Economics, national and global economy, marketing, management

Nechyporenko Tetiana
PhD in Economics
ORCID ID: 0000-0002-0690-1534
Vinnytsia Technical Vocational College
+380963749038, sittanya33@gmail.com

Musiatovska Ludmila
Chief Accountant
Vinnytsia Technical Vocational College
+380679571214, ludmila.musiatovska@vtc.vn.ua

FINANCIAL INCLUSION AND BANK SUSTAINABILITY 
IN UKRAINE: CURRENT CHALLENGES AND PROSPECTS
Abstract. The article examines the role of financial inclusion in ensuring the sustainability of the banking system of Ukraine in the context of modern challenges. It is noted that financial inclusion is a factor that increases the availability of financial services for various segments of the population, including low-income and rural residents. The author analyses the trends in the introduction of digital technologies that should expand access to banking services and improve customer service. The main challenges faced by the Ukrainian banking system include the insufficient level of financial literacy of the population, high costs of introducing new technologies and risks associated with economic instability. The article emphasizes the importance of developing a financial education program that helps to increase the level of financial literacy and involve the population in the financial system. It is substantiated that ensuring the sustainability of banks in Ukraine requires the integration of financial inclusion strategies into the general policy of the banking sector, with the involvement of strengthening customer confidence and increasing their financial security. The article also examines the prospects for the development of financial inclusion in Ukraine and its impact on the stability of the financial system, and offers recommendations for improving regulatory mechanisms to support this process.
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Financial inclusion, i.e. ensuring access to financial services for all segments of the population and their effective use, is becoming increasingly important in the modern world. In the context of globalization and technological progress, financial services are no longer the prerogative of the wealthy, but are a necessity for the majority of people, as they allow them to make payments, save money, obtain loans and invest. Financial inclusion is a key factor in overcoming poverty, stimulating economic growth and improving the welfare of the population. In addition, financial inclusion plays an important role in the stability of the financial system. Through financial inclusion, the economy becomes more dynamic as entrepreneurs gain access to finance and consumers are able to manage their finances more effectively.
Inclusion is a process of increasing the degree of participation of all citizens in society. The concept of "inclusion" is identical to the concept of "integration". Financial inclusion implies, on the one hand, the spread of financial services, their diversity and accessibility to all, and, on the other hand, an increase in the number of people involved in financial services, their coverage of all segments of the population, citizens, entrepreneurs, and institutions. According to financial experts [1], financial inclusion covers three areas: accessibility of financial services; financial literacy; and protection of user rights.
The issue of financial inclusion is the subject of active research by both domestic and foreign scholars. In particular, O. Pakhnenko, S. Naumenkova, O. Vernei, D. Gladkykh, N. Zakharchenko, and others have made a significant contribution to the development of methodology and practice of solving these problems. However, given the value of the works of scholars, many issues remain controversial, which is why the research topic was chosen. 
Financial inclusion is one of the priority areas for the development of Ukraine's financial sector, as evidenced by the Financial Sector Development Strategy until 2025. The Strategy envisages achieving the following key goals: ensuring access to financial services for all segments of the population, increasing financial literacy, stimulating the development of digital financial services, protecting consumer rights and integrating the Ukrainian financial market into the international space. Its priorities include:
