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SPECIAL ASPECTS
OF THE BANKING INSTITUTIONS
RATING: A CASE FOR UKRAINE

Abstract

In today’s rapidly changing global financial market, potential counterparties are in dire
need of reliable and timely information on the partner bank performance in order to
find the most successful one in terms of conducting credit and deposit transactions.
Public ratings of banks serve to solve this problem and are considered as one of the
effective tools for choosing such a bank. In Ukraine, the rating of banking institu-
tions is not widely used by business entities because of the imperfect methodology of
analysis of banks, a rating process that is closed to the public, the assignment of an
unreliable rating to selected banks, the use of obtained ratings by banks for marketing
purposes, etc. Therefore, the purpose of the study is to improve the existing rating sys-
tems for Ukrainian environment. International and domestic regulatory documents
on rating, data of the National Bank of Ukraine and commercial banks, materials of
rating agencies, as well as scientific publications of well-known Ukrainian and foreign
scientists made the theoretical basis of the study. It is proposed to take a number of
priority measures to legislatively regulate the activities of bodies for rating scores of
banking institutions, to create a branched infrastructure of the rating market and to
establish effective interaction of its participants, to end demonopolization and weaken
entry barriers and to introduce new agencies in the rating market, to identify new rat-
ing methodologies. The conclusions are aimed at the development of a civilized and
transparent rating business in Ukraine, which will ultimately contribute to the timely
detection and neutralization of crisis phenomena in the banking sector, restoring con-
fidence between banks and their clients, creating the preconditions for making sound
business decisions.
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INTRODUCTION

The effective operation of the Ukrainian economy and the opportu-
nities for its development depend significantly on its banking system
effectiveness. Given the constant variability of the environment and
numerous financial risks, legal and natural persons seek to deal on-
ly with reliable banks, which in the long run will allow clients to se-
cure their capital, obtain credit resources at an affordable price, and
make payments smoothly. That is, the banking sector acts as a stabi-
lizer for the economy, neutralizing the negative impact of threatening
phenomena, and its destabilization results in a deepening crisis in all
spheres of economic activity.

In world’s leading countries, developing and making sound manage-
ment decisions for individuals and businesses to choose a commercial
bank is based on a rating of its performance. The perfect system of
analytical calculation of indicators for construction of such ratings
makes it possible to conclude about the financial position of a banking
institution and its reliability as a whole.

http://dx.doi.org/10.21511/bbs.14(3).2019.05
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In Ukraine, before the 21* century began, there was no market for rating services. The ratings of com-
mercial banks published by a number of organizations took into account a small number of factors,
which made it impossible to obtain a comprehensive understanding of the bank’s financial position or
reliability. Powerful enterprises, which had sufficient financial resources and adequate staffing, inde-
pendently carried out analytical calculations to determine the reliability of the selected serving com-
mercial bank. Later, specialized agencies began to provide such services, but the methodologies used in
rating were and remain largely a trade secret and, therefore, there is no certainty about these results ad-
equacy. Medium-sized and small businesses and households used inaccurate media or subjective expert
assessments, because rating agencies’ services were expensive, leading to a loss of their capital. Typical
are the cases when rating agencies, on the order of banks, publicly release certain ratings for mass use.

Improvement of rating systems for assessing banking institutions will allow not only to rationalize
the activity of legal entities and individuals in the banking sector of the economy, but also to specify
the main problems in a timely manner and identify the banks in need of priority rehabilitation or

transformation.

1. THEORETICAL BASIS

For a long time, creating perfect rating systems for
evaluating the performance of commercial banks
in Ukraine is the issue that has drawn attention of
many researchers and scientists. Thus, using the-
oretical and practical experience, scientists have
conducted research into the input parameters
used in the construction of such systems, as well as
conduct research towards improving the existing
domestic rating systems of banking institutions.

The scientific literature used in Ukraine lacks a
conceptual understanding of rating. In particu-
lar, Fursova and Pivnenko (2015) consider rating
of banks as a comprehensive approach to deter-
mining the financial position of each bank and
identifying the basic trends of its development.
Karminskiy, Peresetskiy, and Petrov (2005), who
have thoroughly studied the methodology of
banking ratings, choose the following description:
rating is a comprehensive assessment of the sta-
tus of an entity (bank) that allows it to be classi-
fied in a particular class or category. Afanasenko
(2011) defines the rating as “a comprehensive com-
parative assessment of the performance of an eco-
nomic decision-making system based on financial
reporting and expert judgment. This definition is
quite close to the previous one by its very nature.
Further refinement defines rating as a manage-
ment method and shows the comprehensive na-
ture of this type of evaluation. Rysin (2014), while
interpreting the “bank rating” definition, empha-
sizes that it is a tool to demonstrate the investment
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attractiveness of a bank through its ability to man-
age professionally and profitably in a complex area
such as financial business. Lohvynenko (2009), in
the study of the nature and importance of ratings
in an entrepreneurial environment, considers the
rating process to be central and states it is a profes-
sional activity, which involves a comprehensive as-
sessment of different spheres of activity of a rating
object and a rank, which reflects its true position
(reliability, investment, attractiveness, creditwor-
thiness and solvency, etc.) according to the devel-
oped scale, and also allows to formulate a realis-
tic forecast of development in the short and long
run. Nabok (2006) states that the rating system is a
comprehensive system, which determines a bank’s
position according to certain parameters in the fi-
nancial market.

According to Afanasenko (2011), the authors gen-
erally apply 10 basic categories to determine the
etymology of the term “rating™ evaluation, char-
acteristic, system, indicator, setting, method, tool,
process, distribution, and forecast. This definition
variety confirms once again that scientists have
not yet reached common ground regarding the
disclosure of the content of the ratings.

“Rating” and “credit rating” are considered as same
concepts, and the rating procedure is used as a
process of assigning the very credit rating. Thus,
IBI-Rating (2018) agency notes on its official web-
page that the credit rating reflects the opinion of
the agency’s experts on the ability and willingness
of the business entity to fully and within its own
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terms fulfill its financial obligations. National rat-
ing agency (NRA) Rurik (2018) interprets credit
rating as an independent expert rating by a spe-
cialized rating agency regarding the degree of
credit risk of a debt that indicates the likelihood
of failure to meet an obligation or default. The
Credit-Rating (2018) agency defines a credit rat-
ing as a conclusion about the creditworthiness of
a rating object as a whole and its individual debt
according to the National Rating Scale. The rating
analysts of the Standard-Rating (2018) agency of-
fer to consider credit rating as a universal mecha-
nism for assessing the reliability of debt according
to a specially designed scale of credit risk assess-
ment (Kozlovsky & Fonitska, 2013).

