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ANALYSIS OF INTERDEPENDENT RISKS
OF INVESTMENT BANKING: IMPLICATIONS
FOR FINANCIAL STABILITY AND EFFICIENCY

AOCMIAKEHHS B3AEMO3AJIEKHUX PU3UKIB
B IHBECTUHINHIN JI51JIbHOCTI BAHKIB: IMITJIIKA LTI
I PTHAHCOBOI CTIMKOCTI TA EOEKTUBHOCTI

Summary. Risk management in banks' investment activities is increasingly relevant amid market volatility
and systemic uncertainty. Traditional approaches often ignore the interaction between risks, limiting management
effectiveness. This study aims to enhance risk management by considering the cumulative impact of transformation,
credit, interest rate, and default risks. A refined classification and quantitative framework are proposed. Findings
highlight the key role of transformation risk in interest rate exposure and the importance of balanced resource
strategies. Empirical evidence shows that rising default risk, if uncompensated by returns, reduces investment
efficiency. Quantitative models help identify critical risk points, while decision-making quality proves vital for
financial resilience and stability.
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AHoTanisi. YIpaBiliHHA PU3MKaM{ B 1HBECTHUIIIHIN AisUTbHOCTI OaHKIB HaOyBa€ 0COOMMBOI aKTyaJbHOCTI B
YMOBAax 3pOCTa040i HeCTabIIBbHOCTI (hiHAHCOBOTO PUHKY. TpamuiiifHi MiAX0qu 10 aHANI3y PHU3UKIB AEMOHCTPY-
I0Th OOMEKeHY e(eKTHBHICTh Yepe3 130Jb0BaHE PO3MIATAHHS OKPEMHUX PHU3HUKIB 0€3 ypaxyBaHHS IXHBOI B3a€MO-
nii. Le ycxiagHioe popMyBaHHs aJeKBaTHUX CTpPATEriil pU3MK-MEHEIKMEHTY Ta 3HIKY€E €()eKTUBHICTh OaHKiB-
chKUX iHBecTuiil. OcobrBo1 yBaru morpedye eHOMEH pU3UKOBOI CYIIEPITO3HIII, SIKUI OMUCYE CYKYITHHUI BILIHB
B3a€EMOIIOB’ SI3aHUX PU3UKIB HAa (PYHKIIIOHYBaHHS OaHKIBCHKHMX yCTaHOB. JlOCIIIKEHHS CIIPSIMOBaHE Ha TEOPETUIHE
OOTpYHTYBaHHS Ta MPUKJIAIHE BOCKOHAICHHS IT1IX0/IiB JIO YIIPABIIHHS PU3UKAMH iIHBECTUIIIHHOI NisITbHOCTI OaH-
KiB. MeTo10 € Tepexiz Bif (hparMeHTapHOTO IO CHCTEMHOTO MiIXO/Y, III0 BPAaXOBY€ B3a€EMO3B SI3KH MK pU3UKAMH,
30KpeMa TpaHc(hopMaLiiHIM, KPEAUTHUM, IPOLCHTHUM Ta PU3UKOM JIe(OITY, a TAKOXK IXHiH BIUIUB Ha (DiHAHCOBY
pe3yJ'II>TaTI/IBHiCTL Cepen 3aBlaHb — po3poOKa kinacugikauii pu3HKiB, BUSHAYCHHS KPUTHIHHX, JIeTepMiHaHT, 00Y-
JI0Ba KiIbKICHOI MOJIC/Ti OLIHKH e(heKTHBHOCTI Ta (hOPMYIIIOBAHHS NPAKTHYHMX PEKOMEH L. BeranoieHo, mo
TpaHc(hOpMaLiHHINA PU3HK, SIK HACIITOK HEBIIMOBITHOCTI CTPOKOBOCTI aKTHBIB i ITACUBIB, € KIIFOUOBHM YHHHHKOM
(opMyBaHHS TPOIEHTHOTO pH3UKY. CTpyKTypa pecypcHoi 06a3n OaHKY, BUSBISETHCS, Bilirpac KPpUTHUHY POIH
y 3a0e3nevyeHHi eeKTUBHOTO YIPaBIiHHS pu3uKaMu. JloBeneHo, mo e(eKTUBHICTh iHBeCTI/IuiﬁHoT JUSITBHOCTI
3yMOBJICHA HE JIUIIE MPUOYTKOBICTIO aKTUBIB, a i 3AaTHICTIO 0aHKY MiATPUMYBAaTH ONTUMAJIBHHUNA OalaHC MiX
PHU3UKOM, JOXIIHICTIO Ta CTPATETiyHOIO THYUYKicTI0. EMOipuyHi AaHi cBiayaTh MpoO HAsBHICTH MPSIMOIO 3B’A3KY
MiX piBHEM pU3HKY Ie(onTy Ta e(heKTUBHICTIO IHBECTHUIIIH: 32 YMOB 3pOCTaHHs PU3UKY 0€3 BIAIIOBITHOT KOMIICH-
cauii 10X0/10M Bi0yBa€ThCs MOTIPIICHHS (HIHAHCOBUX pe3yibTariB. MonenoBaHHs 3 BAKOPHCTAHHSM IIapaMeTpiB
BOJIATHIIEHOCTI, JICBEPUIUKY Ta «4acy 10 AeponTy» J03BOJSE BHSBUTH KPUTHYHI TOYKH Y JAMHAMILI PHU3HKIB i
3anpoBaINTH NPEBEHTHBHI AHTHKPU30Bi 3aX0/1. [HMKATOP O4iKyBaHOT BTPAaTH JIOLIITEHO 3aCTOCOBYBATH 5K MEXa-
Hi3M paHHbOTO HOMEPEIKCHHS JUIs PEryJIATOPHOTO BTPYYaHHS. JlOCIKeHHS TAKOXK MIATBEPIUKYE PEICBAHTHICTD
TIIOTEe3 «IIOTaHOTO MEHE/PKMEHTY, «IIOraHoi Bladi» Ta «3BOPOTHOIO BILTUBY S(EeKTUBHOCTI», SIKi IEMOHCTPYIOTh
IpSIMAHA 3B’S130K MK SIKICTIO YIPaBIIHCHKUX pIlIeHb Ta (IHAHCOBOIO CTIHKICTIO OaHKY. TakuM 4YHHOM, ITiIBH-
IICHHS SIKOCTI pU3UK-MEHEKMCHTY He JHiIe 3a0esneuye nmpuOyTKOBICTh, a i (pOPMye OCHOBY JTOBIOCTPOKOBOI
cTablIBHOCTI OaHKIBCHKOI CHCTEMH.

