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MORTGAGE LENDING: TRENDS AND PERSPECTIVES IN UKRAINE

Abstract. This article is devoted to the study of the theoretical and practical issues of
the development of mortgage lending in Ukraine. The paper examines the economic and legal
aspects of the essential basis of mortgage and mortgage lending. Trends of mortgage lending
are analysed, in particular in terms of the following indicators: the volume of mortgage loans
issued, the amount of mortgages, the number of mortgage loans, the maximum number of
market participants. The research period in the work is 2017-2021. The article analyses such
indicators of residential mortgage lending as: indicators of purchasing activity of the population
in the housing market, indices of housing prices in the primary and secondary market, residen-
tial mortgage lending to individuals for the purchase, construction and reconstruction of real
estate in terms of currencies. In the work, a comparative analysis of the conditions for providing
mortgage lending by leading banks in accordance with the sustainability rating was carried out.
The conducted analysis of the peculiarities of the functioning of the mortgage housing lending
market in Ukraine made it possible to form the key directions for the activation of this type of
lending with the participation of the state and the banking sector.

206

Humenna Yu., Lutsenko D., Petrushenko Yu., Brychko M. Mortgage [E5) ev-re ]
lending: trends and perspectives in Ukraine



mailto:y.humenna@biem.sumdu.edu.ua
https://orcid.org/0000-0001-5309-6016
mailto:daryalutsenko24@gmail.com
https://orcid.org/0009-0004-9246-2022
mailto:Y.Petrushenko@biem.sumdu.edu.ua
https://orcid.org/0000-0001-9902-7577
mailto:m.brychko@biem.sumdu.edu.ua
https://orcid.org/0000-0002-9351-3280

HaykoBwuii BicHuk MNonicca Ne 2 (25), 2022 Scientific bulletin of Polissia Ne 2 (25), 2022

®IHAHCHU. BAHKIBCBKA CIIPABA TA CTPAXYBAHHA

Keywords: mortgage; mortgage lending; residential real estate; primary real estate mar-
ket; secondary real estate market.

Fig.: 3. Table: 1. References: 29.

Urgency of the research. The development of the mortgage lending
market in Ukraine lags far behind the situation in Eastern and Central Euro-
pean countries in the field of mortgage lending. Today, the trends in the func-
tioning of the mortgage market in Ukraine are accompanied by a number of
problems that require an urgent solution, namely: the imperfection of the
legal framework; lack of a legislative provision regarding the functioning of
the secondary mortgage market of mortgage securities; inefficient, unpre-
dictable, long-term and costly procedure for the creditor to foreclose on the
subject of a mortgage by a court decision; underdevelopment of the infra-
structure of the housing market and housing construction; inability of the
banking system to work according to international reinvestment schemes;
distrust of the population towards Ukrainian banks. This negatively affects
the rate of socio-economic development of the country in general. The suc-
cessful functioning of the mortgage lending market will contribute to: attract-
ing long-term financial resources to the credit and financial industry, ensur-
ing employment in this sector of the economy, developing the stock market
and financial services, and stimulating the real estate sector.

Actual scientific researches and issues analysis. Numerous
works of foreign and Ukrainian economists and scientists [1-11] are de-
voted to the study of aspects of the functioning of the mortgage lending
market. They made significant contribution to the development of mort-
gage lending theory and practice. The key principles of the functioning of
the domestic mortgage market are regulated in accordance with the legis-
lative framework: the Constitution of Ukraine [12], the Civil Code of
Ukraine [13], the Economic Code of Ukraine [14], the Land Code of
Ukraine [15], the laws of Ukraine "On Mortgage" [16], "On guaranteeing
property rights to real estate objects that will be built in the future" [17], as
well as international treaties of Ukraine.