The Expert-Rating (2018) rating agency gives the
following definition: credit rating is a classic prod-
uct (instrument) that is assigned to banks and
describes the degree of their financial soundness
(solvency), which is measured by the probability
of default.

According to the provisions of Article 1 of the
Law of Ukraine “On State Regulation of Securities
Market in Ukraine”, a credit rating is a condition-
al expression of the creditworthiness of an object
of rating as a whole and its individual debt under
the National Credit Rating Scale. Whereas credit
rating (rating) means providing professional ser-
vices in the financial market, aimed at finding out
the creditworthiness of a rating object, which may
be conducted by a certain rating agency (1996).

The specialists of Moody’s (2018) are convinced
that the credit rating is the ability of the issuer to
make payments and meet financial obligations
in a timely and full manner. According to the
Standard & Poor’s (2018) concept, a credit rating is
an expert opinion on the overall ability of a com-
pany to meet its obligations (creditworthiness).
FitchRatings (2018) describes the credit rating as
a relative risk measure.

Fuzzy logic by S. Kozlovskyi, Mazur, Vdovenko,
Shepel, and V. Kozlovskyi, (2018) is the current
method used to rank banks. The use of fuzzy logic
theory makes it possible to work with both qual-
itative and quantitative indicators, form an arti-
ficial intelligence system and develop forecasts
of the level of rating. Fuzzy logic is an innovative
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mathematics that can be used to solve a research
problem.

At the same time, developing highly accurate and
adequate rating systems for evaluating the activity
of commercial banks, despite a number of works
on this topic, is still relevant and needs further
study. In this regard, it is advisable to study the
methodology, analyze the advantages and disad-
vantages of rating techniques.

The need for rating banking structures was caused
by the desire of key financial market actors to nav-
igate, know and have an integrated assessment of
their personal financial position with respect to
their partners or competitors. Before getting ac-
quainted with the methodology and features of the
existing rating systems for evaluating the bank’s
activity, it is worth explaining the subject matter
of the concept of “commercial banks rating”, the
essence of which is interpreted by scientists in dif-
ferent ways. Based on a thorough analysis of the
theoretical and practical aspects of rating, the
current study offers the following interpretation
of the rating of banks, which reveals the essence of
the rating process: the rating of commercial banks
is the position of banks in the general list, which
is determined on the basis of a unified method-
ological approach to the calculation of indicators
used as a basis of rating, which makes it possible
to conclude on the effectiveness of the commercial
bank activity.

In general, the rating process (see Figure 1) is
based on the selection of necessary indicators
from the flow of information from the internal
and external environment of a commercial bank.
The quality characteristics and amount of input
data for rating depend on the methodology of the
rating process of commercial banks. The obtained
ratings are used directly by the bank (manage-
ment), in making management decisions in order
to improve its performance, and the external enti-
ties (clients, to choose a reliable servicing bank, as
well as the Central Bank for timely identification
of problems and improvement of the banking sys-
tem) (Bekh, 2012).

Rating agencies are considered to be the main en-

tities involved in rating the banks. Each of them
has a specific methodology to analyze input indi-
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Use of rating

For the rational behavior
of the participants in the
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ﬁ

For management
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Internal
environment
(bank)

of selecting indicators

Rating entity
(rating agency in most cases)

The process Rating creation
according to a specified

for rating methodology

Figure 1. General rating scheme of commercial banks

cators and a unique process of rating the activities
of banking institutions.

In 2018, the National Securities and Stock Market
Commission includes the following rating firms in
the State Register of Authorized Rating Agencies
of Ukraine: IBI-Rating, Rurik, Credit-Rating,
Standard-Rating, and Expert-Rating.

Thus, IBI-Rating (Ukraine) makes a rating of bank
deposits reliability, which is intended for individ-
uals and legal entities that have concluded or plan
to conclude a deposit agreement with a commer-
cial bank, having previously monitored its relia-
bility. The users of this rating are based on a rating
scale: from 6 (exceptional reliability; a commercial
bank is the most preferable financial institution
in terms of default risk) to 1 (low reliability; high
bankruptcy probability). According to the agen-
cy, the indicators of this rating can be considered
indicators of the financial position of banks. This
rating makes it possible to obtain reliable infor-
mation (the agency is classified as the authorized)
without disclosing and disseminating confidential
data of a commercial bank. A rating is formed on
the basis of a closed Methodology for determining
the rating of bank deposits developed by the agen-
cy. Data are updated quarterly to provide relevant
ratings to users.

IBI-Rating forms a credit rating based on a detailed
analysis of banks’ credit activity, which is intended
to inform potential investors and partners about
the efficiency of conducting credit activity by a
bank and problems in the structure of its credit
portfolio. In addition, the rating is used directly by
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commercial bank managers to make management
decisions while optimizing its lending activities.
The results are drawn up by the agency using the
National Rating Scale separately for long- (over 1
year) and short-term (up to 1 year) credit transac-
tions. Similarly, building credit rating is based on
Credit Portfolio Quality Methodology developed
by the agency. The rating covers a relatively broad
range of banking entities, as it is compulsory un-
der Ukrainian legislation. Data on ratings are up-
dated quarterly or half-yearly (IBI-Rating, 2018).

NRA Rurik (Ukraine) compiles the ratings of de-
posit accounts, borrowers, debt instruments and
the integrated long-term rating of the country’s
banking system. According to the agency, the reli-
ability rating of deposit accounts can only be used
if the environment (factors that influenced the
commercial bank in the rating) is stable. The rat-
ing scale varies from r5+ (very high) to rl- (very
low), the practical interpretation of which is sim-
ilar to the IBI-Rating scale. Unlike the previous
agency, NRA Rurik provides information on the
general rating methodology. In assessing the re-
liability of deposit accounts, in addition to the
groups of key indicators (liquidity and solvency,
asset quality and resource base, capitalization and
efficiency of operations), the agency takes into ac-
count incidental factors (implementation of eco-
nomic standards by a commercial bank, organi-
zational structure and its quality characteristic,
probability of loss of reputation, payment delay
statistics, other factors affecting the outflow and
inflow of deposits). In total, 17 key indicators are
used, depending on the value of which the bank
is assigned a certain score for each indicator, and
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then the total score is determined. The estimate
obtained is adjusted based on the incidental fac-
tors. The integrated evaluation is approved only by
a rating committee comprising highly qualified
specialists.