KirouoBi cioBa: iHBecTHIifHA MiSUIGHICTH OaHKIB; YNPaBIiHHA PHU3UKAMH; TpaHCGHOPMAIMHUN PH3HK;
e(EeKTUBHICTh 1HBECTHUIIIH; pU3UK NedonTy; GpiHaHCOBA CTaOLIBbHICTD; e(EKT PU3UKOBOI CyNEpro3uLlii; KiTbKicHEe
MOJICTIIOBAHHS
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Problem statement. The relevance of this
study is grounded in the critical importance of
risk management in banking investment activity,
particularly under conditions of heightened market
volatility and growing systemic complexity.
Traditional approaches to risk assessment have
demonstrated substantial methodological limitations,
as they often consider individual risks in isolation,
neglecting the interdependent nature of financial risks.
This oversight, known as the risk superposition effect,
significantly constrains the understanding of how
combined risk exposures influence the performance
and stability of banking institutions.

Acoreissue lies in the fragmentation of risk analysis.
Conventional models frequently disregard the dynamic
interactions among various categories of financial
risk, resulting in partial and potentially misleading
assessments. In particular, the absence of empirically
validated frameworks undermines the ability to draw
robust conclusions regarding the relationship between
accepted levels of investment risk and the efficiency of
strategic decision-making in banks. This gap is further
complicated by the lack of integrated models capable
of reflecting the multifactorial structure of banking risk
in real-world settings.

Furthermore, empirical evidence suggests that
investment efficiency is determined not solely by
the profitability of individual assets, but also by the
bank’s capacity to maintain a strategically balanced
relationship among expected return, risk exposure,
and adaptability in resource transformation. Notably,
rising levels of financial risk, especially default risk
without commensurate compensation in returns, are
empirically associated with deteriorating performance
metrics. This highlights the importance of continuous
calibration of risk-return strategies to maintain
investment efficiency of banking.

These challenges underscore the urgent need for a
systemic approach to risk assessment and management.
The development of comprehensive analytical models
that incorporate interrelated risk parameters and
account for structural asymmetries in bank operations
is essential. Addressing these methodological and
strategic gaps will not only strengthen the effectiveness
of bank’s risk-based investment decisions but also
contribute to the long-term resilience and stability of
the banking system in overall.