Uninvestigated parts of general matters defining. Without dimin-
ishing the significance of the conducted research in the direction of the
analysis of mortgage lending, the peculiarities of the implementation of
housing mortgage lending by institutions of the banking sector remain in-
sufficiently disclosed. This forms the preconditions for additional analysis
and study of the peculiarities of mortgage lending in our country.
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The research objective. The main goal of this work is the analysis
of theoretical and practical aspects, in particular, the trends and features
of the implementation of mortgage lending in Ukraine in the context of de-
termining the prospects for its further development.

The statement of basic materials. Mortgage lending plays an im-
portant role in the structure of market relations of the state. Thus, real es-
tate, which is pledged by the bank, is positioned as a reliable means of
fulfilling obligations. The analysis of trends of mortgage lending, in particular
the peculiarities of its implementation in Ukraine, involves the definition of
the theoretical essence of the concept of "mortgage”. In the legal field, ac-
cording to the Law of Ukraine "On Mortgage", a mortgage is defined as a
type of enforcement an obligation with real estate (an indivisible object of
unfinished construction, a future object of real estate) that remains in the
possession and use of the mortgagor, according to which the mortgagor
has the right, in the event of non-fulfilment by the debtor of the obligation
secured by the mortgage, to satisfy his claims at the expense of the subject
of the mortgage mainly before other creditors of such debtor. From an eco-
nomic point of view, the concept of "mortgage" arises in the form of a pledge
of real estate in order to secure a debt obligation, which is specified as a
credit [1-11]. Therefore, the study of the essence of the mortgage at the
current stage of the of the world economy development based on various
sources of information, both from the economic and legal fields, allows us
to distinguish the following approaches in understanding the mortgage:

- mortgage as a mechanism or method of crediting on pledge;

- mortgage as a process of providing a secured loan;

- mortgage as pledge for real estate.

In this paper, we support the majority of scientists and understand the
mortgage as the pledge of immovable property, accordingly - mortgage
lending as the process of providing credit funds to the borrower on pledge.
The structural elements of mortgage lending are industrial, land and resi-
dential mortgages. The industrial mortgage is aimed at ensuring the indus-
trialization of industry in the country, the land mortgage is aimed at the
modernization of agriculture, and the residential mortgage supposes the
provision of housing to the population and thus fulfills a socio-economic
role in the social development of the country. A residential mortgage loan
is a loan, the fulfillment of one's own obligations, under which the borrower
secures real estate for residential purposes with a mortgage (except for
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objects of incomplete construction), that is, gives this property as a pledge
[18]. Such a loan is issued under the conditions, if the subject buys resi-
dential real estate on the real estate market. Also, loans issued to the bor-
rower for other purposes are equated to residential mortgage loans, if he
takes these loans, pledging residential real estate.

We will analyze the trends of mortgage lending in Ukraine. In the pe-
riod from January to July 2021, Ukrainian banks issued mortgage loans
worth UAH 4.4 billion [19; 20]. This amount exceeded three times the
amount of mortgages for 7 months of 2020, and 2.3 times the amount.
These indicators were published by the press service of the National Bank
of Ukraine. As for July 2021, banks issued 974 mortgage loans for a total
of UAH 773.2 million. The recorded maximum number of market partici-
pants is 21 banks that issued mortgages in July 2021. In general, in the
first seven months of 2021, banks issued 5,626 mortgage loans in the
amount of UAH 4.4 billion. Compared to the corresponding period last
year, the volume of current mortgage lending has tripled in monetary
terms. Loans are mainly issued on the secondary market for the purchase
of housing: both in terms of monetary volume and the number of contracts,
their share in July 2021 exceeded 90% of all mortgage loans granted. The
mortgage lending market remains quite concentrated: 90% of new deals
were concluded by only the five most active banks [21; 22].

Unlike other countries, mortgage rates in Ukraine are quite high. For
example, in Germany, the interest rate for mortgage loans with a term of
10 years or more is currently 0.75%, if the term is 15 years, it increases to
1% per annum. In Poland, the average interest rates on mortgage loans
are approximately 2.5%, in Spain and the USA - 3%.

