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Abstract. In our country the question of developing a credit policy remains important and paramount, so far there is no
single answer to it. The article proposes the point of view of scientists on the concept of «credit policy», which is a system
of principles established by the central bank and the state in the credit sphere with the purpose of regulating the credit
process in banks. Credit policy should form the content of the loan portfolio and establish standards for making credit
decisions, it is analyzed its direction. The principles of balanced credit policy, as well as its main stages, are systematized.
The credit policy of a commercial bank must contain rules for the implementation of specific goals, including standards
and instructions that represent the methodological support for its implementation. It is proved, that credit policy of a
commercial bank is a combination of its credit strategy and credit tactics. The credit policy features are prescribed, which
should be reflected in the bank’s internal documents. Determination and improvement of credit policy means to formulate
and consolidate in the necessary internal documents the position of the management of the bank. The goals of the bank in
conducting a balanced credit policy, the functions of the credit policy, macro- and microfactors affecting it are indicated.
Goals and standards of lending are determined in accordance with the strategic development plan of the bank and can be
formulated both in the long-term development plan and in the budget of the bank for the current year. The importance of
the principles of rational lending and the composition of lending standards are emphasized. The development of a credit
policy of any bank depends on a number of factors, among which macrofactors and microprocessors can be identified.
Functions of credit policy are: commercial functions, control functions, stimulating function, specific functions. The credit
policy of banks when working with legal entities is aimed at developing long-term relationships with borrowers, in article
the criteria for selecting clients for cooperation are determined.
Keywords: credit policy, credit resources, credit pleasures, commercial bank, credit strategy, credit process, credit risk
assessment, loan portfolio.
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CYTHICTb KPEJUTHOI NOJITUKHU BAHKIB 3 IHO3BEMHHUM
KAIIITAJIOM TA OCOBJIUBOCTI II PEAJII3ALIII

