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D The relevance of the article is due to the fact that unequal financial flows redistribution caused the need of determination ways of financial flows
optimization. The aim of the article is substantiation of financial flows allocation in the economy of Ukraine through the regulation of the financial
intermediaries’ activities. The assessment of the dynamics of deposit and credit transactions of banks was given. A fact that the significant share
of the bank financial resources are located in the financial sector has proven. This situation causes a shortage of financial resources in the non-
financial corporations sector. Imbalance of financial resources redistribution between the sector of financial and non-financial corporations is
one of the reasons for slow development of economy and the development of the crisis. It was found that in recent years the funds of the banks is
reduced due to falling incomes and a loss of confidence to the banking sector. It is shown that non-banking financial intermediaries do not have
asignificant role in the financial flows allocation, since they place they financial portfolio in banks. Collective investment institutions are able to
accumulate substantial financial resources, but they need a clear legislative regulation. Taking into account the identified problems in the financial
resource allocations involving financial intermediaries directions of optimization of regulating their activities in Ukraine were developed.

D Financial intermediaries, financial flows, allocation, banks, non-banking financial institutions.
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D AkmyanbHicms cmammi 3ymo8/1eHa mum, Wo HeeksisaneHmHuli nepepo3no0in hiHaHCo8UX NOMOKIB MiX CeKMopamu eKoOHOMIKU 8UMAzae
8U3HAYeHHA Hanpamie onmumi3ayil piHaHcosux nomokis. Mema cmammi nonszae 8 06rpyHmysarHi HanpAmie onmumizayii anokayii
inaHcosux nomokie 8 ekoHOMIUi YKpaiHu yepes pe2yno8aHHs 0issibHOCMI GiHaHcosux nocepeoHuKis. JaHo oyiHKy OUHAaMILi 0eno3umHux
i KpedumHux onepauiti 6aHkis. 3'aco8aHo, Wo binbwa 4acmuHa pecypcie 6aHKi8 3a1UWAaeMbCA y hiHaHCOBOMY CeKMOpi, Ujo 3yMOBJIIOE
Oegpiyum pinaHcosux pecypcis y cekmopi HehiHaHcosux kopnopayit. Jucbanaxcu nepepo3nodiny giHaHcosux pecypcie Mix cekmopom
inaHcosux i HehiHaHcosux Kopnopayiti € 0OHIEID 3 NPUYUH YNOBiNlbHeHHSA PO38UMKY eKOHOMIKU ma po38UmKyY kpus3. BuagneHo, wjo
NpomsA20M 0OCMAHHIX pokig pecypcHa 6a3a 6aHkie 3MeHWYeMbCA Yepes nadiHHA dox00ig HaceneHHa ma empamy 008ipu 00 6aHKiBCbKO20
cekmopy. 3'Aco8aHo, wo HebaHKiBCbKi hiHaHcosi nocepedHUKU He 8idieparomes cymmegoi posi 8 anokauii hiHaHco8UX NOMOKi8, OCKinbKu
6inbwy YacmuHy iHgecmuyitiHo2o nopmeens 8oHU po3mityytoms y 6aHkax. [Hcmumymu cnineHo20 iH8ecmy8aHHA 30amHi akymyneamu
3HAYHi 06cA2U (PiHAaHCOBUX pecypcis, 00HAK ix diAbHICMb NoMpebye YimkKo20 3aKoH00a84020 pe2y/to8aHHsA. Ha ocHosi susigneHux npobnem
8 anokauyii piHaHcosux pecypcie 3a y4acmio iHaHcosux nocepedHuUKi8 06rpyHMo8aHo HaNPAMU onMuUMiI3auii pe2yno8aHHs ix dianbHocmi
8 YKpaiHi.
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Introduction

The economic dynamics of recent decades reflects
the growing role of financial intermediaries in the
financial flows allocation. Enhancing their activities
has increased the gap between the financial corpora-
tions sector and non-financial sector and increase the
risk of imbalances in financial markets. Unequal redis-
tribution of financial flows between sectors requires
identifying areas of optimization of financial flows.
Optimization of financial flows should be aimed at the
choice of financial resources attraction and allocation,
which would give the opportunity to receive an equiva-
lent benefit all participants of these relationships while
maintaining market equilibrium. That is why there is a
need to study the financial intermediary’s activity on
the financial market of Ukraine and their impact on
financial flows allocation.

