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PROBLEMS AND PROSPECTS OF BANKING SECTOR DEVELOPMENT
IN UKRAINE IN THE CONDITIONS OF DIGITIZATION

Yuliia Humenna, PhD, Senior Lecturer,
Inna Tiutiunyk, PhD, As. Prof,
Viktoriia Moskalenko, student,

Sumy State University, Sumy

The digital economy dates back to the mid-1990s. Launched at that time,
mobile communications and the subsequent creation of the Internet contributed to
the development of digitalization as a process of transition from physical to digital
data. Such data can be copied, distributed, stored at no extra cost, duplicated, moved,
expanded, searchable, analysed, edited and improved. The urgency of this topic is
related with the transition to digitalization of banking institutions which are the key
actors in the economic activity of the country. Banks play an important role in the
functioning and development of the state payment system, they are key source of
credit for many areas of business, and are safe and reliable keepers of funds.

The studies of many scientists are devoted to the investigation of the
development and impact of digitalization of the economy on the banking system.
However, the issues of digital transformation in the banking sector, in particular key
barriers and ways to overcome them, remain insufficiently researched and
systematized.

The National Bank of Ukraine together with the Ministry of Digital
Transformation are working to develop and gradually implement the digitalization
of the banking system in Ukraine. The main purpose of such institutions is to create
the digital state. According to public authorities the main advantage of the digital
state is the minimization of queues for certificates, copies of documents which in
turn allows people not to waste their time and experience stress. That is, a person
can do and design everything from a mobile phone or computer, regardless of
location. The progress of the banking sector under the influence of digitalization
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today is presented by many applications, application programming interfaces and
artificial intelligence. Thus, the digitization process makes financial services
simpler, more comfortable and more accessible to everyone.

Thanks to the digital economy in the new economic environment, the consumer
takes the first position, so banks are restructuring internal processes and services
within customer-oriented approach. Innovative technologies and digitalization have
a significant impact on the intangible nature of banking. Nowadays, the Internet is
the channel for simplifying and facilitating the use of innovations and providing of
banking services. Among the innovative banking products today are: mobile
banking, Internet banking, contactless payments, "Zone 24", electronic remainder,
POS-terminal in retail outlets, self-service terminal.

Mobile banking gives the possibilities for consumers to find out the balance on
the account, make payments, transfer funds, etc. The mobile phone has already
replaced the plastic card as a means of payment. The examples of Internet banking
are: money transfers between the same or different banks, replenishment of e-
wallets, payment for services, taxes, fines, replenishment of mobile and Internet
accounts, the ability to open a new account, deposit or loan. Contactless payments
consider payments for goods via smartphones, watches, and tablets. Product "Zone
24" allows the customer to consult with a call center specialist, leave applications
for services and more. The service “electronic remainder” works in the bank's cash
desk and terminal. The rest of the funds are credited to the mobile account or card.
POS-terminal in retail outlets give the possibilities to pay in the store by payment
card or phone. Self-service terminal consider implementing of transactions through
terminals that is much convenient for bank clients.

Despite the advantages of the digitalization process for the economy in general
and the banking sector in particular, the process of transition to digital format has a
number of disadvantages and problems, namely:

1. Low level of financial literacy and trust of the population. The rapid
movement of globalization processes is complicating financial systems with new
financial products and services for which our population is completely unprepared.
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Low level of financial literacy leads to irrational spending of funds, as a result, there
are debt obligations, inefficient investment of funds and the formation of pension
savings. In 2019, the National Bank of Ukraine (NBU) took a step to increase
financial literacy. The NBU has developed a "Financial Literacy Strategy of
Ukraine" (The National Bank of Ukraine, 2019).

2. Distrust of the population. Due to the fact that most citizens have no idea
about the financial market and investment opportunities, there is the distrust before
various financial institutions.

3. Fraud as the consequence of low financial literacy.

4. Increasing in cyber-attacks and cybercrimes. The development of the digital
economy has led to the emergence of cyberspace. At present, no sector of the
economy can function fully without computer equipment and Internet
communication. Such information space contains a variety of encrypted information
about members of society, events and phenomena in it. Such information is quite
valuable for hackers, so the number of cybercrimes directly depends on the
development of digitalization.

5. Reducing the number of jobs. Due to the fact that there are non-cash
payments and many banking transactions can be carried out in Internet banking, a
large number of bank branches have closed that has led to the reduction in jobs for
qualified professionals.

6. High competition between banks and FinTech (Financial technology)
companies. Thanks to the process of data digitization, FinTech companies have
emerged that create innovations. They make payments, provide personal loans,
insurance, and financial consulting which are considered as the part of a
comprehensive banking service. FinTech companies are competitors of the banks.
Unlike banking institutions, FinTech companies are exempt from most legal
restrictions, so they occupy a leading position.

7. Low level of innovation development. Currently, the banking sector is
under the influence of the economic crisis, so the level of funding for innovative
technologies, programs and services is low.
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Analysing the above problems of banking digitalization considers the ways to
solve them:

1. Develop programs for financial education in schools, develop a National
Program for Financial Literacy, create a Financial Literacy Commission and a
special Internet resource.

2. Adopt the Law "On protection of the rights of consumers of financial
services", to form the Bureau for financial protection of consumers.

3. Develop and disseminate as much information as possible on
recommendations on cyber security and fraud in newspapers, on TV, through
advertising on the Internet, radio, etc. (2021).

4. Involve more young people in the profession of IT specialist.

5. In order to maintain the competitiveness of banks, it is necessary to carry out
full digitalization of services.

6. Use artificial intelligence as often as possible. It will help reduce bank costs
and improve the quality of services.

Thus, the development of the banking system is closely linked to the
development of the country's economy and the development of financial relations in
general. Although digitalization gets a lot of attention, it is still underdeveloped.
Despite all the advantages of the digitization process, there are many problems. To
solve them requires a number of measures that will primarily affect the economic
development of society.

* The article was written within the project no. 0120U100473 entitled “Formation of Tools for the
Ukrainian Economy Unshadowing Based on Causal Modeling of Interaction Trajectories of Financial

Intermediaries”.
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