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VY craTTi AOCHIDKYIOTBCS HNPOOIEMH KPEAUTHOrO PH3UKY SIK
cy0'eKTHBHO-00'€KTHBHOI KaTeropii, MPOBOMWTHCSA aHaTi3 Horo
cytHocTi. IToka3aHa posib KpeIuTy B €KOHOMIYHINA CHCTEMi, BILIMB
KPeOUTy Ha CKOHOMIKY. PO3IVISIHYTHIl MOpSIOK BH3HAYCHHS MEX
KPeOUTYBaHHS Ha Makpo- i MiKpOeKOHOMIYHOMY piBHi. KpenuTHuit
PU3MK BHU3HAYAEThCS SK CKOHOMIYHMM pu3uk. Ha BigMiHy Bin
HPOLICHTHOrO, (DIHAHCOBOro, IOPUIMYHOrO Ta IHIUMX BHJIB
CKOHOMIYHUX DH3HKIB, KPSAUTHHH PHU3UK Ma€ MEBHI crenu@ivHi
pHUCH, 110 BUAULIIOTH HOTO 13 3aralbHUX €IEMEHTIB, 10 GOopMyIOTh
eKOHOMIYHMH  pu3uk. HalBaXJIMBIIOI  BIAMIHHOIO  PHCOIO
KPEOUTHOIO PU3UKY € Te, IO I€ PU3HK, IMOB'SI3aHUH 3 PYXOM
kpenuty. IIpy OLiHI KPEANTHOTO PH3HKY BPaxOBYBaBCs TO (aKT,
0 KPEAUTHUH PH3UK — OO'€KTHBHO-CY0'€KTHBHA EKOHOMIiYHA
KaTeropis, a cy0'eKTUBHY CKJIaJ0BY TEX HEOOXIIHO MOJCIIOBATH.

Knmiouogi cnoéa: OGaHKIBCBKHH PHU3HK, KPEOUTHUH pH3HK,
CTpaTerist KPeIUTHOTO PH3UKY, KEPYBAHHS KPSAUTHHM PU3HKOM

Kypaesnesa T.A., Haszapxuna JLU. Kpeoummnwiti puck Kkax
CYOBEKMUBHO-00bEKMUBHASI KAMESOPUSL.

B cratbe uccnemyrorcs npoOiieMbl KPEAUTHOIO PHCKA Kak
CyOBEKTUBHO-00BEKTUBHON KaTErOpHH, IPOBOIUTHCS aHAIU3 €ro
cymHocTu. IlokasaHa poib KpeauTa B SKOHOMHYECKOM CHCTEME,
BIMSIHME  KpeauTa Ha SKOHOMHKY. PaccMOTpeH  mopsiok
OIpeieNIeHns IpaHuLl KPEANTOBAHUS Ha Makpo-
MHKPO3KOHOMHUYECKOM YpoBHE. KpeauTHbIH pucK ompexnensercs
KaKk OSKOHOMHMYECKMII puck. B ormiMyMe OT NPOLIEHTHOrO,
(DMHAHCOBOTO, IOPHAMYECKOr0 M IPYTHX BHIOB J3KOHOMHUYECKHX
PHCKOB, KPEIUTHBIH pHCK obiagaer ONpeeIEHHbIMU
CreLM(UICCKIMH  YepTaMH, BBIICISIOIMMHE €ro M3 o0mux
3JIEMEHTOB, (OPMUPYIOLUIMX SKOHOMHYECKHH pUCK. BakHeiiei
OTJIMYUTENBHON OCOOEHHOCTBIO KPEIUTHOrO pHCKa SBIAETCSA TO,
4TO 3TO PHCK, CBS3aHHBII C JBIKEHMEM kpeaurta. lIpu oueHke
KPEAUTHOIO PHCKA YYHUTHIBAJICSA TOT (DAKT, YTO KPEIUTHBIA PUCK —
CYOBCKTHBHO-O0bEKTHBHASL ~ 3KOHOMHYECKAs KaTeropus,  a
CYOBEKTUBHYIO COCTaBIISIOIIYIO TOXKE HEOOXOIMMO MO/IEITHPOBATb.

