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ABSTRACT: The article discusses the formation of a methodology for assessing the impact of economic
sanctions on the stability of the Russian banking system through the index method, in particular, it proposes
a model of the financial stability index of the banking system under the influence of economic sanctions,
defines a system of private model indices (capacity index of credit organizations of the Russian Federation,
and bank profitability index, an index of their international activity, a competitiveness index of banks from
the position of placed and involved funds, index of normative state of the Russian banking sector) and
internal indicators characterizing them. This technique has been tested on the example of the banking sector
of the Russian Federation from 01.01.2014to 01.01.2019, covering the period of economic sanctions by the
United States and the European Union, the financial stability index was also calculated for individual credit
institutions under sanctioned pressure (VTB PJSC, Gazprom JSC), and for banks not included in the
sanctions list (Alfa Bank JSC, Otkrytie FC PJSC). As a result, it was proved that the impact of economic
sanctions on the financial stability of the banking sector of the Russian Federation at present, due to its
adaptation to the measures taken by the European Community and the United States, is not significant.

Keywords: banking sector, financial stability of the banking sector, financial stability index, credit organizations,

economic sanctions, index method.

. INTRODUCTION
In the modern world, one of the main institutions of a
market economy is the banking system, the

effectiveness of the state economy as a whole depends
on its development and competitiveness. The banking
sector provides management of the system of payments
and settlements, redistribution of funds, and the
implementation of monetary policy.

However, significant changes have taken place in the
financial markets over the past few years. As you know,
in 2014, the Russian banking system for the first time in
its modern history faced a whole series of quite large-
scale, severe in nature economic sanctions from the
United States, the European Union, which were joined
by Canada, Australia, Japan, Norway, Switzerland and
several other countries, among which should be noted
the freezing of assets, the restriction on the provision of
loans and investment services, the ban on the purchase
of debt obligations of sanctions banks with maturities of
more than 30 days, and on the issuance of loans with a
maturity of more her 30 days and so on.

The imposed sanctions against systemically important
and strategically important credit organizations for the
financial market and the economy of the Russian
Federation as a whole led to imbalances in the
resources being formed.
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However, how significant was the effect of economic
sanctions on the financial stability of the banking sector
of the Russian Federation? To answer this question, it
seems appropriate to formulate and calculate as a
whole the index of financial stability of the banking
system of the Russian Federation, as well as in the
context of credit organizations affected by economic
sanctions, and banks that were not included in this list
for the period from 01.01.2015 to 01.01.2019.

Il. METHODS

The methodological base of the research was based on
the works of foreign and domestic scientists on the
impact of economic sanctions on the stability of the
banking system [1-5], studies on the problems of
ensuring financial stability of the banking sector of the
Russian Federation [6-8]. Special attention is paid by
economists to the issues of assessing and ensuring the
financial stability of credit organizations [4, 5, 9, 10, 11]
to the problems of increasing the financial stability of
banks in a recession [12], etc. However, despite a large
number of studies on this topic, the question of
assessing the impact of economic sanctions on financial
stability is not well developed and requires additional
research.
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The main methods of this study were the index method,
statistical methods, the method of comparative analysis,
the method of graphic images.

lll. RESULTS AND DISCUSSION

In order to create an index of financial stability of the
banking system of the Russian Federation, the following
stages of the study were outlined:

1. Determine the system of private indices and their
internal indicators characterizing data collection. Thus,
based on an analysis of the economic literature, the
capacity index of the banking sector of the Russian
Federation (bank balance currency, bank capital,
number of structural entities of credit organizations,
profit), the profitability index of the banking sector of the
Russian Federation (return on assets, return on equity)
were included in the system of private indices, index of
international activity of the banking sector of the
Russian Federation (net international investment
position of banks, balance of financial operations of
banks), indexes of banks' competitiveness from the
standpoint of placed and attracted funds (average
growth rate of the volume of credit investments, level of
overdue debt of the loan portfolio, average growth rate
of attracted funds, average growth rate of the volume of
investments in securities, volumes of funds received
from the Bank of Russia), index of the normative state of
banks (Bank capital adequacy ratio (H1.0), current
liquidity ratio (H3), long-term liquidity ratio (H4). An
important aspect of applying the index method to
assessing the financial stability of the banking sector of
the Russian Federation is the ability of experts and
analysts to expand the range of internal indicators of
private indices in order to disclose aspects of the
likelihood of financial risks;

2. Calculation of “normalized indices” for each of the
indicators according to one of the following two
formulas, depending on what kind of influence they have
on the final result:

(a) in case of positive influence:

(Actual value—Minimum) (1 )
(Maximum-Minimum)

(b) in case of negative influence:

(Maximum-— Actual value) (2)

(Maximum — Minimum)

3. Calculation of private indices according to the
arithmetic mean formula:
Xi+.+X,

Xav = T (3)
where:
Xav~ the value of the corresponding private index;
X1..X- are the values of “normalized indices”
characterizing the corresponding private index in each
time period;
n- is the number of “normalized indices” characterizing
the corresponding private index.
4. Determination of the significance of private indices
that make up the financial stability index. In order to
exclude the subjectivity characteristic of the expert
method, a measure of chaos, disorder of a process or
phenomenon is used as a weighting factor, since “the
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larger the measure of disorder of elements (attributes),
the more difficult it is to perform, the greater its* weight ”
or significance at this stage of the functioning of the
systems, the more attention should be paid to it by the
governing body in order to reduce disorder. If the
entropy of a feature is small, then it follows that its
significance in the total set of features is also small”
[13].
To estimate the “weight” of private indices, the
information entropy formula proposed by the American
scientist C. Shannon was used:
1

H=3pi+hn () (4)
where:
H - is the coefficient of significance (a measure of
entropy, a measure of chaos, a measure of the disorder
of a process or phenomenon);
P;- is the frequency of occurrence of the value of the
private index among the studied objects.
The specific gravities (significance) of the private indices
obtained as a result of the calculations are presented in
the Table 1.
To clarify changes in the index of financial stability of the
banking sector, it is advisable to present the data in a
graphical interpretation (Fig. 1).

