" is currently positioned as one of the systemically 
important banks of Ukraine, which is confidently developing on the 
domestic financial market. In confirmation of this, we observe the growth of 
the bank’s assets for the period 2017–2022: 259061UAH million in 2017 to 
96380UAH million in 2022 We also see an increase in profits, despite the 
rather difficult operating conditions caused by the Covid-19 pandemic: 
UAH 22,97 million to UAH 30,2 million. However, in 2022, net income 
fell to 4,852 million.

The Bank’s equity increased by 0.94%: from UAH 52,828 million in 
2020 to UAH 66,615 million in 2021. The size of the bank’s share capital 
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in the analyzed period did not change and as of the end of 2021 amounted 
to UAH 206,060 million.

The commercial bank’s effective policy of increasing its own capital 
made it possible to stop using subordinated debt in 2019. Actually, the 
growth of equity capital during the analyzed period occurred primarily 
due to the growth of authorized capital and retained earnings, the highest 
growth rates of which were observed in the distant 2017. During this period, 
other funds were actively attracted, and tax liabilities increased.

In 2021, the loan portfolio of JSC KB PrivatBank grew by 19.03% 
to UAH 70,193 million, and its share in the banking institution’s assets 
increased from 14.38% to 17.62%, or by 3.24 percentage points.

The amount of profit of a commercial bank reflects the relative effect of 
conducting activities, and profitability outlines the measure of this efficiency, 
that is, the relative level of profitability of the institution, the products produced 
or the services provided. Profitability makes it possible to imagine whether the 
profit is at a sufficient level in comparison with other specific indicators that 
have an impact on the implementation of the financial and economic activities 
of the enterprise. In the course of calculating the profitability indicator, the 
profit itself is compared with the factors that are the most influential.

Therefore, JSC KB "PrivatBank" generated a significant amount of 
profit and increased net interest and net commission income compared to 
2020, and even more so to previous years.

Moreover, despite the multiple growth of individual indicators, in 
general, the growth rate of assets and liabilities items is decreasing.

The use of profit as an indicator of the assessment of financial results of 
activity is complicated by differences in the scale of activity both between 
different commercial banks and within one, but at different time intervals. 
To compare the profitability of different banking institutions and analyze 
profitability, it is necessary to analyze relative indicators of profitability 
(profitability).

The ROA indicator makes it possible to make an assessment of the 
management’s effectiveness in ensuring the profitable activity of a banking 
institution. This indicator is calculated as the ratio of the net profit indicator 
to the bank’s assets indicator (the normative value of this should be at  
least 1%). In 2017, this indicator had a negative, negative value. But already 
in 2018–2019, this indicator has a satisfactory value. Starting from 2019, 
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the indicator began to deteriorate, which, in our opinion, was caused by the 
influence of crisis political, economic and social factors.

In 2016, the profitability indicator had a rather low value (-55.8%), 
it is worth noting that the decrease in the profitability indicator began 
in 2014, then the indicator halved (from 1% in 2013 to 0.4% in 2014).  
After the nationalization of the bank, there is a tendency to improve the 
bank’s profitability and, accordingly, to improve its solvency.

The ROE indicator reflects the strategic relationship between profitability 
and risk, this indicator is sensitive to the sources of formation of the banking 
institution’s resources and depends on which sources are used more in 
turnover – own or borrowed. This indicator is calculated as the ratio of 
the bank’s net profit to capital (normative value should be at least 15%).  
This indicator had an extremely low value in 2017 and was equal to -120%.

It should be noted that in 2018 and 2019 this indicator is above the norm 
and as of the end of the II quarter of 2019 is 69.9%. Note that in 2016

the bank was in a rather critical state, the profitability indicator was 
six times less than the norm. Taking into account that the equity ratio of 
JSC KB "PrivatBank" also decreased sharply in 2016, we can conclude 
that in 2016 the bank was on the verge of bankruptcy and threatened with 
liquidation. Since 2018, the equity ratio has increased, profitability during 
2019–2022 fluctuates within 50%.

The calculation of the main profitability ratios of JSC KB "PrivatBank" 
is shown in Table 2.6.

Analyzing the key profitability indicators of JSC KB PrivatBank, it is 
worth noting that in the period 2017–2022, all indicators corresponded to 
the recommended values, however, in 2017, the indicators of profitability of 
assets, net interest margin and profitability of capital did not meet the norm.

Based on the value of the return on assets indicator, it can be concluded 
that in 2017–2022 JSC CB "PrivatBank" used its available resources 
effectively, but in 2017 it was quite inefficient, because in these years the 
value of this indicator was lower than 1%.

In 2017, a significant deviation from the norm was also observed in 
relation to the capital profitability indicator, since the recommended 
value of this indicator should be at least 15%, in the studied 2018–2021, 
the capital profitability indicator is consistent with the normative value.  
This ratio shows how much net profit per 1 (one) hryvnia of equity.
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Table 2.6
Calculation of key profitability indicators  

of JSC CB "PrivatBank" for 2017–2022, %

Indicator 2017 2018 2019 2020 2021 2022
Relation

2022 from 
2017 (+, -)

Profitability
return on assets (ROA) -8.87 2.23 5.90 4.45 5 4,7 -0.68

Profitability
return on equity (ROE) -89.68 37.15 59.80 47.01 50 45 -0.59

Clean spread
(Emergency) 3.99 5.63 6.96 6.25 6.51 1.63

Pure interest
margin (CPM) 1.95 6.20 7.63 6.61 8.9 4.11

Current indicator
profitability -0.09 0.05 0.11 0.06 0.14 -1.56

Average indicator
the amount of profit -1.01 0.41 0.59 0.46 0.63 -63

Profitability indicator
income 0.96 1.18 0.94 1.07 0.99 1.03

Source: compiled by the author based on data [56]

The net spread shows the level of consistency of the banking institution’s 
interest policy on credit and deposit operations. This indicator for all the studied 
years is within the normal range (the recommended value is at least 1.25%).

