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FORMATION OF THE RISK MANAGEMENT SYSTEM OF THE
BANK IN THE CONDITIONS OF THE MARTIAL STATE ECONOMY:
CONCEPTUAL PROVISIONS

In the article, the main theoretical aspects of the formation of the risk management system of a
banking institution in the conditions of the martial law economy are examined. The purpose of the article
is to form the conceptual basis for improving the risk management system in the conditions of the martial
law and post-war reconstruction. The “banking risk” concept is specified, under which it is proposed
to consider the situation caused by the uncertainty of the information used by the bank in the process of
management and decision-making and is characterised by the dependence between the decision result
and the probability of its occurrence. The composition of the risk management system needs to be clar-
ified, taking account the aspects of the long-term development in the conditions of uncertainty and
adaptability of the risk management system to the changes in the external and internal environment,
which is a response to the requirements of the wartime economy. The introduction of the internal audit-
controlling of the banking risks is proposed, the principles and stages of its implementation are devel-
oped.
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Target setting. The commercial banks are an integral element of the state
banking system, one of the most important functions of which is to provide finan-
cial resources for the reproductive process. The essence of the banking activity is
the mediation between the owners of the temporarily free funds and the subjects
of the economy that have a deficit. This allows singling out the characteristic fea-
ture of the banking activity, namely the work with the raised capital, which in-
cludes: funds of the legal entities and individuals, as well as borrowing in the
interbank financial markets.

The functioning of the banking sector is associated with the occurrence of the
financial risks, which is due to the following factors:

- specifics, state of the development and the competitiveness of the financial
market;

- features of the banking activity.

It should be noted that the activity of the commercial banks is related to the
financial assets and liabilities that cannot be realized, unlike shares, bonds and
other securities, which negatively affects the risk protection of the commercial
bank.

The risks of the functioning of the Ukrainian banking system are characterized

by the diversification and high degree, in comparison with the similar risks of the
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banking institutions of the leading European countries. The main reasons for this
are high instability of the financial market, the imperfection of the banking sys-
tem. In the current realities of the crisis phenomena caused by the pandemic situ-
ation and the RF aggression, the problem of the bank risk management becomes
especially relevant.

Analysis of the recent research and publications. The approaches to the
risk management in the banking sector, risk management tools, the main areas of
the risk reduction are researched by a sufficient number of the leading scientists,
such as A. Abramova [1], K. Gonchar [2], O. Dzuiblyuk [3], M. Dubyna [4], A.
Zhavoronok [5], D. Tretiak [6] and others. Thus, A. Abramova investigates the
issue of the improving the approaches to the bank risk management in the context
of the transformational processes, M. Dubyna, O. Dzuiblyuk focus on the study
of the credit risks, A. Zhavoronok examines the risk management of the banking
institutions in the context of the economic security.

Outlining of the not researched parts of the general problem. Despite the
thorough work of the domestic scientists in the sphere of the banking risk man-
agement, we consider it appropriate to offer our own vision of the specified prob-
lem in the conditions of the wartime and the post-war development, since this
context is, in our opinion, insufficiently studied.

The purpose of the article is to form the conceptual basis for improving the
risk management system of the banking institution in the conditions of the martial
law and post-war recovery.

Statement of the main material. It should be noted that the management of
risks and uncertainty of the banking system functioning from the point of view of
the theory and methodology is determined by the following components:

- complexity of the object under research;

- regularities detection in the economy in the form of trends (which allows
describing the economic processes in terms of the “risks” and “uncertainty”);

- obligatory consideration of the human factor in the process of making man-
agerial decisions.

To specify the “banking risk” concept, a comparative description of its main
definitions will be presented.

Table 1

Main approaches to the definition of the “banking risk” concept

No. Definition Author
1 Probability of the non-compliance of the vol- | A. Yepifanov, T. Vasy-
ume, spatial and temporal parameters of the | lieva, S. Kozmenko
bank’s financial flows with the expected ones
are quantitively assessed; which is formed
due to the purposeful action or inaction of the
interested subjects of the economic relations,
which is reflected in the change in its financial
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condition and dynamics of the development
[7,p.27]

2 Possibility of making the rational or irrational | L. Bondarenko
managerial decision, within the framework of
which it is possible to give a reliable quantita-
tive and/or qualitative assessment of the effect
of factors [8, p.5]

