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International criteria for the country’s banking
system efficiency assessment

Abstract. Modern trends in banking require application of new approaches to the banking system assessment, revealing the
banking sector potential and the shocks caused by the system risks. Therefore, the problem of harmonization of national and
international standards and criteria for banking system’s efficiency assessment is of great importance. In the article, Russia’s
banking system efficiency has been assessed by means of the methods of economic-statistical, structural-dynamic and ratio
analyses; and on the basis of this assessment recommendations on system efficiency improvements in terms of compliance with
international standards have been proposed. It is concluded that transition of the Russian baking system to Basel Il standards is
essential in order to improve efficiency of the Russian banking and comply the requirements of national and international standards.
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KasapeHkosa H. IN.

KaHOMaaT eKOHOMIYHMX HayK, OOLEHT, AOLEeHT Kadeapu chiHaHCiB | KpeanTy,

MiBaeHHO-3axiaHuin oepxaBHu yHiBepenTeT, Kypcbk, Pociicbka denepauia

KonmukosaT. C.

OOKTOP EKOHOMIYHMX HayK, Npodpecop, 3asigyBay Kadeapoto diHaHCIB i KpeauTy,

MiBaeHHO-3axiaHuin nepxaBHU yHiBepeuTeT, Kypcbk, Pociicbka denepauia

Mi>xHapoaHi KpuTepii ouiHkKN echeKTUBHOCTI 6aHKIBCbKOI cUMCTEMM KpaiHu

AHoTauifA. CyyacHi (hiHaHCOBO-EKOHOMIYHI TEHAEHLIT BUMaraloTb 3aCTOCYBaHHA HOBUX NiAXOAIB A0 OUIHKMN 6aHKIBCbKOI crucTemu,
O JO3BONAKOTL BUABMATHN NOTEHUian 6aHKIBCbKOro CEKTOPY 1 abcopbyBaTH LLOKMW, BUKINKAHI CUCTEMHUMM pu3nkamu. Y Lbomy
3B’A3KY akTyanbHOW € npobnema rapMoHi3auii HauioHanbHUX i MiDXKHapOAHWX CTaHAApTIB i KpUTepiiB OUiHKM edDeKTUBHOCTI
6aHKiBCbKOi cucTemu. Y Lin poboTi 3a 4ONOMOIoK METOAIB EKOHOMIKO-CTaTUCTUYHOIO, CTPYKTYPHO-AMHAMIYHOTO A KoedilieHTHOro
aHanisy NpoBeAeHo OLUiHKY pe3ynbTaTUBHOCTI 6aHKIBCbKOi cuctemm Pocii, Ha OCHOBI AKOI CHOPMOBAHO HaNPAMKM NiABULEHHA i
e(peKTUBHOCTI B MiXXHapoAHOMY BUMIpI.

Knto4oBi cnoBa: 6aHk; 6aHKiBCcbKa cucTeMa; eheKTUBHICTb; MOTEHLian Po3BUTKY.

KasapeHkoBa H. .

KaHaupaTt 9KOHOMUYECKUX HayK, AOLEHT, AOUEeHT kadeapb! hnHaAHCOB U KpeauTa,

IOro-3anaaHbii rocynapcTBeHHbIM yHUBepcuTeT, Kypcek, Poccniickaa ®epgepauma

KonmbikoBaT. C.

OOKTOP 3KOHOMMYECKUX HayK, npodheccop, 3aBeayowan kadeapon uHaHCOB M kKpeauTta, KOro-3anaaHbin rocynaapCTBeHHbIN
yHuBepcuteT, Kypck, Poccuinickaa ®epepauna