While building the credit rating, Rurik explores
a wide range of aspects of commercial banks’ ac-
tivities: direct banking, juridical and legal basis
for operation, bank and risk management system,
implementation of economic standards and limits.
This technique is designed for all entities eligible
to provide credit services. The ratings obtained are
not subject to public interpretation (Rurik, 2018).

The Credit-Rating agency (Ukraine) provides
credit rating services for various lenders and debt
instruments. The main advantage of such rat-
ing is the adaptation of the methodology to the
Ukrainian environment, including taking into
account the likelihood of deepening crisis situ-
ations. The procedure for determining the posi-
tion of banks in the rating is closed, only key ar-
eas of research are published (specialization of a
commercial bank, client base, organizational and
functional structure, financial and economic ac-
tivity and dynamics of its key indicators, etc.). The
agency’s credit rating of the bank deposit gives in-
formation about the possibility of the deposit re-
payment during the year. The scale varies from 5
(highest reliability) to 1 (low reliability), with the
possibility of using intermediate results with the
marks “+/-". In fact, the scale is identical to the
previous ones and is convenient for mass practical
application. To build a rating, the bank’s liquidi-
ty and resource base are analyzed, diversification
and quality of its assets, opportunities to attract
resources are assessed, the efficiency of banks and
their sensitivity to negative factors are studied.
The last block is particularly noteworthy, which
provides a study of the dependence of the bank’s
functioning on the projected changes in the mar-
ket or in other areas of the economy, its interac-
tion with authorities (Credit-Rating, 2018).

Standard-Rating operates as a national rating
agency in the Ukrainian market for rating ser-
vices. Its main specificity is the recognition of the
rating as relevant only during the period of agree-
ment between the banking institution and the
agency. The agency’s services include mainly cred-
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it ratings, whose methodology is based on the use
of the key indicators for the CAMELS model (cap-
ital adequacy, asset quality, management features,
earnings, liquidity and market share). Moreover,
the ratings are long-term, although they can be in-
terpreted as short-term and rating scales can be
compared (Standard-Rating, 2018).

Expert-Rating, the authorized agency, is the larg-
est operator of the voluntary rating segment in
Ukraine, actively participating in the formation
of the Ukrainian open and competitive market
for rating procedures, specializing in determining
credit and infrastructure ratings on national and
international rating scales as possible benchmarks
solutions. In addition, the agency is steadily devel-
oping a line of individual ratings, which are repre-
sented not only by classic credit ratings, but also
by corporate governance and investment attrac-
tiveness, as well as public institutional and prod-
uct ratings. It also conducts independent complex
rating studies in the Ukrainian financial services
market. The rating agency’s methodological base
covers the banking, insurance, investment and re-
al sectors of the Ukrainian economy.

Expert Rating is considered to be a qualified full-cy-
cle agency, that is, the rating procedure first takes
place and then it is quarterly confirmed every year,
after which everything is repeated anew. In the
process of implementing (updating) banks’ rating,
the following criteria are used: capital adequacys; li-
quidity; asset quality; profitability of operations; re-
lations with the regulator and shareholders; market
share and competitive environment; currency and
interest rate risks; additional factors (management
of the bank and its experience, special aspects of
personnel management and regional units of the
bank, presence of branches and representative offic-
es outside Ukraine, etc.). When assessing the im-
pact of the above parameters on a bank’s credit rat-
ing, the average of similar indicators in the banking
system or group of banks and their dynamics over
time is taken into account. If the set of factors is
not quantifiable, then the evaluation is carried out
expertly by the rating committee members of the
agency, based on the rating scale under which the
evaluation is carried out.

The corporate ethics standards, as well as the de-
gree of responsibility of the Expert-Rating staff
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to the participants of the rating services market,
are fixed in the Code of Ethics. In doing so, the
agency fully complies with the recommendations
of the International Organization of Securities
Commissions (IOSCO) on the rating procedure
transparency, not only revealing methodological
approaches to rating creation, but also the pro-
gress of the analytical process by means of rating
reports and notifications of their updates.

A transparent and objective rating system of
Expert-Rating, combined with unique channels of
information dissemination, enables banks to meet
the requirements of government regulators and
regularly inform investors and depositors about

Banks and Bank Systems, Volume 14, Issue 3, 2019

the level of their risks. This transforms ratings in-
to an instrument that ensures effective promotion
of their products in the Ukrainian financial mar-
ket (Expert-Rating, 2018).

Each of the Ukrainian rating systems discussed
above has a number of advantages and disadvan-
tages, which testifies to the inevitability of cre-
ation of a unified rating system for banks in the
near future in Ukraine see Table 1.

Methodologies by Kromonov and Shyrynska
are another popular approach to rating the per-
formance of commercial banks in Ukraine.
According to the Kromonov’s method, ratings are

Table 1. Advantages and disadvantages of rating systems for evaluating the performance

of commercial banks in Ukraine

Source: Compiled by authors based on Credit-Rating (2018), Expert-Rating (2018), IBI-Rating (2018), Rurik (2018), Standard-Rating (2018).

Rating system

Advantages

Disadvantages

Reliability rating of bank
deposits, credit rating of
IBI-Rating

Reliability rating of deposit
accounts, borrowers, debt
instruments, credit rating,
integrated long-term rating of

NRA Rurik

Bank deposit reliability rating,
credit ratings of various

creditors and debt instruments, :
i » a well-established customer feedback process

the Credit-Rating agency

Credit ratings of the Standard-
Rating agency

Credit and infrastructure
ratings of Expert-Rating

i e Itis considered reliable;

¢ uses confidential data of commercial banks, which
are not available for public use;

i e practical interpretation of the results in the form of
explanations to the rating scale;

e gives a comprehensive view of the bank as a
borrower (its image, reliability, position in the
market);

e covers a wide range of banks;

¢ periodically updates data

¢ Public release of most ratings;
i » a well-established PR system;

i » taking into account international standards of rating :

procedures;
i » a number of related services (management and
finance consultancy);

of rating practices

* Taking into account the peculiarities of the
Ukrainian economy, crisis phenomena and potential :
i » information provided by customers is

risks;

¢ Long-term rating;
: e comparability of long-term and short-term credit
rating scales;

e use of all key indicators

i » Relative simplicity of calculations and detailed

assessment of many aspects of the bank’s activity;

i » high speed of the rating process due to the clear

¢ algorithms;

i » disclosing the content of the rating methodology
and clarifying in the rating report how the agency’s
analysts came to the final rating;

i e taking into account the dynamics of indicators and
the possibility of remote rating;

i e increased objectivity and reliability of ratings as a

result of reducing the influence of subjective factors

© « open access to the general principles and substance '
the banking system of Ukraine, P & P P H