Anomauia YV nawiti kKpaini numarHs po3pooKu KpeoumHoi ROIMuKY 3aIUMAEMbCS 8ANCIUBUM, dle NOKU We HeMae 00-
HO3HAYHOI 6iON0GIOL. Y cmammi po3enanymo mouxki 30py UeHuX Ha NOHAMMA «KPeOumna NOAMuUKay, sAKa € CUCMeMOI0
NPUHYUNIG, 6CIAHOBNIEHUX YEHMPATLHUM OAHKOM Ma 0epiHcasor0 6 KpeOUmHiil cepi 3 Memoio pe2yaoeants Kpeoumno2o
npoyecy 6 banxax. Kpeoummna noximuxa nosunna gpopmyeamu smicm KpeoumHo20 nopmeesia ma 6CmaHo8I08amu Cma-
oapmu nputinAMms Kpeoumnux piuwiens, y cmammi ananizyiomscs it nanpsamku. Cucmemamu3oeano npunyuny 36anamnco-
6anol KpeoumHnoi noaimuxu, a makooic ii ocHosHi emanu. Kpeoumna nonimuxa xomepyitinoco 6anHKy noGUHHA MICIUmMu
npasuna wjooo 30itiCHeHHs KOHKPemHUX yinell, 6K104ayy CmaHoapmu ma iHcmpykyii, wo npeocmasisaions Memoouune
3abe3nevenns ii peanizayii. [logeoeno, wo kpeoumna noaimuxka KOMepyiiuHo2o OaHKy — ye CyKVIHICIb 1020 KpeoumHtoi
cmpameeii ma makmuxu Kpeoumyeants. Ocobaugocmi Kpeoumnoi nosimuKu mMaroms 6ymu 6i000padiceni y HYmMpIiuiHix
Odokymenmax banxy. Busnauenns ma 600CKOHANEHHA KPeOUMHOT NONIMUKU O3HAYAE POPMYNIOBAHHS MA 3AKPINIeHHs 8 He-
00XIOHUX 6HYMPIWHIX OOKYMEeHmax no3uyii kepienuymea oauxy. Bxazano yini 6anxy npu nposedenti 30a1anco8anoi kpe-
OUMHOI NOIMUKY, QYHKYIT KpeOUMHOT NOAIMuUKU, MAKpo- ma MIKpoghaxkmopu, wo eniuearoms Ha Hei. L[ini ma cmanoapmu
KpeoumyeaHHsl U3HAYAOMbCs 6I0N0BIOHO 00 CIMPAMESIYHO20 NIAHY PO3BUMKY OAHKY I MONCYMb OYMu chopMyIb08ani aK
¥ 00820CMPOKOGOMY NAAHI PO3GUMKY, MAK I 8 6100Jcemi 6anKy Ha homounutl pik. Haconoweno na easxciusocmi npunyunie
PAYiOHAIbHO20 KPeOUmMy8anHts ma CKaadi cmanoapmis kpeoumyeants. Pozeumox kpedummnoi nonsimuxu 6y0b-s1K020 OAHKY
sanexcums 6i0 pady paxmopis, ceped AKUX MONICHA SUOLIUMU MAKpoGakmopu ma mikponpoyecopu. DYHKYiamu Kpe-
OUMHOI NOIMUKY € KOMEPYIHI QYHKYIT, KOHMPOLbHA QYHKYISA, cmumyaiooya QyHKkyis, konkpemui gynxyii. Kpeoumna
nonimuxa 6anKie npu poo6omi 3 WPUOUYHUMU OCODAMU CNPAMOBAHA HA PO3GUMOK 00820CMPOKOBUX GIOHOCUH 13 NO3UYATL-
HUKAMU, Y CIAmmi 8USHaA4eHo Kpumepii 61000py KIiEHmMig 015 cnignpay.
Knrouogi cnosa: kpeoumna nonimuxa, kpeoumni pecypcu, Kpeoumna y2o00d, Komepyitnutl Oank, Kpeoumna cmpamezis,
KpeoumHuil npoyec, OYiHKA KpeOUumHo20 pusuKy, KpeOumnuti nopmaerns.
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Formulation of the problem. In our country,
the issue of the need to develop a credit policy to
date remains acute and there is still no unambiguous
answer to it. Most Ukrainian banks often fit formally
to develop their own development strategy, defining
basically current goals in lending that do not formulate
strategic objectives of the bank and do not conduct
relevant market research. However, a bank that does
not think about development prospects, which is
oriented only on current trends, cannot develop due
to the changing economic situation in the country.
All provisions of credit policy should be backed up
by practical measures, which together represent the
mechanisms of realization of credit policy.

The aim of the article is the determination of
the essence of the bank’s credit policy and the
peculiarities of its implementation in banks with
foreign capital.

Analysis of recent research and publications
At the present stage, trends in the development
of bank lending policy are investigated in the
works of many domestic and foreign scholars
and practitioners, in particular A. Belyakov,
O. Vasyurenko, V. Vitlinsky, N. Voloshina, A.
Gerasimovich, O. Dzyubluk, S. Kabushkina,
M. Kozoriz, L. Kuznetsova, V. Mishchenko, A.
Moroz, Z. Morsman, L. Primostki, S. Reverchuk,
Z. Squishron and others. However, despite the
rather high level of research on lending activity, the
changes taking place in the banking system and in
the economy under the influence of the process of
digitalization have led to the need for an in-depth
analysis of the banks’ lending policy and trends in
their development at the present stage.

Description of the main research material Before
starting to issue loans, bank must formulate its
credit policy (in accordance with its policies in
relation to all other activities: deposit, interest,
tariff, technical, personnel), and also to provide
methods and means for its realization. Formulation
of the bank’s policy is one of the stages of its
planning. This refers to the stage at which some
previously consolidated qualitative targets of the
bank’s activities in relation to various objects of
banking management should receive a refined
qualitative and quantitative expression for a specific
planning period and become concrete plans of the
bank as a whole and / or its individual units [1].