Me>xayHapoaHble KpuTepumn oueHKU 3¢pheKTUBHOCTM 6AHKOBCKOW CUCTEMbI CTPaHbl

AHHoTauuAa. CoBpeMeHHble (PUHAHCOBO-3KOHOMMWYECKME TeHAeHUuun TpebyloT NpMMEHEHUA HOBbIX MOAXOAOB K OLEHKe
6aHKOBCKON CUCTEMbl, MO3BONAKOWMX BbIABMATE NOTeHUMan 6aHKOBCKOro cektopa M abcopbupoBaTb LUOKW, Bbl3BaHHbIE
CMUCTEMHbIMU pucKamn. B 3Ton cBA3WM akTyasnbHOM ABNAETCA npobnema rapMoHM3auny HaumoHasbHbIX U MEXAYHaPOAHbIX
CTaHJapTOB U KpUTEpPUEB OLEHKMN 3PEKTUBHOCTN 6AHKOBCKOWM cucTeMbl. B HacToAwen pabote ¢ NOMOLLbIO METOAOB
3KOHOMUKO-CTATUCTUYECKOTO, CTPYKTYPHO-ANHAMUYECKOTO U KOI(P(UUMEHTHOrO aHanu3a npoBefeHa OueHKa pesynbTa-
TUBHOCTWN 6aHKOBCKOM cucTembl Poccun, Ha OCHOBE KOTOPOW CCHOPMUPOBAHBI HanpaBieHNAa NoBbIWeHUA ee aPHEKTUBHOCTHU

B MeXJyHapoAHOM acnekTe.

KniouyeBble cnoBa: 6aHK; 6aHKOBCcKanA cucTema; ahEKTUBHOCTb; NOTEHUMAN Pa3BUTKA.

1. Introduction. Current conditions of the integration of
the Russian banking system into the world economy have in-
creased the role of banking in the Russian economy. Commer-
cial banks as basic financial institutions directly influence mac-
roeconomic processes, which necessitates their performance
efficiency assessment due to the following reasons.

Firstly, the basic function of the banks as financial interme-
diaries is transformation of savings into investments, which is
achieved by means of the accumulation of companies’ or po-
pulation savings, and is an essential condition to provide ex-
panded reproduction.

Secondly, banks extend credit to economic entities, mee-
ting their need for financial resources and inciting sustainable
development of the economy. Crediting process is inseparab-
ly connected with the credit issue mechanism and directly inf-
luences country’s monetary system.
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Analysts note that banking specificity and financial insti-
tutions’ role in the country’s economy require continuous and
high-quality control over the banking system as a whole and
some banks in particular [1- 3]. Close cooperation of the na-
tional banking system and international financial institutions
leads to the fact that any crisis in the world economy direct-
ly impacts the state and prospects of the development of the
Russian credit organizations. Due to aforementioned, it is
necessary to create an efficient system of banking supervi-
sion in Russia, which will provide sustainable development
for not only the banking supervision system but the econo-
my as a whole.

2. Statement of the Research Problem. The problem of
assessment of the country’s banking system has become an
urgent one in current conditions when interaction of the natio-
nal and world banking systems determines the necessity of the
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use of international criteria in the assessment of banking effi-
ciency. Studies reveal that efficient development of the coun-
try’s banking system provides an adequate level of the eco-
nomic growth [4, p. 219], and the decrease of the investment
activity of banks causes deformation of financial and econo-
mic relations and decline in manufacturing, which increases
the gap between financial and business sectors of the national
economy [5, p. 6]. Therefore, the issue of the assessment of
the national banking system’s efficiency taking into considera-
tion international criteria is of great importance.

3. Brief Literature Review. Efficient banking is a top-

priority problem of modern banking management, and ban-
king can be considered efficient not only if a bank has a po-
sitive financial result (profit), but also in general sense if a
bank achieves the set goals taking into consideration the sus-
tainable development of the commercial bank. The issues
of the assessment of banking efficiency are studied in the
works of G. Beloglazova (2014), O. Lavrushin (2012),
V. Manuilenko (2011), A. Marshall (1993), T. Petrova
(2014), P. Rose (1998), J. Sinkey (2007), P. Samuelson
(1993) and many others.

4. Purpose. The objective of this article is to study

the Russian banking system in terms of its efficiency 10

based on international criteria and to use the obtained
data for the creation of guidelines for the banking ac-
tivity.

5. Results. In modern banking management, there
are various techniques for the assessment of efficiency.
In the Russian banking practice, banking system’s ef-
ficiency is assessed considering the indices of the re-
turn of equity and assets of commercial banks [6, p. 9],
as well as the ratio of bank equity and assets to GDP.
By these indices, in The Concept of the long-term social
and economic development of the Russian Federation
for the period until 2020 is envisaged the growth of the
share of bank lending up to 80-85% by 2020.

