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Abstract
The article is devoted to the refinancing of banks by the National Bank of Ukraine in order to replenish their capital in modern conditions of transformational changes. The main current issues concerning the refinancing of banks that are associated with the crisis in the banking system of Ukraine was also considered. The article describes the main features and conditions of credit refinancing by the National Bank of Ukraine. Additionally, there was examined the law aspects of implementation of operations in refinancing. The positive and negative aspects of refinancing as a method of raising additional funds by domestic banks were also defined in this article. The main reasons that led to a significant increase of unstable banks were considered and summarized. This article also analyzes current trends in the refinancing loans as a formation method of bank capital on basis of lending. The research identified the main problems of operations by banks refinancing, the ways of their solving and suggestions were proposed for improving the process of refinancing as a method of formation of bank capital on lending basis.
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Introduction. The processes that are developing today around the domestic banking system indicate its state of crisis, resulting in a large number of banks that are experiencing problems with solvency and liquidity. In such circumstances, banking institutions experience extreme difficulties in raising additional funds for its activities and performance of their obligations based on deposits of individuals and legal entities. That’s why the role of the National Bank of Ukraine as a lender of last instance, which maintains the liquidity of banks through refinancing, is crucial. In such a situation it is extremely urgent to examine the process of refinancing as a method of raising additional funds for banking institutions on basis of lending.
In domestic scientific literature the researches about refinancing of banks were under a special attention. In particular, A.V. Maximov (2014, p.49) examines in details the essence of the concept of refinancing and interpretation of this concept in general. The author also pays great attention to the study of theoretical aspects of refinancing operations accounting and its reflection on the balance sheet of the banking institution. Instead, L.A. Klyusko (2011, p.217) analyses the main causes of the crisis processes in the domestic economy and determines the errors made by corporate banking management in the process of banking institution governing. L.A. Klyusko describes the main mistakes that were made by the National Bank of Ukraine in the process of refinancing loans crisis in 2008. A.S. Moskvichova (2013, p.310) considers refinancing operations as a form of government regulation of a market of credit services. She points to the inability of the main regulator of the banking system quickly and efficiently organize regulations in order to avoid deepening crisis processes. However, the current crisis processes in the economy leads to the search for effective tools and mechanisms for refinancing. Therefore, in a context where the vast majority of banks feel the need for additional cash and insolvency problems it is necessary to study easy and fast methods to raise funds for lending basis, one of which is the provision of the National Bank of Ukraine refinancing loans.
Method. The study was conducted based on scientific methods of analysis (particularly a method of induction, deduction, scientific analysis, comparison and complexity), as well as on economic and statistical analysis methods (comparison, tabular, graphical and methods of consolidation effects).
Results. The central bank plays a significant role in providing financial stability for bank institutions. The degree to which the National Bank of Ukraine participates in the formation of bank capital depends on the objectives of monetary policy provided during certain period, as well as tools with which it can lend to bank institutions. They are following:
· transactions of receiving refinancing credits including permanent line of refinancing in order to provide banking institutions with overnight credits and refinancing loans;
· repurchase agreement which includes direct and reverse agreement;
· transactions with its own debt, such as certificates of deposit and overnight and to 90 days;
· transactions with government bonds of Ukraine (4).
The National Bank of Ukraine performs its function as a last instance lender by providing borrowings for banking institutions, and regulates the monetary circulation in the country, whereby ensures the stability of the national currency. By this means, the increase in lending leads to expansion of the monetary base and the money supply, while the decrease in lending reduces the monetary base and the money supply.
It is important to note that the volume of borrowings provided by central bank, except for overnight credits and funds for repurchase direct agreement, including with regard to filing, shall not exceed 50 percent of the regulatory capital of the banking institution, which is calculated according to the balance of the last reporting date.
The National Bank of Ukraine provides refinancing loans for banking institutions for interest rate that is not lower than the accounting rate, and which shall not be altered during the loan agreement.
The important condition for obtaining borrowing funds from the National Bank of Ukraine is the fulfillment of the requirements established for banking institutions to obtain such additional resources, the main of which are as follows:
· term of the borrowing bank activity should exceed a one year term after obtaining a banking license;
· bank should have banking and general license to perform currency transactions;
· banking institution should have on their own account assets that can be taken by the National Bank of Ukraine secured;
· bank should be solvent and pays previously obtained loans of the National Bank  and interest in due time. 
We should point out the fact that the National Bank of Ukraine actively participated in refinancing during 2008, in order to maintain liquidity it was provided refinancing loans to 169,5 billion UAH, which is almost 16 times greater than the size of the previous two years (table 1). In order to reduce the impact of financial crisis processes and ensure the stability of banks, the National Bank actively provided loans to financial recovery in the amount of 36,8 billion UAH, received by 6 banks. However, according to the later testing, they proved to be unstable, because their fail situation with liquidity and solvency. Moreover, the majority of loans were illegal, as some of the money was used inappropriately and for lending entities (Klyusko L.A., 2001). The National Bank provided loans to refinance using different approaches to bank institutions regarding interest rates and terms of payment, as well as significant were the costs of refinancing funds to purchase foreign currency, the result of which was further increased pressure on the currency. 
Table 1. The scope and structure of loans refinancing by bank institutions in Ukraine (5)
(billion, UAH)
	Refinancing instruments

