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CONTEMPORARY APPROACHES TO THE DEFINITION  

OF THE BANKING SYSTEM FINANCIAL STABILITY  

 

The current state of banking system of Ukraine is characterized as a crisis 

and unstable that requires the sources for overcome the financial destabilization 

of banks on the macro- and micro levels. It determines the urgency of research 

for clarify the concept of economic essence of banking system financial 

stability, providing of which is the immediate necessity and is the priority and 

important problem for Ukraine's economy. The measures for formation the 

stabilization mechanism of the national banking system on the legislative level 

are reflected in the Law of Ukraine  "On Amendments to Certain Legislative 

Acts of Ukraine to prevent negative consequences for the banking system 

stability " 1586-VII[5]. 

Problems of ensuring the financial stability of the banking system were 

studied by such scientists as L.M. Alekseyenko [1], A.I. Baranowskiy [2], 

I.V. Larionova [9] A.Y. Yudanov [13], V.V. Kovalenko [8], G. Panasenko [10], 

N.P. Pohorelenko [11], O.M. Sidorenko [11], A.A. Zatvarska [6], L.A, 

Bondarenko [3], M.V. Tarasenko [3], L.A. Zveruk [7], and others, but it is 

necessary to clarify economic essence of the term on the base of consideration 

of all of its key features and characteristics. 

The aim of the article is to clarify the definition of financial stability of the 

banking system on the base of its key features and characteristics. 
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Studies and generalizations of scientists' interpretations of the term of the 

banking system financial stability allowed identifying the following theoretical 

approaches to determine its economic essence. 

According to the first approach, the financial stability of the banking 

system is considered from the point of such opposite terms as instability, panic. 

Thus, as defined L.M. Alekseyenko [1, p. 211], financial stability in country - 

it's the absence of macro-financial disproportions, states of shock and panic in 

the credit and financial sector of the economy that is strongly linked to 

economic and political stability in the country and in the world. 

The second theoretical approach is formed by O.I. Baranovskiy, who 

reviewed the concept of banking system stability as its ability to withstand the 

external and internal influences, while maintaining the system's ability to 

perform its specific functions and operations, subject to its integrity and 

sustainability of elements that allows the system after the impact of external and 

internal forces to return to its equilibrium [2, p. 78]. Such interpretation of the 

banking system stability is based on the need to preserve the functions that are 

inherent in any systems - integrity, organization, functionality that effect on the 

stability of the system, i.e. the ability to flawlessly operate, to maintain its 

structure and to function in conditions of the destructive influence of external 

factors [4]. 

I.V. Larionova defines the financial stability of the banking activities as its 

ability to withstand the external and internal influences, to keep the stable 

equilibrium and reliability over time [9]. So, A.Y. Yudanov [13, p. 41] considers 

the stability as the ability to be privileged, relatively less the vulnerable position 

during the crisis and the ability to overcome them. 

Usually the function is defined as the ability of the object to perform 

actions aimed at achieving the goal. Although, the general concept of function 

has many meanings in system analysis, it is treated as a mission, purpose, 

meaning, that is something for which there is a system. The function plays the 
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role of the system forming factor, because the inclusion of elements in the 

system occurs on functional grounds. It is causes the appearance of the 

functional system as the combination of elements, that are united by one goal, 

and that distinguishes it from the environment [12]. 

V.V. Kovalenko indicates on the need to carry out its functions by the 

banking system in adverse environmental conditions, stressing that under the 

financial stability of the banking system should be understood the completeness 

of the solution of tasks that are assigned to the banking system, the fulfillment of 

its mission that achieves the positive financial result [8]. G. Panasenko provides 

in his work the close essence of the banking system stability [10]. 

On the other hand, considering the financial stability of the banking system 

through the stability and sustainability of its elements, scientists associated it 

with financial sustainability and the stability of banks that correlates with the 

following theoretical approach. 

The third theoretical approach to determine the economic essence of the 

banking system financial stability focuses on the need to ensure the financial 

sustainability and the stability of the banking system elements, the banks. 

N.P. Pohorelenko underlines that for achieving such quality features as the 

stability of the banking system that determines the stability of the economic 

environment that surrounds the bank it is impossible to ensure the sustainability 

individual banks [11]. 

The fourth approach consists of the banking system financial stability 

interpretation as a result of the effective impact of the financial and 

macroeconomic systems. So, A. Zatvarska notes that the stability of the banking 

system means the balance its components, the presence of interrelated and 

mutually agreed proportions between them both in industry and in regional 

terms, and the balance and good relationship with the financial and 

macroeconomic systems [6]. 
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The fifth theoretical approach is composed from the perspective of the 

stability of the banking system in terms of stability operations, development and 

conservation of the structure. So, L.A. Bondarenko, M.V. Tarasenko consider 

the stability of the banking system as a the stability operation, i.e., the ability of 

the banking system to fulfill its obligations to its counterparties; a stable 

development, i.e., the stability of positive dynamics characteristics of the 

banking system; as the stability of the structure, i.e., the commitment of the 

banking system elements (banks) of the certain model of functioning and the 

immutability of commitment over time [3]. L.A. Zveruk also points on the need 

to consider the time factor, stressing that the financial stability of the banking 

sector is the concept that determines the development of the banking sector in 

the long term, it should be understood. 

In the author's opinion, the identified theoretical approaches to determining 

the nature and of essence of the banking system financial stability there are no 

principal differences; they complement each other and allow tocreate the 

following key aspects of the definitions that characterize the banking system 

financial stability: 

­ the absence of to the financial instability and panic; 

­ the system's ability to withstand the external and internal influences; 

­ the ability to carry out the mission, functions and operations; 

­ the stable economic environment to ensure the financial stability of 

banks and financial stability result, sustainability of banks; 

­ the result of financial and macroeconomic stability systems; 

­ the stability operation, development and structure over time. 

Taking into account the above-mentioned characteristics of the banking 

system financial stability concept, allowed the author to formulate the following 

definition of it: financial stability of the banking system is the state of the 

banking system as a result of financial and macroeconomic stability of the 

country and the stability of banks, the banking system is able to withstand the 
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external and internal influences and perform mission, functions and operations 

provided that the stability of operation, structure and dynamic development in 

the long run. 

Thus, the author has proposed the definition of financial stability of the 

banking system, based on the complex of its key characteristics: 

­ Systemic nature, i.e., the stability of the banking system, on the one 

hand, depends on and is the part of the financial stability of the country and on 

the other - provides the stability and consists of banks; 

­ relative nature, i.e., the confrontation to financial instability shocks, 

panic; 

­ functional nature, i.e., the performance of functions and operations; 

­ purposive nature, i.e., the banking system mission is the financial 

intermediary in the economy; 

­ dynamic nature, i.e., the need to consider the impact of the time factor 

in the possibility of positive change to preserve the structure and functionality. 

The concept of the banking system financial stability in the current 

conditions closely related to the concepts financial sustainability of the banking 

system, financial stability and financial stability of banks, the analysis and 

correlation of theoretical principles concerning the delineation of these concepts 

is the task of further research. 
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