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INTRODUCTION
How effective are legal/regulatory reforms in improving the treatment of
consumers by financial institutions?
This question has been asked for a number of years, and is still unanswered
in many countries, including Ukraine. However, one thing seems clear to
regulators, market participants and consumers: any policy measures/reforms are
ineffective if gaps emerge between what is mandated in consumer protection
and market conduct regulations, and what is actually done in practice by financial
service providers.
Accordingly, one of the tools used by regulators and other stakeholders to
identify and monitor such gaps is mystery shopping. This methodology permits
researchers to experience first hand what occurs during the sales process for
financial products.

The Law fills in previous gaps in the consumer
lending regulation, and particularly it improves
the legal framework with respect to:
– misleading advertising (the Law
introduces a prohibition of zero loans or
«loans to all» advertising as well as requires
clear indication of a real annual interest rate if
any information on the loan cost is included
in an ad);
– pre-contractual and contractual
information
disclosures
(the
Law
introduces a consumer loan passport –
mandatory written disclosures that should be
consistent with a loan agreement);
– mandatory creditworthiness checks;
– unlawful contract terms (such as, for
instance, unilateral changes of agreement
terms or requiring entry into an insurance
contract with a specific insurance company);
– borrower’s liability limitations (caps on
penalties and fines).

One of the focal points of the USAID
Financial Sector Transformation Project is
implementation of the best international
practices of consumer lending and consumer
protection. The passage of the Law «On
Consumer Lending» (the «Law on
Consumer Lending» or the «Law») (entered
into force on June 10, 2017) is a major
legislative development in this area and an
important step in addressing problems in this
credit market.
The Project decided to monitor the
implementation of the Law on Consumer
Lending, beginning with a survey of the «AS IS»
state of consumer lending prior to the effective
date of the Law. The results of the first wave
of the survey conducted by GfK Ukraine were
presented by the Project in September 2017*.
The second wave of the survey was
carried out during December 2017-February
2018. The purpose was to assess the

*See Consumer Lending in Ukraine: Legal Protections and Actual Practice published by the Project in September 2017 available at –
https://drive.google.com/file/d/0BxncKOjammyLODhENmEzQUF5c0E/view?usp=sharing
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compliance of financial institutions with key
provisions of the Law (after the Law was in
effect for 6 months) and measure its impact on
financial services advertising and information
disclosure, as well as on the behavior of
financial institutions and consumers. Key
findings of this survey are presented
below.
The Project plans to conduct a third
(final) wave of the survey in June 2018, one
year after the effective date of the Law on
Consumer Lending. This will give us a better
understanding of the gap between the Law
and the practices of financial institutions.
So how deep is the gap between the
provisions of the Law on Consumer Lending
(advertising,
pre-contractual
disclosure,
agreements, withdrawal from the agreement/
early repayment procedures), and actual
practices by financial institutions? Based on our
research, six months after the Law entered
into force, the gaps remain deep and
entrenched in sales practices of Ukrainian banks
and non-bank financial institutions (NBFI). Yes,
there has been some limited progress. But
important discrepancies remain between the
regulations that appear robust on paper and
actual practice. Just to name a few:
(1) «0%» loan advertising is prohibited,
but is still promoted;
(2) real annual interest rate/total cost of
credit for consumer is missing from the written
documentation and incorrectly disclosed
verbally;
(3) insurance sales practices that were
banned remain common, and borrowers are
given no opportunity to choose an insurer.
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SURVEY
METHODOLOGY

THE SECOND WAVE OF THE SURVEY
CONSISTED OF THE FOLLOWING
PARTS:

1. DESK
RESEARCH
ON requested on-line. The Mystery Shopping
ADVERTISING: 415 advertisements were visits included 147 consultations that did not
collected and analyzed for compliance with proceed to the signing of an agreement, and 20
the requirements of the Law. The sources of
the advertisements included: TV, the press,
outdoor advertisements, the Internet, leaflets
and booklets, promotional materials in
branches of financial institutions, at appliance
or electronic stores, car dealerships.