The financial intermediary’s activities have long
been the subject of economist’s attention. The impact
of the financial companies on the development of the
financial services market is presented in the works of
D. Haydukovych [2]. B. Zymovets explores the role of
financial intermediaries in the accumulation of finan-
cial resources for economic development. [4] V. Kova-
lenko and V. Korneev explore the features of the sys-
tem of financial intermediaries and the specifics of
their development in Ukraine. Western economists
examine the regulatory role of financial intermediar-
ies in the implementation of monetary policy (I. Anhe-
loni and E. Faiya [10]), the role of financial interme-
diaries in the emergence of financial imbalances and
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crises (Ahariya B. and H. Naqvi [9] F. Smetts [11 ]).
The current stage of development of Ukraine’s econ-
omy requires new research about the role of financial
intermediaries in financial flows allocation in unsta-
ble economies.

The purpose of the article — to prove the optimal
methods of financial flows allocation in the Ukrainian
economy through the regulation of financial interme-
diary’s activity.

Empirical and analytical studies. The financial
intermediary’s activities are a constant search for
donors and recipients of financial resources. The
choice of raising funds form depends on the type
of financial intermediary. Deposit institutions (banks
and credit unions) attract financial resources through
deposits. Non-deposit financial intermediaries attract
funds under investment agreements (pension funds
and insurance companies), providing specialized
financial services (factoring, financial leasing).
Mutual funds attract investment by issuing shares
and investment certificates. Making decisions finan-
cial intermediaries primarily concerned to increase
their own profits, often contrary to their role of insti-
tutional investors in the economy. Reconciliation the
needs of the economy and the financial intermediar-
ies, remains a key issue in the context of enhancing
the role of financial intermediaries as institutional
investors the economy.

In Ukraine, the most powerful financial interme-
diaries are banks. The worsening economic situation
in Ukraine led to a decrease of bank deposits (fig. 1).
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Fig. 1. Bank deposits in Ukraine in 2010-2014, min UAH

Source: calculated by authors [3].

The positive dynamics during the 2010-2013 can be seen from the figure. This indicates that in this period
more deposits were attracted by banks than have been returned. In 2014 the situation has reversed. A signif-
icant outflow of deposits in 2014 was caused by reducing the share of individual’s deposits. One important
reason for this is personal incomes falling and growing distrust in the banking sector. Distrust to bank system
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was caused by a bulk bank bankruptcy. For example,
19 banks went to bankruptcy in 2014, but in 2011-
2013 only four banks had financial difficulties each
year. Ukraine has a large number of small banks with
high risky loan portfolios, very often they carry out
currency speculation and involved in the conversion
centers. These banks undermine the reputation of the
banking system and provoke decrease confidence in
the reliability of investments into deposit accounts.
Ordinary consumers of banking services are not
sufficiently protected in the case of banking institu-
tions bankruptcy and the return of deposits to clients
of bankrupt banks are imperfect. The procedure for the
return of deposits stretched in time from 3 to 6 months.
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Particularly problematic are the return of foreign cur-
rency deposits. These deposits are returned in UAH
equivalent at the NBU rate on the date of introduction
of the interim administration. In terms of inflation and
devaluation, investors lose a third of the cost of depos-
ited money. This is not conducive to the restoration
of confidence in the financial sector. To increase the
level of client’s protection in the case of banks bank-
ruptcy we recommend returning deposits in the cur-
rency of deposit account or at the NBU rate on the
date of return.

Falling incomes also decreases deposits. Falling
real wages index (fig. 2) means a reduction in the mar-
ginal propensity to save.
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Fig. 2. Index of real wages in 2010-2014

Source: calculated by authors using data [6]

Index of real wages fell in 2014 to 86.5, which is 13.5 points lower than the standard value. Under such
conditions most of the personal incomes used for consumption. So, not only banks suffer losses but also other
financial intermediaries. The dynamics of deposits is crucial for banks’ credit activity (fig. 3).
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Fig. 3. Lending operations in 2010-2014, min UAH

Source: calculated by authors using data [3]
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As shown in fig. 3, lending programs are curtailing, mainly because of the rising cost of credit. In 2014,
the average lending rate for households was 27.11%, for enterprises — 17.64% (long-term loans). The lending
reduction mostly affected sector non-financial corporations (fig. 4), which means economic slowdown in the
medium term.
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Fig. 4. Loans to non-financial corporation in 2010-2014 pp., min UAH

Source: calculated by authors using data [3]

The drop of lending operations was caused mainly by falling share transactions carried out by non-financial
corporations. The low profitability of domestic enterprises does not allow them to attract sufficient amounts of
loan because the cost of loan often can exceed the benefit which the company can get from using it.