In general, the analysis of the coefficients of financial stability, liquidity, 
profitability and the analysis of the dynamics of the main indicators allow us 
to conclude that JSC KB "PrivatBank" despite the crisis in the banking sector 
and a number of external factors that negatively affect it, has a satisfactory 
level of financial stability. However, the modern market environment is 
quite unstable and the bank must systematically take measures to maintain 
the level of financial stability and ensure its competitive capabilities.

Net interest margin is an indicator that evaluates the bank’s ability 
to generate net interest income using total assets. That is, this indicator 
reflects the structure of commercial bank assets. In 2017, this indicator was 
also below the normative value and this became a signal of the threat of 
bankruptcy. The main factors of the decrease in the interest margin include 
a decrease in interest rates on loans, a decrease in the specific weight of 
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income assets in the total volume, an increase in resource prices, and an 
incorrect interest rate policy. The recommended value of this indicator is 
within 4.5%, in the studied 2018–2021, the indicator is even higher than 
optimal. The net interest margin shows how much net interest income 
comes from 1 hryvnia of working assets.

Bank profitability plays an important role in the activity of commercial 
banks. A comprehensive and reliable assessment of the bank’s profitability 
makes it possible to obtain the maximum amount of information necessary 
for the analysis of the bank’s financial stability. The basis for a specific 
assessment is the need to obtain clearer, objective and logical conclusions 
regarding the development prospects and financial condition of the bank for 
the bank’s customers, creditors, depositors and the NBU, which constantly 
monitors the activities of the bank’s organization. If you manage the 
profitability of the bank effectively, with reliable estimates and objective 
analysis, which will lead to the achievement of the tactical and strategic 
financial goals of the bank [55].

The study of known options for bank profitability analysis made it 
clear that the most objective assessment of profitability can be obtained by 
determining the profitability ratings of commercial banks of Ukraine and 
using a system of relative indicators, namely: ROE – return on equity and 
ROA – return on assets.

The key indicator of banks’ profitability is the profitability of assets.  
This indicator determines whether a commercial bank functions effectively, 
that is, what is the average amount of profit obtained by 1 (one) unit of assets. 
Information on the profit on shareholders’ funds also includes an indicator 
of the return on equity capital. This indicator characterizes the amount of 
net profit after full deduction of taxes obtained for 1 (one) monetary unit of 
the share capital of a commercial bank.

By using the system of the listed indicators, it is possible to assess the 
profitability and efficiency of the bank under study both to its customers and 
to the administration in real conditions. We note that the indicator (ROA) 
contains a valuable informative base for the bank’s clients, as well as for 
banking supervision authorities. Whereas the rate of return on equity (ROE) 
is more significant for bank owners.

The profitability of a banking institution plays an important role in 
their functioning. A comprehensive and qualitative assessment of the 
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profitability of a commercial bank makes it possible to obtain the largest 
possible amount of important data for analyzing the financial stability of 
financial institutions. This is necessary in order to obtain clearer and more 
significant conclusions regarding the development of the bank and its 
financial condition for the near future both for its depositors, creditors and 
customers, and for the National Bank of Ukraine, the purpose of which is 
continuous and high-quality supervision of the work of domestic banking 
institutions [58, р. 30].

So, in 2021 JSC CB "PrivatBank" fundamentally increased the loan 
portfolio (by 19.03%) and, on the contrary, decreased the portfolio of 
investment securities (by 10.31%), and bank debt (by 30.31%). As of the end 
of 2021, JSC CB "PrivatBank" was very well provided with capital (core and 
regulatory) and liquidity, which, accordingly, positively affects the credit 
rating of the bank under study. According to the results of 2021 compared to 
2020, PrivatBank significantly increased net interest income (+32.52%) and 
net commission income (+28.60%). The profit of the investigated bank for 
2021 amounted to UAH 35,050 million, which, according to the regulator, 
is about 41.26% of the total profit of the domestic banking system. Also, it 
is worth emphasizing that PrivatBank is a strategic interest of Ukraine, that 
is, it provides it with a high level of external support.
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CHAPTER 3. IMPROVEMENT  
OF THE INCOME AND COST 
MANAGEMENT MECHANISM  
OF JSC CB "PRIVATBANK"
DOI: https://doi.org/10.30525/978-9934-26-380-4-3

3.1. Forecast of the macroeconomic  
and financial environment in Ukraine

In 2023 as a whole, global activity is projected to slow, with a 
pronounced deceleration in advanced economies and a sizable pickup in 
China. Inflation pressures persist, and the drag on growth from the ongoing 
monetary tightening to restore price stability is expected to peak in 2023 in 
many major economies. Recent banking sector stress will further tighten 
credit conditions. This will result in a substantial growth deceleration in the 
second half of this year [63].

It should be noted that Russia’s invasion in Ukraine continues to take 
a heavy human and economic losses. According to the previos World 
Bank assessment the Ukrainian gross domestic productwas anticipated to 
expand by 2 percent in 2023. This represents a downgrade of 1.3 percentage 
points since January, mostly to take account of the economic disruptions 
caused by the destruction of energy infrastructure in the fourth quarter of 
2022.Public finances will remain under pressure despite official external 
support, including the recently agreed IMF financing of $15.6 billion under 
the Extended Fund Facility [60]. Reconstruction and recovery costs have 
been estimated at 2.6 times the 2022 level of GDP and more than 8 million 
refugees have been recorded across Europe [61].

