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JouenT kadenps! GUHAHCOB, ACHEKHOTO OOpaLICHHS U KpeauTa

Pe3iome: B cTaThe paccmMaTpuBaeTcsi NpodJjieMa (pMHAHCOBOI0 03/10POBJIEHHSI POCCUHIICKOT 0aHKOBCKOI
cucrembl Bankom Poccun. IlentpanbsHelii 6ank Poccun umeer 1Ba MexaHu3Ma J1Jist padoThl ¢ MPOdJIeMHBIMHI
0aHKAMM: CAHAIUSA U JUKBUIANUSA (0T3bIB JHIEH3NHN). 32 MOCIeHHe FOAbI KOJIHYeCTBO MPO0JIeMHBIX 0aHKOB H
OT3bIBOB JINIECH3UI MOCTOSTHHO yBeanunBaauch. He Tak 1aBHO ¢ mpo0/ieMaMu CTOJIKHYJINCh CHCTEMHO 3HAYMMBbIe
0aHkH, ObLJIa pa3pa0oTaHa HOBAs cXeMa UX CAHALIMHU. JTO FOBOPHUT 0 TOM, YTO JeHCTBYIOIIAS MOJTUTHKA
LenTpanbHoro 6anka no ¢puHAHCOBOMY 0310POBJICHHMIO BCE ellle He MO3B0JINIa 0AaHKOBCKOMY CEKTOPY BBIHTH U3
kpusnca. lleabio craTby siBIsieTcsl AHAJIM3 MPEUMYIIECTB H HeJOCTATKOB MeXaHU3MOB 03/10POBJICHNs, OLIEHKA
3¢ pexTuBHOCTH MX NpuMeHeHus1 Bankom Poccun u BJIMSAHUS JaHHOM NOJMTUKU HA 0AHKOBCKYIO CHCTEMY.
HecmoTpst Ha 00J1b11I0€ KOJIMYECTBO HCCIEI0BAHUI MOCBAIIEHHBIX 0310POBJIEHUI0 HATMOHAJIBLHONH 0aHKOBCKOI
CHCTEMBbI, B HUX HeIOCTATOYHO U3Yy4YeHbl NPUYNHBI He3((PEeKTHBHOCTH NOJIUTUKH (PUHAHCOBOIO 03/10POBJICHUS
O6ankoBckoii cucteMbl Bankom Poccun. HoBH3HA MOTyYeHHBIX pe3yJIbTATOB TAKKe CBSI3aHA C
MAaJOM3y4eHHOCTHIO B 0T€4eCTBEHHBIX YCIOBHSIX MEXaHN3MOB CAHALIUM M JIMKBUAALMH KOMMepUYecKUX 0aHKOB,
OTCYTCTBHEM HCCJIeJOBAHUI, PACCMATPHBAIOIIMX IBA MEXaHH3Ma B KOMILIEKce, KaK B3aMM03aMeHsIeMbIX, a TaK
7Ke ¢ o0palleHneM K aHAJM3Y HOBeiillero MexaHu3Ma caHauuu 4epe3 @oH KOHCOIMIANNH (AHKOBCKOI0 CEKTOpa,
KOTOPBIi elle He ObLI MPeACTaBJIeH B HAYYHOIl TuTepaType. ABTOPbI IPUXOASAT K BRIBOAY 0 Hed((PeKTHBHOCTH
nonuTuku lentpanbHoro 6anka no pMHAHCOBOMY 0310POBJICHHI0 0AaHKOBCKOro cekTopa. Cpeay NpUYMH -
HHM3Kas MPO3PAYHOCTDb, BOCCTAHOBJICHHE 32 CYET HAIIMOHAJIM3ALMH, KOHIICHTPAIUS HA NPSAMOM
(puHaHCHpPOBAHNH, HEIOCTATOYHBINH MOHMTOPHHT M HAA30P. B 3aK/I04eHN N aBTOPHI BLIIBUTAI0T HEKOTOPBIE
NpeAIoKeHHs 0 MOBbIIeHUI0 d(pekTUBHOCTH MoauTHKH LleHTpansHoro 6anka mo ¢puHaHCOBOMY
03/10POBJICHHIO POCCUICKOIi 0aHKOBCKOM CHCTEMBI.
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Abstract

The article deals with the issue of the financial recovery of the Russian banking systems. The Central Bank
of Russia has two mechanisms at its disposal to deal with problem banks: sanitation and liquidation (license
revocation). In recent years, the number of problem banks and license revocations has steadily increased. Some
systemically important banks also faced problems. A new scheme for their rehabilitation was developed. This
suggests that the current policy of the Bank of Russia on financial recovery still did not allow the banking sector to
recover from the crisis. The purpose of the article is to analyze the advantages and disadvantages of the recovery
mechanisms, evaluate the effectiveness of their application by the Bank of Russia and the impact of this policy on
the banking system. In spite of a big amount of research into the recovery of the national banking system, it doesn’t
sufficiently address the reasons for the ineffectiveness of the policy of the banking system financial recovery. The
authors come to the conclusion about the inefficiency of the policy of the Central Bank on financial recovery of the
banking sector. Among the reasons are low transparency, recovery through nationalization, concentration on direct
financing, insufficient monitoring and supervision. The authors put forward some suggestions on increasing the
efficiency of the Central bank policy on the financial recovery of the Russian banking system.