Kniouesvle cnoea: OaHKOBCKHMII PHCK, KPEOUTHBIH DHCK,
CTpaTerust KpEAUTHOrO PUCKa, YIIPABIEHHE KPEIUTHBIM PUCKOM

Zhuravlova T.0., Nazarkina L.I. Credit risk as a subjective-
objective category.

The article examines the problem of credit risk as a subjective-
objective category, analyzes its substance. The role of credit in the
economic system and credit impact on the economy are discussed
as well as the order of determining lending borders at the macro and
micro level. Credit risk is defined as an economic risk. In contrast,
the interest rate, financial, legal and other types of economic risks,
credit risk has certain specific features that distinguish it from the
common elements that form the economic risk. The most important
feature of the credit risk is that the risk associated with credit
activity. When assessing credit risk the fact is taken into account
that credit risk is a subjective-objective economic category, and the
subjective component has to be modeled.

Keywords: bank risk, credit risk, credit risk strategy, credit risk
management

n modern conditions bank credit is the main

source of providing monetary resources to

enterprises of different forms of ownership

and spheres of activity. Major part of
resources accumulated by banks is invested in credit
operations, which are the main type of active banking
operations. In the process of lending commercial
banks are exposed to internal and external risks that
need to be managed in order to minimize them. This
article examines the problem of credit risk as a
subjective-objective category.

Analysis of researches and publications

An important contribution to the study of the
theory of risk has been made by representatives of
classical, neoclassical and Keynesian economic
school — J. Mill, N.U. Senpor, A. Marshall, A. Pigou,
John. M. Keynes. General considerations of the credit
risk theory are presented in the writings of
E.J. Brueghel, V.V. Vitlinsky, V.S. Volynsky,
O.I. Lavrushin, A.N. Moroz, G.S. Panova, M.A. Pes-
sel, M.M. Yampolsky and others.

In the current local and foreign banking practice,
there is no single interpretation of the term "credit
risk". G.S. Panova defines credit risk as "... the risk of
non-repayment of the loan and interest on it" [11].
A.N. Moroz offers a similar definition: "... the bank
faces credit risk, i.e. risk of non-payment by the
borrower of principal and interest owed to the
creditor"[4]. V.V. Vitlinsky offers to determine credit
risk as "... a set of probable unwanted events in the
operation of financial instruments, the essence of
which is that the bank's counterparty will be unable to
fulfill its obligations under the agreement and there
will be no option to use available methods of
protection” [7].

Ambiguous interpretation of this concept in the
modern local and foreign economic literature, makes
it necessary to define the nature of credit risk.

The aim of the article is to analyze the nature of
credit risk in banking operations and formulate the
concept of credit risk strategy as a subjective-
objective category.

The main part

Risk exists due to the characteristics of the market
mechanism, including a certain freedom of action
taken by participants of the market economy.
Subjective and objective factors of the market
mechanism are quickly and substantially reflected in
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the banking sector by impacting (directly or
indirectly) the banking customers. Loans account for
about 50% of all bank assets and 2/3 of the total
revenue, so credit operations are the most revenue
generating, but also the most risky. This necessitates a
thorough study of the theory and practice of credit and
credit risk.

Credit plays an important role in the economic
system [9]. It makes temporary use of cash possible;
impacts production processes, as well as sales and
consumption of products; impacts circulation of
money in the country; services circulation of
commodities; accelerates scientific and technological
progress; promotes concentration and centralization of
capital; as a result — it generates revenue for the
lender. At the same time a positive credit impact on
the economy is possible only when the volume of
credit is optimal.

Excessive borrowed funds can lead to increased
stocks of goods, reduced interest of companies in the
rational use of resources, accelerate the processes of
production and sales, increase of payment funds in

circulation, increase effective demand and,
consequently, to an increase in prices. With
insufficient lending shortage of working capital
occurs [8].