International standards for the assessment of banking effi-
ciency are based on the sufficient level of bank equity and re-
duction of risks of the commercial banks’ activities. First of all,
regulation of banking system efficiency within the world com-
munity is based on the criteria of Basel Committee on Banking
Supervision [7, p. 28].

A number of researchers, e.g. Brunnermeier M. (2009),
confirmed the fact that 2008 world financial crisis had shown
inconsistency of the then current system of financial regula-
tion based on the standards of Basel Il [8, p. 79]. In 2010, Ba-
sel Committee on Banking Supervision approved new criteria
for the assessment of capital adequacy - Basel lll; the tran-
sition to these standards will have been completed by 2019.
V. V. Manuilenko (2011) notes that current criteria of the ef-
ficiency of banking system assessment, specified in Ba-
sel lll, are a standardized set of techniques for the commer-
cial bank’s capital analysis for qualitative reduction of risks
related to banking (credit, market, operational risks) [9, p. 11]
and banking business efficiency provision. Only these factors
combined on the basis of the risk-oriented approach to su-
pervision make Basel Ill standards capable of inciting ban-
king efficiency in the world banking system. Transition to Ba-
sel lll standards of the Russian baking system is necessary
not only to improve Russian banking efficiency, but to provide
compliance of the requirements of national and international
standards.

The Central bank of Russia imposes tougher requirements
for the sustainable development of commercial banks than
Basel Committee on Banking Supervision. Thus, applied ac-
cording to the Russian standards capital adequacy ratio re-
quirements is 25% higher than the limits of Basel Commit-
tee; Bank of Russia also carefully monitors the recording and
use of subordinate loans; and liquidity coverage ratio require-
ments are comparable to the requirements of Basel Il stan-
dards and are permanently monitored by the national regu-
lator. In T. Petrova’s (2014) opinion, due to the high degree of
concentration of country’s banking system, only a few Rus-
sian banks match the international criteria for authorized capi-
tal and equity in full [10, p. 58]. In 2014, the share of 200 big-
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gest commercial banks in terms of assets in total assets of the
country’s banking system was 97.3%, and relative share of the
5 biggest banks in assets was 55%.

As a result of financial and economic crisis of 2014,
caused by the currency crisis affected Russia’s banking sys-
tem, stabilization measures to improve banking efficiency and
provide capital adequacy of Russian banks had to be taken
[10, p. 44]. The result of the application of the stabilization
measures introduced in December, 2014 was the growth of
the regulatory capital which, according to the methodology
of international standards, exceeds the capital calculated ac-
cording to the Russian methodology by 9%. As a whole, re-
gulatory factors contributed to the 1.5% increase of the capi-
tal adequacy ratio H1 at the beginning of 2015, and due to the
outrunning growth of the capital bases of banks in compari-
son with GDP, their ratio increased from 10.7% to 11.2% du-
ring the year (Figure 1).

2009

2010

2011 2012 2013 2014 2015

Fig. 1: Share of banking capital in Russia’s GDP

Source: Authors’ elaboration based at the Russian Federation Federal

State Statistics Service data

The researchers note that 2008 crisis consequences
were found in the ratio of bank capital and GDP up to 2011
[11, p. 41], when this ratio was at the minimum level for the
period of the research (9.4%). Since 2012, amongst other
things, a gradual growth has begun due to the implementa-
tion of the international standards Basel Ill in the Russia’s
banking system. Following the results of 2015, the share of
the banking capital has made 14.8% of GDP in Russia.

Having overcome the world crisis consequences, Rus-
sia’s banking system developed qualitatively from 2011 to
2014, which facilitated general economic growth as well as
the development of the country’s financial sector [13-14].
Stabilization of the economic development in Russia in
2012-2013 determined the positive dynamics of the post-
crisis development of the country’s banking system, which
was expressed in the expansion of the basic banking acti-
vities [15-16]. Destabilization of the geopolitical situation in
2014-2015 led to the deceleration of the banking activities
growth, first of all, in terms of crediting. The banking sec-
tor responds to crisis with a certain time lag, which suggests
manifestation of crisis consequences in the structure of as-
sets of Russian banks in 2015-2016.

