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ECONOMIC PREREQUISITES FOR DEVELOPMENT OF FINANCIAL
AND CREDIT SYSTEM IN UKRAINE: SOCIO-HUMANITARIAN DISCOURSE
IN CONTEXT OF SOCIAL TRANSFORMATION

Abstract. The topic of the present paper is a search for the functional methods of bank
management in the period of political and social transformation of society. The objective of the
research is substantiation of the necessity for the government to have its own banks in order to
exercise its functions and provide guarantees of stability in the state under the unfavorable
conditions of a conflict of interests when the state is both the ‘regulator of the financial services
market’ and the ‘bank owner’.

The analysis conducted in the paper on the benefits and losses due to the state ownership of
banks has shown: vulnerability of the Ukrainian banks to political pressure; lobbying for the
interests of systemic commercial banks and their obtaining of preferences or special terms;
excessive budget expenditures for capitalization of failing systemic banks.

The experience of developed economies has been researched with an analysis of
shortcomings, mistakes and prospects of state-owned bank management in different countries;
banking market regulation methods and tools have been systematized. The paper focuses on the
measure of nationalization, which was applied by many advanced countries; the impact of
nationalizing important systemic banks is grounded, with an emphasis on the decisive role of
nationalization in the transition period. It has been determined that many of the factors leading to
bank nationalization are closely related to the problems of government regulation of the banking
sector.

A conclusion has been made that in many countries the mechanisms for corporate regulation
of state- or community-owned property do not even exist or are underdeveloped, and therefore, the
governments of these countries, having sufficient information and appropriately trained specialists,
should be responsible for all the socio-economic processes in the state. These considerations should
be translated into elaboration of a mechanism for corporate governance of strategic public property
objects. A corporate governance reform involves creation of competent and independent
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supervisory boards that would minimize a possible impact of politicians and public officials on the
operating activities of banks.

Keywords: financial and credit system, nationalization, state-owned bank, banking system,
corporate relations, instruments of public policy.
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EKOHOMIYHI NEPEAYMOBHU PO3BUTKY ®IHAHCOBO-KPEJJUTHOI CUCTEMH
B YKPATHI: COHIAJIbBHO-TYMAHITAPHUI JUCKYPC
Y KOHTEKCTI CYCHLIbHUX TPAHC®OPMAIIIA

AHotaunis. IIpobremaTtukoio cTaTrTi € MOMYK (YHKIIOHAIBHUX METOMIB YIpPaBIIiHHA
O0aHKaMU B IEPio/j MOJITUYHUX 1 COLIATBHUX TpaHCOpMalliil cycrniscTBa. Mera TOCTiHKEeHHS —
OoOTrpyHTYBaHHS HEOOX1IHOCTI BOJOJIHHIM JEP’KABOIO BIACHUMHU OaHKaMU sl 3IMCHEHHS CBOIX
¢byHKIINA 1 rapaHTiii cTaOTPHOCTI B JIepXaBi B TaKUX HECHPUATIMBUX YMOBAaX, KOJHM BOIHOYAC
BUHUKA€E KOHQIIIKT IHTEpEeCiB JepKaBH SK «PETylsiTopa pHUHKY OaHKIBCBKMX IMOCIYr» 1 SK
«BJIACHUKA OAHKYY.

[IpoBeneHo anaii3 mepesar i BTpaT BiA JisUTBHOCTI 11010 BOJIOJIHHS Jep)KaBHUMHU OaHKaMH,
KM TI0Ka3aB: ypa3lMBICTh YKpalHCBKMX OaHKIB [0 MOJITHUYHOTO THCKY; JOOI3M IHTEpeciB
CHUCTEMHHMX KOMEpUIMHMX OaHKiB, OTpUMaHHsI HHUMHU mpedepeHuiii abo crHeuianbHUX YMOB;
HaJBEJIHKi OI0JKETHI BUTPATH HA KaIiTaii3alfito mpoOJIeMHOT0 CUCTEMHOTO OaHKY.

