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Abstract

This work presents the study of currently important aspects of the banking system stability over the
last years. Particular significance is attached to the issues of stability evaluation of credit and financial
institutions acting as the banking capital agents within the framework of the economical system. Stability
and reliability of the banks directly influence national economy development since the credit and financial
mechanism determines dynamics and pace of the capital redistribution, ensures mobilization, accumulation
and generation of money savings. Therefore, the authors developed and applied method of banking sector
stability evaluation within macroeconomic aspect and dynamics. The main applied scientific principles
were relative indicators, comparative analysis, coefficients and matrix model of the banking system stability
in the national definition. The definitional term of the banking system stability is described as a
comprehensive phenomenon including its quality characteristics. The work includes evaluation tools with
the use of macroeconomic indicative figures that were applied for calculation of the dynamic
macroeconomic stability of the banking system in its national definition. Pivotal indices characterizing
macroeconomic stability of the banking system over a period of 2015-107 were reviewed. Analysis and
evaluation of the indicative figures were based on the data revealing internal causes that act as principal
conditions ensuring stable functioning of the banking system. There were found the core results of the
banking system stability evaluation, general level was discovered. Primary factors of the internal aspect,
that impacted the level of the Russian banking system macroeconomic stability, were identified.
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1. Introduction

Development level, stability and security of the banking sector are important indicators
characterizing operations of the credit and financial institutions at the present stage which enables a more
effective approach to the assessment of risks and financial challenges. Academic and economic community
is focused on the search of ways and means to stop local crisis developments or put an end to their
transformation into the global crisis (Murashov & Strizhkova, 2012). Timely performed analysis of the
banking system stability, identification of systemic risks, financial condition analysis of the systematically
important banks enables quicker handling of coming threats and detailed forecast of future trends of the
national economy development.

The following authors studied approaches to evaluation of the banking system stability and issues
of the stability provision at the macroeconomic level: Afanasyeva (2016), Semenyuta, Danchenko, &
Panchenko (2014), Ovchinnikova (2014), Khasyanova (2012). Stability of the regional banking system at
the regional level was studied by Bibikova, & Valinurova (2017), Mozhanova, & Antonyuk (2014) and
others.

Conducted study of the conceptual approaches to the definitional term of the “banking system
stability” allowed stating the following definition of the banking system stability — it is such a state wherein
the system is able to stand against the detrimental effect of various internal and external factors, re-build
this state in case of deviations from secure characteristics and parameters as well as to dynamically develop
while properly and efficiently serving its purpose and functions in the economy considering specifics of the

social and economic environment (Tavbulatova, & Tashtamirov, 2017)..

2. Problem Statement

So far, national science doesn’t have a unified approach to the evaluation of the banking system
stability. Some authors consider the aspects of the banking system stability characterizing micro-level of
certain banks or bank group which is due to determination of the credit organization’s ability to fulfill the
central bank’s standards on the credit rating and liquidity (Murati, 2012). Thus, determination of the
stability level is based on indicators and standards of the banks representing successfulness of the internal
financial management but not considering the macro level. Other researchers focus on the banking system
ability to recover its stable state after being affected by exo- and endo-level factors (Ovchinnikova & Bets,
2006). Hence, determination of the stability comes down to evaluation of the banking system stability
indicators as opposed to the pre-crisis level.

Some studies also contain determination of the banking system stability through assessment of the
certain banks’ ability to protect interests of their shareholders and discharge their liabilities to the
depositors. Such an approach comes down to determination of micro-stability of a certain credit
organization and cannot characterize its level for the whole banking system. Especially since this
determination is more of a customer-focused nature.

In terms of the macroprudential analysis, one should take a more comprehensive approach to the
banking system stability evaluation. In this case it is important to consider the metrics used internationally.

For example, the International Monetary Fund developed the metrics of financial stability of credit
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organizations which enable the most holistic evaluation of a bank’s stability and reliability. This method is
used by the Central Bank of Russia (Borio, 2003).
It is important to distinguish between the two terms: banking system stability and stability of credit
organizations (Afanasyeva, 2015). The aforementioned authors focus their studies on evaluation of the

stability of certain banks’ operations. Priority of this work is determination of methods and tools required

for evaluation of the banking system stability in its macroeconomic aspect.