Analysis of recent research and publications.
The issue of evaluating the effectiveness of
investment banking has been widely explored in both
domestic and international research. Practical aspects
of IB have been addressed by foreign researchers like
Nicholas Apergis [8], A. Damodaran [11], Arthur
H. Gilbert [9], Estelle Brack [10], Ramona Jimborean
[10] and Fred H. Hays [9]. Domestic scholars,
including Andriychuk V. [12], Krykliy A. [13],
Moroz L. [1], Bezrodna O. [14], Lutsiv B. [3] and
Klioba H. [2], have contributed to the development
of theoretical foundations for IB, provided practical
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recommendations for its effective implementation,
and proposed strategies for managing investment
risks. Despite the extensive body of work in this area,
several issues remain unresolved, particularly the
need for a deeper investigation into the theoretical
and methodological foundations for improving 1B
effectiveness and refining its conceptual framework.
The ongoing relevance of these issues has shaped the
focus, objectives, and tasks of the current research.

The purpose of the article. The study aims to
enhance the theoretical foundations and practical
approaches to risk management in banks' investment
activities, focusing on the interconnections and
cumulative effects on their overall effectiveness. It
emphasizes the need for a shift from isolated risk
analysis to a systemic approach that incorporates the
risk superposition effect. Additionally, it advocates
for developing tools to quantitatively assess the
relationship between accepted risk levels and
investment performance.

Key objectives include:

1. Investigating the nature and structure of risks
associated with banks' investment activities in the
context of current financial market conditions and
external economic instability.

2.Identifying and classifying investment risks
based on their potential to create interrelated effects
(risk factors and risk outcomes).

3. Analyzing the role of transformation risk as a
key determinant of interest rate risk, and exploring
the significance of the resource base structure in the
risk management framework.

4. Examining the connection between default risk
levels and investment performance, considering asset
volatility, leverage, and the "time to default" indicator.

5.Evaluating the impact of managerial decision
quality on a bank's financial stability, specifically in
relation to the hypotheses of "bad management," "bad
luck," and "reverse causality of efficiency."”

6. Proposing recommendations for the
development of comprehensive risk management
systems that improve the efficiency of banking
investment activities and strengthen financial stability.

The study highlights the wurgent need for
systematic risk management strategies that account
for the interdependencies between risks and promote
stability in the banking sector.

Summary of the main research material. One
critical aspect of banking risk management involves
logically grouping risks based on their characteristic
features. This grouping allows for the clear
identification of each risk's position within a broader
classification system and assists in selecting effective
strategies for minimizing and neutralizing risks.

L.V. Moroz, in the article [1, p. 223] underscores
the escalation of interest rate risk, which compounds
price risk. The researcher argues that inappropriate
changes in the structure of resource and asset portfolios
can lead to bank losses and reduced operational
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effectiveness. We agree with this view and suggest
that an excessively high resource transformation ratio
may increase interest rate risk more than fluctuations
in the capital market. Specifically, when short-term
resources likely to be withdrawn early are transformed
into long-term assets, banks must be prepared to
raise funds in the next period to replace those early
withdrawals. This results in additional operational
costs and higher deposit interest rates as a cost for
urgent resource mobilization.

Meyer Aaron, an investment fund advisor at the
Bank of Canada, and Jim Armstrong in their research
[15] highlight the escalation of credit and investment
risks as a consequence of management risk. They
argue that banks face risks by applying credit risk
models designed for large corporations, which are
based on methodologies for assessing individuals
and small businesses. The paper notes that the unique
nature of corporate activities and their responses
to market fluctuations create new types of risks
that cannot be accurately assessed using traditional
methods. We agree with this perspective and assert
that banks engaged in corporate financing face both
domestic and international risks, stemming from the
countries the bank operates in and from the location of
the corporation's parent capital. Therefore, evaluating
expected cash flow deviations should incorporate the
"beta" indicator for the relevant market. This would
enhance the objectivity of investment risk assessments
and improve bank investment efficiency by reducing
losses resulting from discrepancies between expected
and actual cash flows. Furthermore, adapting risk
assessment systems can help mitigate the impact of
irrational management.

L. Klioba in his study [2, p. 23] suggests that
investment risk arises from an imbalance between
profitability, liquidity, and capital growth. She
hypothesizes that high-profit investment activities
are unfeasible without exceeding an acceptable risk
threshold. To enhance operational effectiveness,
investment priorities should shift towards less
profitable and riskier assets. While we agree that
increased risk may reduce investment effectiveness,
we also believe that flexible investment strategies
and timely managerial decisions can mitigate return
volatility, especially when assets are held only
during periods of maximum income generation, thus
avoiding unforeseen losses.