However, due to the more stable electricity supply, increased government 
spending, continued donor support, a better harvest, and a shift in some 
exports to the western borders, Ukraine’s economy is forecast to grow by 
3.5% in 2023, after falling by 29.1% in 2022 due to Russia’s invasion.

Moreover, the inflation rate in Ukraine in 2024 will be 10.8%, compared 
to 14.7% expected in 2023.The producer price index for industrial products 
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should decline to 12.5%, down from 19.4% in 2023. The NBU is projecting 
that inflation will ease further to 8.5% in 2024 and to 6.0% in 2025. A number 
of factors will contribute to this. First, a gradual decrease is expected 
to occur in global prices, in particular for energy Second, the end of the 
war should contribute to the growth in production, and a greater supply 
of goods should curb inflation. Third, the NBU will continue to balance 
the FX market and protect the attractiveness of the hryvnia. This will 
restrain price increases for imported goods. Investment and international 
financial assistance will additionally bolster the hryvnia exchange rate at 
the stage of Ukraine’s reconstruction. At the same time, the main driver 
of inflation in the post-war years will likely be the gradual adjustment of  
utility tariffs [66].

The average monthly salary in 2024 should increase to UAH 21 852 from 
UAH 18 118 in 2023. According to the forecast, the unemployment 
rate will decline from 18.8% in 2023 to 13.4% in the following year.  
The unemployment rate in Ukraine is declining, but slowly so. One of the 
main reasons is qualification mismatches. As the war grinds on, demand has 
risen for some professions and decreased for others. All too often, job seekers 
find themselves offering a certain set of skills while employers are looking 
for different ones. As a result, businesses are experiencing considerable 
difficulties in closing open positions. New vacancies are predominantly in 
vocational workers, logistics, and sales. Specialists trained in healthcare 
and education are also being sought more actively. Staffing problems are of 
course compounded by the forced migration fueled by the war. However, the 
recovery of the economy is nonetheless contributing to the gradual revival 
of the labor market. Businesses are increasingly competing for workers and 
raising wages. This is evidenced by both tax data and job search sites data. 
According to surveys, companies themselves are also expecting further 
growth in expenses on the compensation of employees. The NBU is also 
projecting a gradual reduction in unemployment and an increase in wages 
in 2023–2025 in both nominal and real terms. The post-war rebuilding of 
Ukraine will create conditions for sustainable growth in employment and 
incomes [66].

Also, the forecast for financing the state budget for 2024 envisages a 
reduction in the deficit to 20.4% of GDP (27% of GDP in 2023). The state 
debt is planned to be repaid in the amount of UAH 606.5 billion, including 
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UAH 421.6 billion of domestic debt and UAH 184.9 billion of external debt. 
The official hryvnia exchange rate is expected to reach UAH 36.6–37.5$ by 
the end of 2023, compared to the previous forecast of UAH 39$, and a 
moderate depreciation to UAH 41/$ by the end of 2024. The National Bank 
reserves are expected to reach $42 billion by the end of 2023 and grow to 
$47 billion by the end of 2024, the forecast confirms [62].

About 6 million Ukrainians are still abroad because of the Russian 
invasion. Between 1.3 million and 3.3 million may stay there permanently, 
depending on the optimistic or pessimistic scenario. The non-return of 
Ukrainians will have a significant impact on the Ukrainian economy, which 
could lose between 2.7% and 6.9% of GDP annually, the report says. Most 
of the IDPs have found a place in Poland and Germany. The majority of 
those who left Ukraine were women aged 35–49 and children. The non-
return of migrants could have a major impact on Ukraine’s demographic 
situation for many years to come, even after the war ends. If the state fails 
to implement an effective policy on the return of migrants, Ukraine will face 
a labour shortage of 3.1–4.5 million people by 2032.

Cumulative economic losses over the next 10 years, according to these 
estimates, could reach up to $113 billion. Due to low birth rates, these losses 
will not be compensated for by natural population growth [64].

Economic activity in Ukraine grew strongly in the first quarter of 2023, 
driven by the rapid recovery of the energy system after the Russian attacks. 
The second factor is the relatively stable security situation, despite rocket 
attacks. The key aspect is that the frontline has remained almost unchanged 
for many months. The third component is macro stability. This includes 
financial assistance from partners, the strengthening of the hryvnia, slowing 
inflation, and the continued operation of the grain corridor (albeit with 
interruptions) [62].

According to the National Bank of Ukraine analysis the Ukrainian 
economy is recovering faster than it was expected. This has been facilitated 
by the absence of power outages, as well as by the further rerouting of 
supply chains, including through the western borders. As a result, various 
types of economic activity have been reviving, such as metallurgy, livestock 
farming, and the food industry. Domestic demand has also been more upbeat 
than the NBU projected. Ukrainians have begun to spend more on goods 
and services. This has, among other things, been driven by the improvement 
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in consumer sentiment amid the economic recovery and a certain uptick in 
the financial standing of households. Significant budget expenditures are 
also playing an important role. Thanks to large amounts of international 
aid, the government can finance social expenditures and the reconstruction 
of damaged infrastructure while using tax revenues to support the  
Armed Forces [66].

