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Abstract

The banking sector plays an important role not only in the economic, but also in social
life of the country, since it is the main element of confidence’s evidence in the eco-
nomic, but also in public policy.

The banking system has a two levelsin the organization. The first one is represented by
the Central Bank of the Russian Federation and the second by commercial banks, so
this article studies the second level of the banking system in Russia.

Commercial banks play basic role in the economic activities by investing in various
sectors of the economy, since they consider as a broker between lenders (investors)
and debtors so they are facing potential risks which try to avoid and minimize.

To determine the performance’s efficiency, banks use one of the FAS (financial Amer-
ican standards) — the American model CAMELS which measures the efficiency of the
use of available bank’s financial resources.

Based on the indicators of the five represented banks, at the end of the article the au-
thors compiled a rating of the most stable banks of Russia according to this model.
Keywords: economy, banking system, credit organizations, commercial bank, Central
Bank, CAMELS model.
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AHHOTaNUuA

bankoBckas cdepa urpaer BaKHYIO pOJib B SKOHOMHYECKOH M COIUAIBLHOU KU3HH
rocyJapcTBa, Tak KaK OHa SIBJIIETCSI OCHOBHBIM 3JIEMEHTOM JIOBEPHUS HE TOJIBKO K KO-
HOMUKE, HO U K TOCYIApCTBEHHOMU ITOJINTHUKE.

baHkoBckas cucTteMa MMeEET ABYXYPOBHEBYIO cHCTeMy opranu3auuu. [lepBbiil ypo-
BEeHb npejacTasieH — LlenTpanbHbiM bankoMm Poccuiickoin @enepanuu, BTOPO — KOM-
MepueckUMU OaHkamMu. B JaHHON cTaTbe paccMOTpeH BTOpPOH ypoBeHb 0aHKOBCKOMN
cucrtemsl Poccun.

Kommepueckue 6aHKu SBISIOTCS OCHOBOM 3KOHOMHYECKON aKTUBHOCTH MHBECTUIIUHN B
pa3NIUYHBIX cepax SIKOHOMUKH, TaK KaK OHH BXHYIO UTPAIOT poJib (PMHAHCOBOTO I10-
CpeIHUKA MEXIY KpeAUTOpaMu (BKIQAUMKAMU) U 3a€MIIUKAMU, a TAK)KE CTAIKUBAIOT-
¢4 C MOTECHIMAJIbHBIMUA PUCKAMU, KOTOPBIE CTPEMATCS MUHUMU3UPOBATb.

s onpenenenust oueHKHU 3)(PEKTUBHOCTU CBOEH AEATEIbHOCTH OaHKU UCIOIB3YIOT
OJIMH U3 MEXAYHApOJIHBIX CTaHIApTOB — amepukaHckas moxaenbr CAMELS. Takas
olleHKa u3MepsieT 3Q(GEeKTUBHOCTh UCIIOIB30BaHUS UMEIOIUXC Yy 0aHKa (PUHAHCOBBIX
pecypcoB.

Onupasich Ha MOKa3aTenau MATH MPEICTaBICHHBIX OAHKOB, B KOHIIE CTaThU aBTOPaAMU
COCTaBJICH PEUTHUHT HanboJiee yCTOMYUBBIX 0aHKOB Poccuu mo JanHO#M Moiemu.
KitoueBble cJioBa: 5KOHOMHKA, OAaHKOBCKas CHCTEMa, KPEAMTHBIC OpraHU3allHH,

KomMMmepueckuit 6ank, LlenTpanbubril 6ank, mogens CAMELS.

Brenenmne

The banking system plays an important
role in the Russian economy. It is the central
link in the monetary and credit policy of the
state, since the state of the country's economy
on the international arena depends on it.

The banking system assumes the existence
of two subsystems. The first level is represent-
ed by the Central Bank of the Russian Federa-
tion (Bank of Russia). Its main tasks include:
the issuance of money, the maintenance of sta-
ble operation of monetary policy, as well as the
provision of sustainable functioning of com-
mercial banks within the state.