3 Probability of receiving the revenues that are | M. Fastovets
less than expected, a decrease in the assets
value [9, p.5]

4 Banking risk — is a probability that a banking | O.Panchenko, O.
institution will lose parts of its financial re- | Maslyuk, A.Gorylenko
sources, fail to receive the income or increase
the expenses as a result of conducting the
banking operations and carrying other bank-
ing activities [10, p.146]

5 Reflect the uncertainty associated with the | V. Podchesova
manifestation of the competition between
banks and other market participants, which af-
fects the stability of the movement of the fi-
nancial flows and changes in the amount of
the bank’s financial resources [11]

6 Scattering of the results is possible, their fluc- | N. Ostrovska
tuations around the expected result is possible
[12 ]

1. Source: compiled by the author

The analysis of the data presented in the Table allows us to conclude that there
1s a certain differentiation of the views. Thus, some authors define the risk as a
probable danger of losses and the possibility of the event with a negative result.
Another approach is to consider the banking risk as an activity that depends on
the relationship between the uncertainty of the outcome and possible adverse con-
sequences.

A similar determination of the banking risk is also presented in the works of
the foreign researches. Thus, Edwin J. Dolan, Collin D. Campbell, Rosemary J.
Campbell in their work “Money, banking and monetary policy” consider the
banking risk as a specific feature of the selling of the banking product — the tem-
porary transfer of the right to own and use part of the loan fund and infrastructure
services necessary for the effective use of this part [13].

In turn, M.Ricks approaches the interpretation of the banking risk from the
point of view of the banking relations, considering that these are “unforeseen cir-
cumstances that may arise before the end of the loan repayment™ [14].
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A more general definition is offered by Ong M.K. presenting the banking risk
as “the risk of loss, which arises if the counterparty to the agreement does not
fulfil its obligations on time” [15].

The regulatory and legal interpretation of the banking risk concept, which cur-
rently in force in the banking legislation of our country, also has similar nuances.
The “risk” concept according to the Resolution of the NBU Board dated August
2, 2004 No. 361 i1s distinguished in two directions: risk (from the bank’s point of
view) — is a potential possibility of the underachievement of the income or a de-
crease in the market value of the bank’s capital due to the adverse effects of the
external and internal factors; risk (in the view of the National Bank) — is the prob-
ability that the events, expected or unexpected, may have a negative impact on the
bank’s capital and/or the bank [16].

Therefore, summarizing the work of the leading researchers, we can empha-
size that the banking risk is a situation caused by the uncertainty of the infor-
mation caused by the bank in the process of management and decision-making,
and 1s characterized by the dependence between the results of the decision and the
probability of its occurrence.

This definition also equates the risk with its possible occurrence depending on
the situational factor. At the same time, the concepts “possibility” and “probabil-
ity”” can be considered identical.

Due to the review of the proposed approaches to the definition of the “banking
risk” concept, we consider it appropriate to emphasize the following key charac-
teristics:

— uncertainty of the event occurrence;

— subjective-objective nature of the existence (that is, the risk exists regardless of
the subject’s ability to identify it, but depends on the nature of the subject’s ac-
tions);

- impact of the risk on the functioning of the banking institution and the change
in its financial stability and liquidity as a result of the occurrence of a risk event;

- multivariate decision-making processes.

The analysis of the researchers’ works [3;8;9], as well as the normative doc-
uments and the Basel agreements [17] allows systematizing and generalizing the
following types of the banking risks that are characteristic of the banking sector
of Ukraine (Table 2).

Table 2
Classification of the banking risks
Risk type Risk characteristics

Credit risk Arises as a result of the untimely repayment of debts to the bank in
accordance with the terms of the credit agreement

Interests risk Due to the changes in interest rates on the assets and liabilities

Operational risk Losses occurrence as a result of the inconsistency in the nature and
scope of the activities or the requirements of the legislation on the
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carrying out current banking operations, as well as violations of the
legal norms by the bank employees

Currency risk Arises due to the changes in the exchange rate, the effect of economic
and administrative instruments of the currency legislation by the state
Risk of the liquidity | Caused by the possibility of the financial losses due to the inability

loss of the bank to ensure the fulfilment of its obligations in full within
the specified period
Fund risk Risk of the possible losses as a result of adverse fluctuations in the

stock market and changes in the prices of the financial instruments
2. Source: compiled by the author