B. Lutsiv and O. Zaslavska in their study
[3, p. 23] argue that the activities of securities
issuers and borrowers pose the primary risk in credit
and investment activities, warranting strict control
and regulation to prevent losses from defaults. The
authors assert that the key to minimizing risks lies
in adhering to credit and investment risk norms.
While we acknowledge the importance of controlling
defaults, we disagree with the idea that the primary
risk stems solely from defaults. The effectiveness
of investment activity is instead determined by the

relationship between profit and the risk the bank
accepts. We believe that the initial risk level of an
asset is shaped during the resource transformation
phase, and the bank can reduce this risk by attracting
low-cost, long-term resources. These actions can
neutralize part of the risk during resource formation
and restructuring, ultimately enhancing investment
activity effectiveness.

I. Kryvtsun and O. Kutnyk in their work
[4, p. 107] highlight the effectiveness of asset sales in
managing liquidity risk, a consequence of ineffective
investment banking operations. They argue that the
ability to quickly liquidate assets enhances liquidity
and ensures the bank can meet its obligations.

We agree with the assertion that freeing up resources
reduces investment risk. However, achieving this
objective involves more than just selling low-yield and
high-risk assets to increase liquidity. This should be an
intermediate measure to mitigate overall risks. The next
step involves altering cash flow characteristics, such
as cost, term, and volume, to allow for more effective
reinvestment. This process should be short-term,
involving the redistribution of funds and combining
them with other cash flows in line with market
conditions. In the event of potential fund withdrawals
by depositors, the bank should terminate the deposit
agreement and raise new funds, comparing the losses
from early contract termination with the expected gains
from reinvestment under new terms.

Through an analysis of existing scholarly works
on the nature and classification of investment risks
in banking, significant discrepancies were identified
regarding the sources and effects of these risks on
investment activity. After reviewing the risk types
proposed by both domestic and international scholars,
we suggest augmenting their classification with
additional risk categories, as presented in Table 1:

The interaction of various risk events and their
mutual influence leads to a cumulative increase in
a bank’s losses. As a result, it is crucial to develop
a risk management strategy that accounts for the
interdependence of individual risk events. The
aim should be to achieve an additive, rather than
multiplicative, effect when one risk event influences
another. Banking risks rarely occur in isolation, and
their combination can lead to a multiplicative, rather
than an additive, impact. In managing investment risks,
it is important to analyze the potential interactions
between different risks, as identified in research.

Risk combinations in banks are particularly
relevant to financial risks linked to changes in the
ratio between assets and liabilities, such as liquidity
and capital stability risks. Studies on the nature of
financial risks suggest that other risks mainly serve
as factors contributing to these two primary types
of risk. Based on this, risks can be classified into
two categories: risk factors and risk outcomes. Risk
factors influence deviations between actual and
expected cash flows, which in turn cause changes
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Table 1 — Additional types of risks inherent in the investment activities of banks

part of its potential profit.

Risk type The economic essence of risk
The potential emergence of a situation in which investments in securities yield an expected
return significantly lower than the potential returns from credit investments. When a bank invests
Risk of missed profit |funds in securities, it diversifies its assets. However, by prioritizing this type of investment,

despite the ability to place funds on more favorable credit terms, the financial institution loses

Risk of choosing an

unobjective basis for
determining the cost
of the attracted funds

This type of risk arises when a bank uses a floating interest rate for an investment loan (like
convertible note). Financial institutions are free to select base indicators for calculating the
variable interest rate on the loan. Key base indicators include the National Bank's discount rate,
UIRD, LIBOR, and others. However, the rate chosen by the bank may fail to objectively reflect
the key trends in the deposit market of the bank's home country.

Source: developed by the author

in the bank’s financial results, assets, and liabilities.
These include interest rate, currency, credit, deposit,
and investment risks. The direct impact of these risks
is reflected in cash flows, while their indirect impact
is seen in changes to assets and equity [5, p. 36].

Understanding the interconnections between
different types of investment activity risks provides a
foundation for mathematical analysis and modeling.
This enables the calculation of potential losses arising
from unfavorable market conditions. Identifying
a common basis for all types of investment risks is
essential for effective analysis and management.
This foundation should be integrated into the bank's
risk management system and influence the choice
of analytical methods. Additionally, distinguishing
between internal and external risks requires different
analytical approaches to address the situation.
Systemic risks are more limited in terms of their
impact, but measures to control internal risks can
enhance a bank’s resilience to systemic risks. As
a result, this study will primarily focus on the
management of internal investment risks in banking.