JloCmiPKEeHO JTOCBi pO3BUHYTHX KpaiH, MPOaHaIi30BaHO HEJOIKH, TOMHIIKHU 1 IEPCIEKTUBU
YIIpaBIIiHHSA Jep)KaBHUMHU OaHKaMM B PI3HHUX KpaiHaxX; CHCTEMAaTH30BAaHO METOJH Ta IHCTPYMEHTHU
perymatoBaHHs OaHKIBCHKOTO pUHKY. [IpuaineHo yBary Takomy 3axoay, SIK «HAI[lOHATI3alis», KU
MaB Miclie B IepeIOBUX EKOHOMIKaxX 0araTbOX MPOBIIHUX JIEP’KaB; OOIPYHTOBAHO €(PEKTUBHICTH BiJ
HallioHami3alii CUCTEMHO Ba)JIMBUX OaHKIB, MIJAKpECIEHO Ii BHUPIMIAIbHY POJb y TMEpeXiaHUN
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nepioa. Busnaueno, mo Oarato NpUYMH, SKI NPU3BOAATH 1O HalioHamizamii OaHKy, — 1€
npo0OsIeMH, TICHO TOB’sI3aHi 3 MOJIITHKOIO IEPKABHOTO PEryJIIOBaHHS OaHKIBCBKOTO CEKTODY.
JIAmam 10 BHCHOBKY, IO B 0araThOX JepikaBax y3arajii BifCyTHI abo HeompaiboBaHi
MeXaHI3MHU KOPIOPATUBHOTO PETYIIOBaHHA 00’€KTaMU JIepKaBHOi ab0 CHUTBbHOI BIACHOCTI, a TOMY
ypsAaM IMX KpaiH, Maio4yd JOCTaTHId piBeHb 1H(GOPMOBAHOCTI Ta HAJEKHUU PIBEHb MiATOTOBKH
CHEIaJIICTIB y 1[Il Tayry3i, MOBUHHI HECTH BIAMOBIIATBHICT 32 BC1 COIIABHO-EKOHOMIYHI TPOLIECH
B aepkaBi. L{i MipKyBaHHSI MalOTh BTUTUTHCH B pO3pOOKY MEXaHI3My KOPIIOPATUBHOTO YIPABIIHHS
CTpaTeriyHUMU 00’€KTaMU CYCHUTBHOI BJIAcCHOCTI. 3a3HaueHa pedopMa KOPIOPATUBHOTO
yIOpaBiIiHHSA Tiependadyae CTBOPEHHS HE3AISKHUX 1 KOMIIETEHTHMX HArJIsiZoBUX paj, IIo
MIHIMI3yIOTh TOTEHUIHHUM BIUIMB Ha ONeEpalliifiHy AiIbHICTh OaHKIB 3 OOKY TOJITHUKIB 1
YHHOBHHKIB.
Kntouosi cnoea: Hauionanmizauis, Aep>XKaBHUN OaHK, OaHKIBCbKAa CHUCTEMa, KOPIOpPATHBHI
BIJTHOCUHH, IHCTPYMEHTHU AEP>KaBHOI IMOTITHUKH.
®opmymn: 0; puc.: 0; Tabn.: 1; 6i6m.: 14.
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3KOHOMMYECKHUE NPEANOCBLIKHA PA3BUTHUSA ®UHAHCOBO-KPEJIUTHOM
CHUCTEMBI B YKPAUHE: COIIUAJIbHO-TYMAHUTAPHBIN JUCKYPC
B KOHTEKCTE OBIIECTBEHHBLIX TPAHC®OPMAIIUI

AnHoTanmsa. [IpobnemaTtukoil craTbu SBISETCS TOUCK (YHKIIMOHAJIBHBIX METOI0B
yIpaBiieHus: 6aHKaMH B IEPHOJ MOJUTHYECKUX M COLMATIBHBIX TpaHC(hOopMalnii 00IecTBa.