However, the identification of the specified type of the risk involves a set of
methods, technologies and tools for its reduction and elimination, which involves
a certain system of actions and interrelated processes. Thus, an integral element
of the management of the banking institution is risk management, which is a risk
management system that includes the management strategy and tactics aimed at
achieving the main business goals of the bank [16]. The implementation of the
strategic and tactical procedures eliminates the negative consequences of the
above types of the banking risks, but it can be effectively implemented only if all
elements of the risk management system interact. More often, the authors include
the following in the composition of the main elements:

1) subject of management — that directly manages the risk, which arises in the
crisis situation;

2) identification of the risk — identification of the types of the risks that arise,
search of their sources;

3) assessment of the risk degree — qualitative and quantitative analysis of the
risks arising in the crisis situation;

4) risk monitoring — careful monitoring of the risk development, determina-
tion of the precise actions for the further risk management [12;13;18].

However, in our opinion, the composition of the risk management system
needs the clarification, taking into account the aspects of the long-term develop-
ment in the conditions of uncertainty and adaptability of the risk management
system to the changes of the external and internal environment, which is a re-
sponse to the requirements of the wartime period. So, we’d like to suggest adding
the following to the main elements of the risk management system:

1. Strategy — defines the attitude of the interested parties and specific param-
eters that the board of the banking institutions should focus on, defines the proce-
dures, organizational structure and communication links. The development of the
effective risk management strategy is a priority for a banking institution in relation
to any type of the risk, provided they are identified and analysed.
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2. Methodology — covers the development of the system of the criteria, ap-
proaches and assessment models for each type of the risk with the formation of
the action scenario depending on the results of the analysis.

3. Procedures. The development of the risk identification and assessment pro-
cedures is necessary for the implementation of the control over the developed ar-
eas of the risk management. The procedures should be described in detail with
the definition of the liability limits, delineation of powers and functions, directions
of the interaction of the divisions of the banking structure.

4. Control — includes the assessment and analysis of the risk management
stages, compliance with the established limits or monitoring of the risk suscepti-
bility. The effective control ensures the risk reduction actions with the accepted
procedures and, most importantly, the reality of applying these procedures.

5. Updating — involves regular updating of the management approaches, tools,
models, tactics in accordance with the changes in the business environment of the
banking institutions.

6. Technology. Includes certain actions, methods aimed at reducing the risks.
At the same time, we consider it expedient to introduce the following procedures
as part of this element of the banking risk management system:

- risks diversification — involves the distribution of the risks by the bank port-
folio (currency, credit, securities);

- risks limitation — setting the limits on permissible losses both for credit op-
erations and the operations with currency and securities;

- risks insurance — provides insurance for the bank property, intellectual cap-
ital, deposits, etc.

Based on the studied material, we’ll depict the structure of the banking risks
management system (Scheme 1)

The specified structure will ensure the effective management of the banking
risks. However, for its effective implementation, it is necessary to use the new ap-
proaches to identify the risks impact on the functioning of the banking institution,
which will allow to determine the directions of neutralization, increase the financial
potential of the institution, and expand the offers in the financial market. Taking
this into account, in the complex of the main risk management tasks of the bank,
the priority is given to the internal financial risk control based on the implementa-
tion of the audit-controlling procedures as a component of the management audit.

We’d like to suggest considering the internal audit-controlling of the banking
risks in the form of the regulatory management system, within which the relation-
ships between such components as the information base, analysis of the financial
risk, planning and risk control are coordinated. At the same time, there 1s a con-
centration of the control actions on the priority directions of the banking institu-
tion’s functioning, identifying the deviations of the obtained financial results of
the activity from the planned ones, and making operational management decisions
aimed at normalizing the impact of the risk factors.
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Parameters
Organizational
structure
Purposes, tasks
Communications

System of criteria,
approaches and models

Limits of responsibility
Authorities
Functions
Directions of
interaction

Assessment
Analysis
Monitoring

RISK
MANAGEMENT ——»
SYSTEM

STRATEGY — >
METHODOLOGY ———»
PROCEDURES ——»
CONTROL —
TECHNOLOGY —»

Diversification
Limitation
Insurance

ACTUALIZATION

Scheme 1. Risk management system of the banking institution

*Source: author’s development

The specified audit-controlling can be considered as an effective management
mechanism in the field of ensuring the economic security of the bank. For the
effective implementation of the audit-controlling, we consider it expedient to pro-
pose the following system of the principles:
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1. Purposefulness — involves the orientation of the internal audit-controlling
system towards the achievement of the goals of the interest, credit, investment,
staff policy of the banking institution, which is due to the strategic nature of the
specified system functioning and is aimed at ensuring the liquidity and financial
stability of the bank.