The environment in which banks operate
necessitates a balance between strict security standards
and operational efficiency. Financial regulators
emphasize the importance of maintaining banking
sector stability by identifying high efficiency and low
risk as the principal determinants for achieving this
objective.

In the studies of foreign scholars, the significance
of risk assessment is widely acknowledged. However,
risk is typically analyzed in isolation from the
productivity of banking institutions. The European
academic community notably lacks sufficient
evidence in the form of economic-mathematical
models and empirical results that directly demonstrate
the relationship between accepted risk levels and
investment efficiency. As a result, the impact of
risk often remains hidden within datasets produced
through modeling processes. Scholars have not
consistently isolated the risk component as a critical
factor influencing the outcome of banks’ investment
activities. Moreover, the distinction between internal
and external risks is challenging to determine without
the support of additional analytical instruments.
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For the purpose of analysis, Emmanuel Mamatzakis
[6] applied a set of indicators to assess both risk (e.g.,
earnings per share relative to leverage, operational
volatility, default risk) and investment efficiency
(e.g., ratio of profit to costs of capital formation and
operations). He proposed that default risk should be
evaluated as a combination of different types of risk that
may materialize simultaneously in unfavorable market
or macroeconomic conditions. To enhance objectivity,
the model was modified to include the default factor
in the mathematical equation. Furthermore, the model
was tested on European banking systems at various
stages of financial development. It was emphasized
that a well-developed financial system enhances
investment efficiency while also contributing to lower
risk levels. Accordingly, the role of the state and its
financial policy was incorporated into the analysis.

We agree with the assertion that government
actions and internal economic policy exert a
substantial influence on banks’ investment efficiency.
Through the application of monetary instruments, the
state adjusts the cost of capital, its availability in the
market, and stimulates monetary demand. Moreover,
targeted financing of specific economic sectors
shapes the direction of banks' investment activity and
provides a degree of certainty in the implementation
of credit programs.

Considering previous research and conclusions
about the relationship between investment efficiency
and default probability, we emphasize that the
instability factor fundamental to nearly all forms of
investment risk is best measured using the standard
deviation indicator.

The primary indicators that researchers focus on
when assessing investment risk in banking are the
expected cash flows from investment operations. In
this context, the bank can forecast potential losses
and adjust its investment strategy and resource
allocation based on the anticipated return on
investment. Consequently, the composition of the
investment portfolio may be revised in accordance
with projected market fluctuations. With access to
forecast data, the bank can mitigate potential losses
and, in turn, enhance the profitability of its assets,
thereby increasing investment efficiency.
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By calculating portfolio volatility, analysts
determine the ratio between the nominal return
on assets and the associated risk. This metric is
foundational in identifying the impact of risk on the
efficiency of investment activities in the banking
sector. Accordingly, given the specifics of portfolio
volatility analysis, the nominal return of a new asset
must be compared not only to its individual risk level
but also to the overall change in portfolio risk (delta
risk) that results from incorporating the new asset.
This principle applies to both investment and loan
portfolio assessments.

Based on the recommendations we present, it
can be concluded that an increase in risk does not
necessarily correspond to a decline in investment
efficiency. If portfolio volatility increases in direct
proportion to profitability, the efficiency measure
remains unchanged. The opposite is observed when
increasing risk is accompanied by declining portfolio
profitability.

The relationship between banks’ risk levels
and their investment efficiency has been explored
through an alternative approach involving hypothesis
formulation and empirical testing. Allen Berger and
Robert DeYoung [7] propose that a bank’s capital
volume, combined with its credit risk exposure,
significantly determines the efficiency of its lending
and investment activities. They introduce four
key hypotheses: “bad management,” “bad luck,”
“skimping,” and “moral hazard.” Their findings
suggest that cost inefficiency is a primary indicator
of non-performing loans, with a causal link between
inefficiency and loan quality deterioration particularly
acute in transitional economies, where weak internal
management is compounded by systemic banking
sector deficiencies [7, pp. 4-5].

To further examine the risk-efficiency nexus, three
hypotheses were empirically tested using econometric
modeling:

a) Hypothesis 1: Rising Default Risk Increases
Operational Inefficiency

This hypothesis, grounded in DeYoung’s “bad
luck” theory, asserts that increasing default risk
leads to diminished operational efficiency. As banks
face heightened risks, management tends to allocate
more resources toward risk-monitoring systems,
raising overall expenditures. This shift diverts
attention from revenue generation toward income
stabilization. When default risk is acute, managerial
focus pivots entirely to avoiding collapse, even at
the cost of acquiring capital under suboptimal terms.
Consequently, operational efficiency deteriorates.