· expanding access to basic financial services for all segments of the population, especially vulnerable groups; 
· raising the level of financial awareness of citizens for the effective use of financial instruments; 
· stimulating innovation in the financial sector through the active use of digital technologies; 
· protecting the rights of financial services consumers and ensuring transparency of their provision; 
· integration of the Ukrainian financial market into the global context [9].
The importance of financial inclusion for economic growth and societal well-being is unequivocal. However, for a financial inclusion system to work effectively, banks must be financially sound. This issue becomes especially acute during economic crises. It is worth noting that the financial stability of banks is a kind of foundation on which the entire financial system is built, because when banks are financially stable, they can continue to provide financial services to customers even in difficult times. Accordingly, the financial stability of a bank is an essential condition for the stable functioning of both an individual bank and the entire banking system. Studies by domestic and foreign scholars, including S. Volska, Y. Dovgal, R. Chamara, R. Schiller, V. Panteleev, and others, show the importance of developing effective tools for assessing and ensuring the financial stability of banks.
In times of crisis, the financial resilience of banks becomes even more critical. When the economy faces shocks such as pandemics, wars or natural disasters, banks are under considerable pressure. Loans may become non-performing, deposits may be withdrawn, and profitability may decline. If banks are not sufficiently resilient, they can fail, which can lead to a chain reaction and negatively affect the entire economy, so there is a great deal of attention around the world to strengthening the financial resilience of banks and developing effective mechanisms to support them in times of crisis. Financial stability of a bank is a complex characteristic that covers the ability to maintain the required level of liquidity, effectively manage capital and risks, and respond quickly to external and internal threats. It ensures that the bank can fulfil its obligations to customers without interruption in difficult market conditions. A financially sound bank should:
· maintain an optimal level of liquidity to meet short-term obligations;
· ensure that capital is sufficient to cover unforeseen losses;
· adapt to economic fluctuations, crises or changes in the regulatory environment.
Scientists [4; 7] include the following key factors influencing the financial stability of the domestic banking sector: 
· political and economic instability; 
· devaluation of the national currency; 
· growing distrust of banks; 
· contradictory mechanism of bank refinancing; 
· rise in the cost of credit resources; 
· deterioration in loan portfolio quality; 
· low level of risk management in banking institutions, etc..
In today's environment, the integration of banking services into various spheres of life contributes not only to improving financial literacy but also to reducing social tensions, which is an important component of the country's stability. The main aspects of the impact of access to banking services include:
1. Economic development:
· facilitating access to credit resources;
· stimulating entrepreneurship through microcredit and support for small and medium-sized enterprises (SMEs);
· accelerating capital turnover through payment services and digital platforms.
2. Social stability:
· reducing inequality by increasing access to financial services for low-income people;
· improving financial literacy and security of savings;
· reducing the shadow economy by engaging the population in official financial flows.
To better understand the impact of banking access on the economy and social stability, Table 1 presents a comparative analysis of countries with high and low levels of access to banking services. As Table 1 shows, among developed countries, the level of financial inclusion remains consistently high and ranges from 85-99% (e.g., in the EU, Canada, the US, and Japan).
Table 1. Comparative analysis of economic and social indicators of countries with different levels of financial inclusion (2021-2023)
	Indicator 
	Countries with high accessibility 
	Countries with low accessibility