Lenpto MccnenoBaHus sBISETCS 00OCHOBaHHWE HEOOXOAMMOCTH BJIAJCHHEM TOCYIAapCTBOM
COOCTBEHHBIMU OaHKaMU ISl OCYILECTBIICHUS (PYHKUUHN, TapaHTUPYs CTAOUIIBHOCTh B TOCY/IapCTBE.
[IpoBeneH aHamM3 MPEUMYIIECTB M HEIOCTATKOB TOCYIAPCTBEHOTO YIpaBlieHUs OaHKamH. bbut
WCCIICZIOBAH OTBIT Pa3BUTBIX CTPaH; MPOAHATU3UPOBAHBI HEJOCTAaTKH, OCHOBHE OIIMOKH H
MEPCIEKTUBBI YIPABICHUS TOCYIAPCTBEHHBIMH OaHKaMH B pa3HbIX CTpaHaX; CUCTEMAaTHU3UPOBAHBI
METO/Ibl 1 UHCTPYMEHTBHI PErYJIMPOBaHUs OAHKOBCKOTO PHIHKA.
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3aTpoHyThl BOMNPOCH HALMOHAIM3ALMU, OOOCHOBaHBI €€ APPEKTUBHOCTH U pOJIb B
nepexoAHbIi nepuoa. [Ipumuy K BEIBOY, YTO BO MHOTHX T'OCYIapCcTBaX BOOOIIE OTCYTCTBYIOT HWIIN
He pa3pabOTaHbl MEXaHU3MbI KOPHOPATUBHOTO PETYIUPOBAHMS 00bEKTaMHU rOCYIapCTBEHHOW WM
oOmelr  cobctBenHoctH. IIpenmomaraercss  co3gaHMe  HE3aBHCUMBIX W KOMIIETEHTHBIX
HaOJI01aTeIbHBIX COBETOB, YbeH OCHOBHOW (YHKLHMEH TOJIKHO OBITh MCKIIOUEHHE KaKOTro-JIH00
BIIMSIHUSL HA OTIEPAIIMOHHYIO IS TEIbHOCTh OAHKOB.

Kniouesvle cnosa: HanyvoHanw3alys, TOCYAapCTBEHHBIM OaHK, OAaHKOBCKas CHCTEMA,
KOPIOPAaTUBHBIE OTHOIICHHUS, HHCTPYMEHTBI TOCYAapCTBEHHOM MOIUTHKH.

@®opmyn: 0; puc.: 0; Tabm.: 1; 6i0m1.: 14.

Introduction. The banking system of Ukraine and those of many advanced countries of the
world are represented by commercial and state-owned banks. The state-owned banks are an
important instrument of a country’s economic development, regardless of the degree of
development of its economy. In economically less advanced countries, state-owned banks perform a
wide range of tasks, providing financial support for infrastructure projects, conducting export-
import activities, supporting social projects etc.

The main feature of state-owned banks is their ability to stimulate economic growth through
financing of particular sectors or regions, whose needs are not met by private banks. Public banks,
unlike private ones, are able to remedy the fiasco of the market, e.g. by providing long-term loans
for infrastructure projects, environmental and educational programs, and programs of financial
inclusivity. However, along with the obvious advantages, the activities of state-owned banks are
often associated with politicians and officials engaged in lobbying and gaining preferences or
special terms for the business of their close groups. We believe that such a liaison causes the
conflict of interests of the state as the financial services market regulator and the bank owner. It is
this aspect that we regard as an insufficiently regulated and the least explored one.

In Ukraine, as well as in most of the European countries researched by us, there are
systemically important banks whose activities, through poor bank management and issuance of
loans that run counter to the banks’ interests, can lead to an economic collapse. Banks are
considered systemically important if their activities affect the stability of the banking system.
During economic downturn, or when there is a real threat of bankruptcy, or for some other valid
reasons, the state may resort to nationalization of banks.