In our opinion, two factors critically influence this
dynamic:

» The extent of regulatory support extended to the
distressed bank;

* The volume of loan-loss reserves accumulated
during the bank’s prior operations.

Regulatory refinancing and pre-established
reserves can mitigate adverse outcomes and allow
management to pursue new investment avenues.
Additionally, if management successfully removes
problematic assets while retaining profitable
investments, investment efficiency may improve even
without new operations.

b) Hypothesis  2:
Increases Default Risk

This hypothesis builds on Berger and DeYoung’s
“bad management” theory and explores the reverse
causality inefficiency as the driver of default risk. The
authors argue that poor internal controls and weak
oversight of operational performance impair a bank’s
ability to detect early warning signs of excessive risk
exposure. Inefficient risk management may lead to
investments in low-return, high-failure-probability
projects.

As these investment decisions mature, the
underlying flaws manifest in reduced revenues
or unanticipated losses. We fully agree with
this hypothesis, as it highlights how systemic
mismanagement not external shocks can directly
lead to default. Unlike Hypothesis 1, which attributes
inefficiency partly to external conditions, this view
underscores internal managerial failures as the
primary cause.

¢) Hypothesis 3: Reducing Inefficiency Increases
Default Risk

This counterintuitive hypothesis suggests that
enhancing operational efficiency may, under certain
conditions, increase a bank’s default risk. According
to the authors, shareholder pressure may compel
managers to expand high-risk asset holdings.
To mitigate associated losses, managers reduce
operational and capital costs, inadvertently increasing
risk exposure.

Empirical analysis confirmed a strong relationship
between financial stability and operational efficiency
in European banks. Specifically, high risk levels
precede rising inefficiency. The authors introduced
a predictive indicator estimating time-to-default,
which they propose as an early warning signal for
both financial instability and inefficiency. Regulators
could utilize this metric to proactively adjust market
and banking system dynamics. The indicator also
suggests that excessive concentration in certain asset
classes despite their low profitability can exacerbate
systemic risk, thus justifying regulatory mandates for
diversification and portfolio expansion, particularly
in lending activities.

In our opinion, high-risk asset concentration
often follows probabilistic modeling and expected
value calculations. If expected returns are positive,
even risky assets may be included in the portfolio.
This method, akin to option pricing via decision-
tree analysis, allows potential losses from failed
investments to be covered by gains from successful
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ones. Furthermore, when risk-taking is paired with
reduced funding and operational costs, additional
profit can be realized irrespective of individual
investment outcomes. Hence, default risk may decline
due to an increased buffer for absorbing losses.

Based on the analysis of the three hypotheses,
we agree solely with the second hypothesis. An
ineffective management system results in persistent
inefficiencies, depleting the bank’s resources and
compelling managers to obtain funding at higher-
than-market rates. These conditions reinforce
the scenario described in Hypothesis 1, where
management decisions exacerbate financial distress
and hinder the generation of new revenue streams.
A prolonged focus on maintaining underperforming
assets ultimately increases the likelihood of default.

Thus, in the course of their investment activities,
banking institutions encounter various types of
risks that must be promptly identified and mitigated
to reduce their adverse effects. Accordingly, risk
management should be conducted systematically,
distinguishing between strategic, tactical, and
operational methods of influence. When developing
a framework for neutralizing banking risks, it is
essential to consider the opportunities and threats
present in the financial market environment, the
bank’s internal strengths and weaknesses, as well as
the specific objectives of banking management.

Conclusions. The analysis of current scientific
studies confirms that investment risks in banking
should be viewed as interconnected rather than
isolated phenomena. Their combined influence can
generate a superposition effect, which necessitates
a revised classification distinguishing between risk
factors (such as currency, credit, interest rate, and
investment risks) and risk outcomes (including
liquidity and capital adequacy). This approach
provides a more comprehensive understanding of
how various risks affect banking performance.

A key finding highlights the significance of
transformation risk, arising from mismatches in the
maturity structure of assets and liabilities. Unlike
traditional views that prioritize market fluctuations,
this research shows that the structure of a bank’s
resource base plays a more decisive role in shaping
interest rate risk, underscoring the importance of
asset-liability management.