The growth of earnings of Russian banks as a an even-
tual financial effect of their activities during the previous pe-
riod is provided by the reduction of expenses, first of all, due
to the slowing down of the creation of provisions for possible
bad debts. This is caused by the growth of the quality of bank
lending and reduction of risks connected with banking activi-
ties [17, p. 43], and the growth of «working» assets, mainly,
credit operations.

In 2012, there was an increase of the growth rate of
the capital base of banks which was 16.6% against 10.8%
in 2011. This increase was provided by the increase of
the growth of earnings of Russian banks. In 2012, the in-
crease of banking capital was provided by the capitaliza-
tion of banking sector profit. The greatest absolute increase
of the capital of country’s banking system was provided by
the strategic bank PJSC Sberbank of Russia (the increase
was 150.2 blin rubles), PJSC VTB (99.8 bin rubles) and
PJSC VTB 24 (37 bin rubles). Since 2012, dependence of
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the banking sector of Russia on the refinancing by the Bank
of Russia has significantly grown. The credit exposure by the
Central Bank of Russia was 2.7 trillion rubles, which was
122% more than in the previous year. Since 2013, returns on
assets and equity of Russian banks have been decreasing,
and since 2014, absolute profit obtained by Russian banks
has been decreasing.

Banking efficiency, i.e. assets and capital earnings, is
modestly decreasing. Thus, the returns on assets (ROA) in
2012 was 2.3% (2.4% in 2011), and return on equity (ROE)
was 18.2% (17.6% in 2011). In spite of the reduction of weigh-
ted mean values of indices of the banking system earnings,
in 2012, the level of return on assets increased in 501 banks,
which was more than 50% of the total number of credit orga-
nizations, and return on equity increased in 496 banks (52%
of the total number of banks). There is a tendency for these
values’ decrease: ROE decreased to 14.1% in 2013 and to
7.6% in 2014; ROA decreased to 1.7% in 2013 and 0.9% in
2014. Following the results of 2015, ROA of five largest banks
has made 1%, ROE - 7%. All other banks have shown either
zero or negative values of profitability.

The base characteristic of the country’s banking system
directly influencing its efficiency is assessment of manage-
ment quality [18]. It is carried out in terms of the risk manage-
ment system, internal control level, strategy risk management,
management of risks of financial incentives of the personnel.
The results of these activities are represented in Figure 2.

The most important condition required to provide efficient
operation of the country’s banking system is close interaction
and cooperation with the regulatory agency (the Central Bank
of Russia) and different supporting organizations (the Agency
for Deposit Insurance, the Russian Bankers’ Association, the
Credit Bureau). High quality procedural guidelines for the as-
sessment of the efficiency of commercial banks and activities
for banking improvement, complying with the current interna-
tional codes and standards are required.

6. Conclusion. The mechanism of international criteria ap-
plication to improve efficiency of the country’s banking system
should meet the real capabilities of the Russian banks, which
is reflected in the following:

e tightening of the insurance system of banking risks;
e creating of the specialized credit organizations as financial
institutions with formalization of their functions and criteria

Reference
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Fig. 2: The outcome of the quality of management
assessment in Russian banks
Source: Authors’ own research in 2012-2015

of their activities, creation of the system of compatibility re-
quirements for different types of banking activities (credit,
deposit, investment, innovative, mortgage loan operations);

* increase of significance of self-regulatory organizations in
the banking sector (first of all Russian Bankers’ Association),
creation of such organizations for each type of banking ac-
tivities, and with the possibility to delegate them in the future
some regulatory functions of the Bank of Russia;

e legally supported priority of the development of national
banks including information, technological and procedural
state support; possibility to use protective measures or fi-
nancial support of the country’s banking system;

e creation of the efficient system of bank auditing with the sup-
port of Bank of Russia;

¢ modernization of the forms of a bank recording and repor-
ting system, banking technologies, approaches to security
based on the standards accepted in the world banking com-
munity.

Therefore, the necessity to develop new approaches to
the assessment of banking system efficiency is conditioned by
high requirements for reliability and sustainability of commer-
cial banks, stable creation of bank resources and reserves,
bank risks management; and implementation of international
standards will facilitate the sustainability of the development
of the country’s banking system as a whole.
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