All this determines the need for sound definition
and compliance with credit limits. The method for
defining credit limits at the macroeconomic and
microeconomic level is a recent topic in academic
studies. Authors talk about economic, geographic,
time, quality and other boundaries of credit. This
confirms potential for additional studies of credit in
the process of reproduction. The term of credit limit
has to be defined. Credit limit may be defined as a
level of interaction in the economy when credit
supply and demand are balanced and stable interest
rate is available to borrowers. Dynamics of interest
rate is an indicator of how well credit limit is
observed. Rapid growth of interest rates indicates
insufficient supply of credit. On the other hand, low
level of interest rate confirms excessive credit supply
which outstrips economy growth in comparison with
actual demand. Thus, credit limits are not observed.
Credit limits can be defined at the microeconomic as
well as macroeconomic level. Microeconomic credit
limits are defined by business solvency of a borrower
and liquidity of a bank. Macroeconomic credit limit
depends on factors such as dynamics and level of
interest rates, inflation, correlation of GDP and rate of
increase of banking credit activity and others. Optimal
situation for development of economy is such when
credit limits are sufficiently wide and credit activity
avoids excessive or insufficient supply to economy.
Defining the limits of lending involves determining
the needs of borrowers in credit facilities; limiting the
size of lending by category of borrowers, banks and
others [5].

It should be noted that a loan represents a reverse
movement value. Consequently, a loan is possible if
necessary conditions for the return of borrowed funds
exist.

At the macroeconomic level, when determining
the amount of credit investments, growth of
production volume, changes in its structure, level of
prices, optimization of cash in circulation are taken
into account. At the microeconomic level, key
dependency is on the capabilities and interest of the
lender to provide loans and, secondly, availability of
borrower’s own sources of funds (solvency and
creditworthiness of the borrower), availability of
transaction guarantees (collateral, guarantees). For
example, a commercial bank loan portfolio depends
on the state of its resource base. In order to maintain
liquidity a bank should keep the volume and structure
of the attracted funds in correspondence to the volume
and structure of their placement. In order to minimize
credit risk, risk standards established by the NBU
must be observed [6].

Thus, with the help of a loan temporarily free
funds of enterprises, population and the state are
accumulated in the banking system, involved in the
turnover of money, turning into loanable funds,
which, in turn, are passed for temporary use to
subjects experiencing temporary shortage [6].

In the loan process a rational credit policy is of
significant importance. Successful activity of a bank
largely depends on it. Credit policy is an internal
document of a bank that takes into account current
economic situation and defines key approaches to
credit and the requirements for the borrower. Credit
policy expresses the general concept and sets a
strategic framework for the entire bank's credit
operations, defines priorities in the credit market and
loan purpose. Policy establishes the fundamental
principles, whereas procedures establish control over
credit policy. Thus, credit policy of a commercial
bank is a total of all factors, activities and documents
defining the development of a bank in lending. It
defines the objectives and priorities of the lending
activities of the bank, means and methods of their
implementation, as well as the procedures and
principles of the organization for the credit
process [1].

What is risk in banking operations? In general,
risk represents uncertainty of undesirable events.

Risk is present in almost any banking operation
due to the unpredictability of the actions of
competitors, changes in the strategy of banking
entities, as well as a number of external factors and
conditions.

Operating activity of a bank is affected by a
number of risks. Credit risk is the main one in a wide
range of risks.

Disadvantages that occur in the activity of
commercial banks indicate problems in the credit risk
management  strategy. In  particular, these
disadvantages such as excessive centralization or
decentralization of management with respect to
lending; lack of (inadequate) risk analysis under loan
agreements; a superficial analysis of the financial
condition of borrowers; overestimated value of
collateral; lack of economic and legal control over
documentation of credits (loans); absence of active
control over the use of credits (loans); incomplete
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loan documentation; inability to effectively control
the credit process. In terms of credit risk, it is
necessary to distinguish between the following terms:
borrower's credit risk, credit risk with respect to
collateral and credit risk with respect to the loan
agreement.

Credit risk with respect to the borrower - a
subjective-objective economic category, which is
associated with overcoming the uncertainty and
conflict in a situation of choice, and displays the
measure (degree) that the borrower may not fulfill his
obligations to the bank regarding return of the debt
according to the loan agreement with the influence of
controlled and uncontrollable factors, forward and
backward linkages.

Credit risk with respect to collateral is a
subjective-objective economic category, which is
associated with overcoming the uncertainty and
conflict in a situation of choice, and displays the
measure (degree) that the bank will not be able to
timely and fully take advantage of the loan collateral
to cover potential losses [2].

