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During last few years, Ukrainian banking system hesached vital
consolidation process. It's important to verify htws process can change banking
business models, efficiency and competitivenes®idfo bank entry is frequently
associated with increasing competitiveness for lldi@mnking market. Also positive
dynamics of foreign investments into banking syssefactor of integration. There
are many European banks that have their subsidsaie Ukraine. Mostly foreign
banks work on retail, are enlisted in top 20 andréfore have much influence on the
local market. The aim of the research is to stuglyent trends in European banking
system and proposed banking products, for furtheestigating of possibility of their
positive implementation in Ukrainian market.
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The problem stating. Beginning from 2005 there has been great intei@st t
Ukrainian banking system from the foreign banks tlvas resulted in number of
acquisitions. Till 2011 when 4 western banks leav&dhinian market there had been
positive expectations. Also another tendency isgmeed: large Ukrainian banks
began enlarge their business abroad by buying bankSIS and increase their
representative offices in western countries.

The main cause of banking consolidation we consibersynergetic effects,
which show that activity of integrated banking uexceeds in quality and quantity
the summary result of all its independent. Consdith approach is common for
Ukrainian as well as for foreign financial companidhe synergetic effects are
explained by scope economy, combining by complimmgntesources and strengthen
of the bank’s position on the definite market'srsegt.

The purpose of the article. The aim of the article is to analyze the up-toedat
tendencies that run on the banking market of Ukralrgency of researching the
integration of Ukrainian banks into European Uniocaused by the following
provisions:

- the process of financial globalization coveredraike, its economy makes
consecutive steps into integration of world econpmy

- foreign banks form nets of branches in Ukraing ameir contribution in
national economy has perspective meaning in lomg period;

- domestic commercial banks form net of foreignssdilaries and that's why
they need flexible set of international financiabmagement, usage of modern
methods, appliances and tools of corporate admaiich.
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The last investigations and publications analysis. H. Grubel [1] in 1977 posed
a main question in this subject: Which are the sesiof advantage that allow some
banks to enter into foreign markets, and to competeessfully with domestic firms,
more familiar with the environment? From that timemerous scientists all over the
world researched this problem. Research of consegge of integration and
consolidation banking system in Ukraine are heldnlgny native scientists and
researchers such as V.Geets, V.Mishenko, |.Sal¥ozhzhov and others. The
uncertainty caused by influence of foreign capgetsence in Ukrainian banking
system calls particular apprehension of researchiémsre is point of view that
Ukrainian banking system cannot resist to foreigmls, because their statutory
funds considerably exceed local characteristicsa Assult of excessive liberalization
foreign banks might dominate. This apprehensiomunderstandable nevertheless
weighty argument against is that foreign bank tb@mnes into Ukrainian market
invests funds, which are not so huge in the sdaddl banking system but these funds
have influence on growth of the total capitalizatidt is obvious that significant
growth of domestic banking capital has happen thaalentry of foreign banks into
Ukrainian market.

The basic material. One of the vital problems of Ukrainian banking systis
problem of its real value. Among 170 commercialksatihat have general license for
banking operations most of them are not transpageatigh for tracing real profit
beneficiaries. Also full information about theiméncial status is not available.
Especially it concerns small banks. Generally barksnot involved in shares market
trading it means that real market share pricedichsanks does not exist.

In the end of 2010 53 among 176 Ukrainian banksHaxeign capital in their
assets, where 20 banks are fully operated withdgorinds. In our research we see
that all those banks are different so we have tgeathem by the owners. The
problem of owners in Ukrainian banking is not cldawe to many factors Ukrainian
owners prefer to hold the assets of a bank viar thaeign company. Such
particularity should be evaluated in proper in\ggion.

Among other forms of foreign presentation subsidsrare the preferred
organizational form because they seek to pendtiatiocal market establishing large
and mostly retail operations.

In our research we analyze the causes and effeatseonational bank mergers
and acquisitions. Compared with them domestic M&sactions are not so crucial.