2. MYSTERY SHOPPING: Specially
trained employees of GfK Ukraine visited
branches of financial institutions, posing as
individuals interested in applying for a consumer
loan. The financial institutions varied in terms of:
amounts of total assets; state-owned / private
Ukrainian / foreign institutions; and different
types of lending products offered. Physical visits
were made in Kyiv, Lviv, Odesa, Kharkiv, Dnipro,
Zaporizhzhya, and certain consultations were

consultations («Full-Cycle Visits») that resulted
in a signed credit agreement. Of the signed
agreements, the mystery shoppers either tried
to end them through early repayment of the
loan or by withdrawing from the agreement
within the 14-day cool-off period permitted by
the Law. The average amount borrowed «for
any personal purposes» was approximately
UAH 5,100, and most loans were borrowed
for a one year term. Visit results were analyzed
for compliance with the applicable legislation,
in particular, whether passports and draft
agreements were provided, whether passports
were complete, what information was shared
by the consultants verbally, and whether such
information was consistent with the written
information and the legislation.

* Visits were made to branches of banks, credit unions and financial companies.
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3. DESK
RESEARCH
ON
AGREEMENTS: analyzing the consistency

with pre-contractual information disclosure,
content and compliance with the current
legislation of draft agreements and executed
agreements obtained by mystery shoppers
during their visits to bank and NBFI branches.
In total, 52 agreements were analyzed.

4. BANKS VS. NBFI DESK
COMPARISON: analyzing whether lending

practices by banks and NBFIs were materially
different. Notably, many NBFIs lend on terms
that do not fall under the scope of the Law on
Consumer Lending (i.e., for less than 1 month,
or for the amount less than 1 minimum salary).
To the extent possible, data relating to such
NBFIs were excluded from the respective
analyses (e.g., from advertising materials
analysis).
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KEY SURVEY FINDINGS
CONSUMER LOAN ADVERTISING
Frequently, advertising materials do not contain the most
important information for the consumer – the real annual interest
rate – and are unclear about the cost of a loan. Banks and NBFIs
have not brought advertisements in line with the requirements of
the Law on Consumer Lending.
Similar to the first survey in June, 72%
of advertising materials contain no financial
information at all. This is not a violation of
the Law; however, such advertising materials
are not informative from the borrower
standpoint. Instead of providing information
on the loan cost, lenders are emphasizing
simplicity and speed of processing loan
requests and/or further servicing of a loan.

Positively, the disclosure of a real annual
interest rate improved according to the latest
survey, compared to the one completed
before the Law entered into force. Previously,
information about a real annual interest rate
was not found in advertisements at all. Now
18.1% of ads containing data on the cost of a
loan have information on real annual interest
rate as well as the other two elements of

CONTAIN INFORMATION ON:
1st wave

2nd wave

1st wave

2nd wave

1st wave

2nd wave

64.7%
26.4%

28%

Loan cost
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25.8%

Maximum term
and maximum amount

0%

18.1%

Real annual
interest rate

standard information, required by the Law
(maximum term of loan and maximum loan
amount). However, about 82% did not have
one or more the required standard elements,
and usually the advertisements omitted real
annual interest rates.
The «0%» loan advertising practice is on
the rise: 10.4% of all ads violated a ban imposed
by the Law on advertising a loan as an interest
free loan, a loan granted at a 0% interest rate
or on similar terms (e.g., at an interest rate very
close to zero). Lenders increased the volumes
of such advertising compared to the first wave
data; this shows the need for a more robust
enforcement of the Law.

1st wave

2nd wave

8.8%

10.4%

Ads for zero-interest
loans
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INTERACTION OF THE CONSUMER
WITH THE FINANCIAL INSTITUTION
AT A PRE-CONTRACTUAL STAGE
The level of written information provided to consumers is still
extremely low and does not comply with legal requirements. The
most important elements of a loan, such as the cost and the payment
schedule, are frequently omitted from consumer loan passports.
Financial institutions continue to refuse to allow consumers an
opportunity to take away a draft agreement for review before signing.
Oral consultations are relatively informative but such information as
the real annual interest rate is not provided in most cases.
INFORMATION DISCLOSURE
1st wave

0%

2nd wave

2.4%

How often did consumers
receive written info that fully complied
with the applicable requirements

The level of written disclosures about
loans continues to be poor. Only in 15% of the
visits was a potential borrower given a loan
passport at the primary consultation stage.
The Law requires financial institutions to
provide borrowers, prior to signing an
agreement, with information necessary to
compare different loan proposals. In most
cases the information in the passport was
incomplete. Only in 2.4% of visits did the
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1st wave

2nd wave

15%

22%

How many draft agreements
were given to take away

borrower leave a loan consultation with full
written information required by the Law.
The most common omissions are a real annual
interest rate/the estimated total cost of a
loan, and information on the loan repayment
and interest payment procedure. Thus,
borrowers are still unable to undertake
comparison shopping, or to make fully
informed decisions as to the loan terms and
their rights and obligations.