Meanwhile, in Ukraine, the mortgage lending rate is a minimum of
7.5% and a maximum of 18.2% per annum. This situation is largely due to
economic instability and negative experience from the past. In 2014, a
moratorium was introduced on the foreclosure of apartments as a pledge
for foreign currency loans. Therefore, due to possible risks, financial insti-
tutions assign high mortgage rates. Also, the size of the mortgage interest
rate is highly dependent on inflationary expectations.

Because of all this, as well as because of the lack of transparency of
the primary real estate market, the share of mortgage lending in new build-
ings in Ukraine is very low (approximately 5%) [23].
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State credit programs for providing citizens with housing did not have
a particular impact on the Ukrainian real estate market for the period from
the beginning of 2012 to 2020. According to the Association of Real Estate
Specialists of Ukraine, under the terms of the "Affordable Mortgage 7%"
program, the "discounted" mortgage at 7% increased the number of po-
tential home buyers by only 1-2% [13].

As we know, the main factors that characterize trends of the mortgage
market both in the whole world and in Ukraine are competition, market
price, demand and supply. In developed countries, this trend is quite pos-
itive. This is confirmed by the fact that the level of demand in the housing
market is identified with the volume of construction, while prices, despite
the increase in the costs of developers, remain almost unchanged thanks
to the determining competition. When analyzing the level of consumer pur-
chasing power in the housing market and constructing a diagram based
on the database of the Ministry of Justice of Ukraine and the State Statis-
tics Service of Ukraine, we will analyze the situation in Ukraine (Fig. 1).

120 112
7,38 82,1
72,7
69,1
60 ‘ 36,1 ‘
m W i}

100 1 10

8983 g 0748

1.548

30

6,274

k55)
=300
g1 72 8.1
463
40
20
0 d
I 0 m W I X I m v I ©o m W 1 O m

quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter quarter
2017 2017 2017 2017 2018 2018 2018 2018 2019 2019 2019 2019 2020 2020 2020 2020 2021 2021 2021

mmm The number of contracts for the purchase and sale of housing, thous. units

=#=—Capital investments of the population for housing construction, UAH billion

Fig. 1. Indicators of consumer purchasing power

in the housing market of Ukraine for 2017-2021 years
Source: developed by the authors based on [24; 20].
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It can be observed from the diagram that the number of purchase and
sale contracts increased throughout the studied period. In terms of capital
investments for housing construction, citizens invested the least amount
of money in real estate during the Il-lll quarter of 2020 and | quarter of
2021. This situation is related to the fluctuation (growth) of the exchange
rate, self-isolation in 2020 due to the COVID-19 pandemic, the introduction
of quarantine in Ukraine and seasonality.

In our opinion, the economy of our country is growing too slowly,
which is significantly different from the global pace. This situation forms
barriers to realizing the potential of the state, and for the population of
Ukraine - barriers to improving the standard of living. We believe that the
economy needs a significant push that will bring a positive impact that will
be felt by both citizens and the country in general - this is a mortgage (a
reliable and proven tool). The practice of neighboring states demonstrates
that a positive impact on the country's macroeconomics contributes to
GDP growth and attracts investment in residential real estate. The devel-
opment of the mortgage market will enable the launch of mechanisms for
reform, activation of the Ukrainian economy, and financing mechanisms.

We will conduct an analysis of the housing price indices in Ukraine. As
the analysis shows for the years 2017-2021, the general price index grew
both in the primary market and in the secondary market. Let's pay attention
to housing price indices on the primary market in the third quarter of 2021.
The indicators increased by 1.6% compared to the third quarter of 2020.
Regarding the secondary market for the same period, the data increased
by 2.1%. In the IV quarter of 2021, we can only assume that the price index
will remain at the level of the values of the lll quarter of 2021 or even in-
crease slightly. The interest rate on the mortgage loan is also an important
factor affecting the scale of mortgage lending to residents [6] (Fig. 2).