In present time foreign banks use following methofipenetration to the local
market:

- by forming branch or subsidiary, representatiffece;

- by acquisition of shares of acting local or fgrebank;

- by acquisition of acting or new registered bank;

- by merger of foreign bank outside the Ukraine prasenting in the country by
their subsidiary.

As researchers say two of every three deals davodt. Large deals perform
worse then smaller ones. And only 50% of M&A trastgms gain profits for
shareholders [3]. The rule works for Ukraine. Thelyiem is in differences of doing
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business. Wrong strategic plans, misunderstandingadket needs. Failing in contact
with management, clientele and government.

Increased interest to Ukraine from the Europeark®gartially was provoked
by deceleration of economic growth in European twem [4] For several years
Ukraine has been considered by foreign globaltutsins as perspective object for
investments.

Another very important stimulus for foreign banlss “follow-the-customer”
principle. Foreign banks open their branches anmesentative offices in those
countries where there are offices of mostly muttoral or their national companies
and corporations. [5] This principle explains bagkinternationalization. The reason
of such a behavior lies in the advantages in tesimmformation costs for banks
working with the foreign subsidiaries of their homeuntry clients. Therefore, the
internalization of this advantage should constitatenain motivation in the bank's
decision to be present in foreign locations.

In addition there are other forms of influence afeign financial institutions on
providing bank services on local market. This iaflae can be direct or non direct.
Among typical forms of influence we mark out théldwing:

1.Correspondent banking relations. Analyses of espondent net of large
Ukrainian banks shows that local banks prefer teehlausiness relations with the
global institutions.

2.Counterparties relations (dealers’ trades, tfexd@ce, microlending).

3.Credit lines and loans.

4.Servicing of common clients, consulting.

The strategy of foreign banks on the local marketamce is not univocal. As
Shapovalov A. notices, there are 2 methods of dordanks expansion: opening of
new banks; acquisition and development of banksain@ady work [6]. In any case a
foreign bank shows strategy flexibility and costdaration.

Medium rate of price-to-book on M&A transactionsUirainian banking during
2005-2008 was estimated 5.34, while typical indes &,48.

Against an idea that the rate is so high becausewotapital level we can say
that the beginning of good Ukrainian banks sellame§rom 2005 while bank Aval
was sold with transaction index 3.7 [7]. Normalcprior an Ukrainian bank in 2007
was 5 multiplication of its statutory fund.

We mark out the following factors of high bank jongr

- Region’s attractiveness;

- The market share that a bank holds as well abriisch network scale;

- Management and personnel quality.

In 2008 unprecedented transaction of acquisitiotheflargest Ukrainian bank
Prominvestbank by Russian monster Vnesheconombask held. The Ukrainian
government was forced to realize this deal as lveadk on the verge of bankruptcy.
This deal is the example of nontransparent M&A seantion in Ukraine.

Rather interesting bank consolidation sample iggereof bank units that has the
same investor. It is obvious that the result otasarprocesses has influence on the
whole banking market. Thus failed trial of consatidn Reiffeisen bank Aval and
Reiffeisen Ukraine resulted to appearance OTP lratkrainian market. The latest
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example of bank consolidation is consolidation okrddtsbank and Unicredit
Ukraine, which was effected by the declarationmé of the member Unicredit group
— Pekao Bank about the exit from Ukrainian mark#&t [Obviously the banks
consolidation will be reflected in bank rating.

In case if inflow of foreign bank capital is regidd and monitored duly we can
assume that the structure of banking system hasibg®oved, banks have stimulus
for participating in foreign markets, local stockarkets grow dynamically and
interest rate declines. Necessary measures are:

- improvement of banks risk management;

- regulation of capital flows (controlling, monitog);

- threaten the role of monetary politics (developtmef interbank market,
threaten of interest rate role, cooperation betweenetary and fiscal politics etc).