The second level is represented by com-
mercial banks and non-bank credit organiza-
tions (NCOs) of the country. The main task of
credit organizations is to conduct banking op-
erations for settlement and cash, credit and de-
posit services for clients and subjects of eco-
nomic relations, and NCOs have the right to
carry out only certain types of banking opera-
tions.

OcHoBHasl 4acTh

At present, the assessment of the effective-
ness of commercial banks using the CAMELS
model is becoming increasingly important and
relevant. The CAMELS model is an American

rating system for assessing US banks, devel-
oped in 1978 by the Federal Reserve System
(FRS). Although the model is more used for
external evaluation of the efficiency of a com-
mercial bank, it is also useful for internal man-
agement of the bank and other interested par-
ties.

This model consists of six elements: capi-
tal adequacy, asset quality, management, profit,
liquidity and sensitivity.

C — Capital adequacy;

A — Asset quality;

M — Management;

E — Earnings;
L — Liquidity;
S — Sensitivity.

Capital adequacy refers to the organiza-
tion's compliance with the requirements for as-
sessing net assets taking into account risks.
Banks must comply with the norms and estab-
lished practices of paying interest and divi-
dends. Despite the fact that these factors
strongly reflect how the bank works in relation
to normative acts, it can also be viewed as a
factor of efficiency and profitability.

The quality of assets shows the company's
stability in the event of risks. It covers the qual-
ity of the organization's loans, which refers to
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the main sources of income. From an effective
point of view, the quality of assets reflects the
efficiency of the bank'’s operating activities.

The third factor assesses whether the insti-
tution can respond to the financial crisis. The
ability of management to identify, measure,
monitor and control risks in operations is an
indicator of how an organization can safely and
effectively perform its functions in the event of
an emergency.

The profitability ratio measures financial
results in order to expand and maintain compet-
itiveness. The growth of the company, stability,
growth of net interest margin and market value
are indicators for assessing productivity and
profit level.

Liquidity refers to the company's short-
term financial resources and how quickly they

can be converted into cash. In addition, com-
mercial banks in accordance with the Bank of
Russia need to maintain the necessary level of
liquidity.

Risk sensitivity shows how some risks can
affect a financial institution. This can be as-
sessed by studying the management of the loan
portfolio and finding out how much it is ex-
posed to currency risk and the risk of delin-
quency. Despite the fact that this factor does
not measure the internal processes of commer-
cial banks, it still gives a fairly good idea of
which areas of business processes should be
considered because of the increased risk [3].

Based on these elements, we present an
analysis of the adequacy ratios of the basic and
total capital of commercial banks in Russia for
2017 (Table 1).

Table 1

Analysis of capital adequacy ratios of fixed and total capital of commercial banks of the Russian
Federation as of 01.01.2018 [11]

Tabmura 1

AHaJIH3 K03 (PHIHEHTOB T0CTATOYHOCTH OCHOBHOTO U COBOKYITHOI0 KANTUTAJIOB
KOMMepuecknx 0ankoB P® na 01.01.2018

The coefficient of cap-| Coefficient of capital
Ne Name of the bank ital adequacy (Cl)fypo adequacy ratio (Cg), %

1 JSC Raiffeisenbank 13,73 16,85
2 JSC Russian Agricultural Bank 9,27 10,93
3. VTB (PC) 11,91 14,26
4, Post Bank (PC) 9,91 12,4
5. Sberbank of Russia (PC) 14,54 18

Optimal value 15-20 25-30

The top leader in increasing capital during
2017 was Sberbank of Russia (+551 billion ru-
bles). A significant increase in capital from the
largest bank in Eastern and Central Europe is
associated with high profit.

Also a good result was demonstrated by at-
tracting a large volume of subordinated loans
and funds of JSC "Russian Agricultural Bank "
and VTB (Public corporation). A significant
increase in equity capital from these banks al-
lowed them to strengthen their positions in the
top ten [12].

In Table 1, the capital adequacy ratios and
the aggregate capital adequacy ratio are consid-
ered. The capital adequacy ratio shows how

much of the bank's equity is in the structure of
liabilities. The higher its share, the more relia-
ble and stable the bank operates. The coeffi-
cient of sufficient aggregate capital shows the
share of fixed capital and additional capital in
the total balance sheet.