In modern native science, there is no
unambiguous interpretation of the term «credit
policy of the bank». The range of assertions varies
from the position that credit policy is a system
of principles established by the central bank and
the state in the credit sphere with the purpose of
regulating the credit process in banks; credit policy
should form the content of the loan portfolio and
establish standards for making credit decisions.
Often, credit policy is considered by Ukrainian
scholars and practitioners as a strategy and tactics of
the bank in the field of credit operations. According

to most experts, this definition only partially
determines the essence of credit policy and allocates
its individual components — the strategy and tactics
of credit operations. In addition, the credit policy
of the bank must take into account an additional set
of components [2].

The Association of Ukrainian Banks also
defines the credit policy of a commercial bank as
a «strategy and tactics of bank for attracting funds
and directing them to lend to the clients of the
bank (borrowers) on the basis of principles: return,
urgency, differentiation, security, and payment.»
Lagutin V.D. adds that at the same time, the credit
policy in the context of the strategy includes the
priorities, principles and objectives of a separate
bank in the credit market, and in relation to tactics
— the financial and other tools used by this bank
to realize its goals in the implementation of credit
agreements, rules of their conduct, the rules of
organization of credit process [3].

Among scholars-economists is the opinion that
the economic essence of «credit policy» manifested
in the management of the movement of credit in
all its forms and varieties. That is why the credit
policy is a policy both in the field of granting a
loan (all of its varieties) and its receipt, as well as
in the field of credit risk assessment in conducting
these operations [4].

Deserves special attention to the approach of
determining the bank’s credit policy Karasyov
Z .M., which emphasizes that “the essence of the
bank’s credit policy lies in ensuring the security,
reliability and profitability of credit operations,
that is, the ability to minimize credit risk”. Thus,
according to the researcher, the credit policy of
a commercial bank is a set of factors, documents
and actions that determine the development of
a commercial bank in the field of lending to its
clients. The credit policy defines the tasks and
priorities of the bank’s lending activities, the means
and methods of their implementation, as well as the
principles and procedures for organizing the credit
process [5].

The credit policy of a commercial bank must
contain rules for the implementation of specific
goals, including standards and instructions that
represent the methodological support for its
implementation. The credit policy of a commercial
bank is usually developed and improved by senior
management of the bank (often it is the bank’s
president, vice-presidents, credit committee) and
forms the main lines of credit activity: objective
standards and criteria that should be guided by
bank employees; main actions of persons who
make strategic decisions in the field of lending;
principles of control over the quality of credit
activity management in the bank and the work of
internal and external audit services [6].

One can say that the credit policy of a
commercial bank is a combination of its credit
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strategy and credit tactics. The strategy defines the
main principles, priorities and goals of a particular
bank in the credit market, while tactics are specific
financial instruments used by the bank to realize
its objectives in the implementation of credit
agreements, rules for their implementation, and
the procedure for organizing the credit process.
The bank, while determining the priority lines of
lending, is guided by the ability of the lending
facility to develop steadily and compete on the
market. The loan contract defines the rights and
obligations of the bank and the specific borrower,
taking into account the nature of the loan granted,
the size and procedure for paying interest on the use
of the loan, the type of collateral, the procedure and
timing of its repayment, the economic responsibility
of the parties for non-fulfillment of obligations
assumed. The manifestation of the essence of the
commercial policy of a commercial bank lies in its
functions. Conditional, they can be divided into two
groups: general, inherent in various elements of
banking policy, and specific, distinguishing credit
policy from other elements of banking policy [7].
Thus, credit policy creates the basis for the
organization of the credit process and defines:
priority lines of lending and the specifics of the
bank’s activities in the credit market; goals,
according to which a loan portfolio is formed
(types, term, volume and risk of loans granted); a
description of the standards by which the quality
of loans is determined; the level of permissible
risk; criteria of favorable and unfavorable loans;
opportunities of the bank and its clients; rules for
the creation of reserves for the reimbursement of
possible losses under bank lending operations; the
procedure for using the reserve for non-standard
loan arrears; the main rules for accepting, assessing
and implementing collateral under a loan; powers
and responsibilities of credit department employees,
etc. It needs to be clearly defined that credit risk is
defined as the present or potential risk for revenues
and capital arising from the insolvency of a party
that has undertaken to comply with the terms of
any financial agreement with the bank or otherwise
fulfill its obligations assumed [8]. Although the
principles set out below are the most logical for use
in lending and borrowing operations, they should be
used in any transaction where there is a credit risks.
Principles of a weighted credit risk assessment:
* Loans are strictly targeted and are provided on
terms of repayment, urgency, serviceability
and availability
* Loans can be provided in one order and in
the form of a credit line
» Credit relations between the Bank and the
borrower are drawn up in the form of a loan
agreement
* Loans must be secured by pledge of the
property belonging to the borrower or
other types of guarantees and guarantees,
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insurance, accepted in banking practice, the
adequacy and reality of which guarantees the
Bank to secure obligations for repayment of
loans and profits on them