Furthermore, investment efficiency depends not
only on the profitability of individual assets but also
on maintaining a balanced relationship between
expected returns, associated risk, and the adaptability
of the bank’s resource transformation strategy within
a specific market context. Empirical results also
indicate a strong correlation between default risk and
operational efficiency. When risk levels rise without
a corresponding increase in asset returns, overall
efficiency tends to deteriorate, highlighting the need
for timely adjustments in bank management strategies.

The application of economic-mathematical
models that incorporate parameters such as volatility,
leverage, and time-to-default indicators enables early
detection of critical risk dynamics and supports the
development of preventive measures. In particular,
the expected loss indicator can serve as an effective
early warning signal for regulatory intervention.

Finally, the analysis of competing hypotheses
namely “bad management,” “bad luck,” and the
“reverse effect of efficiency” demonstrates that the
quality of managerial decision-making has a direct
impact on financial stability. Sound management not
only enhances profitability but also plays a pivotal
role in strengthening the bank’s resilience during
periods of crisis.

Further research should focus on strengthening the
methodological basis for assessing investment risks in
the banking sector. A key direction involves formalizing
risk interdependencies through mathematical models
that capture the interplay and cumulative effects of
various investment risks on banking efficiency.

Equally important is the differentiation between
factor and outcome risks. This distinction requires
empirical validation across diverse banking systems
and adaptation of risk assessment models to country-
specific regulatory and financial conditions.

Enhancing early warning models of bank default
is another priority. These models should integrate the
structure of assets and liabilities and incorporate risk
indicators into broader financial stability monitoring
systems to improve predictive accuracy.

Lastly, developing composite risk indicators
remains essential. Suchtools can offeracomprehensive
view of a bank’s risk profile and support strategic
decision-making in environments of macro-financial
instability and regulatory uncertainty.

References:

1. Moroz, L. V. (2011). Bankivski ryzyky ta yikh vplyv na diialnist bankivskykh ustanov [Banking risks and their
impact on the activities of banking institutions]. Naukovyi visnyk NLTU Ukrainy — Scientific Bulletin of NLTU of Ukraine,

vyp. 2118, pp. 221-228. (in Ukrainian)

2. Klioba, H. L. (2016). Bankivska investytsiina diialnist na rynku tsinnykh paperiv [Bank investment activity in the
securities market]. Ekonomichna nauka — Economic Science, vyp. 6, pp. 20-24. (in Ukrainian)

3. Lutsiv, B., & Zaslavska, O. (2013). Otsinka ryzykiv kredytno-investytsiinoi diialnosti komertsiinykh bankiv
[Assessment of risks of credit and investment activities of commercial banks]. Svit finansiv — World of Finance, vyp. 1,

pp. 18-28. (in Ukrainian)

4. Kryvtsun, I. M., & Kutnyk, O. I. (2008). Upravlinnia ryzykamy komertsiinoho banku [Risk management of
a commercial bank]. Rehionalna ekonomika — Regional Economy, vyp. 4, pp. 104—108. (in Ukrainian)

516



CTAZINV PO3BUTOK EKOHOMIKM Ne 2 (53),2025

5. Yepifanov, A. O., Vasylieva, T. A., & Kozmenko, S. M. (2012). Upravlinnia ryzykamy bankiv: u2 t. T. 1: Upravlinnia
ryzykamy bazovykh bankivskykh operatsii [Bank risk management: in 2 vols. Vol. 1: Risk management of basic banking
operations]. Sumy: DVNZ “UABS NBU”. (in Ukrainian)

6. Fiordelisi, F., et al. (2011). Efficiency and risk in European banking. Journal of Banking & Finance, 35,
pp. 1315-1326.

7. Berger, A. N., & DeYoung, R. (1997). Problem Loans and Cost Efficiency in Commercial Banks. Journal of
Banking and Finance, 21, pp. 30.

8. Apergis, N., & Alevizopoulou, E. (n.d.). Bank Efficiency and Bank Lending Channel: Evidence from a Panel
of European Banks. Available at: https://www.researchgate.net/publication/227360673 Bank Efficiency Evidence
from_a Panel of European Banks

9. Hays, F. H., De Lurgio, S. A., & Gilbert, A. H. Jr. (n.d.). Efficiency Ratios and Community Bank Performance.
Journal of Finance and Accountancy. Available at: http://www.aabri.com/manuscripts/09227.pdf

10. Brack, E., & Jimborean, R. (n.d.). The Cost-Efficiency of French Banks. Available at: https://estellebrack.com/
wp-content/uploads/2009/10/201003 bmil05_brackjimborean.pdf

11. Damodaran, A. (2012). Investment Valuation: Tools and Techniques for Determining the Value of Any Asset
(3rd ed.). Hoboken, New Jersey: John Wiley & Sons, Inc.