Research analysis and problem statement. Scientific debate on the authority, functions,
role and place of the state in developing socio-economic processes in today’s market environment
have always provoked strong reactions from scientists, government officials, entrepreneurs, and
ordinary people. These issues were discussed in the works by M. Piatkowski, J. Gonzalez-Garcia,
F. Grigoli, D. Detter, N. Framkin, S. Gorina, R. Hafer, G. Howe, S. Myers, E. Nikbakht, , P. Rose,
J. Steinbrecher and others. A significant contribution to this process was made by domestic
scientists, in particular V. lvanov, V. Kovalenko, I. Liutyi, Yu. Lysenkov, P. Melnyk, I. Shamova,
V.Yelagin, N. Luhovenko.

The subject of the present paper is searching for the functional methods of managing state-
owned banks. The objective of the study is justification of the state’s owning its banks, and
identifying the factors that have led to bank nationalization. These problematic issues are closely
related to the government policy on the state-owned banks’ status, their functions and tasks.

To explore the issue, we studied the experience of advanced countries, their failures and
success, and compared the tools for managing public property. In the course of the research, we
found that the issues of commercial banks nationalization and the lack of state management
experience are in the focus of research by economists from many countries of the world.

Research results. International ratings of the banking sector in Ukraine are quite
unsatisfying, as evidenced by such assessments as that of S&P Banking Industry Country Risk
Assessment (BICRA), stating (December 2015) that the Ukrainian banking industry ranks tenth —
the most risky group in the world, close to Belarus, Egypt, Greece, Jamaica, Mongolia. The 2018
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Global Competitiveness Report of the Davos World Economic Forum shows that the Ukrainian
banking system ranks only 135th in terms of reliability [1].

The key argument in favor of state-owned banks is their ability to accelerate economic
growth through financing of individual sectors or regions — a need that is not met by private banks
— the so-called classic development perspective [2, 3]. In contrast to that view, there is a political
perspective on state-owned banks, when politicians are interested in using them to achieve political
goals i.e. ensuring employment levels, subsidizing, financing projects that can guarantee them
voters’ support. Such political goals outweigh the motivation for growth and development [4].

Managers of state-owned banks often have links to politicians and officials, which gives
them greater opportunities for lobbying in order to obtain preferences or special business conditions
for their banks. As a result, in our opinion, there is a conflict between the interests of the state as the
banking market regulator and the owner of a banking institution. Granting preferential terms to
certain participants violates the equality of rules and distorts the competitive situation in the
market[5].

The development of the banking market due to state-owned banks’ gaining preferences may
be attractive to the state as a legislative body (policy maker), thereby this function could also
potentially come into conflict with the function of the state as a regulator. The state, as a policy
maker in the banking market, has its interest in building the banking sector in order to boost
economic growth, since banks have to provide loans to the business environment, stimulating
investment and increasing production, employment and, as a consequence, increasing the well-
being of citizens [6].

We can see that in this context, the state and business have common interests. At the same
time, there is a risk that political motives will outweigh development goals, which will lead to
politically motivated incentives for crediting the private, and moreover, the public sector through
state-owned banks, consequently reducing the quality of their loan portfolios. The result can be a
conflict between the state as the owner and the state as the lawmaker. The owner state is interested
in developing financial inclusivity — increasing the number of users of banking services. However,
the development of financial inclusivity through state-owned banks means additional expenses for
these banks that affect negatively their profitability, resulting in a potential conflict between the
state as the lawmaker and the owner state.

There is ample evidence of how various transformational economies, including Ukraine,
experienced crisis in 2008—2009, and how their economies were affected by the presence or
absence of state-owned banks. Interesting examples are provided by countries with a significant
share of state-owned banks in the market; those with no state-owned banks; countries with state
development banks and universal banks; and countries that were forced to nationalize their private
banks.

Latvia and its experience of managing troubled banks. The forced nationalization of the
Latvian universal bank Parex Banka is similar to the situation with Privatbank in Ukraine. As a
result of the 2008 financial crisis, Latvia was also forced to rescue Parex Banka, the second largest
(13.8% as of 2008) universal bank. Following the onset of the crisis, the clients lost confidence in
the financial strength of Parex Banka. Since the bank did not have an owner who could support it
financially, the outflow of clients’ funds began, in particular, the funds of non-residents who made
up a considerable share of its depositors. The bank was facing bankruptcy, so in 2008 it was
decided to nationalize the bank [7].

