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INFLUENCE EXTERNAL DEBT COMMERCIAL BANKS
ON THE ACTIVITY OF SHORT-TERM LENDING IN UKRAINE

The quantitative relationship between the external borrowing of commercial banks and the short-term
loans commercial banks in Ukraine are defined in the article. The dependence ofthe activity o fcommercial
banks in the domestic market o fshort-term loans as lenders oftheir activity on the external debt markets as

borrowers are defined in the article.
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The development of Ukrainian economy is accom-
panied by the development of financial markets and
use of their abilities by economic agents to finance
their own activities and development. The most devel-
oped part of today’s financial markets is Ukraine’s
banking sector. From one side, commercial banks are
practicing different types of credit services as lenders.
On the other side - they are borrowers at the domestic
financial market and outside. They are active partici-
pants of international credit cooperation. It is motivat-
ed not only by their desire to extend their activities out-
side borders of one country but also by the limited cap-
italization of Ukrainian capital market and the high
cost of such borrowings at the domestic market.

Such experts as: A. Baranowski, 1. Burakovskyy,
D. Leonov, V. Mishchenko, 1. Peshchanskaya,
M. Savluk, S. Shumska [1; 2] and other scientists
are dealing with the research of international and
national credit cooperation of commercial banks.
However, less attention is focused on the areas in-
volved in the use of international credit markets and
their impact on the investment (or consumer-orient-
ed) development of Ukrainian economy.

That’s why the study of influence of external
debt on the activity of certain types of bank lending
in Ukraine is important. So, the purpose of this re-
search is to determine the dependence of the com-
mercial banks activity on the domestic short-term
loans market as lenders on their activity at the exter-
nal debt markets as borrowers.

Commercial banks are active borrowers on
world financial markets through the use ofbonds. In
particular:

- during the period 2002-2010, the share of
banks’ bond borrowers on global markets has in-
creased to 36 % (from zero level in 2001-2002);

- in terms of growth rate of bond indebtedness,
during 2002-2010, bond debt of banks increased by
47.6 times: from 103 million dollars, in 2003 to
4908 million, in 2010 [3, p. 17-22].
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Since 2010 the dynamics of indicators has been
changing. Growth of indebtedness was moving slow-
ly, banks were forced to focus on repaying the inter-
national bond and on reduction of their debts. This is
due to the effects and stagnation after the global fi-
nancial crisis, increase of the banks debt burden be-
cause oftheir active external borrowings and increase
of banks debts on the internal Ukrainian market
(including the effect of fluctuation and growth of
exchange rates in Ukraine).

Thus, after 2010 bond debt of commercial
banks in Ukraine began to decrease. At the begin-
ning of 2011 its amount was USD 4672 million
dollars, at the beginning of 2012 - 3648 USD, and
at the beginning 0f 2013 - 3301 USD. But it should
be noticed that during the first 9 months of 2013
there was a significant growth and external bond
debt of commercial banks in Ukraine was about
4685 USD as at 01.10 2013 [4].

In any case, we can notice that commercial
banks are actively involving credit funds from ex-
ternal markets and it is logical to assume that it
must be shown as an increase of the banking ser-
vices volume (primarily credit) on the domestic
market.

Short-term loans (up to 1year) have the largest
share among the commercial banks credit services
in Ukraine. In particular, at the end of 2013 the
share of loans to non-financial corporations (up to
lyear) accounted 37,6 % of total loans in the econ-
omy, and the share of loans to households up to
one year amounted to 6,1 %. In other words, we
can say that short-term loans cover almost half
(43.7 %) of all loan services of banks in Ukraine
[5, p. 24].

Also, short-term loans to legal entities and indi-
viduals have a stable tendency of permanent
growth over the years 2003-2013 not only in terms
of volume (figure 1) but also in the numbers of cli-
ent-borrowers.
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Fig. 1. Dynamics of short-term loans to legal entities and individuals in the internal market of Ukraine
in national and foreign currencies during the period from 2003-2013
Source: The figure is built on statistical bulletins of the National Bank for the years 2003-2013 [6].

In view of multi-currency monetary circulation in
the domestic economy, entities borrow in various
currencies (figure 2). In particular, since 2003, bor-
rowings were consistently made in Ukrainian national
currency, as evidenced by the ratio of short-term

loans in local and foreign currency which was 7:3.
But in 2008 the ratio has changed significantly and
amounted to 6:4. In the post-crisis times Ukrainian
banks have resumed the ratio to 7:3 in 2011 and fur-
ther extended to borrow mainly in national currency.