" e The bank has the right not to publish the

results of the rating, which causes the use of
the rating mainly for marketing purposes;

i e closed rating methodology, which does not

allow for assessing the adequacy of ratings
and comparing them with other similar
ratings;

e ignoring the solvency indicators of

commercial banks in the calculations

¢ Does not take into account the probably
deepening crisis phenomena;

e the agency is not fully responsible for
the adequacy of the ratings, arguing that
the quality of the input data and their
completeness depend largely on the banks;

e public interpretation of the calculated
parameters is the agency’s commercial
secret;

i e credit ratings are universal (that is, not

adapted solely to commercial banks)

¢ Closed information on the rating

methodology;

considered to be reliable and non-auditable

e Lack of information on the rating procedure;
: » custom-built rating is not publicly available

(used as a marketing tool)

i  Inability to calculate the rating only on the

basis of the official financial statements;

e insufficient validity of choosing reference

values of evaluation indicators-criteria;

e inappropriate selection of correctional
weight coefficients;

e inability to detect deterioration of banks’
financial position in a timely manner

http://dx.doi.org/10.21511/bbs.14(3).2019.05
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based on capital, liquidity and liquidity risk indi-
cators. That is, the rating is mainly aimed at assess-
ing the optimal structure of assets and liabilities of
a commercial bank. A bank’s rating position is a
100-point overall assessment of a bank’s reliabili-
ty (from unsatisfactory reliability (less than 30) to
strong one if there is a 90-100-point assessment),
which involves the calculation of a synthetic relia-
bility index that allows for random factors.

Methodology by Shyrynska is based on the use of
more indicators (capital, asset structure, profita-
bility, liquidity, liquidity risk, and credit risk). The
result of rating by this method is a synthetic coef-
ficient, which is determined based on pre-calcu-
lated weighted coeflicients using these groups of
indicators.

Priority of using rating of banking institutions by
the Kromonov and Shyrynska’s methodology is
due to their simplicity. They allow for making their
own calculations and do not require unnecessary
material costs, and they also do not need data that
is “bank secrecy”. Among the significant disadvan-
tages are the following: only the key indicators are
taken into account (the aspects of management,
scale of operation of the bank, and client base are
not analyzed); the methodology is not suitable for
assessing the position of a bank with foreign capital;
there are controversial approaches to the correction
and weighing of coefficients; the additive technique
often does not produce adequate results (Fursova &
Pivnenko, 2015; Pshyk, 2014).

The rating methodology and the indicators used
by agencies are in fact a commercial secret that
does not make it possible to assess the adequacy
and appropriateness of using a rating for a specific
purpose. There is also no assurance that the rating
systems described by commercial banks are fairly
perfect. Thus, in particular, comprehensive analy-
sis of methods by Kromonov and Shyrynska that
are publicly available revealed numerous discus-
sion points, which calls into question the possibil-
ity of their usage.

At the same time, the vast majority of rating agen-
cies in Ukraine carry out rating of commercial
banks on order and at their expense. In the case
of undesirable positions, banks hide the results of
their performance rating. Therefore, the rating is

o4

often not a tool for making rational decisions by
its users (customers, partners, investors), but an
advertising tool. A significant drawback is that
most agencies do not verify the information pro-
vided by commercial banks, and accordingly are
not responsible for the relevance of the ratings
developed. Only certain rating systems for as-
sessing the activity of commercial banks can be
considered fully adapted to the peculiarities of the
Ukrainian economy, which involves taking into
account the possibility of intensification of crisis
phenomena or processes, the study of the relation-
ship of the bank with state bodies and some repre-
sentatives of the authorities, sharp economic and
political changes, etc.

In addition, the current regulation of the rat-
ing services market in Ukraine does not meet
current European standards. Therefore, the
Comprehensive Program of Ukrainian Financial
Sector Development until 2020 and the Association
Agreement between Ukraine and the EU provide
for the urgent provision of the institution of rat-
ing agencies, as well as bringing the legislation of
Ukraine in the field of rating to European standards.

Nowadays, rating agencies in Ukraine are regulated
by a normative legal act of the National Securities
and Stock Market Commission, and Article 4-1

“Rating agencies and rating” of the Law of Ukraine

<

‘On State Regulation of the Securities Market in
Ukraine”, which defines only the general frame-
work of their activity. That is, the current Ukrainian
legislation does not set requirements for the meth-
odology and rating process at all, and the informa-
tion disclosed by the rating agency is mainly of a
statistical nature and does not allow a full analysis
of its activity (Verkhovna Rada of Ukraine, 1996).

In order to solve this problem in a constructive
way, a Law of Ukraine “On Rating” was drafted in
2018, which is now taken as a basis in the first read-
ing and expects reconsideration by the Verkhovna
Rada of Ukraine after further development taking
into account the comments and proposals of the
legislative initiative entities.

This document aims at creating real prerequisites
for enhancing the efficiency and functionality of
rating agencies, in particular introducing a mech-
anism for rating agencies that intend to establish
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private ratings and public credit ratings, whose in-
formation on assignment, reviewing and withdraw-
al is subject to mandatory approval. The document
also introduces the procedure for confirming credit
rating assigned by international rating companies.
The draft regulates all issues of state regulation and
supervision in the rating market and the applica-
tion of financial sanctions to rating agencies in case
of violating the current legislation (2018).

It is obvious that the upcoming adoption of the
Law of Ukraine “On Rating” allows to establish
the organizational and legal foundations for rating
agencies functioning and state control over them,
to determine the ratings and their use, to form a
system of professional unbiased rating, which will
lead to revitalization of investment processes and
the investment climate improvement in Ukraine.

Thus, the analyzed rating methods used in
Ukrainian banking have quite significant differ-
ences in the composition and set of factors tak-
en into account, the list of banks’ performance
indicators, the determination of the significance
of specific coefficients in the totality and their
thresholds. This leads to the situation when dif-
ferent rating agencies assign different ratings to
banks that work equally and does not give an op-
portunity to compare their performance in gen-
eral. That is, in Ukraine the rating business is in
its infancy. In particular, the demand for rating
services has been formed in the country, its own
rating system has been created, and the National
Rating Scale has been implemented. At the same
time, the structure of the Ukrainian market has
all the features of an oligopoly, and this has a neg-
ative impact on the quality of independent profes-
sional evaluation of banking institutions.