2. Differentiation, which involves the implementation the control over the
banking operations based on the consideration of the specific risk factors, observ-
ing the correlation between the analyzed indicators reflecting the probability of
the operations taking place and risk conditions, and the indicators characterizing
the stability of the bank’s financial activity.

3. Orientation to the quantitative indicators, since the availability of the pos-
sibility of the quantitative assessment significantly simplifies the analysis and
control of the implementation of strategic goals and objectives.

4. Reliability of the initial data when choosing the basic indicators used in the
audit-controlling system to obtain the high-quality and justified results.

5. Compliance of the audit-controlling methods with the specifics of the risk-
analysis and risk-planning methods, which will make it possible to form an effec-
tive set of standard and tools for monitoring the effectiveness of the banking ac-
tivity and the indicators system that reflect the actually achieved results and, ulti-
mately, identify the reasons for their deviations from the planned ones.

6. Timeliness of the audit-controlling, which will allow to warn, timely diag-
nose the crisis situations in the bank’s activities and level the negative impact of
the risk.

7.Adaptability, which involves the possibility of adapting the banking proce-
dures to the new financial instruments emerging in the banking services market,
as well as to the new forms of the banking operations.

8. Transparency and informativeness of the audit control is aimed at the use
of simple methods and approaches that require the least effort of the risk manag-
ers.

9. Cost-effectiveness of the audit-controlling procedures, which involves min-
imizing the costs for organizing the risk-controlling [15].

The main purpose of the audit-controlling of the banking risks can be defined
as the possibility of solving current and strategic tasks of assessing the impact of
uncertainty and risks on the financial performance of the banking institution with
the subsequent development of measures system to mitigate the negative conse-
quences. Defining the conceptual model for the implementation of the internal
audit-controlling procedures involves the separation of the informational, analyt-
ical and strategic blocks.

At the first stage, the information base is formed based on the study of the
main areas of the bank’s activity from the standpoint of the influence of the risks.
It is expedient to carry out this process in the context of the retrospection, current
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situation and prospects with the simultaneous formation of the basic marginal in-
dicators for evaluating the effectiveness of the banking activity.

The next stage involves the analytical assessment of each banking operation
that is subject to the influence of the risk and the identification of the possible
influence of several risks at the same time. The implementation of the specified
stage is carried out directly with the clarification of the methodological toolkit of
the risk assessment and their potential reduction in the conditions of the possible
emerging problem areas.

The strategic block for the implementation of the audit-controlling procedures
directly includes the development of the management decisions regarding the im-
provement of the banking activities, considering the risk.

In the future, the implementation of the audit-controlling will cause a change
and adjustment to the directions of the bank’s financial, personnel, currency, and
investment policies with the adjustment for possible risks with the developed di-
rections for stabilizing the situation. The risk management in the audit-controlling
process is expedient based on the classification of the banking risks recommended
by the Basel Committee.

The implementation of the internal audit-controlling system in the bank’s
activities will contribute to the improvement of the efficiency of the assessment
process and the subsequent reduction of the risks, which 1s an important result of
the operation of the risk management system in the crisis conditions.

Conclusions. Thus, the implementation of the effective banking risk man-
agement system cannot guarantee the complete exclusion of the risky situation
occurrence, but it will contribute to the prevention of losses exceeding the ex-
pected level. The developed set of the measures for the assessment, prevention
and reduction of the risks must be adjusted when the goals of the strategic devel-
opment of the banking institution change. This will make it possible to control the
totality of risks of the banking activity and minimize the possible losses under the
condition of the adverse effects of the economic situation during the martial law
and post-war reconstruction.
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®OPMYBAHHSA CUCTEMHU PUSUK-MEHE/KMEHTY BAHKY
B YMOBAX EKOHOMIKHX BOEHHOI'O CTAHY:
KOHIEITYAJIBHI 3ACAIA