Determine and approve your credit policy —
means to formulate and consolidate in the necessary
internal documents the position of the management
of the bank, as a minimum, on the following issues:

e priorities of the bank in the credit market:

lending objects (industries, types of industries
or other business); categories of borrowers
(authorities, state and non-state enterprises
and organizations, private individuals); the
nature of relations with borrowers (a course
on long-term and partnership relations or on
one-time loan agreements, a combination of
lending with other types of banking services,
a measure of openness and trust on both
sides); types and sizes (minimum, maximum)
of loans; schemes of servicing credits; forms
of loan repayment.

» the expected level of profitability of loans;

others (not directly related to profit) goals.

For a bank to make informed decisions on the
specified issues, it is important to have a clear and
balanced statement of the general objectives of the
bank for the future period, an adequate analysis
of the credit market (that is, the good work of the
marketing service), clarity of prospects for the
development of the bank’s resource base, correct
assessment of the quality of the loan portfolio,
accounting the dynamics of the skill level of the
personnel and other factors [9].

In our country, the issue of the need to develop
a credit policy to date remains acute and there is
still no unambiguous answer to it. Most Ukrainian
banks often fit formally to develop their own
development strategy, defining basically current
goals in lending that do not formulate strategic
objectives of the bank and do not conduct relevant
market research. However, a bank that does not
think about development prospects, which is
oriented only on current trends, cannot develop due
to the changing economic situation in the country.
All provisions of credit policy should be backed
up by practical measures, which together represent
the mechanisms of realization of credit policy. All
measures designed to realize the planned credit
policy must be considered and approved by the
bank’s management, and the relevant decisions are
issued in the form of internal documents.

In principle, among such measures, or may be
present, that will enable: to determine the necessary
volumes and available (including the price factor)
sources of replenishment of credit resources, to
expand the resource base; establish and, if necessary,
review the values of acceptable risks and lending
limits (by industry, types of industries, borrowers’
categories, per borrower, etc.), the required level of
liquidity; diversify their credit services and improve
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their quality, expand the client’s clientele (if the
credit policy includes such goals); It is better to
check borrowers’ creditworthiness, to try to increase
the level of repayment of issued loans; timely and
to the extent necessary to create reserves to cover
possible losses from lending activities; to improve
the organizational, informational, analytical and
methodological support of the credit process [10].