- enlarge the scale of banking services and inertrasr quality;

- decrease of loans interest rates;

- increase of international financing rating of dikre and enlarge of volumes of
foreign investments in the economy;

- active participation in global process with pbdgy of keeping and
preventions their negative influence for domesénling sector.

Among negative aspects of foreign banks’ influeocelomestic banking system
generally we notice the following:

- a foreign bank will not invest funds into the romy of another country;

- a foreign bank will support only those comparaesl economy sectors which
are not competitive to the country of the bankigior

- a foreign bank can stop their activity and go fooin the market suddenly and
thus the equilibrium of the market will be broken;

- a foreign bank will not participate on social grams in the country of
expansion.

Also there are 2 factors that have great influesrca foreign bank development:

- Economic situation in the country of its origin;

- The changes in the bank’s strategy.

As per researchers’ a foreign bank invest fundsomntries with high level of
revenue return, and matters happen when perspduive closes its branch in one
country and relocates it to the more prosperousng@].

As for the aspect that a foreign investor will novest the money into the
economy sectors that are not of interest for hiendbctors we can say that domestic
banks play the same game and never will investalmeifor them sphere for example
in agriculture. A bank, no difference if it is Idaar foreign, has the main aim of its
activity — the profit. The last crisis showed thi@nks for foreign capital the banking
system of Ukraine did not prove considerable charganks to presence of foreign
capital. The share of foreign capital in total ¢alpof the banks consists 40%,

In 2010 we see the objective slowdown of M&A trarigms. As Steve
Krouskos, Ernst & Young's transaction advisory sa#g said that although there has
been an increase in deal discussions, this halseaut reflected in announcements as
activity is heaviest in emerging markets, carvesoanhd joint ventures and these
transactions take longer to negotiate. M&A is dowen the three C's - cash,
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confidence and credit [10]. Other point of view Hiaes president of PKO Bank Polski
says that during the recent crisis significant M&#&nsactions were the result of
financial problems at foreign banks [12]. Neveréissl financial problems are not the
reason of come out for Bank of Georgia, Home Créilibup and Renaissance
Capital that refused their subsidiaries in UkraiMaybe they decided to change
strategic plans that were moderated after crisis.

As researchers say foreign capital is more prdétdbr those countries that
already have significant level of it in their bangicapital. It is explained by the idea
if country has low percentage of foreign bank cdghiat banks do not participate in
competition with local ones but only serve fore@mpanies. [11]

The analyses of foreign banks activity shows tlaatkis still have not realized
their potential. Generally banks change their naamessome principles of their work
but services range, tariffs and deposit and cradis remain average in the market.
Partly all this connected with difficulties of inmerganizational transformation, high
political risks and persistent market reforms. Adoagly it is early to result the
effectiveness of foreign banks influence on Uki@ammarket.

Conclusions:

1.1t is obvious that due to political unpredictépilwestern capital intends to
leave Ukraine while Russian investors are stillimts. It is expected that more
foreign banks go out from Ukrainian banking marketept of that 4 that have done
it.

2.Ukrainian banking sector is involved in integoatiprocesses and potential of
them is only began to utilize. The research shovgstipe influence of foreign capital
that appears in increasing of capitalization ofkuag system, decreasing of interest
margin, investing climate improvement.

3.Foreign banks assist in growth of Ukrainian bagksystem while foreign
expansion risks may be decreased by proper reguland controlling by the
government. While domestic banking needs funds apiitalization foreign banks
play their positive role on Ukrainian market of keaervices.
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Ilooano oo peoakuii 24 niomozo 2011poxky

[Monzanvoea M.O.,
3minu 6 OanKiecovKill cucmemi YKpainu: éniue €6poneicbKux 0aHKie