Only in 22% of the visits did the
consultant, at the borrower’s request,
allow the borrower to take a copy of
the draft agreement away with him/her.
This figure shows a minor improvement
compared to the first wave visits.
The level of verbal information
provided to the borrower by the
consultant/loan adviser was rated relatively
higher by mystery shoppers that took
part in this wave of this survey compared
to the first wave results.

Mystery shoppers say:
It was emphasized that the loan
passport would be provided along with the
agreement. During the first visit, I was given
a flyer instead of the passport.»
«During the consultation, the
consultant informed me that I would be
able to review the loan passport at the
time of signing the agreement. At the
stage of signing documents, the consultant
did not want to give me the loan passport
to take away, saying that this is a bank
document, I can only read it.

CONTRACTS: EXPLANATIONS
EXPLAINED BEST

99%

early repayment
rights

EXPLAINED WORST

97%

information about the loan
repayment and interest
payment procedure

24%
real annual
interest rate

Сonsultants often provide information on withdrawal and early repayment
procedures that is not consistent with the Law:
When requested to clarify the meaning of information in the loan passport about the
consumer’s right to withdraw from the agreement within 14 days, the consultant explained
that once your loan request is granted, you have 14 days to sign an agreement, if you miss
this deadline, you will have to complete a new application.»
«The consultant said that early repayment was possible only after 7 or 14 days, and
another consultant clarified that it was possible but not preferable to repay earlier.
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ANALYSIS OF CONSUMER
LOAN AGREEMENTS
The compliance of loan agreements with the law has improved
in certain areas, most notably in terms of specifying the real annual
interest rate. However, some agreements still do not contain the
information required by law, or include terms and conditions that
are contrary to law.
10% of the executed agreements do not
contain all of the information required under
Article 12 of the Law on Consumer Lending.
The most important missing provisions were
information on the real annual interest rate,

the total cost of a loan to a consumer, or the
schedule of payments. Accordingly, under the
Civil Code of Ukraine, such agreements may be
held as not executed as they do not contain
applicable mandatory terms.

HOW THE SITUATION WITH UNLAWFUL, UNFAIR OR RISKY PROVISIONS
CHANGED BETWEEN THE 1ST AND 2D WAVES OF THE SURVEY
1st wave

1

63%

10%
Absence of information regarding
real annual interest rate**

Loan disbursement and servicing fees and the resulting absence
of information regarding real interest rate*

2

55%

50%

3

54%

Violation of Law

Lender’s right to demand repayment if the borrower
disagrees with a change of payment under the loan

38%

Unfair Contract
Terms

Violation of the borrower’s right to the early repayment

4

58%

Lender’s right to change agreement unilaterally

5

54%

72%

Obliging the borrower to sign another agreement with the lender-designated third party

6

38%
26%

23%
Allowing the lender to determine
the priority of claims on its own****

Complicating the order of settling lender’s claims***
Heightened Risks
for Borrower

44%

7

23%

Dispute hearing by arbitration courts

58%

8

38%

Heightened Risks
for Borrower

Violation of Law

2nd wave

The lender’s right to disclose banking secrets and personal data

* Then applicable Article 11 (4) of the Law «On Consumer
Protection» prohibited lenders from stipulating in agreements any fees,
interest, payments, etc. for operations not considered a service; the laws
did not require indication of the real annual interest rate.
** Law on Consumer Lending permits lenders to charge fees for
their services (including for account maintenance), provided that they are
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clearly stipulated in the agreement and included into the calculation of the
real annual interest rate.
*** Lenders were not obliged to follow a specific order of settling
their claims if the amount of payment made was not sufficient.
**** The Law has introduced a certain mandatory priority of
lender’s claims.

