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RUSSIA’S BANKING SECTOR IN OCTOBER 2015
M.Khromov

Banks continue shedding liabilities before the monetary authorities and non-
residents amid the credit market stagnation. In October, for the first time the
banking sector’s profit has reached the level of last year, however, the operat-
ing profit remains rather low on the whole.

During October 2015, the Russian
banking sector’s total assets have
contracted by 0.7%. Annual growth
rate of assets as of the period-end for 20 1 et
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ize? and the bank operations volume
growth rate still remains minimal.

By the period-end for ten months
of 2015, the banking sector finan-
cial outcome has come to Rb 193bn.
Return on assets (ROA) for January—
October 2015 year-on-year fell to
just 0.3% and profitability of the
capital base down to 3.4%. This year, all these indicators turned out to be
3.5-5 times less than a year earlier. Over ten months of 2014, the banking
sector profit constituted Rb 723 bn (in 2015 reduction by 3.8-fold), return
on assets — 1.4% year-on-year (reduction by 4.7-fold), and profitability of the
capital base — 13.5% year-on-year (reduction by 4-fold).

Significant number of credit institutions boasted negative financial results.
By the period-end for ten months of 2015, two hundred and fifteen credit
institutions have shown losses totalling Rb 413bn. Meanwhile, profit of the
remaining 538 institutions came to Rb 606bn. The magnitude of profitabil-
ity of the profitable banks’ assets (1.3% year-on-year) has turned out to be
noticeably below the absolute value of the negative profitability of the loss-
making banks (-2.3% year-on-year). Thus, the losses have proved to be more
significant than the profit. The share of the bank assets which accrue to the
loss-making banks constitute 27% of the total volume of assets.
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Sources: CBR, IEP calculations.
Fig. 1. The dynamics of the banking sector assets as compared
to the corresponding date of the previous year (growth, %)

1  Hereinafter, if not otherwise specified, the growth rates of balance-sheet indices are
adjusted by changes in the value of their components denominated in foreign currencies, but
without the adjustment by the data for banks whose licenses have been revoked. To eliminate
the effects of the rouble exchange rate movement, all the components of the banking sec-
tor’s balance sheets denominated in foreign currencies are recalculated in terms of US dollar’s
exchange rate as of a given date, all changes are recalculated in terms of USD, and the rouble-
denominated component’s changes are estimated by applying the monthly average rouble to
USD exchange rate.

2 See previous issue of the review Russian Economic Developments, Ne 11, 2015.
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Main roots for the sharp drop of the banking profit, as we stated before?,
consisted in the decrease of the bank assets quality resulting in considerable
increase of provision for reserves against potential losses as well as reduction
of profitability generated by the main banking operation.? These causes have
revealed themselves especially in relation to the loss-making credit institu-
tions.

Overall, the banking sector’s provisions for reserves came to more than
Rb 1 trillion during 10 months of 2015 and the ratio of reserves to potential
losses to total assets have moved up by 1.3 p.p. (from 5.2% to 6.5%). This
indicator reflects estimate of the soft assets in the overall volume of bank
assets. The loss-making banks were marked both by lower assets quality and
by higher rate of soft assets growth. The ratio of reserves against potential
losses to total assets regarding the loss-making banks has moved up in 2015
from 7.2 to 9.2%, meanwhile for the profitable banks — from 4.4 to 5.3%. This
being said, the growth of reserves in both groups of banks in nominal terms
has turned out to be comparable: Rb 546bn for the profitable and Rb 539bn
for the loss-making banks, wherein the assets of the profitable banks 2.6-fold
exceed assets of the loss-making banks.

Net operating income for the profitable banks also remains at a signifi-
cantly higher level than for the loss-making ones. Over ten months of 2015,
all credit institutions have gained Rb 929bn (1.5% year-on-year) less provi-
sion for reserves and revaluation of deposits in foreign currency of which
Rb 889bn (2.0% year-on-year) accounts for profitable banks and merely Rb
106bn (0.6% year-on-year) for the loss-making banks.

A year earlier (over ten months of 2014), net operating income amount-
ed to Rb 1.29 trillion or 2.4% of assets year-on-year. This speaks for a nota-
ble reduction of this component of the banking sector financial perfor-
mance.

Borrowed assets

In October, the volume of retail assets on bank accounts and deposits up
0.3%. Slowdown against the previous months when their growth constituted
0.8-0.9%, was due to contraction of assets denominated in foreign currency.
Over the month, their volume down 0.3% in dollar terms meanwhile during
previous two months retail currency deposits grew on average at 2.0% per
month. The volume of retail rouble deposits has increased by 0.6%.

In October 2015, the volume of corporate customers’ assets in Russian
banks has moved up barely by 0.7% compared to 4.0% on average for the
previous two months. The annual increment nevertheless remains at a high
level of 20.5%.