Therefore, it is of utmost importance for Ukraine
to develop reliable rating technologies and to pro-
mote a culture of bank rating that is a common
worldwide practice that can influence the further
choice of a reliable partner bank by rating users. It
is well known that financial sector players in most
developed countries provide the rating agencies
with the necessary information on their own and
in a timely manner, as the availability of NR (Not
Rated) ratings is considered by potential or actual
clients as a signal of unfavorable financial position
and probable insolvency of unrated banks.
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From these points of view, it is relevant to ana-
lyze the best practices of other countries regard-
ing banks’ rating, which can help to develop al-
ternative or similar well-established methods of
their analysis, taking into account the peculiar-
ities and conditions of the financial market in
Ukraine. The most well-known rating systems
are those developed by internationally special-
ized rating firms (Moody’s, Standard & Poor’s,
Fitch), which cover up to 90% of total market de-
mand for rating agencies (White, 2018).

At the same time, the credibility of internation-
al rating companies was significantly eroded by
their untimely response to the devastating effects
of the recent financial and banking crisis and the
inability to anticipate a series of bank failures
globally. This resulted in the self-rating of banks,
which led to changes in domestic legal norms
and international standards of functioning of the
rating entities in order to minimize the submis-
sion of false information by banks and to avoid
fraudulent ratings, improve the methodological
provision of rating in banking services and re-
view mechanisms and amounts of fees payed to
rating agencies.

Thus, the activities of leading rating agencies
affect the behavior of creditors and investors
around the world. Therefore, reforming the rat-
ing environment as an important component of
the global financial system will strengthen the
market discipline of its participants and will give
a new impetus to the harmonious development
of the global competitive and transparent bank-
ing service.

2. RESULT

Ukrainian rating agencies focus on analyzing
indicators of asset quality, profitability, liquidi-
ty and management in their methods of rating
banks, while international ones emphasize asset
quality, solvency and risk. The methodology of
rating systems for evaluating the activity of com-
mercial banks, which is developed by interna-
tional rating agencies, is publicly available, which
allows to investigate the adequacy and relevance
of the ratings obtained, their advantages and dis-
advantages (see Table 2).

95



Banks and Bank Systems, Volume 14, Issue 3, 2019

Table 2. Peculiarities, rating scale, advantages and disadvantages of international rating agencies’
rating systems

Source: Compiled by authors based on Fitch Ratings (2018), Karminskiy, Peresetskiy, and Petrov (2005), Kiff, Kisser, and Schumacher (2013), Laere, Vantieghem,

and Baesens (2012), Moody’s (2018), Packer and Tarashev (2011), Standard & Poor’s (2018).

Rating agencies

Moody’s (USA) Standard & Poor’s (USA) Fitch (Great Britain, USA)
@ | Special role in the rating is gi h |
. . . t ti tot H- P o
E Particular emphasis is placed on pecg ro e_m ) e. rating Is given to . _e i Risk analysis (liquidity, capital investment)
= ) i analysis of risk indicators and the ability : ) . . .
© forecasting the bank performance i i plays a special role in rating formation
5 : to manage them :
[S]
B e s e e
Consistency is taken into account: providing support to the bank from the outside, especially in times of crisis
Aaa AAA AAA
Banks with exceptional creditworthiness and minimal risk. Changing the creditworthiness of such banks is unlikely to contribute
to the deterioration of their strong positions
Aa AA AA
Excellent creditworthiness, but banks are more susceptible to long-term risks, and the level of protection may not be as
significant as that of Group | banks
A A A
Good creditworthiness, however, banks’ susceptibility to risk may worsen their position
Baa BBB BBB
[}
© Adequate creditworthiness. Banks lack some security features or they may be unreliable in the long run
5] v :
E‘ Ba BB BB
'F" Doubtful creditworthiness. Often, the ability of banks to fulfill their obligations in a timely manner can be questionable,
o therefore they are not reliable in the long run
B B B
Low creditworthiness. After a long period, the likelihood of banks meeting their obligations in time is low
Caa ccc ccc
Extremely low creditworthiness. Such banks can be declared bankrupt or there is a significant threat to their financial position
Ca cc cc
Banks under default on their obligations
c c,D C,D
Defaulting banks that are unlikely to improve their situation
Open rating methodology; a detailed description of each stage of rating formation (including calculation of input indicators);
" taking into account the state of the economy of the country for which ratings of commercial banks are formed; a specific
& | methodological approach to rating in countries with deepening economic crisis; segmentary methodology and essence of rating
E for a commercial bank (involves diagnosing the financial position of an individual banking institution, identifying problems and
S prospects for its development in order to make rational decisions by the management apparatus) and building general ratings
'<° (for external users);
periodic improvement of methodologies; upgrading the activities of rating agencies to increase their transparency (in particular,
the separation of research and finance departments to reduce corruption)
The level of rating accuracy is low given the crisis in the country’s economy, destabilization of the banking system (estimated at
H] 0.40-0.50 in the short and 0.25-0.40 in the long run);
:‘99 high cost of services; the likelihood of obtaining a preferred rating position by a commercial bank in the case of a “custom rating”;
S uncertainty about obtaining 100% reliable information from a commercial bank, so there are cases of obtaining significantly
% different rating positions created by different international rating agencies;
o incompleteness of ratings in terms of forecasting the future state of the banking sector as a whole (intended for short-term
a prospects); the possibility of a subjectivity factor due to the presence of small, closed parts of the methodology that are not

intentionally reproducible for commercial purposes

In addition to the rating systems described above ruptcy - adaptation - steadiness” statistical rating
that are used in international practice, the follow- systems (SEER, SCOR, SAABA, GMS); systems of
ing are known: banking sector supervisory au- financial ratios and analysis of individual groups
thorities (CAMELS, PATROL, ORAP); banking of banks (monitoring system of US banking insti-
risk assessment systems (RATE, RAST); “bank- tutions, BAKIS) (see Table 3).
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Table 3. Specific features of rating systems for evaluating banking institutions’ performance in the

world’s leading countries

Source: Compiled by authors based on Fursi
Mospanenko and Bondarenko (2014), Nati

ova and Pivnenko (2015), Khodorovskiy and Polushina (2010), Morgan (2002),
onal Bank of Ukraine (2018), Ong (2002), Yeletskykh and Petryshcheva (2016).