The Table provides the results of our
comparative analysis of loan provisions that
may be regarded as violation of law, as unfair
contract terms under Articles 11 and 18 of
the Law «On Consumer Protection», and as
provisions creating certain risks for borrowers.
The Table is based on a review of 24 draft
agreements obtained during the first survey,
and 52 draft and executed agreements in the
second wave of the survey.

1. The practice of lenders’ charging
hefty loan disbursement and servicing fees
(compared to relatively low nominal interest
rates) continues. The Law on Consumer
Lending now requires all such fees to be clearly
set out in the agreement and included into the
calculation of the real annual interest rate.Thus,
it could be argued that the situation has
improved because most lenders comply with
the requirements regarding the indication of
the real annual interest rate in the agreement.
2, 3. Relatively minor improvements
were recorded with regard to compliance
with the provisions of the Law «On Financial
Services and State Regulation of Financial
Services Markets in Ukraine», which prohibit
the lender from demanding repayment if
the borrower declines the lender’s offer
to increase the interest rate or the amount
of another payment. There was also minor
improvement regarding provisions of the Law
granting borrowers rights to repay early in
full or in part. However, more than one third
of agreements still contain terms and
conditions that violate the borrower’s right to
the early repayment of a loan, such as, for
instance, a minimum UAH 500 prepayment
amount.
4. Although the Law on Consumer

Lending now expressly prohibits the
unilateral change of any provisions of

agreements (not only amounts of payments
as previously), lenders continue the practice
of granting themselves such rights.

5. Notably, the entering into force of the
Law did not seem to improve the situation
with regard to additional services, required
by lenders as a pre-condition for granting
a loan. Notwithstanding the respective
prohibition under the Law on Consumer
Lending, more than two thirds of those draft/
signed agreements, which required additional
insurance services, did not give the borrower
a choice of at least three insurance companies
(a specific insurance company was stated in
advance in the agreement).
6. Although the Law on Consumer
Lending has introduced a certain priority of
lender’s claims if the amount of payment made
is not sufficient to fulfill all the obligations
under the agreement, almost one fourth of
the agreements contain provisions that allow
the lender to determine the priority of
claims on its own.
7. Relying on a controversial judicial
practice, lenders continue to include provisions
permitting dispute hearing by arbitration
courts. Accordingly, there is a risk that a
dispute between the lender and the borrower
would not be considered fairly and objectively
by the arbitration court created, in fact, by
the lender itself or by the financial institutions’
association.
8. An improvement was recorded in
terms of inclusion of provisions allowing
lenders to disclose information about the
borrower classified under banking secrecy
laws, or considered to be the borrower’s
personal data, in a broad or de-facto unlimited
number of cases; although such provisions
remain relatively wide-spread.
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ANALYSIS
OF FULL-CYCLE VISITS
More often than not, lending practices and procedures
experienced by our mystery shoppers first hand did not conform to
legal requirements at all stages of the process – from pre-contractual
disclosure that was either absent or incorrect, to the withdrawal
from the agreement which was denied by a lender.

ANALYSIS OF FULL-CYCLE VISITS
% of loans
with insurance
1

100%

% of passports
2

70%

Insurance without a choice
of insurance company

3

44%

Differences between
written information
and oral consultations

Differences between
the passport and agreement

% of borrowers

% of borrowers

% of borrowers

4

5

6

20%
Unrequested loan
limit imposed

12

% of all visits

10%
Did not receive
passport

10%
Were charged extra
for early repayment/withdrawal

1. In all 12 cases of loans with required real annual interest rate was communicated

insurance, the customer was NOT given
an opportunity to choose an insurance
company. In the vast majority of the cases,
the customer was initially informed that
there was only one insurance company. In
other cases, he or she was told that the list
of insurance companies would be provided
at the agreement signing stage, but in fact
the agreement was already printed out with
the name of the insurance company and its
insurance terms already filled in.