	2008
	2009
	2010
	2011
	2012
	2013
	2014

	The total amount, including:
	169,5
	64,4
	5,2
	28,9
	97,6
	71,5
	222,3

	- overnight loans (permanent line of refinancing);
	91,8
	12,7
	0,2
	2,1
	28,7
	19,8
	95,2

	- loans granted by obtaining tender;
	15,2
	1,2
	0,5
	3,2
	11,7
	13,8
	55,4

	- through repurchase direct agreement;
	23,1
	0,5
	0,1
	23,6
	56,7
	36,0
	20,4

	- longterm loans;
	-
	1,7
	10,5
	-
	-
	-
	-

	- loans for the financial recovery programs;
	36,8
	46,9
	3,4
	-
	0,5
	2,0
	28,2

	- through SWAP transactions
	2,6
	1,4
	-
	-
	-
	-
	23,1


In 2009, the National Bank of Ukraine held a cautious policy of refinancing and reduced volumes of liquidity support for the domestic banking system. The focus of its policy was based on view of the situation in the money market. The vast majority of refinancing loans were granted in the first half of the year, which amounted to 86,7% of annual refinancing (55,8 billion UAH). This situation was related to the lack of liquidity, which arose as a result of funds outflows from bank institutions. In the second half of 2009, the market experienced some improvement in the real sector of economics and in the balance of payments, so the National Bank of Ukraine has reduced the volume of refinancing to 8,6 billion UAH (13,3% of the annual volume). The total amount of refinancing operations of bank institutions in 2009 was 64,4 billion UAH.
The smallest amount of refinancing loans was provided by the central bank in 2010, which amounted to 5,2 billion UAH. It was caused by the restoration of a sufficient amount of capital owned by banks due to growth of the deposit portfolio of businesses and individuals, which contributed to the formation of excess banks’ funds. Positive trend to restore the solvency of banks provided the National Bank of Ukraine with opportunity to offer long-term loans.
In 2011 the total volume of refinancing transactions amounted to 28,9 billion UAH, mostly direct agreements – 82% of annual loans (23,6 billion UAH). This situation was caused by the needs of the government securities market.
Volumes of refinancing loans significantly increased during 2012–2013 years and reached 96,7 billion UAH and 71,5 billion UAH accordingly. This can be explained by the presence of deflationary dynamics and inflation rising. The effect of inflation forces the National Bank of Ukraine to increase repurchase agreement and conduct refinancing requirements. However, during this period, new loans to banking institutions were issued faster than previous repayments of loans were received. We cannot ignore the fact that it is unacceptable that substantial amounts of refinance cost were received by troubled banks, which were in the process of wound up. This is the evidence of inability of the National Bank of Ukraine to withdraw trouble bank institutions from the market, which is undermining the stability of the banking system as a whole.
In 2014 the situation in the money market had a negative trend. A significant devaluation of the national currency, high demand for the currency, the unstable political situation caused panic among the population, leading to an outflow of deposits from the banking system, so that the vast majority of banks are experiencing problems with solvency and unable to meet their obligations. In such circumstances the National Bank of Ukraine has provided loans to refinance in the amount of 222,3 billion UAH, which is 52,8 billion UAH more than during the crisis in 2008 in order to maintain the liquidity of banks. This situation requires the main regulator to response quickly to changes occurring in the money market and timely refinance loans for those banking institutions which really feel great need for such funds and activity of which is systemically important for the proper functioning of the domestic banking system.
The main instrument of monetary control is the discount rate of the National Bank of Ukraine that is associated with the refinancing policy. The discount rate in 2008-2013 gradually decreased, indicating that the purpose of the NBU was to create the incentives for depositors to invest into banking system and to promote lending real sector of economy by bank’s institutions. In 2008 the discount rate was 12%, and in 2013 its level decreased and amounted to 6,5% (Fig. 1).
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Fig. 1. Dynamics of volume and interest rates of refinancing of banks in Ukraine 2008-2014 years
A significant increase of interest rates occurred in 2014 was caused by significant inflation and rapid devaluation of the national currency. In such circumstances, the National Bank of Ukraine increased the discount rate to 19,5 %  in order to reduce the volume of money circulation. It is important to emphasize that the increase of discount rate and additional capital needed by the most banking institutions led to increasing of interest rates on the international credit market.