3. Research Questions

To cover the aforementioned study subject, it is necessary to set up the primary tasks:

1. To establish the top-priority set of indicative figures for their implementation in the method of the
banking system stability evaluation in the interconnection with the monetary system development;

2. To analyze appropriate indicators of the monetary and banking systems state and development
over the last years;

3. To identify main challenges on the way of achieving sustainable development of the systems;

4. To create banking system stability matrix based on the results of the indicators.

4. Purpose of the Study
The purpose of the study is to evaluate current banking system stability level using the indicative

approach for a more comprehensive detection of prevailing problems in banking sector development.

5. Research Methods

To evaluate stability level of the system of the interrelated components in the interconnection with
the larger-scale super-system, it is important to choose methods and tools pointwise.

Since the study considers banking system stability in its macro aspect, it is appropriate to evaluate
stability level applying indicators characterizing internal and external factors. For instance, O.N.
Afanasyeva suggests determining banking system stability from the perspective of macroeconomic
indicative criteria related to currency circulation, foreign currency predominance and loan portfolio
(Afanasyeva, 2016). This approach is deemed to be reasonable, however, a certain modification shall be
performed within the framework of this study.

To carry out the study, it is suggested to use the tools listed in the Table 1 as indicative criteria
representing dynamic state of the monetary system and banking sector stability level.

Table 01. Indicative criteria system of the banking system stability evaluation

Criteria Calculation formula Characteristics

Reflects money stock sufficiency for distribution service. Depends
Monetization indicator by | 11 = ruble money stock / | on the economy reproduction structure and is defined by the
ruble stock, 11 GDP production lead time in the industries with the highest growth rate
during the period under review.

Monetization b the L
4 IB1 = exchange money | Allows considering not only the volume of the ruble money stock

foreign currenc .

g B y stock / GDP but its exchange component, too
component, I°1
Foreign currency | 12 = exchange money stock

A share of the exchange component of the money stock aggregate

predominance indicator, 12 | /ruble money stock
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Cash element, 13

13 = Cash / rouble money
stock

Low value is indicative of successful operation of the banking
system as a transmitter of monetary resources among the key
business entities of the national economy.

Indicator of money stock
outrunning price index, 14

14 = money stock index /
consumer price index

Dynamic pattern of prices and money stock is representative of
structural changes in the economy

Lending and credit
indicator, 15

15 = loan debt / volume of
deposits

Reflects the relation between the originated loan volume and amount
of the resources attracted by the banking system in general

Share of arrears, 16

16 = Loan arrears / loan debt

As practice shows, balanced financial result of credit organizations
remains negative when loan arrears value is 6% and financial result
of the banking system operations becomes positive only when this
value is reduced to 3%. Thus, the following stability level can be
suggested:

16 > 3% - low level of banking system development stability;

3% > 16 > 0 — mean stability level;

16 = 0 — high stability level

Indicator of the banking
system stability threshold
factor

Rg > ik > ir > IP*

Reflects interrelation between banking sector real economy and
population

Correlation between credit
rates and deposits, Ix/r

Ix/r = ik, %/ir, %

Characterizes banking system’s ability to increase interest margin
from active money-lending business

Indicator of development
disparity between the real
and credit sectors, 17

17 = index of the loss-
making enterprises share /
index of the loss-making
banks share

Peculiarity of this index is that, in case of positive values, its figures
should tend to 1. If indexes of share of the loss-making enterprises
and credit organizations arranged by years are equal to 1, then it is
the evidence of two main aspects:

1. When the figure is <1, there is a reduction of share of loss-making
enterprises during the reference year which is already a positive
trend in the dynamics and is representative of the stability
enhancement;

2. Such a value of the index 17 is indicative of even development of
two economic system sectors: business and banking.

*Rg — industry breakeven level; ik — average rate of interest for granted credits as of reporting date; ir - average rate of interest for
attracted resources as of reporting date; IP — consumer price index at specified date

Important indicator, characterizing state of the banking sector assets, is the state of its credit portfolio.
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Figure 01. Dynamics of the credit portfolio of the Russian banking sector over a period of 2013-2017

According to the data in the Figure 1, it is apparent that the credit portfolio size increased by 2014
by 28,6% and then by 10,4% by 2015. However, during 2016 there has been observed the decrease by 3,3%
which is the main factor of the bank assets reduction. This dynamics of loan volumes and rates adversely
impacts effective economic growth and stability of the banking system. The credit portfolio size of the
banking sector increased by 2017 which factored in deceleration of the drop in the real income of the

population as well as in the reduction of the weighted average interest rates of the bank lending.
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Besides, banking system stability evaluation includes application of the structural indicators.
Important indicator, characterizing systematic financial stability of the country’s banking system, is the
amount of credit organizations, their dynamics, amount of unprofitable credit organizations and their share

in the general system.