2. During 70% of the Full-Cycle Visits,
information on major issues provided
by the consultant orally differed from
information in the passport and/or the
loan agreement. Thus, in most cases, financial
consultants, either knowingly or not, misled the
mystery shoppers, e.g. as to the loan terms
or certain rights available to the borrowers.
Such differences were most frequent on the
following issues:
- the consultant said that insurance was
required, but the passport stated otherwise
(half of loans with insurance). Notably, it
would be difficult for a borrower to use the
right granted by the Law to require that the
agreement is brought in line with information
in the passport on this issue, because lenders
would claim that this was a «voluntary»
insurance option selected by the customer;
- a lower real annual interest rate was
mentioned during the consultation than the
one stated in the passport/agreement (correct

orally only by 35% of consultants);

- the passport/agreement allowed for
the withdrawal from the agreement within
14 days, whereas consultants said that it was
impossible to withdraw (35% of all visits).

3. In 44% of the obtained passports,
information in the loan passport and
the loan agreement differed materially.
In particular, in half of loans with insurance
the passport did not list insurance (of
the borrower’s life/health) as a mandatory
additional service, but the borrower was
«forced» to sign an insurance agreement as
part of a loan agreement or separately.
4. Similar to «forced» insurance, in
страхування, під час 20% of the Full-Cycle
Visits, an unrequested loan limit was
imposed on, or «firmly recommended» to,
the customer.
5. In violation of the Law, in 10% of
the Full-Cycle Visits, the borrower did not
receive a loan passport (either at the
primary consultation or at the agreement
signing stage).
6. In general, borrowers were not
forced to pay any fees or charges related to
the cancellation/early repayment, except for
10% of the cases, which violated the Law,
when interest was charged for the entire
month, although the customer used the loan
only for a few days.

Even in cases when the borrower was «permitted» to withdraw from
the agreement within 14 days, consultants often did not know how this
procedure should be carried out –
A branch manager did not know this procedure; that is why the branch had
to be visited several times.
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COST OF CREDIT AND
COMPARISON OF BANKS VS. NBFIS
Interest rates for personal «any purpose» loans*

BANKS

Nominal
interest rate

0% 0.00001% 0.01% 0.01%

Real annual
interest rate**

79%

46.1%

0.12%

9.99%

12%

13%

15%

87.94% 132.86% 199.29% 127.68% 98.17% 165.13% 87.34%

15%

1

109.9%
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NBFI

Nominal
interest rate

11.99%

11.99%

399.93% for the first 5 2-weekly periods; 1.53%
for the subsequent periods

Real annual
interest rate***

106.91%

118.17%

1,364.80%

The tables above provide information on
the cost of credit for consumer loans. This
information is taken from the agreements
executed during the Full-Cycle Visits. They
show that only two Ukrainian banks (both
of which are foreign-owned and are in the
TOP-10 according to the net assets amount
as of January 2018) were willing to lend a
personal «any purpose» loan with the real
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annual interest rate below 45%. Six banks
were lending at the rates ranging from 45%
to 100%, while the remaining eight banks
were lending at the rates higher than 100%
(including one that lent at almost 200%).
None of the NBFIs were lending at the
rates below 100%, while half of the loans
were with exorbitant charges (1,364.80% and

%

19.99% 22.99%

28%

39.9%

55.99%

82%

109.25% 102.29% 31.89% 41.26% 72.83% 122.95%

* The tables are provided for information purposes
and do not purport to compare different loan products.
Almost all loans borrowed during the Full-Cycle Visits
were in the range between UAH 4,000 and UAH 6,000,
and for either 6 or 12 month term.
** It shall be noted that the NBU discount rate
stood at 17% as of April 26, 2018; 6-month UAH UIRD
(Ukrainian Index of Retail Deposit Rates) was 14.51%,
and 12-month UAH UIRD was 14.28% according to the
NBU data.

574.84% for the first 2 2-weekly periods;
2.17% for the subsequent periods

1,620.35%

1,620.35%). In fact, this is the only material
difference observed in the lending practices of
NBFIs compared to banks (on other issues, such
as, for instance, insurance practices or presence
of unlawful provisions in the agreements, there
was no material difference observed between
NBFIs and banks).
Notably, the «spread» between the

*** While there is no equivalent of the NBU
discount rate or UIRD for the NBFI market, one may
note that the average interest rate for UAH loans by
Ukrainian banks to legal entities (including, potentially,
NBFIs wishing to raise funding) was 16.7% as of April 24,
2018 according to the NBU data.