As a result of nationalization, all the shares of the two main owners with a stake of 84.8%
were transferred to the state. Additionally, part of the shares owned by Svenska Handelsbanken AB
was purchased, which increased the share of the state in the bank’s capital to almost 85.2%. After
two years of nationalization, the owner state decided to divide the bank into ‘profitable’ and
‘unprofitable’ parts. Thus, in 2010, Citadele Bank was established as a ‘profitable’ bank, to which
all the depositors were transferred, and the ‘unprofitable’ bank focused its activity on restoring the
lost resources and continued some of its core activities, leaving “bad” assets on its balance sheet.
Thus, the nationalization of the bank carried out in that manner prevented the domino effect that
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could occur in the event of the bank’s bankruptcy, which would lead to significant financial
instability and potential bankruptcy of other banking institutions in Latvia. The state would have to
pay the depositors under the remuneration program an amount of money that significantly exceeded
the bank’s liquid assets, i.e. the lack of funds would be compensated by taxpayers, as happened in
Ukraine.

The next country under consideration is Slovenia. Slovenia is one of the countries in Europe
having a large share of state-owned banks. Prior to the 2008 financial crisis, the three largest state-
owned banks held 48% of market share in assets (Nova Kreditna banka Maribor, Nova Ljubljanska
banka, Abanka). At the same time, Slovenia’s banking sector, principally the government, was
overburdened with large problematic loans. State-owned banks appeared to be more vulnerable to
crises than the private ones: for example, in September 2012, the number of problematic loans of
foreign banks was 11%, and that of state-owned banks amounted to 30% [8, 9].

Problems with servicing corporate debt and a limited access of banks to capital markets
forced the country’s government to repeatedly recapitalize major national banks. This eventually
led to the second wave of recession and a significant increase in public debt in 2012—2013 — up to
60.6% and 79.5% of GDP respectively. The OECD and the European Commission impute the
extremely unsatisfactory performance of the Slovenian state-owned banks to the weakness of their
corporate governance systems, which resulted in risky operations and low lending standards.

On the verge of the global financial crisis, the Slovak Republic was one of the most
successful economies in Central and Eastern Europe. The banks of Slovakia were quite effective in
resisting the global crisis impact. A vast majority of banks were owned by foreign strategic
investors or by local financial groups, while the state share was negligible — about 1% of all the
banking system assets (according to the EBRD). In 2009, the state activated two development banks
— Eximbanka and Slovenska zarucna a rozvojova banka — which, despite the crisis, allowed these
banks to expand the credit portfolio of small and medium-sized companies, and to support
exporters. Thus, the development banks of Slovakia assumed a counter-cyclical role. However, it
should be noted that the financial support of corporations through state-owned banks was only one
of twenty-two anti-crisis measures that allowed the country’s economy to quickly emerge from the
crisis [10].

Estonia: the absence of state-owned banks. Since joining the EU, Estonia has experienced
relatively rapid economic growth, mainly due to lending to domestic demand concentrated in
particular in the real estate market. Therefore, the Estonian economy experienced a sharp decline
due to the global financial crisis of 2008—2009 which was aggravated by the “bubbles in the real
estate market”. The collapse of the global financial markets and trade exacerbated the recession
even more. As a result, the real GDP fell in 2009 to 14.7%, showing one of the worst GDP
dynamics in the world. The Estonian government had no banking assets. The country’s banking
system was mostly represented by the Scandinavian financial groups. It did not suffer significant
losses from the financial crisis [11; 12].

Poland became perhaps the only EU country to avoid a recession during the 2008 global
financial crisis. This result was largely achieved due to timely monetary and fiscal measures,
significant devaluation of the national currency and the EU support. According to the EBRD, the
share of state-owned banks in Poland’s assets rose to 22.1% in 2009, compared to 18.3% in 2008. A
major contribution to the increase of both the share of state-owned banks’ assets and lending in
general was made by the largest universal bank — PKO Bank Polski with a state-owned stake of
51.24%. The share of PKO Bank Polski in the total number of loans increased from 15.6% in the
third quarter of 2008 to 17.2% at the end of 2010. However, despite a stable economic situation,
foreign banks slightly reduced their presence [13].