Y emammi 0ocniosceno ochoeri meopemuuni acnexmu popmyeanHs Cucmemu ynpasiinHs pusu-
KamMu O6aHKIBCbKOI YCMAHOBU 8 YMOBAX eKOHOMIKU 60€HHO20 cmany. Memoto cmammi € ¢popmysans
KOHYenmyanbHux 3acad YOOCKOHANEHHS CUCIeMU YRPAGTIHHA PUSUKAMU OAHKIBGCbKOI YCMAHO8U 8 YMO-
84X BOECHHO20 CMAHY MA NOBOEHHOI 8I00Y008U. YMOUHEeHO NOHAMMS «OAHKIBCOKUL PUSUKY, N0 AKUM
3anpONOHOBAHO PO32NAOAMY CUMYAYII0, CHPUYUHEHY HEBUHAYEHICIO IHopMayii, o GUKOPUCTOB)-
emvcs OAHKOM Y npoyeci YAPAGLiHHA Ma NPULHAMMS piuiens. 3anponoHo8ano cmpyKmypy cucmemu
VAPAGAIHHA PUSUKAMU 3 YPAXYBAHHAM ACHEKMIE 00820CMPOKOBO20 POIGUMKY 8 YMOBAX HEGUSHAYEHOCTI
ma adanmu@HOCi CUCeMU YNPAGIiHHA PUSUKAMU 00 3MIH 308HIUHbLO20 MA GHYMPIUHLO20 Cepedo-
suwga. OCHOGHUMU eleMEHMAMU CUCEMU YNPABIIHHA PUSUKAMU GUSHAYEHO CMpameziio, Memoooao-
2it, npoyedypu, KOHMpPoib i mexHoNo02io. B sskocmi incmpymenmy YOOCKOHAEHHS NPoyecy YNPAGIiHH
PU3UKAMU 3aNPONOHOBAHO BUKOPUCMANHA BHYMPIUHBLO20 AYOUM)-KOHMPOIIHEY OAHKIBCOKUX DUSUKIE,
PO3POONEHO NpUHYUNY MA emanu 1020 6NpoBAONCEHHs. BHympiwniil ayoum-KoHmponine 6auKigCoKux
PUBUKIG PO32TA0AEMBCA K (hopma pe2yIamuHoi cucmemu YNpaeints, y Npoyeci aKoi y3200x4Cyiomuvcs
6301EMO36 SI3KU MIdNC MAKUMU KOMNOHEHMAMU, 5K IHghopmayiina 6a3a, aHanis (PiHaHco8Ux pusuKis, nia-
HY8AHHS MA KOHMPOLb pusuxis. OCHOGHOI MEMOI0 ayOUmy-KOHMPOIiHeY OAHKIBCOKUX PUBUKIE GUSHA-
YEeHO MOJCIUBICTNG BUPIUIEHHS NOMOYHUX MA CMPAMELIYHUX 3a60AHb OYIHKU GNIUBY HEBUSHAYEHOCMI
ma pu3uKie Ha (iHancosy JisIbHICMb OAHKIBCHKOI YCMAHOBU 3 NOOANbULOI PO3POOKOIO CUCEMU 3aX0-
0i8 w000 iX NOM AKWEHHA MA HIBENIO8AHHA He2aAMUSHUX HACLIOKI8. 3anponoH08aHO KOHYENMYAIbHy
MoOdenb peanizayii npoyedyp GHYMPIUHBLO2O AYOUm -KOHMPOTIHZY, KA Nepeddaiac 8UOKpeMIeH s iH-
Gopmayitinoco, ananimuuno2o ma cmpameziuno2o 010xie. OOIPYHMOBAHO, WO BNPOBAONCEHHS CUC-
memu 6HYMPIUHb020 AyOUmY-KOHRMPOIH2Y 8 OIIbHOCHE OAHKY Cnpusmume nio8UeHHI0 eqheKmueHo-
cmi npoyecy OYIHKU MA NOOAAbUIOMY 3HUNCEHHIO PUSUKIB, WO € BaANCIUBUM Pe3Yabmamom
DYHKYIOHYBAHHS cUCTnEeMU YAPABTIHHS PUSUKAMU 8 YMOBAX KPU3U.

Knrouoei cnosa: baukiscoka OisiibHicmy, OAHKIBCHKT onepayii, OAHKI6CbKULL pU3UK, PUSUK-MeEHe-
0dCMEHM, KOHMPOJIIHE.
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