nominal and real annual interest rates seems
to be very high (sometimes more than 100%)
due to large monthly fees charged by lenders.
Such fees ranged from 2.0% to 6.0% calculated
on the basis of the initial loan amount, not
the outstanding amount. Only a few financial
institutions seem not to charge such fees, and
thus there real annual interest rates are, as a
rule, much lower than average ones.
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CONCLUDING
OBSERVATIONS
Our final recommendations will be provided based on the results
of the third wave of the survey in June this year that will assess the
compliance of financial institutions with the Law after its first year
in effect. However, based on the current survey results we would
conclude that:

Financial institutions have had more
than one year to adapt their documents
and procedures, and to implement changes
in their lending practices as required by the
Law. (There was a 6-month period between
the passage of the Law and its becoming
effective, and another 8-month period from
the Law’s effective date to the completion of
the second wave of the survey in February
2018.) Nevertheless, the results of the first
and second waves of the survey demonstrate
convincingly that compliance with the Law’s
provisions in practice has been poor.
Our full-cycle visits indicate all areas of
the consumer lending process need to be
reviewed and improved by financial institutions.
This applies to advertising, disclosure, contract
terms and conditions, and the real cost of
credit. Moreover, certain lending practices are
egregious violations of the law and need to be
addressed as soon as possible. For example,
violations in insurance practices are probably
the most serious cause for concern. Everything
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looks good «on paper»: a list of three or more
so-called “approved” insurance companies can
be found on the financial institution’s website.
But, in fact, the consumer is deprived of the
right to choose an insurance company. This
issue is important both from the standpoint of
consumer protection and in terms of restricting
competition in the insurance services market.
It is critical for financial institutions to review
their practices in this area.
Why does this practice on noncompliance exist and persist in the consumer
lending market?
One reason is that the financial sector
regulators do not have sufficient enforcement
tools (including a right to impose penalties)
to ensure proper market conduct of financial
institutions.
A second reason is that consumer
protection groups or associations are weak
(there is no «loud consumer voice» in Ukraine).

A third factor is that the «organizational
cultures» of financial institutions are highly
resistant to change. Lending institutions seem
to be fixated on «compliance costs» and
the absence of «creditor rights» rather than
on a business model that puts the consumer
and customer satisfaction at the center of the
process.
A fourth factor is the lack of leadership
in consumer finance. Most banks and financial
companies seem to have done little to change
internal practices to comply with the Law.
Likewise, industry associations are mostly
focused on protection of their members’
interests. Notably, the share of retail loans in
the total loan portfolio of Ukrainian banks was
only 16.4% as of 1 March 2018 according to the
NBU data.The corresponding figure for Poland
is 64.3% as of December 31, 2017.This reflects
the historical fact that consumer lending never
really developed in Ukraine, and that it has not
been accorded much of a priority by financial
institutions.
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SO WHAT CAN BE DONE?

Financial institutions should write and implement industry-wide
Codes of Conduct (to include, potentially, banks, NBFIs engaged in
consumer lending, and insurance companies) stipulating the norms of
consumer lending.This should include a ban on the practice of steering
customers to «pocket» insurers.

2

Model
Agreements

Financial institutions should create «model» lending contracts that
are consistent with applicable laws and use them to benchmark
existing contracts.

Particular attention should be given to training of bank employees
and consultants to make sure that the information they provide
consumers is accurate and in accordance with the law. Accordingly,
it is advisable for financial institutions to consider conducting
trainings, testing for employees, etc., and putting in place additional
controls (e.g., using «internal mystery shoppers»).

4

Enforcement
Tools

Regulators need to be empowered. The passage of the Draft Law
# 2456-д On Amending Certain Legal Acts Regarding Financial
Consumer Protection is important for the enforcement of the Law
on Consumer Lending because it provides financial sector regulators
with enforcement tools, including fines for failure to make required
pre-contractual disclosures.

Another important piece of draft legislation, the Draft Law # 8055
on Financial Ombudsman Institution , would introduce the financial
ombudsman as an alternative and unbiased channel for resolution
of disputes between consumers and financial institutions.

* Passed in the first reading, pending second reading in the Parliament
** Pending first reading in the Parliament
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Codes
of Conduct

1

Training

3

Financial
Ombudsman

5
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