On the basis of the given data in the table it
can be concluded that none of the represented
bank achieved the optimal value by two coeffi-
cients. This indicates a low degree of bank reli-
ability and the need to raise borrowed capital.

The next element characterizing the
CAMELS model is the quality of assets, which
are presented in Table 2.
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Table 2

Analysis of assets of commercial banks of the Russian Federation as of 01.01.2018 [13]

TaOnuua 2

AHaJIN3 aKTHBOB KOMMep4ecKux 0ankoB P® na 01.01.2018

The volume Coefficient of
Ne Name of the bank f assets, Growth of assets,% protection
billion rubles. against risk,%
1. | JSC Raiffeisenbank 904,8 13,7 10,62
9 JSC Russian Agricultural 3587 4 14 -3,49
Bank
3.| VTB (PC) 10041 2,8 2,98
4. | Post Bank (PC) 273,1 96,2 5,92
5. | Sbherbank of Russia (PC) 24624,8 6,6 13,89
Optimal value - - 5<

The past year of 2017 turned out to be
quite successful for the Russian banking sector.
As a result of last year, assets of Russian banks
in nominal terms increased by 6.4%. The
growth rate of the assets of the Russian banking
sector recovered quite quickly and allowed ful-
ly compensation for the failure in 2016.

According to the results of the research, by
the end of 2017, the volume of assets of
thecommercial banks represented in the table
rose by at least 6.6%.

The largest increase in assets in absolute
terms was observed in Sherbank, the volume of
assets increased by 1.5 trillion Rubles or by
6.6% by the end of the year.

The best relative dynamics of assets among
TOP-100 large credit organizations in 2017
was at the Bank Post, whose assets grew almost
2-fold, which allowed the bank to rise in the
rating by 17 positions. A good result is due to
an extensive network of branches, as well as
aggressive advertising policy.

In the second half of 2017, the nominal
dynamics of the assets of the Russian banking
sector had a positive trend, which indicates
positive prospects for the first half of 2018. Op-
timism is largely related to the expectation of
growth in lending against a background of low-
er interest rates.

It is expected that the pace of consolidation
of assets of the Russian banking sector will
continue to remain at a relatively high level in

2018. First, the reviews of licenses and the re-
habilitation of commercial banks have recently
increased the flow of customers to the largest
and most reliable banks significantly. Secondly,
the reduction of rates will help large banks,
since there have not be seen new relatively
large niches in the banking services market, in
which medium and small banks could show
significant growth. In addition, the continued
reduction of participants in the banking market
will naturally lead to an increase in industry
consolidation [4].

Table 3 provides an analysis of the coeffi-
cients that determine the management and
evaluation of management practices (business
activity). It characterizes the bank's ability to
raise funds, and effectively and rationally place
them. This element consists of a set of coeffi-
cients. Let's consider some of them:

1. Coefficient of lending activity:

Credit investments

Cl =
Total assets (1)
2. Coefficient of investment activity:
Investments in securities
€2 = @)
Total asscts
3. Level of resource mobilization:
c3 = (Liabilities (borrowed funds)) 3)

Liabilities
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Table 3

Analysis of the coefficients of business activity of commercial banks
of Russia as of 01.01.2018 [6, 7, 8, 9, 10]

Tabmuna 3

AHanu3 Ko3(p(PUUMEHTOB /1e/10BOii AKTHBHOCTH KoMMepueckux 6ankoB Poccun va 01.01.2018

Ne Name of the bank ClL, % C2, % C3, %
1. | JSC Raiffeisenbank 76,3 8,7 77,3
2. | JSC Russian Agricultural Bank 72,1 11 83,9
3. | VTB (PC) 66,7 16,4 79,7
4. | Post Bank (PC) 78,8 0,0002 7,8

5. | Sberbank of Russia (PC) 75,7 13,5 79,3
Optimal value 65-75 <10 80-85

On the basis of the data given, it is noted
that (JSC) Raiffeisenbank and Bank Post con-
duct This article considers the structure of the
banking system of the Russian Federation and
the efficiency model of commercial banks
“CAMELS”. Based on the indicators of the five
banks represented , the authors compiled a rat-
ing of the most stable banks in Russia for this
model an aggressive risky credit policy and
insufficient diversification of assets, as the val-
ue of the credit activity ratio is more than 75%.
However, in terms of investment, they pursued
the least risky policy, since in the conditions of
increased competition of commercial banks and
unstable banking system, securities are the
most high-risk instrument. The level of attract-
ing resources characterizes the activity of the
bank in attracting funds in the financial market.