Ukraine’s operating, recovery, and reconstruction needs are staggering. 
To support the continuation of essential government services over the last 
year, the World Bank has mobilized more than $23 billion in emergency 
financing, including commitments and pledges, which includes grants, 
guarantees, and linked parallel financing from the US, UK, European 
countries, and Japan. This includes $3.4 billion on the World Bank’s own 
balance sheet, with another $6.5 billion on the Bank balance sheet planned 
over the next 12 months. As of April 2, 2023, more than $20 billion has 
been disbursed through World Bank projects and trust funds, as well as 
additional funds through parallel disbursements. About half of all the 
economic assistance for Ukraine has been mobilized through the World 
Bank. This support has reached 13 million Ukrainians, and is helping to 
provide wages for hospital workers, government and school employees, 
pensions for the elderly, salaries for public servants, and social programs 
for the vulnerable [65].

The Ukrainian banks have been actively raising their deposit rates in 
spring and summer 2023. In many financial institutions, 3–12-month 
hryvnia deposits come with interest rates of 15% and higher. Such a yield 
safeguards savings from losing its value due to inflation. It therefore is 
no surprise that in recent months, Ukrainians have been actively making 
deposits denominated in the domestic currency. Meanwhile, the demand 
for FX deposits has declined. All of this has been made possible by the 
NBU’s consistent policy. Specifically, the increase in the key policy rate 
and other measures taken by the NBU over the past year have contributed 
to improving the FX market situation and strengthening confidence in the 
hryvnia. This achievement is important for the entire economy. Of course, 
interest rates on loans to businesses and households also remain high.  
This is primarily due to significant inflation and wartime risks. Loan rates 
are expected to decrease in the years ahead because of an expected easing 
of security risks and a further pullback in inflation [66].
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3.2. Strategic management of profitability of JSC CB "PrivatBank"

We will propose several measures, the implementation of which will 
make it possible to eliminate the shortcomings identified during the analysis 
of banking activity. In order to increase the bank’s profitability, it is necessary 
to properly manage the bank’s income and expenses. The importance of 
managing income and expenses is to choose the best structure of income 
and expenses, which can be used to regulate the profitability of banking 
operations [31].

We will conduct a comprehensive analysis that combines:
–	PEST analysis;
–	SWOT analysis;
–	content analysis.
Thanks to the PEST analysis, we carried out a general analysis of external 

factors that have an impact on banking activity. In order to characterize the 
structure of JSC KB "PrivatBank", we selected the parameters of the factors 
of the specified categories (Table 3.1).

In order to achieve the most accurate result, we also conducted a SWOT 
analysis. It helps to comprehensively analyze the internal stability of the 
bank’s structure. The results of this analysis are shown in Figure 3.1.

You need to start with the strengths, the advantages of the company’s 
operation, on which you need to focus. Strengths (S):

–	has been in the market of banking services for a long time;
excellent reputation of the bank;
–	PrivatBank has a large number of branches, ATMs and self-service 

terminals in various cities of Ukraine, an extensive network of branches 
abroad;

–	PrivatBank introduces innovations in the field of technologies and 
services in the banking market;

–	a wide range of offered services and its uniqueness;
–	a wide selection of bank cards;
–	the investigated bank is open to customers;
–	own site and feedback;
–	the well-known corporate brand of the bank;
–	rather high deposit rates;
–	distinguishing services of private and legal entities;
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Table 3.1
Exogenous factors influencing the activities of JSC CB "PrivatBank"

Factors Characteristic
Political environment (P)

Legislation
– legislative framework Ukraine often suffered significant 
changes, including and in the financial sphere;
– change of status bank with commercial on state.

Leadership The transfer of power from the owner Ihor Kolomoiskyi 
to state

Economic environment (E)
Competitors Analysis of competitors and their services

Tax Code Due to the large number of changes in this segment, 
this one the indicator is very significant for risk assessment.

The economic 
situation in 
country and war

– General analysiswithsituations, forecasting rise/fall 
in demand for banking services, negative predictions changes
– Fluctuations in GDP;
– Consequences of the Russian military attack

Monetary 
and credit policy

– systematic inflation monitoring processes;
– stability national currency exchange rate as much as possible 
during the war.

Social Factors (S)

Demography

– demographic change situations, in particular as a result 
of the war;
– growth retirement age;
– passing through banks scholarships, wages and pensions;
– employment of the population and its solvency;
– customer activity and awareness.

Charity Social activity of a financial institution

Workers Creation and maintenance promotion system qualifications, 
motivation personnel and their protection and safety.

Education Demand for highly qualified and competent specialists.
Technological factors (S)

Rapid development 
of technologies

Through dynamic development information technologies 
a complication is predicted processes of their effective using. 
This predicts demand for specialists who are able organize 
them appropriately and effective use.

FinTech in the 
banking sector

Constant demand for new, modern banking products 
and potential in this area.

Source: compiled by the author based on [16; 32; 33]
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–	sustainable corporate culture;
–	a large number of prints;
–	provide information to clients in a timely manner;
–	the possibility of ordering and purchasing tickets for any type of 

transport;
–	 the bank carries out charity and sponsorship activities;
–	perfect incentive mechanism for bank employees, the possibility of 

career development;
–	successfully resist a mass information attack;
–	proprietary software;
–	sufficient number of vacancies and jobs.
JSC CB "PrivatBank" has quite significant advantages, but it also has 

some disadvantages that negatively affect banking activity.
Negative sides (W):
–	concerns of clients regarding the transition of the bank from a 

commercial form of ownership to a state one;
–	explosions of ATMs and counterfeiting of branches;
–	many negative rumors;
–	high turnover of lower-ranking personnel in banks;
–	among the public, the bank has long-standing ties with Ihor 