800 733 28,6% 30,0%
600 - 561 28,0%
400 -'O% 26,0%
178 =
200 140 24,0%
0 - 22,0%
2015 2016 2017
s Amount of banks s Amount of loss-making banks
#==Share of loss-making banks, %

Figure 02. Dynamics and structure of the Russian banks over a period of 2015-2017.

Data in the Figure 2 show negative development of the amount of banks in the national economy.
In the last 3 years 172 banks suspended their operations in the country. The main reason was revocation of
the license for the right to perform banking transactions. Reduction of the amount of banks can be indicative
of two aspects: on the one hand, shutdown of ineffective banks, of banks violating laws and regulations or
doing some shady business can be considered as a positive trend. At the same time, it shouldn’t affect the
system itself and level of provision of business entities with banking services. On the other hand, these
dynamics can cause a major damage to businesses and people due to loss of the capital placed on accounts
in these banks, decline in availability of bank services, and in the adverse economic conjuncture conditions
this trend leads to the growth of system risks jeopardizing stability of the whole banking sector
(Tashtamirov, Tavbulatova, Galazova, & Abayev, 2017).

In this particular case, one can observe the second scenario since reduction of the number of banks
leads to the increased share of unprofitable credit organizations, which was 25% in 2017. Hence, a fourth
of the country’s banks is currently making loss. To determine the threshold values, it is necessary to find
the lowest value of profitability of the banks in the system considering Russian practice. When examining
the retrospective, the lowest value of the banking system unprofitability during the post-crisis period was
5,1% in 2011, there was also the lowest aggregate loss this year. Therefore, high stability can be

characterized with the value lower than 5%, average — 5-15% and low one — higher than 15%.

6. Findings

Application of the suggested banking system stability evaluation method resulted in analysis of the
main indicators given in the Table 1. The data were considered in dynamics covering the period from 2015
through 2017. In the end, results of the index calculations allowed determining corresponding levels of

stability of their values, provided in the Table 2.
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Table 02. Level of the Russian banking system stability based on the system of the indicative
macroeconomic values

. Stability Level
Indicator i
Low | Average | High
Monetarization indicator by ruble stock, 11 +
Monetization by the foreign currency component, 181 +
Foreign currency predominance indicator, 12 +
Cash element, 13 +
Indicator of money stock outrunning price index, 14
Lending and credit indicator, 15 +
Share of arrears, 16 +
Indicator of the banking system stability threshold factor, N
Rg>ik>ir>IP
Correlation between credit rates and deposits, Ix/r +
Loss ratio +
Indicator of development disparity between the real and credit sectors, 17 +
Aggregate stability indicator +

7. Conclusion

Following on from the conducted study on evaluation of modern dynamic macroeconomic stability
of the banking system, one can sum up that stability level value of the Russian banking system is low but
with the opportunity of reaching the mean values. Evaluation showed that most of the indexes have a low
level, 7 values out of 11 follow a downward trend. Others show a slight growth. Money stock structure,
money velocity, foreign currency predominance coefficient and money stock growth outrunning consumer
price index can be one of the risks causing instability in the banking business which is hereto related to the
depreciation shock recurrence and possible upturn in inflation in the future. Reduction of operating
enterprises, worsening of their financial situation and deceleration of crediting of the legal bodies can lead
to the credit exposure growth, which directly impacts financial stability of the banking system. Besides, a
great deal of unprofitable banks, decrease of credit interest rates and deposits ratio, reduction of credit
organizations, loss of liquidity, increase of the cash gap among the 10 largest banks can affect stability of
the banking sector in the most negative way and have a domino effect in the banking business.

The factors indicative of improvement of the banking system stability are slight growth in reduction
of loss-making banks, lending growth and decrease of arrears.

Provided analysis characterizes stability level from the macro-approach perspective and more
detailed evaluation of the banking sector stability and reliability requires a broader analysis tools

considering institutional characteristics and indicative figures of the economy’s banking services security.
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