From the point of view of currency structure, the October increment has
equally devided on ruble and foreign currency components: both have moved
up by 0.7%. The share of foreign assets in the overall volume of corporate
bank deposits and accounts remains on an exceptionally high level of 39.4%.

1 See, for example, ‘Income tax have resulted in losses for the banking sector’, The Online
Monitoring of Russia’s Socio-economic Outlook, Ne 7 2015; ‘Banks: deterioration of assets
quality and earnings reduction’, The Online Monitoring of Russia’s Socio-economic Outlook,
Ne 13 2015.

2 Income less operation with reserves and adjustment to revaluation of accounts denomi-
nated in foreign currency.




The banking sector continues to
get rid of liabilities before the mon-
ey market regulators. In October
2015, the total volume of assets
of the Bank of Russian and the
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ing previous months, the liabilities
before the Bank of Russia were
partially replaced by the Finance
Ministry deposits. In October
2015, for instance, the rouble
assets attracted by the banks from
the Bank of Russia have fallen by
Rb 232bn and the liabilities on
loans denominated in foreign cur-
rency have decreased by Rb 486bn.
Meanwhile, the volume of the
Finance Ministry deposits in the
Russian banks has grown over a
month by Rb 164. Due to contrac-
tion of the total volume of assets
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Sources: CBR, IEP calculations.
Fig. 2. The Dynamics of retail deposits as compared to the
corresponding date of the previous year (increment, %)
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monetary authorities of a month
has gone down barely by 0.1 p.p.
from 8.6 to 8.5% of the total vol-
ume of the bank liabilities.

Invested Assets

Loan debt of the population
before banks goes on contracting.
In October 2015, its pace has even
increased: 0.5% against 0.1-0.2%
during previous three months.
Annual contraction of the retail-
lending portfolio amounted to 5.6%
as of the period-end for October.

Retail credit quality continues

- Total, adjusted to revaluation = ==Roubles

Foreign currency in terms of USD

Sources: CBR, IEP calculations.
Fig. 3. The dynamics of corporate customers’ accounts to the
corresponding date of the previous year (increment, %)
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moved up from 8.3 to 8.4% and the
ratio of reserves against unexpected
losses to the volume of loan debt —
from 11.1 to 11.2%. To note, the
share of debt overdue since June
2015 has been exceeding maximum

Sources: CBR, IEP calculations.
Fig. 4. The Dynamics of banks’ total debt to the Bank of Russia and
the Ministry of Finance of Russia (as % of bank assets and GDP)
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Table 1

COMPOSITION OF RUSSIA’S CREDIT INSTITUTIONS’ LIABILITIES (AS OF MONTH END), % TO TOTAL

Liabilities, Rb bn 29430 33805 41628 49510 57423 61385 77 663 74447 73513 78413 79211 78123

Bankstock 193 187 169 162 160 158 136 148 155 154 153 158
Credits allotted by
Bank of Russia

4.8 1.0 2.9 5.4 7.7 87 120 102 94 8.3 7.3 7.0

Foreign liabilities 121 11.8 111 108 10.2

Corporate sector assets 25.9 25.7 26.0 23.8 229 238 250 246 250 257 255

Securities issued 4.0

Sources: CBR, IEP calculations.

volume of 2008-2010 crisis (7.7%)
and the ratio of reserves to loan 40 -
debt —since September.

20 1
The corporate loan debt con- \
i 0

tinues growing at low pace (0.7% T S A A A S S

. P _d"-—--

in October), although the annual o [ D NP4 SN <

. . -,
growth rate remains negative. As SN
. -40

of end of October, it has dropped Qo O dDd A NN NN MY YT Y N

to 7.2% in comparison with 9.3% as 498883388803 3888033883803383838
L = = = = = = = = I = D = = I = D = I = D = I = I = I )
O O O O O 0O 0O O O O oo oo oo o o o o

of end-H1 2015 or with 12.7% as of

end-2014. = Total, adjusted to revaluation = ROUDbles
= = =Foreign currency in terms of USD

Therewith, positive monthly
growth of the rouble debt remains ]
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Fig. 6. The dynamics of the corporate lending portfolio
to the corresponding date of the previous year (%)
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October, the share of outstanding rouble debt has fallen from 7.0% to 6.9%
and in foreign currency has gone up from 1.9% to 2.4%.

Table 2
COMPOSITION OF RUSSIA’S CREDIT INSTITUTIONS ASSETS

(BY MONTH-END), % TO TOTAL

Assets, Rb bn 29430 33805 41628 49510 57423 61385 77663 74447 73513 78413 79211 78123

Assets allocated in

7.1 2.7 2.7
Bank of Russia

------------
Foreign assets 141 134 143 130 133 141 138 151 156 16.6 165 164
Population 131 130 144 168 185 185 155 155 154 145 143 144
Corporate sector 445 436 440 413 393 388 359 386 39.1 393 389 396
—------------
Property

Sources: CBR, IEP calculations..