Credit risk with respect to the loan agreement — a
subjective-objective  category, which  involves
overcoming uncertainty and conflicts in a situation of
choice, and displays the measure (degree) that the
borrower may not fulfill his obligations to the bank
regarding the return of the debt according to the loan
agreement [2]. Thus, we can conclude that the credit
risk with respect to the loan agreement represents a
simultaneous occurrence of credit risk with respect to
the borrower and the credit risk with respect to
collateral. And this implies that the credit risk with
respect to the credit agreement will always be less
than the exposure to credit risk with respect to the
borrower, or will equal it in the case when collateral is
absent. This fact is very important in making practical
credit decisions (decision on granting loans, insurance
reserves, establishment of an adequate interest rate for
the loan). The basis for such decisions must be
exposure to credit risk with respect to the loan
agreement. In practice, very often, these decisions are
subject only to credit risk with respect to the
borrower, which leads to their inadequacy. According
to the methodology of the general theory of economic
risk credit risk strategy can be categorized by the
following scheme:

— qualitative credit risk analysis;

— quantitative analysis;

— system of quantitative assessment measures
(degree) of credit risk;

— modeling of credit risk;

— method (s) to optimize the management
(mitigation and recording) of credit risk in
commercial bank activities.

Note that strategy for each type of risk has its
specific (inherent only to this kind of risk) features
and tools. Therefore, their analysis is of considerable
practical importance [3].

Credit risk strategy of a bank is subject to current
legislation, regulations and instructions of the
National Bank of Ukraine, based on the general
principles of lending: term-defined, recoverable,

differentiated, secured by collateral, subject to
repayment, subject to individual approach to the
borrower.

Credit risk strategy is implemented, taking into
account the following fundamental principles:

1. Credit risk strategy should fulfill two basic
requirements: be in line with the general policy
(strategy) of the bank, focused on integrated risk
assessment, secondly, correspond to the objectives of
credit policy.

2. It is almost impossible and impractical to
completely avoid the risk of a delay in return (or non-
return) of loans. Excessive caution and reduction of
lending lead to the risk of missed opportunities Once
an application for the loan is received bank personnel
has to analyze the financial condition of the borrower
in details, determine the degree of risk for the loan
portfolio, etc. This analysis should identify strengths
and weaknesses of the borrower’s activities,
determine the probability (reliability) of timely
fulfillment of payments of the debt.

3. System of loans qualification is generally used
for the purpose of their classification in terms of risk
of possible non-payment. Systems of classification of
loans can be both qualitative and quantitative.

4. All loans must be periodically re-evaluated to
determine whether there is a significant shift in the
structure and level of non-payment of loans risk. To
this end, risk monitoring is carried out.

5. The main method of analysis and a quantitative
assessment of credit risk is the analysis of
creditworthiness and solvency of the borrower. On the
basis of the information received about the borrower
and the loan provision a number of quantitative
indicators of the degree of risk is calculated, then
decisions on granting (or not granting) loans are
made. It is important that these figures were not only
a simple mechanical set and adequately reflect the real
state of affairs.

6. Establishing credit relationships with new
borrowers, as well as taking into account the dynamic
and unstable macroeconomic processes, detailed
analysis of the creditworthiness of clients and
monitoring of the current financial status of the
borrower should be carried out. In order to control
economic status of the borrower, express-analysis
should be systematically applied.

Qualitative credit risk analysis is to identify risk
factors (and sources) and requires thorough
knowledge, experience and intuition in this field. It
involves two aspects.

The first aspect is related to the identification of
possible sources of credit risk and losses, lending
expanded analysis and customer solvency. A
classification and structuring of credit risk.

The second aspect is related to the definition of
the subjective component of credit risk, with the
identification of the risk of subjects of interest, etc.

Quantitative risk analysis is based on a number of
methods, among them: a statistical method; method of
expert evaluations; analogy method; sensitivity
analysis; methods of simulation, etc. [12].
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The structure and level of credit risk of
commercial bank depends, inter alia, on the following
factors:

— the degree of concentration of the bank's lending
activities in a certain area (segment), sensitive to
changes in the economic environment, that is,
when demand for products of a certain area
(market segment) is elastic;

— the share of loans, which account for customers
with financial difficulties;

— lending to insiders;

— concentration of the bank's lending activities in the
little-known, new, non-traditional areas;

— the introduction of a fairly frequent and (or)
significant changes in the Bank's policy on
lending, portfolio strategy formation;

— adoption of the collateral value that may not be
liquid enough (difficult to realize or impaired).
One of the most important components in the

concept of risk is the election of an adequate system

of indicators to measure the degree of credit risk.