The low level of the value of this coefficient
indicates a decrease in the bank’s activity in
attracting resources and, at the same time, re-
ducing the riskiness of banking activities of the
bank's stability. JSC " Bank Post " has such a
low value at (7.8%).

Profitability and Earnings indicators of the
"E" group determine the financial result of a
commercial bank. It is the final stage in deter-
mining the effectiveness of the bank.

There are many indicators that characterize
the profitability of the credit organization: re-
turn on assets, profitability of credit operations,
and return on capital.

Within the framework of this group of in-
dicators, the return on assets and the profits of
five commercial banks of the Russian Federa-
tion for 2017 are shown (Table 4).

Table 4
Analysis of the volume of profit and profitability of assets of commercial banks
of Russia as of 01.01.2018 [5]
Tabnuma 4
AHajau3 o0neMa l'lpldﬁbl.]]l/l u peHTaﬁe.}IbHOCTI/I AKTHBOB KOMMEP4YECCKHUX oankoB Poccun
Ha 01.01.2018
Return on assets, The volume of profit,

Ne Name of the bank % billion rubles
1. | JSC Raiffeisenbank 3,5 29,7
2. | JSC Russian Agricultural Bank 0,2 55
3. | VTB (PC) 0,8 75,9
4. | Post Bank (PC) 3,4 6,7
5. | Sberbank of Russia (PC) 3,6 847,9
Optimal value 0 -
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It is worth noting that the year 2017 was
"profitable” as a record positive monthly dy-
namics of profit was achieve. This article con-
siders the structure of the banking system of the
Russian Federation and the efficiency model of
commercial banks “CAMELS”. Based on the
indicators of the five banks represented, the
authors compiled a rating of the most stable
banks in Russia for this model.ved beside some
negative results. In particular, at the beginning
of the year, the profits of the banking sector
were characterized by high growth rates, and its
volume almost always exceeded 100 billion
rubles, and only in three of the first eight
months was below this level. In April, the prof-
it of banks was at the level of 215 billion ru-
bles, and thus a new historical record was set
for the volume of profit for the month. On the
other hand, since September, banks have
stopped showing profits. In September, a rec-
ord monthly loss of $ 322 billion was observed.
At the same time, not only did September be-
come unprofitable for the Russian banking sec-
tor in 2017, but December was characterized by
a negative financial result (-81 billion rubles).

Thus, the year 2017 was a year of con-
trasts, when the banking sector simultaneously
showed profit and loss records, which is gener-
ally more negative and indicates a significant
crisis in the banking sector.

The return on assets of the Russian bank-
ing sector in 2017 showed a moderately nega-
tive result by the standards of recent years. So
for the 12 months ended January 1, 2018, re-
turn on assets (ROA) was 0.97% compared to
1.15% at the beginning of 2017 (0.25%
in 2015).

Thus, the financial recovery of the three
banking groups (Bank FC Opening, Banks
Group BIN, Promsvyazbank) quite strongly
affected the return on assets. It should be noted
that in August, when the profit of the banking
sector was at its peak, the profitability of banks'
assets was 1.74%.

The most profitable bank in Russia in ab-
solute terms, as well as during all the last 20
years, was Sberbank, which in 2017 earned a
profit of 848 billion rubles, that is 27% more
than a year earlier. The main factors influenc-
ing Sberbank's good results are the growth of
net interest expenses (mainly due to a decrease
in the cost of funding), the growth of commis-
sion income, and the growth of income from
operations with securities. The second in terms
of absolute profit before tax last year was VTB
Bank, whose financial result amounted to 76
billion rubles, which is more than an order of
magnitude lower than the result of the leader.

