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Summary
In wartime, Ukraine could retain the banking system’s 
stability. However, bank loans stagnated both in cor-
porate and personal segments. Corporate crediting 
is driven mainly by subsidised credit programs, while 
market-based crediting is shrinking. The revival of 
large-scale crediting is crucial for businesses adapt-
ing to the challenges of the exhaustive war and for 
the fastest recovery of the economy. The accents in 
credit policy should be shifted to advancing the de-
velopment of market-based loans, establishing the 
incentives for banks and recovery of borrowers’ sol-
vency and long-term sustainability.

In the paper, measures are suggested to redesign 
the existing subsidised credit programs and rear-
range the banking system to unlock the impediments 
of market-based credit provision. The revival of mar-
ket-based crediting should restore the mechanisms 
of monetary policy transmission and enable the NBU 
to be more effective in anti-inflationary control.

Problem
In the period of the full-scale war, the prudent regu-
latory policy of the National Bank of Ukraine (NBU) 
has ensured that the banking system remained sta-
ble and capable of providing basic banking services. 
Key stability measures have been introduced via the 
100% guarantees of bank deposits of physical per-
sons, the active refinancing of banks, the adoption 
of regulatory norms on the realities of war, and the 
restrictions on currency markets to avoid speculation.

For the period of active war from March to November 
of 2022, commercial banks’ resources increased at 
the expense of household deposits in hryvnia by 28,6 
% (UAH 136 billion). The deposits of non-financial cor-
porations declined by 10,9 % (UAH 43 billion).  

However, at the same time, bank loans in hryvnia 
stagnated both in corporate (increased by UAH 
18,0 billion) and in personal (declined by UAH 33,1 
billion) segments. Corporate loans even grew from 
March to June by a total of 33,0 billion UAH, but since 

September started to stagnate, declining to Novem-
ber by UAH 14,9 bln. Generally, only about  60 % of 
deposits are redirected to the goals of crediting. Sig-
nificant shares of money supplied to the economy, 
e.g. by fiscal channels, fail to reach the market and 
influence economic activity but are rather locked with-
in the banking system. Despite its current stability, the 
banking system suffers from its functional insufficien-
cy as the backbone of the national financial system.  

The accumulated deposits overheat liquidity, remove 
the significant money mass from productive circu-
lation in the economy, but simultaneously create a 
visible monetary overhang, endangering inflationary 
and devaluation expectations. This logically causes a 
more strict monetary policy of the NBU, which is re-
flected in the key policy rate, which has increased to 
25 % since June 3rd.

The “expensive money” policy pursued by the NBU 
is not the only reason for banks’ crediting stagnation. 
A prolonged war witnesses growing risks for banks 
due to the worsening solvency situation of debtors. 
According to statistical data, as of December 1st, the 
share of non-performing loans (NPL) totalled 36,7%. 
This indicator will probably be much higher following 
the cancellation of credit term reprieves announced 
for the martial law term. 

Having met with high debtors’ solvency risks, the 
banks restrain from crediting and prefer to invest the 
abundant liquidity primarily in short-term deposit cer-
tificates of the NBU, which provide a 23% annual yield. 
Banks’ investments into these instruments totalled at 
the end of December in UAH 457 billion (compared to 
UAH 745,6  billion of credits in hryvnia, provided to all 
residents) and more than tripled since February.

Corporate lending is mainly driven by subsidised 
credit programs (“Accessible loans 5-7-9 %”). Since 
the beginning of the full-scale war till the end of De-
cember, the banks involved in the program have 
provided loans amounting to UAH 72,2 billion. The 
subsidised credits compensate for the negative cor-
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https://mof.gov.ua/uk/news/minfin_za_chas_dii_voiennogo_stanu_v_mezhakh_derzhavnoi_programi_dostupni_krediti_5-7-9_vidano_17_359_pilgovikh_kreditiv_na_7224_mlrd_grn-3782


2

The Revival of Bank Crediting in the Wartime Economy of Ukraine

porate loans’ dynamics and constitute more than 50% 
of the total working corporate loan portfolios. Delays 
in the disbursement of guaranteed part of interest 
payments due to the problems with budget revenues 
have largely explained the decline of loans’ provision 
in the last months of 2022.   