Kolomoiskyi;
–	ordinary bank employees are not interested in the development  

of the bank;
–	significant organizational structure;
–	the bank’s rating was downgraded compared to last year.
Also, it is worth describing the opportunities that await the bank under 

study. The bank’s capabilities include (O):
–	stable economic growth in Ukraine;
–	attract additional client base;
–	improve the security of bank branches;
–	growth of investment activity;
–	market share growth;
–	improve the risk management system;
–	introduction of cooperation with other enterprises;
–	get new levels of international ratings;
–	improving the image of the bank;
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–	interests of investors;
–	improve the quality of program functionality.
Threat (T):
–	drop in consumer confidence;
–	negative attitude towards the bank on the part of its owners and media 

materials;
–	active activity of competitors;
–	unstable economic and political situation and war;
–	inflationary growth;
–	making changes to Ukrainian legislation that may have a negative 

impact on financial institutions.
On the basis of the conducted analysis and methodology, we can 

confidently determine that JSC CB "PrivatBank" positions itself as a 
reliable bank that works efficiently and harmoniously in the financial 
markets of our country. But it is clear that the bank is experiencing a 
certain crisis due to changes in management, which brings new threats to 
the organization.

Using the above opportunities and taking into account potential threats 
of an internal and external nature, it is possible to increase the efficiency of 
the bank’s activities.

The fundamental factors of the bank’s competitiveness, which are 
investigated, are the innovative application in the bank’s structure, 
affordability at the price and a fairly high quality of service provision, 
which can also be improved from the point of view of analytical factors. 
Today, the technological factor is one of the most important factors of 
the external environment, namely innovations that improve services and 
increase the overall mobility of enterprises and their activities. Maintaining 
a good reputation and image of the company at a high level remains a 
very important factor during the crisis. This is especially important for 
banks, as the results of the credit organization directly depend on these 
factors. Therefore, during the crisis of 2016, when the atmosphere around  
JSC CB "PrivatBank" was quite tense and uncertain, given the large number 
of negative rumors about the future of the bank,

–	retain depositors and convince them of the reliability of the bank;
–	continue to provide customers with a high level of service;
–	organize and implement various projects.
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Anti-crisis communications of JSC CB "PrivatBank" are unique in that 
they focus on the following:

–	a financial institution partly depends on the attraction of funds from 
depositors who trust it, therefore, having lost a client, the bank immediately 
approaches a liquidity crisis and observes a worse situation;

–	banks also depend on the image created by the media, pundits, opinion 
leaders, rating agencies and depositors themselves. A bank’s image takes 
years to form, but it can be completely destroyed in just a few days;

SO strategy ST-strategy 
 Distribution of participation in the market  

of banking services; 
 Expanding the client base and retaining 

existing clients; 
 Introduction of product lines and innovative 

services; 
 Increasing the volume of work with corporate 

and private clients; 
 Control of bank expenses; 
 The use of high-quality advertising, which will 

make it possible to effectively and timely 
distribute information about new services to 
existing and potential customers of the bank; 

 Formulation and maintenance of a positive 
image of the bank; 

 Keep existing customers from switching  
to other banks; 

 Application of the main advantages when 
compared with competitors: high reputation 
and work experience; 

 Reducing the riskiness of banking 
operations by using a large-scale customer 
information base; 

 Control of customer preferences; 
 Improvement of the staff motivation system 

and training; 
 Paying attention to the work of creating  

a reliable and attractive image. 

WO-strategy WT strategy 
 To work more actively with informing potential 

clients about the bank's services; 
 Lowering the interest rate on an investment 

loan by reducing the cost of resources; 
 Decrease in staff turnover; 
 Understanding and adapting to customer 

needs;
 Make the operation of applications easier  

and more understandable for the average user; 
 Paying attention to the image, as it is one  

of the most important factors for the interest, 
attraction and retention of customers. 

 Improvement of the management system, 
dynamism and flexibility of this system; 

 Attract more professional and experienced 
personnel;

 Improvement of foreign economic activity. 

 
Figure 3.1. Strategic alternatives for the development 

of JSC CB "PrivatBank"
Source: compiled by the author based on: [16; 32; 33]
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–	today’s bank (JSC CB "PrivatBank") includes many channels for 
communication with an external audience, including a powerful economic 
portal channel and the institution’s website;

–	successful interaction of banking work with customer complaints 
allows to monitor satisfaction with banking services and, if necessary, to 
take countermeasures. Management of interest and non-interest income 
has its own characteristics. Interest income depends on the following  
main factors: the size of the bank’s loan portfolio, its structure, the applied 
loan rate.

Banks that feel an urgent need to be profitable will follow a more 
aggressive lending policy than banking institutions where current financial 
resources are not critical. This policy is reflected in a higher proportion of 
term loans and consumer loans, which usually generate more income for 
banks than short-term loans to industrial institutions. The interest rate on the 
loan not only reflects the specific situation of each loan issued by the bank, 
but also reflects the demand and supply of loans in the loan capital market. 
The level of risk inherent in the loan, the amount of the loan, the term and 
method of repayment affect the interest rate on the loan. In addition, interest 
rates also depend on the level of competition between banking institutions 
and other sources of financing, among others.