-the amount of short term loans to legal entities and individuals on yhe internal market of Ukraine in UAH, %

the amount of short term loans to legal entities and individuals on yhe internal market of Ukraine in Foreign currency %

Fig. 2. The structure of short-term loans to legal entities and individuals on the internal market
in terms of currencies between 2003-2012 years
Source: The figure is built on statistical bulletins of the National Bank for the years 2003-2013 [6].
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Table 1. Dynamics of short-term bank loans to legal enti-
ties and individuals on the domestic market of Ukraine
(ShortTerm_Loans_UAH) and foreign bonds and debt
securities of banks during 2003-2013 years, in local cur-
rency (ForeignDebtPapers_UAH)
Short term loans to
legal entities and
individuals on the

internal market of
Ukraine, min. UAH

Foreign bonds
and debt securi-
ties of banks,
min. UAH

1 2 3

1Q 2003 20274.00 0.00

2 Q2003 21831.00 26.66
3 Q 2003 24198.00 0.00

4 Q 2003 24737.00 0.00
1Q 2004 25659.00 548.92
2 Q 2004 27785.00 532.07
3 Q 2004 29331.00 1066.85
4 Q 2004 26864.00 1872.81
1Q 2005 29273.00 1879.96
2 Q 2005 33465.00 2532.56
3 Q 2005 37346.00 3827.90
4 Q 2005 39474.00 3878.40
1Q 2006 42666.00 6221.60
2 Q 2006 47000.00 7261.90
3 Q 2006 53943.00 7564.90
4 Q 2006 60101.00 9665.70
1Q 2007 64658.00 16685.20
2 Q 2007 73349.00 26886.20
3 Q 2007 84223.00 29850.55
4 Q 2007 95155.00 32976.50
1Q 2008 105368.00 35344.95
2 Q2008 112931.00 34573.51
3 Q 2008 121206.00 36009.04
4 Q2008 129048.00 34981.35
10Q 2009 136223.00 47154.80
2 Q 2009 157988.00 45569.52
3 Q 2009 166659.00 44124.23
4 Q 2009 163952.00 40457.42
1Q 2010 157487.00 39205.59
2 Q2010 155548.00 34772.62
30Q2010 165732.00 37296.43
4 Q2010 173845.00 35984.31
1Q2011 173643.00 37118.11
2Q2011 181967.00 40577.33
3Q 2011 201791.00 39589.55
4 Q2011 218240.00 34645.35
1Q 2012 227439.00 29140.95
2 Q2012 241649.00 26923.27
3Q 2012 246134.00 27247.26
4 Q2012 255556.00 27200.18
1Q 2013 261134.00 26384.89
2 Q2013 266682.40 35560.86
3Q2013 285342.00 37039.56

Source: The figure is built on statistical bulletins of the
National Bank for the years 2003-2013 [6].
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We see a sustainable growth and active commer-
cial banks borrowing on global markets by issuing
bonds and an active increase of short-term loans in
the domestic market and their significant share in
the total credit banking (43,7 %). This tendency
started over 10 years ago. So, based on correlation
and regression analysis we can determine the im-
pact of external debt on the amount of short-term
loans to commercial banks on the Ukrainian domes-
tic market in local and foreign currencies.

1 The impact of external debt on the amount of

commercial banks' short-term loans in local currency.

Our hypothesis is that short-term bank loans to
legal entities and individuals in national currency
are largely funded by external sources, such as for-
eign bonds and debt securities of banks. In order to
test the above mentioned hypothesis of our research
we'll use the analytical and methodological tools of
the program Stata 11.0.

On the basis of statistical data in Table 1and us-
ing the reg function we can build the model "de-
pendence of in short-term bank loans to legal enti-
ties and individuals in the domestic market of
Ukraine (ShortTennLoansUAH) on te foreign
bonds and debt securities of banks in national cur-
rency (ForeignDebtPapersUAH).

The results of the regression equation are shown

in figure 3.