The reasons for the success of PKO Bank Polski in the time of crisis were the active actions
of private investors who closely monitored the bank’s progress, the quality of its management and
economic orientation, which helped avoid possible political pressure. This “program” approach
with its general objectives of managing public property in the country is regularly reviewed and
published. Within the framework of the public property management policy, long-term goals and
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tasks of individual companies are specified, with the tasks and powers revised and discussed with
the bodies of corporate governance on a regular basis [14].

Given the above analysis, we can assume that one of the problems in the development of the
Ukrainian banking sector is management, and more specifically, corporate governance. It is
primarily because corporate governance is a concept that is relatively new for the domestic banking
system. As practice shows, banks have poorly developed corporate ethics, and virtually no
corporate traditions. They do not use long-term planning, and their employees do not perceive
mentally the confidentiality of information. This leads to inefficient management and lack of
attractiveness for potential investors. Interestingly, the monitoring of the corporate governance in
Ukraine shows that there is no full-value state property policy either.

For a commercial, non-governmental banking institution, the main participants in corporate
governance are: shareholders; managers (the board of directors, the supervisory board);
stakeholders (bank clients, bank employees, creditors, the National Bank, the state, the general
public, etc.). When interacting, these actors join different groups of social relations: contractual,
proprietary, economic and legal, financial, employment, organizational, etc.

Along with that, each of the groups of corporate relations participants has its own interests
regarding the bank activities. Similar processes occur in the state-owned bank, except for the fact
that the property is not partially but fully owned by the state. Unfortunately, this situation is often
overlooked by the governance system of the state bank, especially when a bank got the status of
state-owned for one reason or another. Thus, within the corporate governance framework, it is
envisaged to develop mechanisms that will allow taking into account and balancing the interests of
all participants of corporate relations in a state-owned bank.

At the same time, it should be noted that, when creating an effective corporate governance
system, state-owned banks do not have to resolve a variety of specific issues, unlike commercial
banks which have to deal with joint-stock companies and operate in the real sector of the economy.
Lobbying, anticompetitive environment are negative features of the market economy. Whereas
commercial banks are characterized by increased government regulation, state-owned banks, by the
same token, should be controlled by business representatives and external investors.

Another fundamental issue of non-compliance with the current European standards is the
state’s lacking relevant legislative authority regarding its ownership of assets as a public sector
economic entity. In October 2018, the Cabinet of Ministers of Ukraine approved the Basic
Principles of Implementing Property Policy for Public Sector Entities, developed by the Ministry of
Economic Development. This document is designed to take into account the best practices of state-
owned enterprises, including the OECD Guidelines on Corporate Governance of SOEs.

To develop an effective strategy for reforming state-owned banks, it is necessary to work out
and approve, in collaboration with the National Bank of Ukraine, a national strategy for the
development of the banking sector, which includes the system of management and regulation of
state-owned banks. Having analyzed the experience of managing state-owned banks, we identified
the most effective tools (Table).

Table
Tools for government interference in the banking sector of the economy

Management measures Factors that have had profound effect Measures that ha\_/e proved
and tools most effective
Latvia
- timely nationalization; - the highest level of crisis compared with | - prompt actions of the
- division of a system bank; other countries. government;
- minimal compensation payments - aid of the EU.
from the budget.
Slovenia

- separation of problematic assets | - large share of state ownership in banks; - government financing of the
from profitable assets. - a large number of problematic loans; banking market.

- increased debt obligations to external

investors;

- absence of external investors.
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Slovakia

- major bank owners: foreign
investors and owners of big
businesses;

- insignificant share of state
ownership (1%);

- national currency exchange rate
aligned to GDP, and not to
foreign currencies.

- decline in deposit rates;
- increased compulsory reserves ratio;
- increased interest rates on loans.

- counter-cyclical function of the
banking sector;

- insignificant government aid and
budget funding;

- enhancing financial reserves
before the start of a financial
crisis.