Group Name Purpose Criteria
Determining general position of :
i i commercial banks, including assessment : Capital adequacy, asset quality, management and corporate
) : CAMELS (USA) : of the quality of management, risk : governance, revenue, liquidity, market risk sensitivity,
Rating ; i level, financial condition and quality of  { operational risk
S\fge”;j i operations ‘
of banking B S A i it it B i
i General remote financial analysis to ; . ) ) N -
sector i v i Capital adequacy, credit quality, profitability, organization,

i PATROL (Italy) :identify problem credit structures with

supervisors

{ ORAP (France) !

: RATE (Great i soundness of a commercial bank as a

| Assessing risk to determine the financial

: liquidity
i Indicators of asset quality groups, solvency, profitability,
i liquidity, market risk, management and control

i1) Indicators of risk assessment (directly assessing the level
: of risk and control of a commercial bank according to
risks);

analysis of supervisory tools (research and improvement

P2
; Britain)  credit institution ; of e><|s‘u_ng supervisory methods, techmques and means);
Kin risk ; ; i 3) evaluation of the effective use of supervisory tools
Banking ris : (reporting on trends in the bank’s activity during the
assessment supervisory period)
B T s sk s —————,
i Financial analysis of the banking institution based on
i i i official or verified data;
i RAST (the i Comprehensive assessment of banking i 2) structuring the bank by management and activity areas;
i Netherlands) : risk i3) risk assessment at the level of units allocated in the
H H H previous stage;
e ) reportaggregation
‘ i Diagnosing the current state of
i SEER : commercial banks and forecasting ) S -
: (USA) i their rating in the future in terms of Asset quality, profitability, solvency, liquidity
i DENKIURYCY S
o i SCOR Predicting the probable bank institution’s . T o
St;ushcal - (USA) credit rating deterioration Asset quality, profitability, solvency, liquidity
ratin PRI FR - Tttt ebvesbvobesosesL IOt FOTOPOTOT OO OO OTOsOsOT T Os OO OsTO OO OO sOsOTssOsOsssssssOTOTOsssOsssOsOssssssssssTsOTOTOs OO T OTOT OIS IN
systegms : 1) Research into the loan portfolio quality;
i SAABA . : 2) analysis of the financial position of the bank’s
: Early forecast of possible losses :
i (France) shareholders;
S B ) diagnosis of management and liquidity
i GMS ) . : . I
(USA) Diagnosing development trends i Asset quality, solvency, liquidity
¢ ‘us banking A comprehensive study of the financial
zystem IO i monitoring i condition of the banking sector as a Asset quality, solvency, liquidity, profitability
nancia i system (USA) i component of the financial sector
rahosand et e : ..........................................
analysis of i Rapid assessment of the financial position :
T H i of a commercial bank as a lender, study i 1) Indicators of credit risk and solvency;
individual  : BAKIS : ! : NN :
groups of : (Germany) i of the dynamics of risks (credit, liquidity, 2) market risk research;
banks : ¥ i market) in order to determine trendsin i 3) estimation of bank profitability

i the development of the financial market

However, the investigated rating systems of bank-
ing institutions have significant drawbacks: only
the inspection of the reliability of the input in-
formation for rating construction is carried out
(the auditing is absent); expensive procedure for
forming ratings from the point of view of spend-
ing money (to create a base of analyzed indicators,
remuneration of inspectors or analysts, etc.) and
time (especially given the large amount of data);
the probability of errors due to the subjectivity of
determining the weighting coefficients in the cal-

http://dx.doi.org/10.21511/bbs.14(3).2019.05

culation process; failure to account for variability
and the possibility of deepening crisis in the econ-
omy by a number of systems; preferably a medium-
or short-term analysis, etc.

In the context of Ukraine’s integration into the EU,
it is worth paying attention to the rating systems
for evaluating the activity of commercial banks
of this community. Thus, EU member states at-
tach great importance to rating because the rat-
ings generated affect the investment flow to a par-
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ticular country as a whole. In accordance with the
International Standards of the Basel Committee on
Banking Supervision, banks’ capital assessments
are based on risk-weighted assets. According to
Basel II, in 2004, two methods of assessment were
approved: a standardized and an internal rating
approach. The first approach clearly identifies the
levels of risk and types of debtors, and accord-
ing to the second one, banks are allowed to inde-
pendently assess the risk parameters for loans on
models, which must be confirmed by the compe-
tent authorities. In the course of the Basel II im-
plementation, commercial banks have developed
techniques that can legitimately improve rating
positions, but the disclosure of such practices has
led to a lack of confidence in internal rating sys-
tems for evaluating banking institutions.

Therefore, in March 2016, the Basel Committee
proposed changes to the rating methodology
based on the assessment of banks’ capital. Internal
models should be based on “input floors”, i.e. the
minimum values of risk parameters, and in the fu-
ture it is expected to protect rating users against
unforeseen losses. At the same time, researchers
have identified a number of disadvantages of such
a system: increased costs of commercial banks for
risk management; expensive procedure for intro-
ducing a new rating method (specialized staff for
developing individual methods or making analyt-
ical calculations, costs on control and preparation
of relevant documentation, etc.); lack of trust of
the bank management apparatus in such methods
of rating at the initial stages (if the system saves
users from higher risks by setting “input floors”,
then for managers it violates the adequate percep-
tion due to the probable overestimation of these
indicators) (Resti, 2016).

Currently, the rating space in Ukraine is be-
ing formed, which is determined not only by
Ukrainian but also by international agencies. The
rating of banks’ activities is an urgent require-
ment today, in particular the Basel Committee on
Banking Supervision, since an ideal rating helps to
attract resources in the interbank capital market
and conduct operations in international financial
markets to borrow additional funds. In this regard,
powerful banks are interested in obtaining such a
rating and that its business partners should have
it. At the same time, the rating provides a com-
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prehensive description of the bank’s operation in
the “history — mission and goals - management
— current results — prospects” chain and allows to
establish, based on a standardized set of indica-
tors, a general assessment of its financial status for
management to make informed management de-
cisions and to predict further successful operation
in a risk and highly competitive environment.

Bank rating is a relatively new tool for Ukraine.
It is a universal information source for interest-
ed users on the development tendencies of a par-
ticular banking institution in the financial mar-
ket. Worldwide, banks’ ratings serve to assess fi-
nancial sustainability and reliability and influence
their image formation. In Ukraine, the ratings of
international agencies assigned on an internation-
al and national scale are more important for large
and medium-sized banks, although many of them
receive ratings from Ukrainian agencies. At the
same time, it should be noted that nowadays the
rating of a bank by international rating agencies is
a necessary prerequisite for its entering the foreign
markets of loan capital.