. reg dotTaimars LiAH FereiytaebtPapers en
Source ss df MS Number of obs 43
F( 1, 41) 58.28
Model 1.72S0e+ll 1 1.7250edl Prob > F = 0.0000
Residual 1.2135€+K1 41 2.95974H-09 R-squared = 0.5870
Adj R-squared = 0.5770
Total 2.9385€+11 42  6.9963€+09 ROOt MSE 54403
short~ns_UAH Coef. Std. Err t P>|t| [95% Conf. Interval]

FereignDeb~H 3.892379
_cons 31434.07

.5098586 7.63 0.000
14279.55 2.20 0.033

2.862699
2595.93

4.92206
60272.21

Fig. 3. The results of the regression equation “dependence
of the volume of short-term bank loans to legal entities and
individuals in the domestic market of Ukraine (ShortTenn_
Loans_UAH) on foreign bonds and debt securities of banks
in national currency (ForeignDebtPapers_UAH) between
the years 2003-2013

According to the results obtained by using Stata
11.0 we get the equation:

ShortTerm Loans UAH =3.892* ForeignDebt-
Papers UAH + 31434.07

Thus, the coefficient of determination (R-squared)
0,587 indicates that 58.7 % of variation of interest
changes of bank short-term loans to legal entities and
individuals on the domestic market of Ukraine in lo-
cal currency is explained by the variation of foreign
bonds and debt securities of banks in national curren-
cy. Factor Pj=3.892 ( statistically significant) means
that with an increase in foreign bonds and debt secu-
rities of banks on 1 million, the amount of short-term
loans to legal entities and individuals on the domestic
market of Ukraine increased by 3,892 million.
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Fig. 4. Correlation matrix relationship between
the studied parameters

According to die correlation matrix (Figure 4), the
linear correlation coefficient in the model is 0.7662. It
indicates a high level of relationship between short-
term bank loans to legal entities and individuals on the
domestic market of Ukraine (ShortTenn_Loans_
UAH) and foreign bonds and debt securities of banks
in local currency (ForeignDebtPapers UAH).

According to the first model we can make a con-
clusion: short-tenn bank loans to legal entities and
individuals in national currency are financed in
76.6 % through foreign bonds and debt securities
from commercial banks.

2. The impact of external debt on the amount of

short-tenn loans in foreign currency.

On the market of short-tenn loans to legal enti-
ties and individuals on the domestic market of
Ukraine in foreign currency we can observe more
revealing trend by building a model "dependence of
short-tenn loans to legal entities and individuals on
the domestic market of Ukraine in foreign currency
(ShortTenn Loans FC) on foreign bonds and debt
securities of banks U.S.D (ForeignDebtPapers_
FC)” (on the basis of statistical data in table 2).

The results of the regression equation are shown
in figure 5.

reg shortTeriii-oans_FC Fereigrt)ebtPapers_UAH

source ss df Ms Number of obs 43

F( 1, 41) 97.63

Model 3.0044€+10 1 3.0044€+10 Prob > F = 0.0000
Residual 1.2617e+10 41 307733080 R-squared = 0.7042

Adj R-squared = 0.6970

Total 4.2661etl0 42 1.0157eU>9 Root MSE 17542
shortT~ns_FC coef. std. Err T P>|T| [953E conf. interval]

.1644034 9.88 0.000
4604.428 2.73 0.009

FereignDeb~H 1.624431
_cons 12568.96

1.292411
3270.128

1.95645
21867.79

Fig. 5. The results of the regression equation “dependance
of the volume of short-tenn bank loans to legal entities and
individuals in the domestic market of Ukraine in foreign
currency (ShortTenn_Loans_FC) on foreign bonds and debt
securities of banks (ForeignDebtPapers_UAH) between the
years 2003-2013

According to the results obtained by using Stata
11.0 we get the equation:

ShortTerm Loans FC =1.62* ForeignDebtPa-
pers UAH + 12668.96

Thus, the coefficient of detennination (R-
squared) 0,7042 indicates that 70.42 % of variation
of interest changes of bank short-tenn loans to legal
entities and individuals on the domestic market of
Ukraine in foreign currency is explained by the var-

Table 2. Dynamics of short-term bank loans to legal enti-
ties and individuals on the domestic market of Ukraine
(ShortTerm_Loans_FC) and foreign bonds and debt
securities of banks in foreign currency (ForeignDebtPa-
pers_UAH) between the years 2003-2013
Short term loans to
legal entities and