The level of interest rates is based on the NBU discount rate and the expected level of bank profitability.
Taking into account that the discount rate and the spread remain very high, and lending rates cannot be lower.
It should be noted that in Europe the level of spread is lower (fig. 5).
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Fig. 5. Spread the average weighted rates for of enterprises in Ukraine and the EU
to 1 year and over 1 year in 2010-2014pp., %

Source: calculated by authors using data [3]

The banking sector in Ukraine typically have high level of spread, which means that banks are focused on
high returns due to the formation of ultra-high rates on loans. Spread on short-term loans is higher. Indirectly, the
profitability of non-financial corporations is influenced by spread as interest on loans included in the operating
costs of businesses, reducing their operating profit. Therefore, the higher spread caused higher banks interest on
loans and the lower profitability. This situation leads to allocation imbalances, manifested in the concentration
of resources in the banking sector.
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When the economy works on normal basis, this situation may not have negative consequences. But growth
of bank lending spreads in a crisis will destroy the first non-financial corporations and then households. Potential
instruments of regulation are to establish the maximum rate and the upper limit of differentiation according to the
average sector profitability. It is possible to apply the measures indirect impact on loan rates through the use of high
income tax rate banks with high margin between lending and deposit transactions.

Non-bank financial intermediaries (private pension funds and insurance companies) usually put their reserves into
deposit banks accounts. This is due to underdevelopment of the stock market and high yield deposit accounts (fig. 6-7).
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Fig. 6. Average rate on deposit accounts in EUR for households in 2010-2014 EU and Ukraine, %
Source: calculated by authors using data [1], [3]

As shown in fig. 6, average weighted rate on deposit accounts less than a year for households in 2014 in the
EU amounted to 5.76% compared with the same index in Ukraine. As for the rates of more than 1 year, they are
not much different from that for over a year and were 7.5% lower than the corresponding figure for Ukraine.
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Fig. 7. Average rate on deposit accounts in EUR for enterprises in 2010-2014 EU and Ukraine, %
Source: calculated by authors using data [1], [2]
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Information in fig. 7 shows that the average rate on
deposit accounts in the EU for businesses is lower than
the rates on deposit accounts for households, indicating
the orientation of banks to raise funds from the public.
As aresult, due to high interest rates on deposits financial
resources continue to flow from one part of the financial
sector to another, missing the sector of non-financial
corporations.

Non-bank financial intermediaries mainly used
investment market in contrast to the banking. By
volume of funds attracted the largest share of the market
are mutual funds. The largest share of assets owned
venture joint investment institutions (90%). With that
in different from other mutual funds, this type of funds
mainly invested in accounts receivable - 51.9%, «other
investments» and shares the second and third places
respectively [12]. The structure of venture mutual fund
assets suggests that these institutions are often used for
redistribution in the middle of the financial and industrial
groups, tax evasion, and legalization of funds. Thus, an
important area of optimizing the allocation of financial
resources through joint investment institutions is to bring
domestic venture capital funds with their classic semantic
content, which is funding high-risk innovative projects.
It is necessary to apply a number of direct and indirect
methods of regulation of institutional units, namely the
legislation to bring the essence of venture mutual funds
to the global experience, the use of fiscal mechanisms to
counteract tax avoidance and more.

The powerful investors in the financial market
could be pension funds and insurance companies that
are engaged in long-term life insurance. These financial
intermediaries accumulate long-term financial resources.
The growth of the resource base depends on income and
trust to this segment of the financial market. One of the
options to increase public confidence is to create a deposit
insurance system. Following the example of the banking
sector it is possible to create a fund to guarantee insurance
payments for life insurance contracts.

Another negative factor is the low level of income
that is guaranteed by insurance companies (around 4%).
The population is much easier to directly invest the same
money into deposit accounts. In order for insurance
companies to offer a higher yield, they should be able
to diversify its investment portfolio. A promising area
of portfolio diversification is the growth of the share of
investments in mortgage-backed securities and direct
participation in the construction, the latter option is more
risky.

As known, an important investment rule «long
money» is «long» nature of their investments”, and
real estate is stable and «long» tool for investment.
According to the principle of comparability of time
invested and received financial resources, convenient to
invest in mortgage-backed securities / real estate maturity
which does not exceed the term of concluded insurance
company life insurance contracts. That is, the proportion
of the portfolio of mortgage securities should increase in
proportion to the share of long-term contracts concluded
life insurance and meets them on time.

Conclusions

The results of the study suggested the following areas
financial flows allocation optimization in the economy of
Ukraine through the regulation of financial intermediaries:

* guarantee the return of foreign currency deposits in

the currency or deposit or in UAH at NBU rate on the
day of return;
the use of direct restrictions on the growth of the bank-
ing spread or indirect, through increased taxation of
high profits banks;
the development of life insurance segment and pri-
vate pension funds. Perspective direction of expanding
the resource base is the increasing quality of service,
public trust by establishing Guarantee Fund insurance
payments for life insurance contracts;
regulation of collective investment institutions, direct-
ing their resources to non-financial corporations.
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