Therefore, a required condition for effective refinancing policy of the National Bank of Ukraine would be prompt issuance of refinancing loans for banking institutions. Late held bank refinancing loan mechanism leads to the spread of panic among clients, in which there is a lack of liquidity to meet its liabilities and excessive outflow of deposits from the banking system, as already observed in 2008 crisis. Also, it’s important to conduct a transparent refinancing policy of the National Bank, which should manifest itself in the equal treatment of all banking institutions and establish clear criteria by which banks could claim the priority obtaining borrowed funds and their volumes.
In terms of financial and political instability and crisis processes, refinancing loans are extremely important to maintain the liquidity and solvency of banks. However, the experience of 2008 demonstrates the improper use of borrowed funds from the National Bank, which were directed to conduct speculative currency transactions in the foreign exchange market directly to buy foreign currency, which led to the devaluation of the currency. Thus, to prevent recurrence of the situation in 2008, the National Bank of Ukraine should provide transparent and equal conditions of participation of banks in the process of refinancing, stop the departmental approach experience, increase the effectiveness of the regulatory function, and implement banking supervision objective.
We believe that the introduction of mechanism to provide short-term funds by issuing intraday credit into the domestic banking practices would contribute to the effectiveness of refinancing policies. These types of loans are widely used in the United States and the European Union (A.V. Maximov, 2014). Provision of intraday credit guarantees operation of the national payment system. These loans can also be provided in large quantities and serve an important tool for maintaining current liquidity of banks. Provision of intraday credit is issued with the establishment of limits and without implementation, but if fully provided, it can be issued without restrictions.
In conditions when many banks have a need of additional liquidity while interbank market is not developed, the use of this type of refinancing in the domestic banking system, in our opinion, would be quite appropriate. The mechanism of this loan is to provide funds by the National Bank of Ukraine to banking institutions throughout the trading day and until its completion loan has to be repaid by revenues to the correspondent account of the Bank. In a situation where the loan is not repaid by the end of the trading day, it is transferred to the overnight credit. Such loans should be provided on fees and should be secured. The main advantage of intraday credit is the ease and simplicity of their involvement by banking institutions.
Besides, the dividing of functions of banking supervision and monetary policy would be very effective. This model of regulation is widely used in developed countries such as Germany, Great Britain, Hungary, China. Its essence is to consolidate the regulation and supervision of the banking system, capital markets, and non-bank financial institutions in one center which is separated from the central bank. The creation of such a single regulator will contribute to the growth of financial intermediaries, as a result of increased competition and market liberalization will gradually blur the boundaries between the functions of banks and non-bank financial institutions.
Discussion. In summary, we can conclude that the objective law of development of the banking system is the enlargement of bank capital from different sources. The attraction of additional funds with the help of the NBU’s refinancing credits is a key method in terms of lacking of liquidity for banks. One of the main factors for restoring and maintaining economic growth in Ukraine is prudent monetary policy of the National Bank of Ukraine. In the present conditions its main task is to stabilize the banking system. Despite the significant steps being taken in this direction it is necessary to ensure the credibility of the exchange rate policy of market participants and sustainable liquidity of banks by satisfying a demand which forms the supply of credit banks. The consequence of it should be the reduction of speculative transactions in the interbank market.
However, it should be mentioned that the main drawbacks of refinancing policies of the National Bank of Ukraine is an opacity of the main regulator’s activity in the area of refinancing, departmental attitude of the central bank to the banking institutions which apply for refinancing loans, the lack of proper control over the use of funds by banks of received refinancing loans, and directing these funds to the foreign exchange market. Therefore, the main task of the National Bank of Ukraine is to carry out a prudent monetary policy, that will promote the development and stabilization of the banking system and the economy as a whole.
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		Total amount of refinancing, billion UAH		169.5		64.4		5.2		28.9		97.6		71.5		222.3
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