In order to further develop practical recommendations for improving
the activity of mortgage lending with the participation of banks, we analyze
banking activity by the number of issued mortgage loans. It should be em-
phasized that in Ukraine the ratio of mortgage portfolio in hryvnia to GDP
is less than 1%. Currently, mortgages are needed by banks, the population
and developers, as the mortgage portfolio is one of the most reliable, and
thanks to the mortgage, social problems are solved. Based on the results
of the Ministry of Finance, the stability rating of banks with portfolios of
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retail deposits of 1 billion hryvnias is highlighted. The stability rating is

formed in terms of the following indicators: stress resistance, loyalty of de-

positors, analysts' assessment, place in the rating by individual deposits.
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Fig. 2. Housing price indices on the primary and secondary market

of Ukraine for 2017-2021
Source: developed by the authors based on [24].

Thus, the five banking institutions that receive the highest ratings in
terms of sustainability include: JSC “Raiffeisen Bank”, JSC “OTP BANK”,
JSC “CREDIAGRICOLE BANK?”, JSC “UKRSIBBANK?”. These banks belong
to foreign banking groups or are supported by Western countries. It bears
mentioning that high positions in the sustainability rating are also occupied
by state-owned Ukrainian banks: JSC “State savings Bank of Ukraine”, JSC
“‘KREDOBANK?”, JSC CB “PrivatBank”, JSC “UKRGAZBANK”. We will ana-
lyze the conditions for mortgage lending in the secondary housing market at
the end of 2021 (Table 1) among the banks mentioned.
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Table 1

Conditions for providing mortgage lending by Ukrainian banks

Conditions for providing mortgage lending
Loan issuing | Insurance
Name of bank 2?%/38,:'[6 Mortgage interest rate | commission, cpmmis—
% sions, %
1. Joint stock - from 15%; - 7%; -0,5 -0,35
company “State - from 20%:; -8% - the first 12 months, -0,99 -0,3
savings Bank of 13% - starting from the
Ukraine” 13th month (one size);
- from 30%; -11,49%; -0 -0,3
- from 30%. - 9,99%. -0,99 -0,35
2. Public joint- - from 30%; - for the first two years -0,99 -0,3
stock company 9.90%;
joint stock bank - for the next 18 years -
“UKRGASBANK” 12.99%
3. Joint-stock - from 25%; -12% for the first year,; -1 -0,5
company com- -UIRD*12M+4% - annual
mercial bank rate from the 2nd year,
“PrivatBank” (UIRD- Ukrainian Index
of Retail Deposit Rates);
4. Joint stock - from 20% to | - the first year 12%; -1 - 0,23
company 40%; - the second year 14%;
«KREDOBANK>» - the third year 16%;
-from the fourth vyear
UIRD*3m+6,50%;
- from 40%. - the first year 11%;
- the second year 13%;
- the third year 15%;
from the fourth year
UIRD*3m+4,50%

Source: developed by the authors based on [25-28].

Based on the results of the analysis, the conditions for providing mort-
gages by banks that provide mortgage loans on the real estate market are
relatively similar.

Based on the proposed conditions of the bank, an important element
is the interest and attracting the attention of future customers, i.e. borrow-
ers. Interest rates are fixed only at the JSC “State savings Bank of
Ukraine”. In addition, the rates are not tied to UIRD (Ukrainian Index of
Retail Deposit Rates) fluctuations, while this is the case with other com-
petitors. Since the volume of mortgage lending is also affected by ex-
change rates, it is necessary to examine the volume of real estate secured
loans in terms of currencies (Fig. 3).
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Fig. 3. Housing mortgage lending to individuals for the purchase,
construction and reconstruction of real estate by currency

for 2013-2021, UAH million
Source: developed by the authors based on [29].