Estonia

- banks are owned by external
investors who take most of
financial risks;

- increase in export, and flow of
foreign currencies to banks.

- main banking transactions are focused in
the real estate market which is the last to
recover.

- lack of the state share;

- increase in buffer foreign
exchange reserves;

- stringent fiscal policy.

Poland

- foreign investors’ share equals
71% of bank capital;

- planned devaluation;

- arise in the state-owned banks’
share;

- provision of credit resources to
the market;

- strict fiscal and monetary measures;
- low level of mortgage lending;
- control on behalf of the state.

- EU assistance;

- taking measures to support and
strengthen the financial system of
the state (regulatory package);

- no risky methods of financing
and conducting banking activities
(derivatives).

- getting private investors, not the
budget, to cover losses.
Sources: [7—9; 11; 13].

The table shows that timely, adequate government actions, combined with the involvement
of foreign investors, will produce the desired result.

The basic principles of ownership policies determine the main goals of the state ownership,
management and administering of economic entities. Specifically, the ownership policy establishes
that the state can own enterprises (banks) to improve their efficiency, preserve and increase the
book value of their assets; to promote the economic interests of the Ukrainian people, and perform
its entrusted social functions; and to ensure that state-owned enterprises receive profit from
commercial activities. However, these activities require observance of rigorous principles
underlying the system of managing business entities, i.e. private banks before they become public.

Analyzing the experience of different countries, we came to a conclusion that all types of
state-owned banks can have commercial goals. Further, as regards public benefit, significant results
can be achieved primarily through involvement of development banks (e.g., financing infrastructure
projects) and postal banks (which means financial inclusivity). In terms of corporate governance,
the experience of setting up a separate holding company to fulfill the functions of the owner seems
very useful. Having a holding as a separate independent management tier can restrict a possible
political impact on the operation of state-owned enterprises and banks.

Conclusions. By their nature, state-owned banks are an important tool of economic
development. The management of state-owned banks should occur within the framework of a
general enterprise management policy, using approaches similar to those applied in the sphere of
state property management. State-owned banks should be development banks, as well as postal
banks, and create a unique public benefit that is not created by private banks, which will ensure
state-owned banks’ successful existence. We believe that when the functions of the state as a
management entity and a policy-maker are clearly separated, the state, represented by its authorized
units, must provide management under the following conditions:

1) in the sphere of public property management, the state, represented by its authorized
management body, acts as a founder in relation to the management entity, taking into account the
powers granted to it by the legislation and the statute of the management entity; in other cases, the
state acts within the powers and in the manner provided by the legislation of Ukraine;

460



2) prohibition of unlawful interference of public authorities, their officials in the financial
activities of the bank;

3) formation of a competent and independent supervisory board and executive management
board of the state-owned bank in compliance with the principles and requirements of the legislation
of Ukraine;

4) consistent implementation of the best practices of corporate governance of the state-
owned bank;

5) fixing in the bank statute of a clear division of powers between its units, observing the
principle of avoiding duplication of powers;

6) creation of a supervisory board for protection of the rights of shareholders (founders).

These conditions do not affect the essence of the long-term strategic objective — to reduce
the presence of the state in the banking sector, but may hinder the achievement of success. The
ultimate long-term goal is to remove the state from direct ownership of the capital of banks and
other financial institutions. As a result, the state will fulfill its functions of the legislator —
stimulating the economy and ensuring financial inclusivity not in a direct way, but through state
programs in which private banks and financial institutions can participate through tenders.

This approach minimizes the risk of government interference with the rules of the banking
market. Refusal by the government to own banks’ capital reduces the risks of using it to finance
state budget deficit, to make politically motivated lending to state-owned companies, and
politicians’ using banks for their own good.

In this paper, we compared the benefits and cost of the state owning its banks in different
countries. Our analysis showed that the Ukrainian state-owned banks have a high level of
problematic loans; are vulnerable to political influence; are universal, so they do not create a unique
public benefit; and should be privatized in the future.
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