Management of non-interest income includes creating the most 
appropriate combination of banking services needed by customers and 
establishing optimal prices and tariffs for these services. The profitability 
of commercial banks depends on the profit standards of the credit and 
investment business, the amount of service fees charged by the banks, as 
well as on the value and structure of assets. The most important source 
of total income of commercial banks is the issuance of loans. The share 
of operating income should reach 100%, and the growth rate should be 
uniform. Banks ensure active activity with the aim of obtaining profit while 
complying with legal norms, maintaining the necessary level of liquidity 
and rationally distributing risks according to certain types of operations.  
It is necessary to maximize the volume of business of the banking 
institution in order to bring the greatest income, and minimize the amount 
of business that does not generate income. It is also possible to expand 
the range of services offered by banks to find new profitable businesses. 
Increase the level of stable income. The importance of complying with 
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the requirements of banking legislation forces banks to invest part of 
their funds in investments that are not profitable or bring little income. 
Investments whose primary purpose is to support bank liquidity include 
account balances, bank cash, cash on hand, actively traded portfolio 
investments (Treasuries) and deposits with other banks (deposits). In turn, 
at least some of the listed investments bring some income to the bank, but 
the main reason remains the need to maintain the overall liquidity of the 
bank at the required level, and the income from them, although significant, 
is only a secondary factor. Banking operations for providing loans to 
enterprises and organizations, i.e. corporate clients, implementation of 
investment projects, currency operations, Leasing operations are not liquid 
financing by their nature. Banks carry them out precisely for the purpose 
of obtaining profit in the form of the interest difference between the 
attraction and placement of funds and reserve income from the provision  
of these loans [27].

Management of bank expenses is carried out from the same positions as 
income management. Interest and non-interest expenses have the greatest 
impact on the reduction of gross profit. Therefore, banks should try to reduce 
their share of these costs. Interest expenses depend on the structure of the 
deposit base, the amount of resources involved, the amount of resources 
involved and the average level of interest rates on the resources involved.

Improving the structure of the resource base, i.e. increasing the share 
of current, current and other deposit accounts of customers and reducing 
the share of expensive deposit products (for example, interbank loans) can 
contribute to reducing banks’ costs.

This is explained by the fact that the main criterion for the growth of 
profitability and profitability of commercial banks is the growth of the 
bank’s own capital.

First, it is one of the cheapest sources of financing for commercial banks.
Secondly, the change in the amount of equity capital of commercial 

banks mainly affects the adjustment of other factors of the analysis.
Thirdly, without the growth of equity capital, there cannot be significant 

changes in other indicators characterizing the economic results of  
banking activity.

Compliance with these recommendations can cause difficulties, as it is 
necessary to choose between the most profitable measures from the point of 
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view of profitability and those necessary to comply with the requirements 
of the Law "On Banks and Banking Activities".

In addition, it is worth noting that in the eyes of customers, a reliable 
bank is one that fulfills its obligations to return the invested funds within 
the specified period and pay income for the use of these funds, which for 
shareholders is equivalent to the payment of dividends and the growth of 
the bank’s stock price. The source of such payments is profit, therefore a 
reliable bank is considered to be one that has received and will receive 
stable profits.

3.3. The main ways of increasing the effectiveness  
of the profit management mechanism in a commercial bank

The interpretation of the definition of the concept of "bank profit 
management" is still debatable, in connection with which the concept and 
essence of bank profit management are expressed in different ways.

In many definitions of organizations, management is given a lot of 
attention. This is explained by the fact that during the transition to the 
market, the organization of profit management has expanded significantly 
and is studied both from the outside (interaction of the bank with the external 
environment) and from the inside of the system.

The main goal of profit management is to ensure the maximum welfare 
of current and future shareholders and owners of the bank while fully 
meeting the needs of individuals and legal entities. After defining the goals, 
one should also define the existing tasks in the bank’s profit management,  
which can be guaranteed to be solved by addressing the management 
function [42].

We believe that any management decision should be analyzed before 
its adoption, and this analysis should take place at all stages of the profit 
management process of JSC CB "PrivatBank". The largest amount in the 
structure of the income of the bank under study (JSC CB PrivatBank) is 
occupied by interest income. In addition, trading income grew rapidly as 
banks stepped up their trading activities in the securities and foreign exchange 
markets. As research has shown, interest costs are the biggest expenses for 
JSC CB "PrivatBank". Having analyzed the structure of income and expenses 
of the bank under study, it is worth noting that in order to improve the financial 
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activity of JSC KB "PrivatBank" it is necessary to direct the activities of the 
banking institution in the following priority directions:

–	increase in income, as banks provide atypical financial services;
–	reduce resource costs and commission costs.
The effectiveness of profit management of a commercial bank is 

evaluated by indicators of return on assets, net interest margin, return on 
capital and net interest margin.

We will describe the full structure of the concept of improving the profit 
management mechanism of JSC CB "PrivatBank" (Figure 3.2).

The proposed concept indicates that the following principles should be 
followed in order to improve the profit management mechanism:

–	efficiency – develops by directing efforts to increase the efficiency of 
banking activity;

–	reliability – creating favorable conditions for the continuation of 
economic activity, minimizing risks and guaranteeing safe operation of the 
bank in the given territory;

–	systemic – means that the bank’s profit management is a system 
consisting of many decision-making stages and a set of interrelated elements;

–	Strategic alignment – indicates that every management decision 
should be aimed at approaching the bank’s strategic goals.

The purpose of the concept of improving the profit management 
mechanism of commercial banks is to guarantee the maximum welfare of 
stakeholders and owners of the bank in the current and prospective periods 
while fully satisfying the needs of individuals and legal entities in the bank.

Thus, the stated principles and defined goals were reflected in the 
solutions of the following tasks:

–	increasing the bank’s profitability and profit volume;
–	to observe the optimal ratio between the acceptable level of banking 

risk and the level of profit;
–	get a quality profit;
–	create conditions for the formation of equity capital and bank investor 

income above the average market level;
to increase the amount of authorized capital of JSC CB "PrivatBank" 

at the expense of profit, in accordance with development tasks for the 
prospective period.