Key words: Bank of Russia, financial recovery, banking system, sanitation, liquidation

1. Introduction

In the times of crises, the policy of financial recovery becomes extremely important because
the number of so-called problem banks increases, and it makes the banking system less sustainable as
a whole. A sustainable development of the banking system is one of the most important goals of the
Central Bank. That is why to reach this goal the Central Bank is forced to implement a policy of
financial recovery towards such banks using the mechanisms of sanitation and liquidation.

Thus, the regulator has two options to deal with a troubled bank. Clear criteria for choosing a
particular mechanism are not officially fixed. As practice shows, the Bank of Russia prefers sanitation
when one or more of the following conditions is fulfilled:

- acredit institution plays an important role within the banking system;
- the financial position of the credit institution can be improved;
- expenses for insurance payments to depositors of a credit institution exceed the costs of sanitation.

2. Literature review

An analysis of the current state of research in the recovery of the national banking sector in
Russia leads to the following conclusions.

Many reputable Russian scientists deal with the issues of the reorganization of the national
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banking system. A group of authors under the guidance of Professor O. Lavrushin presented the results
of research in a scientific monograph [1]. On the basis of the theoretical and practical analysis, the
structure of the national banking system is evaluated from the standpoint of increasing its efficiency.
According to the authors, the modernization of the structure of the banking system of the Russian
Federation will provide an opportunity to increase the role of banks in the economy, as well as improve
the risk management system of the banking activities in conditions of turbulence in the development
of credit institutions.

Features of the international and Russian practice of recovery of problem banks are considered
in S. Andryushin’s and V. Kuznetsova’s article. On the basis of analyzing the dynamics and structure
of liabilities and capital of Russian top-5 banks, the authors show that in the conditions of prolonged
credit compression restructuring of the Russian banking sector is possible only through a voluntary
reorganization mechanism. According to the authors, preventive compulsory reorganization will be
perceived by the market as a signal of a possible bank insolvency, which could trigger the outflow of
creditors (depositors) and provoke financial instability and additional contraction of the loan portfolio
of the banking sector [2].

Some results of the activity of the Bank of Russia as a mega-regulator of the financial market
are considered by representatives of St. Petersburg’s academic financial school of V. Krolivetskaya
and I. Soldatenkova. The authors justify the necessity of transition to proportional regulation of the
banking sector. They also propose options for the organization of differentiated supervision in
accordance with the new organizational structure of the second level of the banking system [3].

Yu. Ezrokh analyzes the stages of the economic evolution of the institution of the
reorganization of banks in Russia from its inception to the present. The article deals with describing
the main advantages and disadvantages of the existing mechanisms of financial recovery, which
predetermined the evolution of the institution of rehabilitation. The key shortcomings of the “credit”
rehabilitation mechanism, which determined the transition to the modern stage of its evolution, are
revealed in detail. Yu. Ezrokh believes that the Bank of Russia’s position on the reorganization of
commercial banks is a significant factor in changing the structure of the domestic banking system [4;
5].

Despite the undoubted theoretical and practical significance of these studies, they did not
sufficiently address the reasons for the ineffectiveness of the policy of the banking system financial
recovery. The dependence of factors of capital and assets concentration and the profitability of banks
is not investigated either.

3. Materials and methods

The authors have analyzed the statistics and mechanisms related to the rehabilitation of the
Russian banking system.

The Central Bank rehabilitates large banks - 23 banks out of 29 sanitized credit institutions
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have assets in excess of 20 billion ruble as of 01.03.2018 and are in the top-200 largest credit
institutions in Russia. As for small banks the Central Bank prefers to immediately revoke their licenses
[10].

In 2013, the Central Bank began large de-licensing activity. From 2013 to 2017, it revoked
licenses from almost 300 banking institutions. The peak of license revocation came in 2015 and 2016,
when the Central Bank withdrew 93 and 97 banking licenses, respectively. As a result, the total number
of banks decreased by a quarter. Meanwhile, the number of unprofitable organizations declined
insignificantly and on March 1%t 2018 accounted for 25% of the total number [7; 10].

In 2017 the number of license revocations dropped to 50. Probably, the reason was that large
banks including the systemically significant Otkritie Bank from the top-10, faced serious financial
problems. As a result, the Central Bank was forced to shift its attention to the mechanism of sanitation.
From September 2017 to the end of the yaer, sanitation was announced in 5 banks. In addition, a new
scheme of this mechanism was developed [10].

The previous rehabilitation mechanism was carried out through the Deposit Insurance Agency,
which received loans from the Bank of Russia and then gave them on a competitive basis to the investor
banks.

Within the new scheme, which was approved in mid-February 2017, the recovery is carried out
by the Central bank itself by means of using the resources of the Banking Sector Consolidation Fund.
The purpose of the recovery is to sell the bank to a private player.