In the near future, the track of subsidised crediting 
will also be supported by several internationally fi-
nanced programs. In particular, in December 2022, 
the IFC approved the program promoting bank cred-
iting in agriculture and SMEs for USD 2 billion. Practi-
cally at the same time, another agreement has been 
signed on USD 150 million funding by German KfW 
bank loans for energy saving and energy resilience 
projects.

However, any special credit program does not solve 
the fundamental imbalances in the financial sector 
of Ukraine. Subsidised credits create an additional 
burden for the public debt – either domestic or for-
eign, while banks continue accumulating liquidity and 
are subject to restrictive monetary policy. Administra-
tive, not market criteria for adopting loan provision 
decisions distort the business landscape, making it 
less transparent and predictable for foreign partners 
and potential investors. 

Purpose
The revival of large-scale crediting is crucial for busi-
nesses adapting to the challenges of exhaustive 
war and for the fastest recovery of assets destroyed 
during the fighting and Russian missile attacks. 

The importance of subsidised crediting will still be 
high as the optimal way to deliver credit resources 
to finance the most urgent needs of businesses’ re-
silience and recovery. In the state budget for 2023, 
more than UAH 9 billion was assigned to the “5-7-9 %” 
program compared to UAH 3 billion in 2022. Mean-
while, the corresponding programs should be rede-
signed to widen the spectrum of financial instruments 
subject to subsidisation, differentiate the residual in-
terest paid by the borrower, and specify the targeting 
of supported loans to the projects, which can serve 
as accelerators for economic recovery and business 
development. 

However, the accents in credit policy should be shift-
ed to advancing the development of market-based 
loans via the establishment of incentives for banks 
and recovery of borrowers’ solvency and long-term 
sustainability. 

For this reason, complementary institutional chang-
es should be undertaken to rearrange the banking 
system to best meet the challenges of prolonged 
war and recovery imperatives. The revival of mar-
ket-based crediting should restore the mechanisms of 
monetary policy transmission and enable the NBU to 
be more effective in anti-inflationary control, and elim-
inate the self-supporting scheme of excess liquidity 
sterilisation with precious deposit certificates step-by-
step. Researchers of emerging economies argue that 
the proper quality of institutes allows central banks 
to minimise the recessionary risks of inflationary tar-
geting. 

Recommendations
 ● The subsidised credit programs should be ori-

ented towards sequentially diminishing the share 
of loans for operational needs and concentrating 
largely on financing investment projects centred 
around recovery and structural changes. It is 
recommended to specify the priority spheres 
for subsidised credits, including particularly the 
restoration of destroyed business assets, the re-
arrangement of relocated enterprises, and the 
creation of employment opportunities. Thus, 
regional differentiation in subsidy provision is 
strongly recommended, giving the preferences 
to regions and local communities with the stron-
gest needs in recovery. 

 ● Likely, based on the experience of IFC and KfW, 
the share of foreign aid in credit subsidies will 
spread. This eases the task of subsidised cred-
its’ redesign, as the donors in their programs will 
follow the considerations mentioned above. Pos-
sible risk can be associated with an extremely 
high basic interest rate, making subsidies much 
more expensive. Reducing key policy rates or 
any steps to reduce the basic rate of bank cred-
it should encourage the donors’ credit-support 
programs.