At the same time, despite the importance of inter-
national rating for the Ukrainian banks, some of
them refuse the services of leading world rating
agencies, which do not sufficiently take into ac-
count the specificity of other countries and provide
inadequately low ratings, which is a consequence
of lack of healthy competition and abuse of domi-
nant of the Big Three (Moody’s, Standard & Poor’s,
and Fitch). International rating agencies mostly
rely on the legal norms and economic realities of
their countries, a developed financial sector infra-
structure, free access of all banks to internation-
al markets, while the environment for Ukrainian
banking institutions differs significantly from the
conditions for foreign banks’ activities. In addi-
tion, the services of international agencies are of
high cost and only the largest Ukrainian banks
planning to actively operate in the world financial
markets can allow themselves such a rating pro-
cedure. However, the rating process participants
in Ukraine pay considerable attention to coopera-
tion with international rating agencies, but for the
needs of the internal market it is urgent to develop
a system of national ratings, taking into account
the experience of only reputable agencies with im-
peccable reputation (Ferri, Liu, & Majnoni, 2001).
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In Ukraine, the processes of improving the rating
systems of banks correspond to the current glob-
al trends. However, the adaptation of the world
practice to the Ukrainian conditions encounters
some problems: the rating analysis of banking in-
stitutions requires the best tools, which is impos-
sible without unification of the existing methodo-
logical approaches; the unresolved is the problem
of the adequacy of rating methods in the rapidly
and constantly changing development conditions
of the Ukrainian economy; existing ratings are
informational, mainly aimed at identifying cur-
rent difficulties of the bank, and do not fulfill its
predictive duty; too little attention is paid to the
interrelation of individual banks’ ratings and the
financial soundness and stability of the state’s
banking system; a valid rating procedure is inad-
equate to the risks posed by internal and external
bank factors.

Exploring the current rating market in Ukraine,
a number of contradictions related to the use of
bank ratings have been identified. In particu-
lar, the final results of this assessment should be
open to the public, but in the event that the bank is
classified as unfavorable financial position, which
ultimately does not cause serious consequenc-
es, the publication of such report may lead to its
clients’ concern, massive outflow of funds or de-
terioration of financial and economic position of
the banking institution. In other words, there is
a situation where the rating agency forms an idea
of the bank’s operation and does not bear any re-
sponsibility for the quality of the ratings. In inter-
national banking practice, the rating is based on
the analysis of quantitative and qualitative indi-
cators of bank activity, which necessarily involves
the use of evaluative judgments of experts which
have signs of subjectivism, and therefore can be
contradictory and erroneous, which places their
adequacy and validity in question. A significant
dilemma of banking institutions ranking is that
they are often incomparable, that is, according to
different characteristics, the best and worst are dif-
ferent banks. In addition, it is worth pointing out
that rating is most remote, and this usually leads
to conclusions that are not true. In contrast, the
inspection method of rating construction requires
the presence of a large staff of qualified specialists,
and not all Ukrainian rating firms are not capable
of doing this.
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On the other hand, there is always a lot of discus-
sion around the rating approach of banks’ ratings
regarding which indicators should be included in
one or another methodology, which share should
be assigned to each of them in the final rating and
whether their rating should be calculated. Some
experts even propose to completely abandon fac-
tor analysis, explaining their position with a rather
low accuracy of existing methods and the negative
impact of its results on the public consciousness,
because ratings are considered as effective tools
of both advertising and anti-advertising. Others
take the opposite view and try to make up for the
inaccuracy of certain techniques by introducing
as many metrics as possible. At the same time, a
number of banking analysts believe that the rat-
ing technique is imperfect, instead of which it is
advisable to conduct the so-called analysis of the
dynamic financial equilibrium of the bank, which
has the prognostic properties of predicting prob-
able crisis events. However, everyone agrees that
there is a need to substantially reform the rating
methodologies and make them more objective
and accurate.

Analysis of peculiarities of formation of a com-
prehensive credit rating system in Ukraine con-
firms its methodological limitations: it does not
take into account the complex assessment of many
factors that directly affect the work of banks, in-
correctly uses certain methods of analysis, gives
opposite conclusions when interpreting any oth-
er metrics, etc. The following are the major dis-
advantages of implementing the rating service for
Ukrainian banking institutions.

o Lack of reliable information. The financial
statements of a bank make the informational
basis for most of the techniques used for rat-
ings, which does not always adequately reflect
the bank’s financial position. Obviously, the
reporting alone is not enough to accurate-
ly and objectively evaluate banks, they need
additional information about the asset qual-
ity, the structure of their income and expens-
es, etc. However, even with the best global
rating standards, a rating procedure may not
produce a reliable result, as the financial and
statistical reporting of a bank may be inten-
tionally distorted. This situation is somewhat
mitigated by the use of expert estimates that
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adjust the formal calculation results. At the
same time, it is advisable to introduce the
practice of publishing a bank statement after
the obligatory confirmation of its reality, cor-
rectness or completeness of audit findings in
order to avoid information asymmetry.

The complexity of forming an optimal sys-
tem of indicators. Today, several hundred co-
efficients are used to compile banks’ ratings,
and therefore rating agencies face the diffi-
cult task of selecting the most significant ones
that will allow a comprehensive assessment of
the bank’s financial position and a summary
rating. A promising way of solving this prob-
lem is to call for factor analysis, which allows
for finding out which factors influence one or
another statistical value and which should be
rejected as insignificant. Simultaneously, the
problem of calculating the weighting coefhi-
cient for each indicator used in calculating the
final rating is solved.

Construction of predictive values. A major
disadvantage of existing banking rating meth-
ods is that the assessment is based on retro-
spective analysis, while its purpose remains
to predict the future of the banking institu-
tion. Therefore, along with static information
on a specific date, one needs to consider the
dynamic characteristics to show in which di-
rection the selected objects of research will de-
velop. Accordingly, it is appropriate to use the
SEER methodology, which is gaining in pop-
ularity in today’s rating environment. It in-
volves generating two final ratings: assessing
the current and long-term (expected) position
of the bank. The advantage of this method is
the ability to predict risk based on the study
of the dynamics of both internal and external
factors, which provides high accuracy and va-
lidity of the results.