	Financial inclusion rate (% of population with bank accounts)
	85-99% (EU, Canada, Japan, Australia, South Korea, USA)
	15–45% (Nigeria, Chad, Congo, Afghanistan, Yemen)

	Unemployment rate
	2,5–6% (EU, USA, South Korea)
	12–35% (Yemen, Chad, Nigeria)

	GDP per capita (USD)
	40 000–75 000 (USA, Switzerland, Norway, Australia)
	800–4 500 (Congo, Afghanistan, Yemen)

	Share of small and medium-sized businesses in GDP
	50–65% (Germany, UK, Japan)
	Less than 25% (Nigeria, Congo, Chad)

	Poverty rate (% of population below the poverty line)
	4–12% (Canada, EU)
	35–60% (Afghanistan, Chad, Nigeria)


In contrast, in countries with weak financial institutions, such as Nigeria, Chad, or Afghanistan, access to banking services remains problematic, covering only 15-45% of the population. According to the International Labour Organisation (ILO), unemployment rates in economically developed countries are low and range from 2.5-6%, such as in the US and South Korea. In countries with crisis or post-conflict economies, this figure reaches 12-35% (Yemen, Chad). Gross domestic product (GDP) per capita varies considerably: in developed countries, it ranges from USD 40,000 to 75,000 (as in Switzerland and Australia), while in Africa and South Asia it does not exceed USD 4,500 (for example, in Congo and Afghanistan).
Small and medium-sized businesses play a key role in developed economies, accounting for 50-65% of GDP (as in Germany and the UK). At the same time, in countries with low levels of financial inclusion, its share does not exceed 25%. The poverty rate varies: in developed countries, it is 4-12%, while in countries with low access to financial services, it reaches 35-60% (as in Afghanistan and Chad). These indicators demonstrate the interconnectedness between access to financial services, economic development and social stability. High levels of financial inclusion contribute to lower unemployment and poverty, GDP growth and entrepreneurship, while low levels of inclusion exacerbate economic and social problems.
Financial inclusion and the resilience of the banking system are interrelated factors that determine the efficiency of the Ukrainian economy, as financial inclusion implies access to banking services for households and businesses, while bank resilience is measured by the ability of financial institutions to withstand crises and maintain liquidity and solvency in difficult conditions. However, both of these processes face a number of challenges that complicate their implementation.
The main challenges to financial inclusion in Ukraine are:
1. Unequal access to financial services:
· a significant part of the rural population has limited access to banking infrastructure due to the lack of branches and ATMs in rural areas;
· not all citizens have access to online banking due to low levels of digital literacy and network coverage.
2. Financial literacy:
· low financial literacy reduces the use of banking products and services;
· lack of trust in the banking system after the bankruptcies of a number of banks in 2014-2017.
3. Socio-economic factors:
· high levels of poverty and informal employment make access to credit and financial instruments difficult;
· impact of hostilities: a significant number of citizens have been displaced from areas where banking infrastructure has been destroyed.
Financial inclusion creates the preconditions for economic development and increased public confidence in banks, but its expansion requires a stable and reliable banking system. Ukrainian banks are forced to operate under constant internal and external risks, which hampers their ability to ensure sustainability and efficiency. The main risks affecting the stability of the Ukrainian banking system are:
1. High level of non-performing loans:
· outstanding loans, especially in the corporate sector, reduce banks' liquidity and limit their lending activity;
· the need to create provisions for non-performing loans increases the financial burden on banks.
2. Currency risks and dependence on foreign markets:
· exchange rate fluctuations affect the stability of banks, especially those with significant foreign currency liabilities;
· dependence on international financial institutions makes the system vulnerable to external shocks.
3. Regulatory challenges:
· capital adequacy and risk management requirements make it difficult for small banks to operate;
· the need to implement new standards (e.g. Basel III) requires significant financial and technological resources.

Figure 1. Statistical overview of financial inclusion and bank resilience in Ukraine for 2021-2023.
Overview of the impact of the challenges on the financial system:
· high level of NPLs restricts the lending activity of banks, which negatively affects the availability of financing for businesses and individuals;
· the decline in the number of branches indicates a gradual transition to digital banking services, which may increase inequality in access to financial resources, especially in rural areas;
· the growth of financial literacy is positive, but this indicator is still far from the desired level for the effective use of banking products.
Challenges to financial inclusion and the resilience of the banking system in Ukraine require comprehensive approaches. It is necessary to develop digital services and ensure access to financial services in rural areas. Increasing confidence in the banking system and financial education of the population is important.
To strengthen the resilience of banks, the NBU will continue to reduce the share of non-performing loans and implement effective risk management. It is important to maintain an adequate level of capitalization of banks and reduce their dependence on external financial sources. The prospects for the development of financial inclusion and enhancing bank resilience include:
· implementation of fintech solutions: development of mobile banking, digital wallets and payment platforms;
· government and regulatory initiatives to promote inclusion;
· development of financial education programs for citizens and entrepreneurs;
· creating a favorable regulatory environment for attracting foreign investment in the banking sector.
In order to achieve the above goals, a number of specific initiatives need to be implemented to ensure that financial inclusion is integrated into the development strategies of the banking system.
· investment in digital infrastructure: banks need to allocate resources to the development of modern digital platforms and technologies that will ensure increased accessibility and convenience of banking services;
· strengthening cooperation: it is important to strengthen partnerships between banking institutions, government agencies and financial technology companies;
· support of the NBU: The National Bank of Ukraine should introduce new risk management mechanisms to reduce credit losses of banks;
· use of international experience: it is recommended to adapt international practices and programs that have proven effective in financial inclusion and crisis management.
Thus, financial inclusion and the resilience of Ukraine's banking system are critical elements for ensuring economic development and social stability. The current challenges faced by the Ukrainian banking system require a comprehensive approach, including investments in digital technologies, enhanced cooperation between banks, the government and financial technology companies, and the introduction of new risk management mechanisms. Effective financial inclusion can significantly improve access to banking services, promote the development of small and medium-sized businesses, and increase confidence in the financial system. However, to achieve these goals, international experience should be taken into account and adapted to Ukrainian realities. 
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