Furthermore, to assess commercial banks
fully using the CAMELS maodel, it is necessary
to consider the liquidity ratios (Table 5):

L1 is designed to assess the level of the
"first-line reserve";

L2 serves to estimate the level of the "re-
serve of the second stage™;

L3 characterizes the required level of high-
ly liquid assets in the balance sheet structure;

L4 assesses the bank's ability to simultane-
ously settle all its obligations;

L5 characterizes the balance of the bank's
active and passive policies to achieve optimal
liquidity.

Table 5
Analysis of the liquidity ratios of commercial banks in Russia as of 01.01.2018 [6, 7, 8, 9, 10]
Tabnuma 5
AHaJIM3 HOPMATHBOB JJUKBHIHOCTH KOMMep4Yeckux 0ankoB Poccun na 01.01.2018
No Name of the bank L1, % L2, % L3, % L4, % L5, %
1, JSC Raiffeisenbank 6,93 10,26 5,85 7,58 117,4
2. JSC Russian Agricultural Bank 8,35 16,18 6,53 7,79 275,05
3. VTB (PC) 2,61 6,80 4,9 6,15 100,15
4. Post Bank (PC) 10,53 10,53 10,16 13,11 132,21
5. Sberbank of Russia (PC) 6,36 13,49 6,24 7,86 222,15
Optimal value 3-7 8-12 12-15 15-20 100
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On the basis of the data given in the table,
it can be seen that only 2.61% of the incoming
resources of VTB (PJSC), attracted for the term
deposits and on demand accounts, are provided
with first-class liquidity while the other com-
mercial data banks are above or within the
norm. In addition, the L2 coefficient is below
the norm, so the resource base of this bank is
not stable, and a sufficient amount of incoming
funds are not provided with first-class liquid
funds.

The coefficients L3 and L4 of the presented
banks are below the optimal value, which indi-
cates the insufficient possibility of the bank's
assets to be exchanged for cash and that the rec-
ommended value of attracted funds (at least
15%) is not covered by highly liquid assets.

The optimal value of the liquidity ratio L5
iIs 100% (the classical ratio of current assets
and current liabilities is 1: 1). However, this
ratio in the submitted banks is more than 100%,
which indicates that the income of commercial
banks exceeds expenditures.

The optimal value of the liquidity ratio L5
iIs 100% (the classical ratio of current assets
and current liabilities is 1: 1). However, this
ratio in the submitted banks is more than 100%,
which indicates that the income of commercial
banks exceeds expenditures.

Thus, with the help of the analysis done, it
IS possible to determine the rating of the most
stable banks of Russia for 2017 (Table 6).

Table 6

Rating of the most stable banks of Russia according to CAMELS model 01.01.2018

Tabmnuma 6

PeiiTunr naubosee ycroiiuuBbix 6ankoB Poccuu no mogesu CAMELS na 01.01.2018

The most stable commercial banks as of
01.01.2018, presented in the table, are PJSC
Sberbank and Raiffeisenbank, which received
10 and 9 points, respectively. Next to them is
PJSC "PostBank", which scored 8 points ac-
cording to the rating. Banks with the lowest
score are Russian Agricultural Bank and VTB
(PC).

It should be noted that a variety of rating
agencies use the CAMELS methodology with
other approaches. Therefore, when analyzing, it
is worth to rely not only on numbers, but also on
professional judgments. The main advantage of
the method is the complex nature of the assess-
ment of the credit structure, based on a reasoned
judgment of banking supervision specialists.

This methodology is easy to understand,
and the results that were obtained with it
through the process of assessing the reliability

Ne Name of the bank Points
1. JSC Raiffeisenbank 9
2. JSC Russian Agricultural Bank 6
3. VTB (PC) 5
4, Post Bank (PC) 8
5. Sberbank of Russia (PC) 10
Source: compiled by the authors on the findings of the study

of a commercial bank can be used not only by
bank specialists, but also by potential clients of
the bank.

After a detailed review of the adapted
CAMELS methodology, the following conclu-
sions were drawn. First, with the help of this
system, the level of stability of individual enti-
ties of the financial system and of the entire
financial sector of a country as a whole is ex-
amined. Secondly, with its help, capital ade-
quacy, asset quality, and other components of
the CAMELS methodology for the financial
sector (the banking system) as a whole are as-
sessed [2].
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