–	increase in the market value of banks.
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According to this concept, these tasks can be implemented using a 
mechanism consisting of the following elements:

–	government regulation and legal management of profit distribution and 
the problems that arise, including through regulations and laws regulating 
the formation and distribution of profits;

–	the market system that regulates the formation and use of profit is 
formed through the method of calculating the bank’s comprehensive 
profitability index, which consists of such indicators as net interest spread, 
profitability of bank assets, total income and income, net assets;

–	an internal management system for separate aspects of the formation, 
use and distribution of the bank’s profit, created within the bank to regulate 
separate and effective management decisions regarding the formation, 
distribution and use of the bank’s profit;

–	mechanisms of specific techniques and methods of managing the 
bank’s profit, which can be achieved in the process of planning, analysis 
and management of the formation and use of the bank’s profit.

Thus, the conducted research confirmed its theoretical significance and 
practical expediency as an analysis of the main and leading elements of the 
profit management process of JSC CB "PrivatBank" and its influence on 
the nature of the effectiveness of management decisions at each stage of 
this process. The presented concept of improving the profit management 
mechanisms of commercial banks can be used to identify reserves for 
increasing revenues, reducing costs and increasing profitability both in 
specific banks and in the banking system of Ukraine as a whole.

JSC CB "PrivatBank" is one of the most technological banks of 
Ukraine. Today, this bank sets trends and trends in the banking market and 
systematically implements innovations. In the conditions of rapid global 
digital development and the spread of variable risks, there is a need to 
create an optimal model for managing the bank’s financial stability. The 
model should correspond to the purpose of the bank’s activity. According 
to the development strategy of PrivatBank Joint Stock Company, 
developed in 2022, the main goal of PrivatBank in the next 5 years. (i.e. 
in the period from 2022 to 2027) is to become a reliable assistant for both 
individuals and businesses, and to support the development economy of the  
state in general.
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GOAL:
Ensuring the maximization of the welfare of the owners  

and stakeholders of the banking institution in the current and future 
periods under the conditions of the most complete satisfaction  

of the needs of individuals and legal entities in banking services. 

Efficiency 

Reliability 

Systematics 

Dynamics 

Unity of strategies 

TASK: 
 an increase in the amount of profit and the level of

profitability of the bank; 
 observance of the optimal proportion between the level of

profit and the permissible level of banking risks; 
 ensuring the high quality of the generated profit;
 ensuring the profitability of the bank's equity capital and the

profitability of the bank's investors is not lower than their average 
market level; 
 growth of the bank's own capital at the expense of profit in

accordance with development tasks in the future period; 
 increase in the market value of the bank; improvement of

effective employee profit sharing programs. 
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for implementing bank profit 
management 

 Figure 3.2. The structure of the concept of improving  
the profit management mechanism of JSC CB "PrivatBank"

Source: built by the author based on [31]
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CONCLUSIONS

Based on the research conducted in the master’s thesis, the following 
conclusions can be drawn:

1. The essence of the concept of income and expenses of a commercial 
bank is reviewed. So, income and expenses are determined by the 
financial nature of the bank, which determines the sequence of the bank’s 
profit formation. First of all, a significant part of the bank’s income is a 
source of payment of expenses related to the implementation of banking 
activities. Implementation of this task ensures self-sufficiency of banking 
activity. Therefore, bank income includes interest, commission, trading and 
others. Thus, the bank’s income is an increase in economic benefits during 
the reporting period in the form of an increase in assets or a decrease in 
liabilities, which is a factor in the increase of capital and is not a contribution 
from shareholders. Actually, the bank’s expenses are the total amount of 
monetary resources that the bank spends in the process of its activity in 
relation to attracting funds and other types of activities. Like income, bank 
expenses are divided into two main groups – interest or variable and non-
interest or relatively constant.

2. The bank’s income and expenses management system was studied. 
Income and expense management is a key tool in the management system 
of a banking institution. Commercial banks at their own discretion build 
a management system in accordance with the pre-accepted concept of 
development and mission, however, at the same time, state supervision of 
banking activities has been implemented in Ukraine, which qualitatively 
ensures control over the solvency of bank formations, the reliability of their 
reporting and compliance with current legislation. Management of the bank’s 
income and expenses is implemented with the help of a financial mechanism. 
Therefore, the interaction between organizational structures, enterprises 
and management bodies is realized with the help of an organizational 
and economic mechanism. The mechanism for managing the financial 
results of a banking institution consists of a system of interconnected tools  
and methods.

3. Consider the keyprofitability indicators of bank activity.to investigate 
aboutmain profitability indicators of bank activity. A key place in the 
analysis of the financial results of banking institutions is the study of 
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the volume and expediency of the received income, because they are the 
main conditions for the formation of profit. In the analytical process, it is 
recommended to use the economic proof grouping of income and expense 
analytical accounts of a commercial bank, vertical and horizontal analysis 
of the financial results of the institution, evaluation of dynamic series of 
profitability indicators by quarters and years, calculation and evaluation 
of the degree of dependence of profit on various factors, comparison of 
the obtained results with recommended in domestic and international 
practice. Modern international practice uses many indicators characterizing 
the profitability of commercial banks, such as the Dupont model, ROE,  
ROA and CIR.