The synthesis of mortgage loans in terms of currencies shows a ra-
ther ambiguous situation, since in absolute terms there is a significant re-
duction in the volume of mortgages in all types of currencies, except for
the period of 2013-2014. Based on the diagram, the amount of loans
granted to individuals for the purchase of real estate is traced, mainly in
US dollars, as of 2014-2021. However, there is a decreasing trend. This is
due to the significant volatility of exchange rates in our country and high
currency risks for all participants in the agreement.

The conducted analysis of the peculiarities of the functioning of the
mortgage housing lending market in Ukraine allows us to form key direc-
tions for the activation of this type of lending.

With the participation of the state, we see the following steps to stim-
ulate providing of housing mortgages in Ukraine:
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- strengthening of the legislative framework on the aspects of mort-
gage lending, in particular strengthening the protection of creditors' rights;

- financing of government preferential programs for the population of
Ukraine, in terms of providing loans only to categories of the population
that are in the queue for housing or are recognized as needing to improve
living conditions;

- introduction and development of motivational mechanisms by the
government in terms of the development of tax benefits for employers and
developers in the context of residential mortgages;

- introduction of a mechanism for providing land plots to local author-
ities for developers at below-market prices due to a decrease in the cost
of residential real estate.

On the part of the banking sector, the following processes can be im-
plemented regarding the development of mortgage lending in the housing
sector:

- participation of the banking sector in preferential government pro-
grams for lending to the population in the context of housing mortgages;

- implementation and development of mechanisms for reducing the
cost of mortgage housing lending based on the ranking of interest rates
for housing mortgage loans, taking into account the borrower's scoring;

- formation of a competitive environment between banks in the do-
mestic market, which increases the attractiveness of the mortgage itself.

Conclusions and propositions. The conducted analysis of the
trends in the functioning of the mortgage lending market forms the prereq-
uisites for the implementation of the key directions given in the work re-
garding the activation of the housing sector mortgage market by the state
and the banking sector. The implementation of the key steps regarding the
growth of the level of mortgage lending in Ukraine, will provide state sup-
port in the growth of the level of mortgage housing lending in the primary
and secondary markets by taking part in construction and investment as-
sociations; loans at preferential interest rates to employers participating in
the employee/employer scheme; support of developers. In addition, the
volume of bank mortgage lending will increase significantly.

Therefore, the rise of the mortgage market in our country will have a
positive effect on the money market and increase the level of banks’ compet-
itiveness. Such effect will be achieved if the necessary infrastructure of the
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mortgage market is created, and banks, in turn, will be redirected to mortgage
lending. In addition, the financial system of Ukraine will strengthen every time
due to the expansion of its participants. Based on the results of the study, it
can be said that the housing lending market in Ukraine requires significant
improvement. It is appropriate to emphasize the fact that among more than
70 existing banks, only 10 take an active part in attracting new mortgage
loans. Loyal conditions from banks in the future will contribute to an increase
in the share of mortgages in the total gross domestic product of Ukraine and
will ensure high-quality competition in the housing lending market.
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INOTEYHE KPEOUTYBAHHSA: TEHAEHLII TA NEPCNEKTUBU
PO3BUTKY B YKPAIHI

AHomauiss. Cmammsi npucesideHa 00C1idXXeHHI0 meopemuyHUX ma rnpakmu4yHux 3acal
pPO38UMKY iIMOMEYHO20 KpedumyeaHHs 8 YKpaiHi. Y pobomi 0ocnidxXeHi eKOHOMIYHI ma ropu-
OUYHI acriekmu CymHiCHOI OCHO8U inomeKu ma inomeyYyHo2o KpedumyeaHHsi; audifieHi mpu rnio-
xo0u 0o pO3yMIHHS iNomMeKu: inomeka ik MexaHi3Mm 4u criocibé KkpedumysaHHs1 nid 3acmasy;
inomeka sik npouec HadaHHs Kpedumy nid 3acmasy; inomeka sik 3acmaesa HepyxoMo20 MalHa.