 ● Implementing a differentiated rate of refinanc-
ing depending on the structure of the credit 
folders of banks (the longer the credits, the 
cheaper the refinancing) can serve to reduce 
the rate for long-term investment credits. The in-
strument will not work in the short run in the sit-
uation of excess liquidity, but in the medium and 
long run, cheaper long-term financing should be 
recalled to finance the demand for investments 
in recovery. The experience of the European 
Central Bank in the form of its Targeted Longer 
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file:///F:\GLOBSEC\Schmidt-Hebbel%20K.,%20Carrasco%20M.%20(2016).%20The%20Past%20and%20Future%20of%20Inflation%20Targeting.%20Central%20Bank%20of%20Brazil%20Seminars,%20April%202016
https://www.ecb.europa.eu/mopo/implement/omo/tltro/html/index.en.html
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Term Refinancing Operations (TLTROs), used in 
the EU since 2014, should be adapted. 

 ● The specialisation of banks provides the oppor-
tunity to tailor regulatory frameworks taking 
into account the specific features of the lending 
objective. The more sophisticated regulations 
should consider different natures of collateral 
(export goods, future agriproducts, mortgage, 
etc.), different business models and terms of 
turnover, different risks, and the like. Preferably, 
the differentiation could be realised by the desig-
nation of special banks, concentrated on specific 
borrowers, or, in a much worse option, by the se-
lection of specialised pools of credits which can 
be subject to misuse. 

The possible specialised banks or pools of cred-
its can be as follows:

 ● Export – taking into consideration specific 
risks, such as political, infrastructure-relat-
ed, and currency. The risks can also be cov-
ered by the mechanisms of the Export Credit 
Agency;

 ● Innovation – with special emphasis on the 
expertise of financed projects, compensation 
of the higher risks of venture projects;

 ● Small businesses – emphasis on small-sized 
credits and startups, with small or unavail-
able collateral, providing technical support 
for preparing project proposals;

 ● Mortgage – affected by prolonged terms of 
credit in conditions of high uncertainty, vol-
atility of the market price of collateral, and 
uncertain long-term solvency of borrowers;

 ● Agricultural – with season-dependent cap-
ital turnover and increased climate risks. In 
addressing small-sized entities, namely farm-
ers, technical support in the preparation of 
projects and small-sized credits are needed;

 ● Municipal – considering the small scale and 
localisation of such banks, less orientation 
for profit-seeking, at the same time – a high 
potential role in local infrastructure recovery 
that can be addressed through public-private 
partnerships.  

 ● State-owned banks can serve as leaders in re-
arranging the provision of banking services in 
wartime. This touches upon the development 
of networks of branches and bank terminals, the 

introduction of modern digital services, the tight 
networking between state-owned banks or with 
other Ukrainian banks, the implementation of the 
proper methodology of client solvency assess-
ment in wartime, the supply of competitive de-
posit rates and programs, the provision of credits 
to the priority sectors, and the goals of recovery. 
As the state-owned banks now constitute the 
foundation of the national banking system, their 
pilot projects of adapting to wartime challenges 
could be shared with the entire banking system 
of Ukraine. State-owned banks, consequently, 
require special management provided by the 
Ministry of Finance. The policy concerning state-
owned banks should be one of the subjects of 
international support for the recovery process. 
As soon as, in the long run, the major shares of 
state-owned banks are supposed to be priva-
tised, the investments in their modernisation will 
be refunded due to the increase in their market 
value.

 ● The systemic measures to unload banks from 
the burden of NPL can significantly reduce their 
risks, improve the capacity to attract deposits 
and investments, and reduce the risk premium 
in the composition of credit rate.  The issue is 
that an enormously high level of NPL caused by 
the war does not allow the standard sanation (re-
habilitation) procedures to apply. Thus, it is rec-
ommended to:

 ● implement differentiated programs of re-
structuring for pre-war debtors that suffered 
no war damage, thus, can be responsible for 
debts with their assets;

 ● redeem the NPL of the debtors affected by 
war damages to business assets, which are 
focused on recovering their businesses;

 ● determine the regimes of compensation of 
credits lost by banks in the cases when debt-
ors cancelled their activities due to war-gen-
erated reasons;

 ● create a special agency of bad assets’ man-
agement to treat the redeemed loans.