In the specified internal documents the bank
reflects, in particular [11]:

1. The system of credit risk assessment, which
allows to classify loans (loans) by quality categories,
including more detailed procedures for assessing
the quality of loans and formation of reserves than
provided by the Regulation;

2. Procedure for assessing loans, including criteria
for their assessment, the procedure for documentary
registration and confirmation of such assessment;

3. Procedures for the adoption and
implementation of decisions on the formation of
reserves;

4. Procedures for the acceptance and execution
of decisions on write-offs from the balance of
unrealistic loans;

5. Description of the methods, rules and
procedures used in assessing the financial condition
of the borrower, a list of the main sources of
information used in relation to this issue, the
range of information needed to assess the financial
condition of the borrower, as well as the powers
of the bank employees involved in the assessment;

6. Procedure for drawing up and further keeping
of the borrower’s dossier;

7. Procedure and periodicity of determination
of collateral value;

8. The procedure and periodicity of liquidity
assessment of the collateral, as well as the procedure
for determining the amount of the provision, taking
into account collateral on the loan;

9. Procedure for assessing credit risk in the
portfolio of homogeneous loans;

10. The order and periodicity of the formation
(regulation) of the reserve.

Goals and standards of lending are determined
in accordance with the strategic development plan
of the bank and can be formulated both in the long-
term development plan and in the budget of the bank
for the current year. One of the main objectives of
the credit policy is the highly profitable placement
of liabilities (including the attracted deposits and
deposits) of the bank in lending products while
maintaining a certain level of quality of the bank’s
loan portfolio and forming a unified approach to
lending operations, especially if there is a branch
network in the credit organizations [12].

The development and implementation of a
bank’s credit policy should aim at achieving the
following objectives:

» only such a kind of risk should be allowed

that it allows to create high quality assets and
ensure a constant target profitability level;

* to create a highly professional team of loan
officers who provide high quality loan
portfolio of the bank;

* loans to finance economically viable, cost-
effective projects that are in line with the
Bank’s strategic objectives;

* avoid the use of highly competitive, but
unjustified methods of lending;

* ensuring a balanced and optimal use of credit
resources;

* achieve an optimal balance between the
growth of the volume of the loan portfolio
and the pace of improvement of its quality;

* implementation of all requirements and
normative indicators set by the National
Bank on the volume of credit investments,
the maximum amounts of loans granted to
one borrower;

* expansion of the client base by improving
the quality of customer credit services and
others.

The basis of credit policy should be two main
principles: the reliability and profitability of the
placement of funds. The bank’s conservative credit
policy and experience in the market of credit services
will allow the bank to combine an increase in the
loan portfolio with a high level of its reliability.
Thus, credit policy establishes approaches, defines
the general principles of lending to the clients of
a commercial bank, determines the types of loans
granted (loans), the powers of the various levels
of the bank for the adoption of these issues, some
operating details of credit procedures. The role of
credit policy should be understood as a set of its
functions, that is, expectations, reasonably related
to its development and application. Therefore, we
can assume that the bank’s credit policy function in
general is to optimize the credit process, bearing in
mind that the goals and priorities of the development
(improvement) of lending determined by the bank
and make up its credit policy.

In the economic literature there are the main
functions of credit policy, given below (Table 1). The
development of a credit policy of any bank depends
on a number of factors, among which macro factors
and microprocessors can be identified.

Macro factors are factors that influence the
formation and successful development of a bank’s
credit policy, which he cannot directly influence.
These factors include:

° macroeconomic situation in the country as a

whole and trends in its development;

* potential and economic features of the region
in which the bank operates;

» state and level of development of the money
market of the country;

* credit policy of competitors — other
commercial banks;

* limitation on the volume of credit operations,
which are established by law.
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Table 1

Functions of credit policy

Functions of credit policy

Characteristic

1. Commercial function

It is in receiving the bank's profit from conducting various operations, in particular, credit.

2. Control function

It manifests itself in the fact that credit policy allows to control the process of attracting
and using credit resources by banks and their clients, taking into account the priorities
defined in the credit policy of a particular bank.

3. Stimulating function

It is in the stimulation of the accumulation of temporarily free cash in banks and their rational
use. The incentive for a bank's client to stay for a certain period of time from current con-
sumption is the possibility of obtaining additional income on funds deposited in a bank for

a deposit, and the ability to obtain a loan from a bank is essential to cover the temporary need
for additional funds, with the incentive to repay the debt in the maximum short terms are the
need to pay interest on the bank for using the loan. For the bank, the stimulating function

of credit policy manifests itself in the fact that banks tend to attract the cheapest resources

in the market for a relatively long time and place them with maximum benefit.