3a ocmanui Kinbka pokie, YKpaiHcbKa OAHKIBCLKA CUCMeEMA 00CAILA HCUMMEBD
8aJICTIUB020 npoyecy KoHcoaioayii. Baowcnuso nepegipumu, 5K yeu npoyec Moxice
3MIHUMU OAHKIBCLKI Oiznec-mooeii, ix ehekmusHicmo ma
KOHKYDEHMOCHpoModichicms.  Ilpuxio  iHo3emHux OauKie@ uacmo no@'s3amo  3i
3DOCMAHHAM KOHKYPEHMOCNPOMONCHOCTI HA MICYEBOMY PUHKY OAHKIBCLKUX NOCTY2.
Takooic no3umusHa OUHAMIKA ITHO3EMHUX I[HEeCMUYill 6 OAHKIBCbKIU cucmemi €
YUHHUKOM IHmezpayii. € bazamo €8poneucbkux OAHKIE, AKI Maromv ceoi Qinii 6
Vkpaini. B ocnosHomy 3aKopOOHHI OAHKU NPONOHYIOMb pPO30PIOHU NOCTY2U,
3apaxogyromscsi 6 mon-20, i momy maromv GelUKUll 6NAUE8 HA MICYesull PUHOK.
Memoio 0ocniodcents € 8UBUEHHS CYUACHUX MEeHOeHYIll 8 €BPONelcbKoi OAHKIBCbKOT
cucmemi i OAHKIBCLKUX NPOOYKMIB, OOCAIONCEHHS MONCIUBOCIE IXHbOI NO3ZUMUBHOL
pobomu Ha YKPAIHCbKOMY PUHK) .

Knrwuoei cnosa. danxiecoka xouconioayis, 31umms ma NOAUHAHHA HA PUHKY
OAHKIBCLKUX NOCTTY2

Joneaneea M.A.,

H3menenusn 6 06aHK08CKOIU cucmeme YKpauHol. 61uUaHUEe €6PONEIICKUX

oankoe

3a nocneonue Heckoivbko Jiem, YKPAUHCKAs OAHKOBCKASL cucmema 00cmuena

JHCUBHEHHO BAJICHO20 npoyecca Koucoauoayuu. Heobxooumo nposepumo, xax smom
npoyecc Moxcem usMeHums OAHKOBCKUe Ouznec-mooenu, ux s3QgekmusHocms u
KOHKYpeHmocnocoornocms. Ilpuxo0 unocmpaunvix 6AHKO8 4acmo C8si3aH0 C POCMOM
KOHKYPEHMOCNOCOOHOCMU ~HA MEeCMHOM pblHKe OanKosckux yciye. Takoice
NOJIOJCUMENbHASL OUHAMUKA UHOCMPAHHBIX UHBECMUYUL 8 OAHKOBCKOU cucmeme
aengemcs akmopom unmezpayuu. Ecmv mHo20 esponelickux OAHKO8, Komopvle
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umerom ceou guauanel 8 Yxpaune. B ocnosnom 3apybescnvle 6anku pabomarom na
PO3HUYHOM pbiHKe, uucaamca ¢ mon-20, u nosmomy umerom Ooavuioe GIUsAHUE HA
MmecmHuom puinke. Llenvio mexyujezo ucciedo8anus A611emcs usyieHue coO8pemMeHHbIX
MeHOeHYUll 8 e8pPONelcKol OAHKOBCKOU cucmeme U npeondazaemvlx OaHKOBCKUX
NPOOYKMO8,  OdlbHeliulee  UCCAe008AHUE — BOZMONCHOCMU — UX — NO3UMUBHOZO
ocyujecmenenusi Ha YKpauHCcKoOM polHKe.

Knroueewvie cnoea. oOanxoseckas KOHCO]ZM@CZL;M}Z, CIIUAHUA U NO2IOUeHUSl HA
PbIHKE OAHKOBCKUX yciye.

Honeanvosa Mapuna Onexcanopieha — KaHIUAAT €KOHOMIYHHMX HAyK, JOICHT
kadenpu ¢iHaHciB Ta OaHKIBCbKOI cmpaBu JIHIMPOMETPOBCHKOTO YHHUBEPCUTETY
eKOHOMIKH Ta IpaBa.
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