4. They conducted an assessment of the effectiveness of the banking 
system of Ukraine in the structure of incomes of the domestic banking 
system, the largest share is occupied by interest incomes. The largest share 
was observed in 2018 – 68.8% of all revenues of the banking system of 
Ukraine. The growth of net interest income during the 2nd quarter of 
2022 slightly accelerated to 20.4% p.p. As a result, income from investments 
in NBU certificates of deposit increased. The dynamics of the components 
of interest income is negative, which is characterized by depressed demand 
for loans, lower rates for retail loans and credit holidays. Net commission 
income increased compared to the beginning of 2022, but remains lower, 
in line with previous periods. The vast majority of commercial banks were 
able to maintain positive net interest and commission income. It should be 
noted, we observe a similar situation with incomeof the domestic banking 
system, the largest share of expenses of commercial banks falls on interest 
expenses. The year 2019 shows the largest share of them – 40.09%, but 
during the analyzed period they still tended to decrease. It is worth noting 
thatduring 2022, the banking system of Ukraine received 4.5 billion hryvnias 
in losses, this happened due to deductions to reserves for expected credit 
losses. 24 banking institutions turned out to be unprofitable, so their total 
loss was about UAH 10.5 billion. Three state-owned commercial banks 
were among unprofitable commercial banks, in contrast to the competition, 
the studied JSC CB "PrivatBank" generated almost half of the profit of 
profitable commercial banks.

5. We considered the management of income and expenses of  
JSC CB "PrivatBank". In 2021, a significant improvement in the 
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bank’s financial results was due to the growth of its revenues 
and a decrease in costs. Net interest income in 2021 amounted to  
UAH 35.9 billion, it increased by almost 10% compared to 2020. In addition,  
JSC CB "PrivatBank" was forced to create additional reserves in order to 
reduce the usefulness of credit operations, as a result of the impact of the 
COVID 2019 pandemic on the economic activity of borrowers. The size of 
this reserve was UAH 1.25 billion. If you calculate the impairment reserve, 
it turns out that the net interest income of PrivatBank is practically stable.  
It is worth noting that another cost item of PrivatBank is the funds it 
allocates to the development of offline business, to the effectiveness and 
convenience of branch operations. In December 2020, the bank under 
study opened a branch with an innovative format – Concept Store. The net 
profit of the banking institution for 2021 amounted to UAH 35.05 billion, 
this indicator remains the maximum financial result of the entire national 
banking sector. Actually, it was the experience gained during the pandemic 
and several years of active work under quarantine restrictions that helped 
JSC CB "PrivatBank" to withstand the full-scale invasion of the Russian 
Federation and show quite good results.

6. JSC CB "PrivatBank" is currently positioned as one of the 
systemically important bank of Ukraine, which is confidently developing 
on the domestic financial market. In confirmation of this, we observe the 
growth of the bank’s assets for the period 2017–2021: from 259061 UAH 
million in 2017 to 582851 UAH million in 2021. We also see an increase 
in profits, despite the rather difficult operating conditions caused by the 
Covid-19 pandemic: from UAH 22,966 million to UAH 35,050 million.  
In 2021, the loan portfolio of JSC KB PrivatBank grew by 19.03% to  
UAH 70,193 million, and its share in the banking institution’s assets 
increased from 14.38% to 17.62%, or by 3.24 percentage points. According 
to the results of 2021 compared to 2020, PrivatBank significantly increased 
net interest income (+32.52%) and net commission income (+28.60%).  
The profit of the investigatedbank for 2021 amounted to UAH 
35,050 million, which, according to the regulator, is about 41.26% of the 
total profit of the domestic banking system. Also, it is worth emphasizing 
that PrivatBank is a strategic interest of Ukraine, that is, it provides it with a 
high level of external support. Analyzing the key profitability indicators of  
JSC CB PrivatBank, it is worth noting that in the period 2017–2021,  
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all indicators corresponded to the recommended values, however, in 2017, 
the indicators of profitability of assets, net interest margin and returns on 
capital are substandard. Based on the value of the return on assets indicator, 
it can be concluded that in 2017–2021 JSC CB "PrivatBank" used its 
available resources effectively, but in 2017 it was quite inefficient, because 
in these years the value of this indicator was lower than 1%.

7.	 JSC CB "PrivatBank" positions itself as a reliable bank that works 
efficiently and harmoniously in the financial markets of our country.  
But it is clear that the bank is experiencing a certain crisis due to changes 
in management, which brings new threats to the organization. Using the 
above opportunities and taking into account potential threats of an internal 
and external nature, it is possible to increase the efficiency of the bank’s 
activities. The fundamental factors of the bank’s competitiveness, which 
are investigated, are the innovative application in the bank’s structure, 
affordability at the price and a fairly high quality of service provision, 
which can also be improved from the point of view of analytical factors.

8. The purpose of the concept of improving the profit management 
mechanism of commercial banks is to guarantee the maximum welfare of 
stakeholders and owners of the bank in the current and prospective periods 
while fully satisfying the needs of individuals and legal entities in the bank. 
Thus, the stated principles and defined goals were reflected in the solutions 
of the following tasks: increasing the bank’s profitability and profit volume; 
to observe the optimal ratio between the acceptable level of banking 
risk and the level of profit; to get a quality profit; to create conditions 
for the formation of equity capital and bank investor income above the 
average market level; to increase the amount of authorized capital of  
JSC CB "PrivatBank" at the expense of profit, in accordance with 
development tasks for the prospective period; to increase in the market 
value of banks.
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ГРУПА "ПРИВАТБАНК" 
Консолiдований звiт прорух грошових коштiв 

У мiпьйонах украiнських гривень 
Грошовi лотоки вiд олерацiйно'i дiяльностi 
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Проценти слnаченi 
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Випnати та комiсiйнi сnлаченi 
Дохiд отриманий вiд операцiй з iнооемною ваnютою та своп-контрактiв 
Смаченi витрати, лов'язанi з персоналюм 
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сукупний дохiд 

Надходження вiд люгашення iнвестицiйних цiнних nanepiв за амортизованою 
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