4. Specific functions

This is a function of optimizing the credit process. The function of this function
is aimed at achieving the goal of banking policy.

Unlike macro-factors, a commercial bank can
directly affect micro-factors affecting the bank’s
credit policy and, with the help of their regulation,
independently formulate and improve their credit
policies, if necessary.

Micro factors include, first of all, such factors as:

» qualification of banking personnel;

* providing banking personnel with the
necessary informational and working
materials;

» readiness of the bank staff to work with
different categories of borrowers;

* interest rate policy of the bank in the field
of issued loans;

* potential and existing borrowers of the bank [13].

After analyzing the above micro and macro
factors, the management of the bank begins to
develop its own credit policy, which is presented in
Appendix A. The bank’s credit policy is defined as
conservative if part of the loans in the total amount of
the bank’s working assets does not exceed 30%, that
is, the bank provides its profitability through less risky
active operations, but in this case it loses a significant
segment of the market. Such a relationship between
loans and working assets is desirable for a newly
established bank, which does not yet have sufficient
experience in the credit market. Under moderate
credit policy, part of the loans in the total amount of
working assets varies within 30-50%. Such a policy
is inherent in stable and reliable banks with sufficient
experience in the field of lending. In the case where
part of the loans exceeds 50% of the total amount of
working assets, the bank’s credit policy is aggressive.
Aggressive credit policies should only be justified
by super-profits and should not be long-lasting. It
should be remembered that the greater part of loans
in the total amount of working assets and the longer
the period of its existence — the higher the level of
credit risk [14].

At present, the most urgent issues of quality
control of a loan portfolio are due to the need to pay
particular attention to the following issues:
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» analysis of the credit market and development
of measures for attracting and selecting the
most favorable loan applications for the
bank;

» analysis of borrower’s financial condition;

» analysis of mortgages and other provision of
loan repayment;

* compliance with the principles of lending;

* periodic testing of a loan issued for its return
(monitoring of the borrower’s state, target
markets, economic situation);

e analysis of the structure of the loan portfolio;

* lending in the context of the risk associated
with the economic crisis, inflation [15].

The lending standards contain samples of documents

with which the credit department employees work, the
list of actions of bank employees responsible for the
process of bank lending, and their powers. The main
task of lending standards is to determine the practical
actions of the credit department employees to implement
the bank’s credit policy.

The following standards should be reflected in

the lending standards:

* list of documents submitted to the bank by
the borrower for obtaining a loan;

* requirements for providing loans, guarantees
and sureties;

* the procedure for assessing the borrower’s
creditworthiness;

* requirements for the execution of credit
documentation;

e samples of documents (loan agreement,
pledge agreement, suretyship, etc.) [16].

Conclusions and prospects for further decisions

As a rule, the credit policy of banks when working
with legal entities is aimed at developing long-
term relationships with borrowers. In this case,
the criteria for selecting clients for cooperation
are determined. Usually such requirements are:
transparency of schemes of obtaining income
of the company, stability and profitability
of business, successful experience in different
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economic conditions, availability of own capital,
the possibility of providing security. On the basis
of credit policy, bank employees are building their
work with retail clients, choosing one or another
scoring model, developing credit products. At the
same time, based on the credit policy, the bank can
focus on such segments as retail lending in retail
chains (POS-lending), car loans in conjunction with
dealers, mortgage loans, and so on [17].

Consequently, to date, the principles of rational
lending, which require a reliable assessment not
only of the object, subject and guarantee quality, but
also of the level of margins, profitability of credit
operations and risk reduction, play an important
role. We have the conclusion that to define and
approve our credit policy means to formulate and
consolidate in the necessary internal documents
the position of the management of the bank on the
priorities of the bank in the credit market and the
definition of the objectives of lending.
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