5. Calculation of the index of financial stability of the
banking sector by weighing each private index on its
specific gravity and summing up the data obtained in
each time period.

|y = Z(Xav * f) (5)
where:

ly - is the financial stability index;

Xav - the value of the corresponding private index;

f - the proportion of the private index in the financial
stability index.

The results of applying this methodology to assess the
financial stability of the banking sector of the Russian
Federation for the period from 01/01/2015 to 01/01/2019
are presented in the Table 2.

As follows from Fig. 1, after the growth of the financial
stability of the banking sector of the Russian Federation
during 2015-2016, due, inter alia, to the support by the
Central Bank of the Russian Federation of systemically
important banks that were under sanction pressure,
there was a slight decrease in 2017, primarily due to
emergence of liquidity problems in the top 30 banks:
BIN BANK PJSC, Promsvyazbank PJSC, Otkrytie
PJSC, Moscow Credit Bank PJSC. However, due to the
fact that the Bank of Russia reorganized BIN BANK
PJSC, Promsvyazbank PJSC, Otkrytie PJSC managed
to avoid a systemic banking crisis through the Banking
Consolidation Fund of the Banking Sector, and in 2018
the banking sector showed an increase in financial
stability.

To complete the assessment of the impact of economic
sanctions on the financial stability of the banking sector,
financial stability indices were calculated for individual
credit institutions that came under sanction pressure
(VTIB PJSC, Gazprombank JSC), and banks not
included in this list (JSC “Unicredit Bank”, Alfa-Bank
JSC), therefore, one of the largest credit institutions with
the largest impact on the banking system of the Russian
Federation was included in the relevant samples.
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Table 1: The importance of private indices in the financial stability index of the banking system.

Private index Ratio (f)
Russian Banking Sector Capacity Index 0,25
Banking Sector Profitability Index of the Russian Federation 0,2
Russian Banking Sector International Activity Index 0,1
The Competitiveness Index of banks from the position of 0,25
placed and attracted funds
Banking Regulatory Index 0,2

Table 2: Determination of the financial stability index of the banking system of the Russian Federation.

Fig. 1. Dynamics of the financial stability index of the banking system of the Russian Federation for 2014-2018.
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Fig. 2. Comparison of values of financial stability indices of credit institutions of the sample and the general index of

financial stability of the banking sector of the Russian Federation.
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Private Index 01.01.2015 01.01.2016 01.01.2017 01.01.2018 01.01.2019 f
Russian Banking Sector
Capacity Index 0,478970 0,494992 0,490156 0,503439 0,530859 0,25
Banking  Sector  Profitability
Index of the Russian Federation

0,326087 0,072464 0,398551 0,326087 0,554348 0,2
Russian Banking Sector
International Activity Index 0,120429 0,500232 0,295386 0,299555 0,453155 0,1
The competitiveness index of
banks from the position of
placed and attracted funds 0,334150 0,368208 0,396164 0,290595 0,386039 0,25
BankingRegulatorylndex 0,166639 0,442207 0,302715 0,347799 0,420880 0,2
Russian Banking Sector
Financial Stability Index 0.335626 0.344896 0.387300 0.377540 0.488377 1
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For a more objective comparative analysis, the
calculated indices of financial stability of credit
organizations were compared with the index of financial
stability of the banking sector as a whole (Fig. 2).

Fig. 2 shows that the financial stability index of both
credit institutions that have fallen under sanction
pressure and banks that are not included in the
corresponding list generally show the same trends over
the study period, which implies that the introduced
economic sanctions on the one hand made it difficult for
sanctions to function banks, but due to the effective
management and scope of the sanctions banks, their
financial stability has not decreased.

IV. SUMMARY

Thus, in the framework of this study, a model of the
financial stability index of the banking system of the
Russian Federation was formed, which can be
applicable both to assess the stability of the banking
sector under the influence of economic sanctions in
general, and individual credit organizations.

This index allows, based on a specific set of statistical
data, to judge the presence / absence of the likelihood
of financial risk. Testing of this model for the period from
01/01/2015 to 01/01/2019 showed after a certain
decrease in financial stability in 2017, against the
backdrop of problems that arose in some top 30 banks
(PJSC BIN BANK, PJSC Promsvyazbank, PJSC
"Discovery", PdJSC "Moscow Credit Bank" a tendency to
increase financial stability. Analysis of the financial
stability index by sanctions (PJSC VTB, Gazprombank
JSC) and non-sanctioned banks (Unicredit Bank JSC,
Alfa Bank JSC) indicates the same trends throughout
the study period, which implies that the introduced
economic sanctions due to the effective management
and scope of activities of sanctions banks, their financial
stability has not decreased.

V. CONCLUSIONS

The results of the study can be applied:

- credit organizations in managing financial risks in order
to increase the financial stability of the bank. In this
regard, it is important to know the system of factors that
influence the change in the level of financial stability
index;

- The Central Bank of the Russian Federation in
monitoring the level of financial risk of the banking
sector of the Russian Federation and developing
methods to increase the financial stability of the
country's banking system;

- economists, financiers in order to expand and deepen
the subject areas of scientific research.
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