lMpoaHarizoeaHa nomoy4yHa cumyauis 3 inome4yHo20 KpedumyeaHHs, 30Kpema 8 po3pisi
makux iHOukamopig: obcsie eudaHuUX imMomeyYyHUX Kpedumis, cyma inomeku, KinbKicmsb inomey-
HUX Kpedumig, MakcumaribHa KiflbKicmb ydacHUKie puHKy. lepiod docnidxeHHs 8 pobomi —
2017-2021 pp. Y cmammi npogedeHo aHarli3 makux rnoka3HUKi8 XXumiio8o20 inome4yHo20 Kpe-
oumyeaHHs, SIK: IHOUKamopu KyrieeribHOI akmugHOCMI HacerieHHs1 Ha PUHKY Xumia, iHOekcu
UiH Ha Xumsio Ha nepeuHHOMY ma 8MmOPUHHOMY PUHKY, iMOMeYHe Xumisose KpedumyeaHHS
isudHux ocié Ha npudbaHHs, 6ydiBHUUMBO ma PEKOHCMPYKUi0 HepyxomMocmi 8 po3pisi
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sasiom. Y pobomi nposedeHo MopieHsAIbHUU aHari3 yMo8 HadaHHS inomeyYyHo2o Kpedumy-
e8aHHs1 baHkamu-nidepamu 8idrnogidHo 00 pelimuHay cmilKkocmi, Wo hopMyembCS Ha OCHO8I
iHOukamopie cmpecocmilikocmi, fosinibHoCcMi 8KNadHUKI8, OUiHKU aHarimukie, micus e pel-
muHeay 3a Oerlo3umamu i3udyHUXx ocib.

lMposederull aHanis ocobnusocmeli hyHKUIOHYBAHHS PUHKY IMOMeYHO20 XUmiio8020
KpedumyeaHHSs 8 YKkpaiHi 003680s1U8 cghopMys8amu Ko4osi Hanpsamu akmueizauyii 0aHo20 sudy
KpedumyeaHHs 3a ydacmi depxkasu ma 3 60Ky 6aHKi8CbKO20 CeKmopy: 3MiUHEeHHST 3aKOHO-
Oaeyoi basu 3 acriekmie inome4yHo20 KpedumyeaHHSs,; (hiHaHCy8aHHS1 yps008UX Miflba08UX POo-
epam 051 HacerneHHs YKpaiHu, ernposadXeHHs ma po38UMOK MOMuUBauyiliHUX MexaHi3mig 3
60Ky ypsdy; 3arnposadxeHHsI MexaHiaMy HadaHHSI Micuesum opaaHaMm er1adu 3emesibHuUX Oirns-
HOK 0r151 3aby008HUKI8 3a UiHaMU HUXYe PUHKOBUX Yepe3 3HUXEHHS cobigapmocmi Xumiiogoi
Hepyxomocmi; ydacmb baHKIBCbKO20 CEKMOpPY 8 Miflba08ux Oep XasHUX rpoepamax Kpedumy-
BaHHSI HacerslieHHsI 8 PO3pi3i XUMJII080I iINomMeKu; pearnizauis ma po38UMOK MexaHi3Mmie 30e-
WeBrIeHHs iINMomeyYyHo20 XUmJio8o20 KpedumyeaHHs1 Ha OCHO8I paHXyeaHHSI 8i0COMKO8UX
C€maeokK 3a inomeyYyHUM Xumso8umM KpeodumomMm 3 ypaxy8aHHSIM CKOPUH2Y no3udasibHUKa.

Knrodoei crioea: inomeka; inomeyHe KpedumyeaHHS; XXUmiioga HepyxoMicmb; nepeuH-
HUU PUHOK HepyXxomMocmi, 8MOPUHHUL PUHOK HEPYXOMOCMI.
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