The most common measure of credit risk is the
likelihood that the borrower may not fulfill its
obligations to the Bank with respect to debt
repayment. Without a doubt, this is one of the most
important indicators of the degree of credit risk, but
not the only one.

Based on the common understanding of credit as a
form of lent cost flow, it is important to emphasize
that this flow takes place in the form of: a) loan lent
and b) loan borrowed, and to consider these two sides
of the loan as two sides of the same idea.

It is therefore necessary to consider the credit risk
of commercial bank in a broader sense, taking into
account the deposit risk.

At the category level (credit management level as
economic category), the risk of attracting deposits on
returnable basis and the risk associated with the
provision of loans represents two sides of the same
process — flow of the lent value.

V. Leksis noted that "economic point of view
distinguishes loans attracted, which include primarily
bank deposits — the amount of money that is
transferred to banks not only for keeping, but for use
of the bank... deposits are attracted loans as the bank
publicly announces its readiness to receive deposits,
and would like to receive more of these funds" [9].

Credit risk is managed at the macroeconomic level
assumes clarification of the relationship of concepts
such as bank risk and credit risk.

Banks manage credit, interest rate, foreign
exchange risk. It should be noted that not always
credit risk can be regarded as an integral element of
the bank risk. Since credit risk - is the risk of a variety
of loans themselves (not only banks and credit co-
operatives, building societies, pawnshops, mutual
funds, etc.).

If we talk only about banks, banking risk is an
umbrella term. It represents a collection of elements:
deposit risk, credit risk, interest rate risk, currency
risk, etc.

It should be noted that the macroeconomic
approach does not assess the work of a particular
commercial bank adequately in terms of the
organization of its credit relationship with customers.
Therefore, of particular importance today assumes the
credit risk assessment of each commercial bank.

Using dialectical method, credit risk concept is
interpreted in two ways in terms of objectivity. The
source of credit risk as a subjective, superstructure
category are the objective laws of social development.
The objective economic laws of social development
determine the essence of credit risk.

The dialectical approach to
subjectivity and  objectivity
consideration as a unity of opposites.

Credit risk study is done in two ways — at the level
of development in the first place, the objective
foundations of economic life for the natural use of
credit risk capacity as regulator of monetary and
settlement relations of banks and their customers, and
secondly, a subjective approach to understanding of
the need and the possibility of using credit risk in
dealing with the real problems of economic life [10].

Subjective approach to the treatment of credit risk
eliminates the need for and the possibility of objective
analysis in the course of its use almost completely.

On the other hand, exaggeration of the importance
of objective factors in the process of credit risk
management, in our view, is not efficient.

Thus, credit risk is a subjective-objective category,
reflecting the totality of possible adverse events of the
financial transactions, the essence of which is that the
bank's counterparty will be unable to fulfill their
obligations and thus will not be able to use existing
methods of protection.

Theoretical basis for understanding of credit risk
lies mainly in determining the nature of concepts such
as "credit" and '"risk", the elucidation of their
interconnection and interdependence.

It is important to emphasize that the theoretical
basis for the definition of risk in general and credit
risk, in particular, is to understand it as a
superstructure category. Indeed, since risk is an
element of the credit policy, and the policy has always
been considered superstructure category, risk and risk
management itself can also be regarded as top-
mounted element [10].

Credit expresses certain relations of production,
which allows us to treat it as a basic economic
category.

On the other hand, a superstructure, fulfilling their
social function, is always an active force, impacting
the basis.

These general terms, we believe are an important
to basis of risk as a superstructure category.

Describing credit risk as an abstract category, it is
necessary to determine the nature of the loan. In the
western economic literature credit usually refers to
"...confidence enjoyed by a person who has taken a
commitment to the future payment by the person
entitled to this payment, - that is, trust that the lender
has to the debtor" [13-15].

the study of
requires  their
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We can agree with Sinkey J., who emphasized that
loan is a social category which historically has been
limited and should be studied as a continuously
evolving phenomenon [16].