 ● Special instruments should be implemented to 
finance the recovery of destroyed assets and 
individual property and dwellings. As credit-
ing these goals is problematic due to the lack 
of appropriate collateral, one possible way is to 
issue compensational certificates, which should 
be accepted as collateral for crediting recov-

https://www.ecb.europa.eu/mopo/implement/omo/tltro/html/index.en.html
https://www.eca.gov.ua/
https://www.eca.gov.ua/
https://bank.gov.ua/admin_uploads/article/Banking_Sector_Review_2022-08.pdf?v=4
https://bank.gov.ua/admin_uploads/article/Banking_Sector_Review_2022-08.pdf?v=4
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwjbqqPvmsj8AhUVzYsKHRSGCgQQFnoECBEQAQ&url=https%3A%2F%2Fmof.gov.ua%2Fstorage%2Ffiles%2F20200814%2520SOB%2520Strategy.pdf&usg=AOvVaw0ii-kqJUqI_Uzz9a6Xl6HA
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwjbqqPvmsj8AhUVzYsKHRSGCgQQFnoECBEQAQ&url=https%3A%2F%2Fmof.gov.ua%2Fstorage%2Ffiles%2F20200814%2520SOB%2520Strategy.pdf&usg=AOvVaw0ii-kqJUqI_Uzz9a6Xl6HA
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&ved=2ahUKEwjbqqPvmsj8AhUVzYsKHRSGCgQQFnoECBEQAQ&url=https%3A%2F%2Fmof.gov.ua%2Fstorage%2Ffiles%2F20200814%2520SOB%2520Strategy.pdf&usg=AOvVaw0ii-kqJUqI_Uzz9a6Xl6HA
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ery. The certificates could be used as reserves 
of banks, circulate in the securities market and 
have guaranteed delayed coverage by means of 
international aid to Ukraine. In the medium run, 
the option can be foreseen for the owners of the 
certificates to claim part of Russia’s reparations in 
the post-war period.

 ● The revival of bank crediting requires the resil-
ient availability of physical access to banking 
services for businesses and physical persons. 
Thus, offices of key banks should be restored in 
the centre of each hromada (Ukrainian adminis-
trative divisions), either as constantly acting units 
or as  mobile offices. Electronic banking services 
for users should be guaranteed across the entire 
country, even in periods of temporary electrici-
ty blackouts due to Russian missile attacks (the 
NBU suggests the “PowerBanking” initiative as 
the appropriate one).

Conclusion
The successful recovery of a full-scale spectrum of 
credit services of Ukrainian banks is crucial in ensur-
ing the country’s resilience in wartime and the efficient 
transition to post-war recovery. The NBU is quite suc-
cessful in the promotion of the current stability of the 
banking sector. Meanwhile, the restart of productive 
crediting requires additional complementary steps.

Technical assistance should be suggested to the NBU 
and leading commercial banks in solving the number 
of primordial problems necessary for the recovery of 
their functionality in wartime. In particular:

 ● investment crediting in the period of high uncer-
tainty;

 ● crediting the recovery;

 ● managing the NPL;

 ● targeted refinancing implementation;

 ● institutional arrangements of specialised com-
mercial banks;

 ● functioning of the municipal banks;

 ● proper communications between the Central 
bank and the Government concerning the goals 
of macroeconomic stability and revival of the 
crediting of the economy.

Due to the unprecedented challenges the Ukrainian 
economy now faces, the standard financial instru-
ments, compliant with conventional institutional prac-
tices, should be complemented with some innovative 
tools. The composition of the latter requires additional 
studies.

https://bank.gov.ua/ua/news/all/za-initsiativi-natsionalnogo-banku-stvorena-spilna-bankivska-mereja-power-banking-yaka-pratsyuvatime-navit-v-umovah-blekautu
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