4. Results and Discussion

The important advantage of the old scheme was that the recovery was carried out by a private
investor.

However, this model has been criticized by the Central Bank. Not all investors use loans
efficiently and some projects even have a negative effect on the financial situation of the investors
themselves. The circumstance that the three banks that conducted sanitation soon faced serious
financial problems themselves (these are the Otkritie, Binbank and Promsvyazbank banks), as well as
the fact that at the beginning of 2017 only in 14 credit institutions out of 43 financial recovery
procedures were completed confirmed the ineffectiveness of the previous scheme [6].

The new scheme has a number of advantages, such as the ability of the regulator to quickly
remove the negative information background and stop the outflow of depositors. For example, after
the Central Bank announcement about the introduction of an interim administration in the Otkritie
Bank, the outflow of funds from legal entities slowed down more than three times, and the individuals
stopped withdrawing their funds (for a month their volume increased by 1 billion rubles).

However, there are some drawbacks. Firstly, the concept of a new scheme assumes the
transition of private banks to state ownership. That is why the state share in the banking sector will

increase. At the beginning of 2018, this share was already about 70% compared to 41% in 2008 [7].
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The predominance of state ownership in the banking sector on the one hand makes the system more
reliable, on the other, it becomes less flexible and more vulnerable to future crises.

Secondly, the monopolization of the banking sector will continue. In 2017, the profit of the
banking sector decreased by 15%. However, 85% of this indicator (674 billion rubles) was the net
profit of Sberbank, which increased by 30%. The profit of VTB amounted to 104 billion rubles.
Compared to the previous year, this figure has almost doubled [7]. This confirms the fact that the
largest state banks have an advantage due to the current policy of financial recovery. If, apart from
Sberbank and VTB Group, the third state banking group of those which are now rehabilitated by the
Central Bank appears in Russia, small private banks will not be competitive.

Thirdly, the high costs of recovery. In particular, the Central Bank spent 456 billion rubles on
the capitalization of the Otkritie Bank and this amount has been growing in 2018. Besides, it will be
troublesome to compensate these costs by selling the stake of the Central Bank to private players. It
will be extremely difficult to find a buyer for such giant problem banks in the foreseeable future.

Considering the results of the current policy of financial recovery, it is possible to identify some
trends.

The most evident is an increase in the concentration of assets and capital in the banking sector.
According to the Central Bank, at the beginning of 2018 the share of assets of the five largest Russian
banks in the assets of the entire banking system was 56% [10]. This is the result of a large-scale
recovery of licenses.

The consequence of the increase in the concentration was the strengthening of monopolization
in the banking sector. This is evidenced by both an increase in the Herfindahl-Hirschman index and
the dynamics of the more recent indicator, H-statistics of Panzar-Rosse, according to which the
banking sector being in a state of monopolistic competition is getting closer to the monopoly (see Pic.
1,2) [10; 8].

Pic. 1: Herfindahl-Hirshman index



Despite the fact that there are two points of view on this issue, most researchers confirm the

inverse relationship between the decline in competition and stability in relation to the Russian banking

sector [8; 9].

Another result was the lack of a stable growth of profit in the banking sector. Despite the
significant growth in 2016, in 2017 the financial result of the banking sector fell by 15%. In addition,
the profit is distributed unevenly as a result of the transfer of deposits to large state-owned banks. The
share of the state banks in the deposit market for 2018 is 71%, the share of top 30 banks is 86%,
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compared to 61% and 77% respectively in 2008 (see Pic. 3) [10]. Because of the increased risk of
bankruptcy of private banks, people prefer to place deposits in more reliable large state-owned banks,
so they get a much larger profit.

Pic. 3: Share of the banking group on the deposit market
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Finally, there is a decrease in the return on assets and capital. In case of assets it decreased

almost twice during the period under review (see Pic. 4) [10].

Pic. 4: Return on banks’ assets and equity
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Obviously, these trends also have a negative impact on sustainability. It is accompanied by a
large volume of uncompensated costs of recovery (about 3 trillion rubles) [8].
5. Conclusion
Basing on the obtained results it can be concluded that the policy of the Central Bank on
financial recovery of the banking sector has not made it more sustainable. Consequently, the goal of
the Bank of Russia policy has not been achieved. Thus, this policy cannot be considered effective.
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We identify the following reasons for the inefficiency of the financial recovery policy.

1. Low transparency; (in particular, clear criteria for choosing a particular mechanism are not

officially fixed.)

2. Recovery through nationalization;
3. Concentration on direct financing;

4. Insufficient monitoring and supervision; (problems are most often detected at a late stage)

[7].

Thus, we can suggest the following solutions.

1. Legislating the criteria for the choice of a mechanism of financial recovery;

2. Using alternative sanitation schemes taking account of the experience of foreign countries,
in particular;

3. Using indirect support measures;
4. Closer monitoring and supervision;

The Central Bank of Russia has recently paid much attention to this measure. According to

experts, the volume of hidden "holes" in the capital of banks has significantly decreased. In order to

improve the situation it is necessary to develop other areas too.
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