A similar approach can be used in the study of
credit risk essence of a commercial bank. In
connection with the treatment of risk as a
superstructure category, we consider credit risk as a
category, which is based on a study of the achieved
level of development of credit relations, and
management aims to improve these relations. Credit
due to its objectivity defines credit risk as the credit
relationship is an objective basis for the emergence of
the credit risk of a particular commercial bank. But
there is an inverse relationship.

Activity of credit risk with respect to a loan is that
it allows to assess the real needs of customers and
implement them in new combinations of credit forms,
which certainly affects credit as an economic
category. Thus, optimal credit risk, as an important
element of the superstructure, adopted by the bank,
has become an important material force, contributing
to the development of a bank, improving its efficiency
and, on the other hand, inadequate value is taken into
credit risk, leading to the bank's developmental delay,
poor performance of its financial state, and even to his
bankruptcy [10].

Management of credit risk of commercial bank
provides a solution to a number of problems such as
use of compulsory and available risk reduction
practices; accounting for quantitative credit risk level
for an adequate definition of a number of important
financial and economic indicators that characterize
effectiveness of a bank's activities, in particular,
calculation of interest rates (prices) for providing
loans, etc.

Methods that are appropriate and should be
applied in order to reduce credit risk, can be divided
into external and internal.

External methods of risk reduction are carried out
in the first place, by administrative and economic
regulation of banking risks by the government, and
secondly, a bank takes risk of transmission (fully or

partially) to someone else, such as an insurance
company.

Internal methods of reducing risk are quite
different, and are implemented with adequate internal
resources of management and marketing.

It should also be emphasized that, in practice,
commercial banks wuse a rational combination
(superposition) of methods to reduce credit risk, using
economic and mathematical models and methods,
based on own experience and intuition of experts.

Conclusions

Thus, as a result of the study we conclude that
credit risk is a multi-factor category, which is the
main element of a bank risk. Credit risks carries the
largest threat to commercial banks in the context of
security and preservation of their financial stability.

In assessing credit risk of a commercial bank the
level of development of society, the banking system
and the particular bank should be considered. This
approach, first of all, considering credit risk in a
broader sense from the standpoint of the bank and the
borrower, and secondly, the study suggests exposure
to credit risk at the macro and micro level. It is
essential that in assessing credit risk the fact that
credit risk is a subjective-objective economic category
is taken into account, but also a subjective component
is modeled. Optimal level of credit in the economy is
important to define (credit limits). Credit limits at the
macroeconomic and microeconomic level are defined
by factors such as practicability (expenses on a credit
should be less than revenue generated) as well as
options for providing and receiving a loan. Thus,
credit limits may be defined as the limit of interaction
for a reverse flow of value, so credit as an economic
category keeps its attributes. The role of credit policy
of a bank is in making banking operations for
accumulation of money and their investment better.
Commercial banks should revise their credit policy by
improving it on a regular basis. Credit policy of a
bank should correspond to the concept for credit risk
management.

Abstract

Today, the main source of monetary resources for enterprises of different ownership forms and scope of
activity is bank credit. Majority of resources attracted by banks is invested in credit operations, which are the
main type of active banking operations. In the process of lending commercial banks are exposed to internal and
external risks that must be managed to minimize them. The article examines the problem of credit risk as a
subjective-objective category. Ambiguous interpretation of this concept in the modern local and foreign
economic literature, makes it necessary to define the nature of credit risk. The purpose of this article is to analyze
the nature of credit risk in banking operations and the formation of the concept of credit risk strategy as a
subjective-objective category. It may be concluded that credit risk is a multi-factor category, which is the main
element of the bank's risk. Credit risks carries the largest threat to commercial banks in the context of security
and preservation of their financial stability. Credit risk of commercial banks as a superstructure category is based
on the analysis of the achieved level of development of the credit relationship with the bank's customers and
aims at their improvement and development. As the source of credit risk of the bank, credit provides a measure
of its efficiency. In assessing credit risk of a commercial bank the level of development of society, the banking
system and the particular bank should be taken into account. This approach, first of all, considers credit risk in a
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broader sense from the standpoint of the bank and the borrower, and secondly, the study suggests exposure to
credit risk at the macro and micro level. It is essential that in assessing credit risk the fact is taken into account
that credit risk is an objective economic category, but also a subjective component for modelling.
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