individuals on the
internal market of

Foreign bonds
and debt securi-
ties of banks,

Ukraine, min. UAH min. UAH
1 2 3

1Q 2003 11349.00 0.00
2 Q2003 11147.00 26.66
30Q 2003 12028.00 0.00
4 Q 2003 12545.00 0.00
1Q 2004 12974.00 548.92
2 Q 2004 13293.00 532.07
3Q 2004 13464.00 1066.85
4 Q 2004 13711.00 1872.81
1Q 2005 14374.00 1879.96
2 Q 2005 14233.00 2532.56
3Q 2005 13506.00 3827.90
4 Q 2005 15346.00 3878.40
1Q 2006 17528.00 6221.60
2 Q 2006 18167.00 7261.90
3 Q 2006 22508.00 7564.90
4 Q 2006 26092.00 9665.70
1Q 2007 28700.00 16685.20
2 Q 2007 29786.00 26886.20
3Q 2007 32639.00 29850.55
4 Q 2007 36346.00 32976.50
1Q 2008 43507.00 35344.95
2 Q 2008 49665.00 34573.51
3Q 2008 66914.00 36009.04
4 Q2008 92985.00 34981.35
1Q 2009 79267.00 47154.80
2 Q 2009 69846.00 45569.52
3Q 2009 72163.00 44124.23
4 Q 2009 67022.00 40457.42
1Q 2010 64053.00 39205.59
2 Q 2010 62907.00 34772.62
3Q 2010 69160.00 37296.43
4 Q2010 68927.00 35984.31
1Q 2011 72766.00 37118.11
2 Q2011 76208.00 40577.33
3Q2011 79705.00 39589.55
4 Q2011 79182.00 34645.35
1Q 2012 80566.00 29140.95
2 Q2012 81055.00 26923.27
3Q2012 85700.00 27247.26
4 Q2012 92935.00 27200.18
1Q2013 101554.01 26384.89
2 Q 2013 104253.35 35560.86
3Q2013 102623.07 37039.56

Source: The table is built on statistical bulletins of the
National Bank for the years 2003-2013 [6]
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iation of foreign bonds and debt securities of banks.
Factor Pj= 2.624 (statistically significant) means
that with an increase in foreign bonds and debt secu-
rities of banks on 1 million, the amount of short-
term loans to legal entities and individuals on the
domestic market of Ukraine in foreign currency in-
crease by 1,624 million.

. corr
(obs=43)

shortTern«_oans_lIAH FereignDebtPapers_UAH

S~nS_UAH Fereig~H

Short~nS_UAH
FereignDeb~H

1.0000

0.7662 1.0000

Fig. 6. Correlation matrix relationship between
the studied parameters

According to the correlation matrix (figure 6),
the linear correlation coefficient in the model is
0.8392. It indicates a high level of relationship be-
tween short-term bank loans to legal entities and
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individuals on the domestic market of Ukraine in
foreign currency (ShortTennLoansFC) and for-
eign bonds and debt securities of banks (For-
eignDebtPapersUAH).

According to the second model we can make a
conclusion: short-term bank loans to legal entities
and individuals in foreign currency are financed in
83.92 % through foreign bonds and debt securities
from commercial banks.

All in all, according to the theory of external fi-
nancing there is inefficient use of foreign invest-
ment in Ukraine. They are mostly focused on get-
ting short-term profits and meet consumer needs.
According the realities of the current state of
Ukraine's economy, particularly the banking sys-
tem, this inefficient use of borrowed resources
does not lead to the strengthening of economic
Ukrainian economy in facing current challenges of
the market economy.
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BMAMB 30BHIWHIX 3ATTO3NYEHBb HA AKTUBHICTb BAHKIBCbLKOI O
KOPOTKOCTPOKOBOIO KPEANTYBAHHSA B YKPATHI

Y cTaTTi BU3HAYEHO KIiNbKICHWA B3aEMO3B 'S30K MI>K 06CAramy 30BHILLHIX 3an03M4eHb KOMEpLiHNX
6aHKiB B YKpaiHi Ta obcaramMu HagaHHA HUMW KOPOTKOCTPOKOBUX KPeaUTIB HOPULMHHUM Ta (i3ndyHum
ocobam B YKpaiHi. Tako>K NigTBEPA>KEHO 3a/IEXKHICTb aKTUBHOCT I KOMEpLiiHUX 6aHKIB Ha BiTUYN3HAHO-
MY PUHKY KOPOTKOCTPOKOBUX KpeANTIB AK KPeANTOPIB Bif 1X aKTUBHOCT I Ha 30BHILLIHIX 60ProBUXPUHKaX

K NO3MYa/bHUKIB.

Knto4oBi c/ioBa: KomepuiiiHi 6aHKM, KOPOTKOCTPOKOBI KPeAWTM, 30BHiLLIHI o6nirayii.

MaTepian Hagiiwos 14.02.2014
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