
Тetyana А. Vasylyeva1, Sergiy V. Leonov2, Sergiy D. Bohma3

THE IMPACT OF IMPLICIT BANK CONSOLIDATION ON SYSTEMIC
RISK IN THE BANKING SYSTEM OF UKRAINE

The article provides the definition of implicit consolidation processes in the banking system

and offers a new approach to bank consolidation measurement. The impact of implicit consolida-

tion of bank capital on systemic risks in the banking system of Ukraine is determined.
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У статті визначено поняття неявних консолідаційних процесів у банківській

системі та запропоновано новий підхід до розрахунку рівня консолідації банків.

Формалізовано вплив неявної консолідації банківського капіталу на системні ризики в

банківській системі України.
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НА СИСТЕМНЫЙ РИСК В БАНКОВСКОЙ
СИСТЕМЕ УКРАИНЫ

В статье определено понятие неявных консолидационных процессов в банковской

системе и предложен новый подход к расчету уровня консолидации банков. Установлено

влияние неявной консолидации банковского капитала на системные риски в банковской

системе Украины.
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системный риск; банковская система.

Problem setting. In the world practice M&As are the basic forms of banking con-

solidation representing the explicit consolidation of bank capital in a country that

results in the reduction in the number of banks in the system. It should be noted that

banking consolidation in Ukraine is not characterized by active M&A deals between

banks, thus not leading to reduced number of banks. Instead, we can observe simple

buying and selling of banks. Hence, we consider that consolidation of bank capital in

Ukraine goes in its implicit form. Such form of bank consolidation might contribute

to systemic risks in the banking system of Ukraine causing the necessity of appropri-

ate studies in this field.

Latest research and publications analysis. The relationship between banking con-

solidation and systemic risk has been widely investigated by Y. Amihud et al. (2002),

G. De Nicolo et al. (2004), A. Uhde & U. Heimeshoff (2009), G. Weib et al. (2014)

and others. However, there are no studies, which provide the determination of
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impact of different forms of bank consolidation on systemic risk in the banking sys-

tem, particularly for Ukraine.

The research objective is to determine the impact of implicit consolidation of

bank capital on systemic risk in the banking system of Ukraine.

Key research findings. Taking into account the peculiarities of banking consoli-

dation in Ukrainian practice we propose to define the meaning of implicit banking

consolidation as amalgamation of capitals of banks, considering that legally bank

capital is concentrated in different banks and not in one institution. That is the con-

solidation of managerial decisions of one investor who really owns several banks, for-

mally owned by different companies. Such implicit bank, groups can have negative

effects on the banking system stability hereby leading to an increase in systemic risks.

Using the public data from the Internet sources (Politica-ua.com; trust.ua;

sv27.com; www.bank.gov.ua) we have defined 6 implicit consolidated banking groups

in Ukraine, which include 23 banks and named after real last owners of these banks

(for example, "Country Ukraine" consists of 6 banks owned by state bodies of

Ukraine, Mykola Lagun as a physical body owns 5 banks (Delta Bank,

Kreditprombank, Astra et al.):

1) Country Ukraine (6);

2) Country Russian Federation (4);

3) SCM Finance (3);

4) Privat Group (3);

5) M. I. Lagun (5);

6) UniCredit Group (2).

As a measure of banking consolidation foreign scientists and practitioners often

use a share of a bank on deposit, loan or other markets after M&A deals (Uhde et al.,

2009; Weib et al., 2014). In consideration of impossibility to use this approach for

Ukrainian practice we propose to develop it according to domestic peculiarities, so

the indicator will include banks` position both at the loan and deposit markets.

Another important fact considered in our measurement of consolidation is that ana-

lysts when determining the impact of M&As on the banking system, first of all esti-

mate the consequences of banking consolidation on the level of concentration. So the

measurement of implicit banking consolidation in Ukraine is done using the follow-

ing formula:

(1)

where ІС – banking consolidation indicator; Li – loans of і bank at the loan market;

Di – deposits of і bank at the deposit market; TL – total bank loans; TD – total bank

deposits.

As for the measurement of systemic risk we have chosen the widely used Z-score

indicator of banking system`s financial soundness (Uhde et al., 2009; Amihud et al.,

2002) and financial soundness indicators (FSIs), developed by the International

Monetary Fund (IMF) and published by the National Bank of Ukraine. It should be

noted that we made calculations for all 6 groups separately and for the whole impli-

cit consolidated bank groups using the period of 2006–2013.
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The results of correlation between the IC and core and encouraged FSIs are pre-

sented in Tables 1 and 2. As we can see from these tables most of correlation indices

show strong negative correlation between IC and FSIs.

Moreover, 19 of 33 correlation indicators between IC and the general indicator

of implicit consolidation processes by banks show strong interconnection and 10 of

them – the negative one. Thus, it confirms the presence of negative impact of implic-

it consolidation processes on systemic risk in the banking system of Ukraine.

The correlation between IC and Z-score (Figyre 1) also confirms the negative

impact of implicit banking consolidation on the systemic risk in Ukrainian banking

sector.

Figure 1. Correlation indices between IC of implicit consolidated banking

groups and Z-score, authors' calculations

Hereby, two different approaches to systemic risk measurement in the banking

system of Ukraine confirm the negative impact of activity and the existence of impli-

cit consolidated bank groups in Ukraine.

Conclusions. We can conclude that implicit consolidated groups of banks in

Ukraine can negatively influence the banking system's financial soundness in gene-

ral, thus spreading the risk of systemic shocks between banks. The Antimonopoly

Committee of Ukraine should take measures on reorganizing these implicit amalga-

mations of banks in the system, otherwise worsening of their financial state can strike

other banks. Moreover, the information disclosure standard on real bank owners and

their corporate structure should be developed in Ukraine to make it possible to iden-

tify implicitly consolidated bank groups and prevent their emergence and activity.
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