Use of adequate bank grouping. All ratings are
only meaningful when they are compared with
the ratings of other rating object. This means
that banks should be divided into individual
groups within which they are scheduled to rank.
In order for the systematization to adequately
reflect the existing position of the banks, it is
inevitable to operate a cluster analysis taking

into account the selected criteria, which auto-
matically integrates the banking institutions of
the heterogeneous banking system of Ukraine
into homogeneous groups, which are signifi-
cantly different from each other.

o The cumbersome calculations. Ranking re-

quires the maintenance of a powerful data col-
lection apparatus and continuous monitoring
of the population under investigation, which
increases the cost of rating. The implementa-
tion of clustering approaches is considered to
be the most promising procedure for in-depth
diagnostics of the banking system.

o  Subjectivity when evaluating quality metrics.
Unlike the world practice, which is domi-
nated by internal qualitative features, in the
Ukrainian rating methods of banks the huge
emphasis is placed on external negative influ-
ences. It is clear that ratings, when subjective
(expert) data are the source information for
the bank’s rating analysis, which contains in-
accurate and distorted information in some
places, cannot pretend to be objective, univer-
sal and complete. Accordingly, the quality of
the end result depends largely on the profes-
sionalism of experts, and the question of for-
malizing and developing an average criterion
for the impact of expert opinion on a bank’s
position in the rating remains open. Therefore,
it is necessary to create a so-called “bank of
experts”, which allows the consistency of dif-
ferent views of the expert environment, the
management of all banks, authorized repre-
sentatives of the National Bank of Ukraine or
other interested parties and contributes to im-
proving the transparency of the rating meth-
odology, taking into account the specifics of
banking activities in Ukraine.

Considering the well-known approaches to deter-
mining bank ratings, one should pay attention to
those that involve the use of integrated rating meth-
ods, including the taxonomic method. These rat-
ings provide a comprehensive and more accurate
assessment of the work of the analyzed object, as
well as to find out the current status and reserves
for strengthening the capital of banking institu-
tions, assess the position of a particular bank rel-
ative to other banks, identify potential opportuni-
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ties for their progress, etc. Recently, in international
banking practice it has been argued that the rating
should be based on Data Envelopment Analysis
(DEA), which meets the needs of the external rat-
ing management of the bank and allows to evaluate
its performance according to the integrated perfor-
mance indicator, to find performance points, adjust
the behavior of all rating objects. When forming a
rating, it is important to take into account the ef-
fect of risks on the bank’s stability. In this context,
stress testing is considered to be a rather effective
method, which allows to predict and quantify risks
and to choose tactical and strategic directions for
sustainable bank development. At the same time,
it is appropriate to include the criteria of social re-
sponsibility in the methodology of rating construc-
tion, which becomes a guarantee of client orienta-
tion of banking institutions and trust from their
clientele and significant competitive advantage in
the current context.

3. DISCUSSION

Organizing a highly effective public rating sys-
tem and attracting ratings to identify the strate-
gic goals for improving banks as a whole and the
network of their affiliates or branches, individual
employees and operations are possible if the rat-
ing is purely voluntary, not compulsory (manda-
tory). Otherwise, the main purpose of the rating
and its credibility are lost and the whole rating in-
stitution is actually discredited, especially in the
situation of underdeveloped and monopolized rat-
ing services market of Ukraine, which contradicts
the market economy requirements. Therefore, the
state is obliged, directly or indirectly through its
institutions, to create a civilized market-compet-
itive environment for the activities of any rating
agency, avoiding directives, all kinds of prohibi-
tions and restrictions.
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Therefore, the diagnostics of the Ukrainian mar-
ket of rating agencies services, which is today at
the initial stage of development, assures that in
Ukraine the period of spontaneous and unpredict-
able functioning of banks is over and only a tac-
tical and prompt forecasting and rating is a con-
dition for their survival in a dynamically chang-
ing environment. Assessment of financial stability
and reliability of banks is an extremely important
step in the management of banking institutions.
This allows to determine the current situation of
banks, to formulate promising policies, to influ-
ence the increase of their competitiveness in the
domestic and foreign financial markets.

The rating approach does not necessarily guar-
antee the establishment of absolute efficiency of
the bank’s activity, no rating methodology is per-
fect and there is still no universal way to create a
system of rating analysis of banking institutions.
However, as a rule, having a high rating not only
serves as a benchmark for the bank’s counterpar-
ties, but also provides the latter with many strate-
gic advantages. In particular, it opens up oppor-
tunities to reach new target markets and increase
the overall market share. It also gives opportuni-
ties for growth of international reputation, pres-
tige and business reputation within the country
and trust from potential clients; increase in the
attractiveness as a financial intermediary, active-
ly attracting new investments and expanding the
own client base; achieving and maintaining com-
petitive status in the financial market over the
long term.

Thus, analyzing the best global experience in the
field of rating banks’ activities, one can find the
most acceptable ways of eliminating the identified
problems that would stimulate stabilization and
further uplift of the Ukrainian banking system.

CONCLUSION

Development of advanced state-of-the-art rating systems for assessing bank activity will allow for timely
identifying problems in the banking sector and taking appropriate measures to improve the banking in-
stitutions at the levels of the Central Bank and the management of commercial banks. Such actions will
increase the confidence of the borrowers, investors and depositors in the banking system of Ukraine,
and reliable constantly updated ratings will facilitate the adoption of rational economic decisions. The
use of high-quality bank ratings prevents negative trends in the financial market and helps stabilize
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the behavior of macroeconomic agents. That is, a multiplier effect is as follows: economic success in the
country results in a higher rating of banks, and increase in their rating contributes to the increase in the
inflow of investment for the domestic economy development.

In order to improve existing methods and apply the experience of the world’s leading countries, the
following steps are appropriate:

« to provide open access to rating methodology, which makes it possible to assess the relevance and
adequacy of the results obtained;

« at the legislative level, to approve a set of obligatory ratings of different orientation (reliability of
bank deposits, crediting, etc.) with the coverage of all commercial banks;

o to reduce the share of “custom” rating;
« to create conditions for free access to ratings to all entities;

o to develop a procedure for taking into account the risk indicators and the scale of banking institu-
tions’ activity;

o to adapt rating systems to new Ukrainian realities (sharp deepening of the economic crisis, signifi-
cant influence of political factors, etc.);

o to modernize the systems towards the complexity of taking into account the factors of changes in
the banks’ macro environment and ease of calculations;

o to create a system of quick audit of the input information for rating;

o to develop forecast rating systems;

o to guarantee transparency of rating agencies.

The prospects for further research are in the search for a compromise in the triad of “banks - rating

agencies - clients” owing to the approval of the new Law of Ukraine “On Rating”. This will allow finan-
cial regulators to develop effective mechanisms to validate commercial banks’ ratings.
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