12. Andriichuk, V. H. (2002). Sut efektyvnosti yak ekonomichnoi katehorii [The essence of efficiency as an economic
category]. Kyiv: KNEU. (in Ukrainian)

13. Kryklii, O. A., Maslak, N. H., Pozhar, O. M., et al. (2011). Bankivskyi menedzhment: pytannia teorii ta praktyky:
monohrafiia [Bank management: issues of theory and practice: monograph]. Sumy: UABS NBU. (in Ukrainian)

14. Bezrodna, O. S. (2012). Ierarkhichna klasyfikatsiia bankivskykh stratehii [Hierarchical classification of banking
strategies]. Ekonomika i orhanizatsiia upravlinnia — Economics and Management Organization, no. 1, pp. 128—136.
(in Ukrainian)

15. Aaron, M., Armstrong, J., & Zelmer, M. (2007). An overview of risk management at Canadian banks. Financial
System Review, no. 7, pp. 39-47.

Chucox BUKOPUCTAHHUX JIZKEPEJI:

1. Mopo3s JI. B. baukiBcbki pu3uKHM Ta iX BIUIMB Ha JiSUIBHICTH OaHKIBCBKUX YyCTaHOB. Haykosuil eicnux HIITY
Vrpainu. 2011. Bum. 2118. C. 221-228

2. Knpo6a I'. JI. bankiBchka iHBeCTHIIHHA TisSUTBHICTh HA PUHKY IIIHHUX TanepiB. Exonomiuna nayka. 2016. Bu. 6.
C.20-24

3. Jlyui b., 3acnascrka O. OriHKa pU3UKIB KPSAUTHO-IHBECTHIIIHHOT AisTIbHOCTI KOMepuiiHuX OankiB. Ceim (inan-
cig. 2013. pum. 1. C. 18-28.

4. KpuBnyn I. M., Kyrauk O. I. YmpaBninHs pusnkamMu KoMepliiiHoro OaHky. Pecionanvha exonomixa. 2008.
But. 4. C. 104-108.

5. €midanos A. O., Bacunbesa T. A., Kozsmenko C. M. Yrpasninas pusukamu 6avkis : y 2 1./ JIBH3 «YABC HBY».
Cymu, 2012. T. 1 : Yipanintst pusnkamu 0a30BUX OaHKIBCHKHX orepaitiii. 283 c.

6. Efficiency and risk in European banking / F. Fiordelisi Ta in. Journal of Banking & Finance. 2011. Bum. 35.
C. 1315-1326

7. Berger A. N., DeYoung R. Problem Loans and Cost Efficiency in Commercial Banks. Journal of Banking and
Finance. 1997. Bum. 21. C. 30.

8. Apergis N., Alevizopoulou E. Bank Efficiency and Bank Lending Channel: Evidence from a Panel of European
Banks. URL: https://www.researchgate.net/publication/227360673 Bank Efficiency Evidence from a Panel of
European Banks

9. Hays F. H., De Lurgio S. A., Gilbert A. H. Jr. Efficiency Ratios and Community Bank Performance. Journal of
Finance and Accountancy. URL: http://www.aabri.com/manuscripts/09227.pdf

10. Brack E., Jimborean R. The Cost-Efficiency of French Banks. URL: https://estellebrack.com/wp-content/
uploads/2009/10/201003 bmil05 brackjimborean.pdf

11. Damodaran, A. Investment Valuation: Tools and Techniques for Determining the Value of Any Asset. 3rd ed.
Hoboken, New Jersey: John Wiley & Sons, Inc., 2012. 954 p.

12. Anppiiayk B. I'. CyTts edekTrBHOCTI sik ekoHOMIUHOI Kareropii. — Kuis : KHEY, 2002. 624 c.

13. Kpuxkniit O. A., Macnak H. I, [Toxxap O. M. Ta iH. baHKiBCbKHiI MEHEIKMEHT: MUTAHHS TEOpii Ta MPAKTHUKH:
mororpadis. Cymu : YABC HBY, 2011. 152 c.

14. Be3ponmna O. C. lepapxiuna xnacu¢ikaris 0aHKIBCBKUX cTparerii. Exonomika i opeanizayia ynpagninua. 2012,
Ne 1. C. 128-136.

15. Aaron M., Armstrong J., Zelmer M. An overview of risk management at Canadian banks. Financial System
Review. 2007. Bum. 7. C. 39-47

Cmamms naoitiwna 0o pedaxyii 11.04.2025

517



