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Abstract

The growing investment activity of banking
sector organisations is an important condition
for securing diversification of assets and
obtaining additional sources of income, as
well as maintaining the required level of
liquidity. Economic crises and instability of
stock markets affect the investment policy of a
bank, the quality of its investment portfolio,
and the scope of investment transactions with
securities. The purpose of the research is to
carry out a comprehensive analysis of the
investment mechanism of the Russian banking
sector and its organisation, to characterise the
investment policy and risks connected with
investment activities, to determine the criteria
for financial instruments included in the
structure of investment portfolios of Russian
credit institutions. The authors used the
analytical, regulatory, comparative, and
statistical methods of research to define the
dynamics, composition, and structure of
investment portfolios and risks involved in the
business of financial and credit institutions, in
the course of the formation of investment
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AHHOTAIUSA

Poct MHBECTUIIMOHHOM aKTUBHOCTH
OpraHu3aliii OaHKOBCKOTO CEKTOpa SBISCTCS
Ba)KHBIM YCIIOBUEM obecrieueHus
TUBEpCUPUKAIINA  aKTHBOB W  TIONyYCHHE
JNOTOJHATEARLHBIX ~ MCTOYHHMKOB  J0XO0Ja, M|
COXpaHEHHE HEOOXO0IUMOTO YpOBHS
JIUKBUJITHOCTH. ODKOHOMHYECKHE KpPH3UCBHl U

HECTaOMIBHOCTH (DOHJIOBBIX PHIHKOB BIMAIOT Ha
MHBECTUI[MOHHYIO TOJIMTHKY OaHKa, KauecTBO
€ro HMHBECTHIIMOHHOTO TOpTdens U 0O0beMBbl
COBEPIIAEMBIX HHBECTHUIIMOHHBIX CIEJIOK C
HeHHbIMH Oymaramu. llemp wuccienoBaHus —
MPOBECTH KOMIUIEKCHBII aHal3 OpraHU3alnuu
WHBECTHLMOHHOTO MEXaHHW3Ma POCCHHCKOTO
0aHKOBCKOTO CEKTOpa, IaTh XapaKTEePUCTUKY
WHBECTHLMOHHOM  TIOJIMTMKM W PHUCKOB,
CBSI3aHHBIX C WHBECTHI[MOHHOW JEATEIHHOCTB,

OINPENENNUTh KpUTEpUH (hMHAHCOBBIX
UHCTPYMEHTOB  BXOJAUIUX B  CTPYKTYpYy
WHBECTUIIMOHHBIX ~ TOpTdened  poccHicKux
KpEIUTHbIX opraHuzaiui. [ns omnpexneneHus
JIUHAMUKU, cocrasa u CTPYKTYPBbI
WHBECTHLMOHHBIX  nopTdeneii U PUCKOB,

CBS3aHHBIX C PabOTON (HPMHAHCOBO-KPEIUTHBIX

61 PhD in Economics, Associate Professor, Department of Finance and Statistics, Bryansk State Academician 1.G. Petrovski

University, Russia.

62 ph.D. in Economics, Associate Professor, Department of Finance and Statistics, Bryansk State Academician I.G. Petrovski

University, Russia.

8 PhD in Pedagogy, Associate Professor, Department of Customs and Marketing, Bryansk State Academician I.G. Petrovski

University, Russia.

% PhD in Economics, Associate Professor, Department of Finance and Statistics, Bryansk State Academician 1.G. Petrovski

University, Russia.

% PhD in Economics, Associate Professor, Department of Finance and Statistics, Bryansk State Academician 1.G. Petrovski

University, Russia.

149

http:// www.amazoniainvestiga.info

ISSN 2322- 6307

o
v

Creative Commons Attribution 4.0
International (CC BY 4.0)



https://doi.org/10.34069/AI/2021.42.06.14

Zverev, A., Mandron, V., Rebrina, T., Mishina, M., Karavaeva, Y. / Volume 10 - Issue 42: 149-162 / June, 2021

policy. It was concluded, as a result of the
research, that enhanced performance, stability,
and liquidity of credit institutions were
conditioned by the structure and quality of
portfolio  investments.  Improving the
efficiency of the banking investment
mechanism is a priority area of development,
for strengthening the competitive positions of
credit institutions in the national banking
system. The article presents conclusions
regarding the quality of investment operations
and transactions with securities effectuated by
banks at the present stage. The authors
undertook a comparative analysis of indicators
characterising the structure of investment
assets of the banking sector, grouped by types
of investment portfolio. Proceeding from the
above, particular directions were developed
for practical use, that allow for efficient
selection of stock market instruments for
inclusion in the investment portfolio of credit
institutions in the conditions of high volatility
and uncertainty of the financial market.

Keywords: The Bank of Russia, banking
sector, banking investments, investment
policy, investment risk, investment portfolio.

Introduction

Investment operations, in particular, portfolio
investments, represent one of the most
profitable activities in the banking sector.
Consequently, the organisations operating in the
financial market and engaged in providing
financial and credit services set sights on
becoming participants of the stock market and
forming investment security holdings.

An important factor in setting the strategy of a
commercial bank in the market of securities is
the formation and approval of investment policy
which may be characterised as a set of measures
aimed at development and realisation of actions
for managing security portfolios; identifying the
optimal scope of investment resources;
assessing the rise in incomes from investment in
securities. The main condition for the efficient
investment policy of commercial banks is the
development of profitable strategy in the stock
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MHCTUTYTOB npu (dhopMupoBaHun
MHBECTUIIMOHHON IOJIMTUKHA MCIIOJb30BaJINCh
AHAIUTUYECKUH, HOPMATHBHBIH,
CPaBHUTEIbHBIA M CTaTUCTUYECKUH METOIbI
uccienoBanus. B pesynpraTe NpoOBENEHHOTO
HCCIIEIOBaHUs YCTaHOBJEHO, 4YTO Ha POCT
PEe3yIbTaTUBHOCTH, YCTOWYMBOCTHU "
JIMKBUJITHOCTH KPEAUTHBIX OpPraHU3aluil BIIUSAET
CTPYKTYypa it KauecTBO MOPTQEITHHBIX
uHBectuiwit.  [loBbinieHue 3P PEKTUBHOCTH
0aHKOBCKOI'O WMHBECTHUIIMOHHOIO MEXaHH3Ma
SIBIISIETCS. TIPUOPUTETHBIM HampaBlIeHUEM pOCTa
JUISl  YKPEIUIEHUS. KOHKYPEHTHBIX  TMO3ULIUN
KpEIUTHBIX OpraHu3aldii B HalMOHAJIBHOM
0aHKOBCKOW cucteMe. B cTarhe mpencTaBiieHBI
BBIBOJIBI, OTHOCHTEIHLHO KadecTBa
COBEpIIAeMBIX ~ OaHKaMH  MHBECTHIIHOHHBIX
omepanuii  CACIOK C IEHHBIMH OymaraMu Ha
COBpeMEHHOM 3Tane [IpoBesieH cpaBHUTENbHBII
aHaIn3 noxa3aTejie XapaKTePU3YIOLINX
CTPYKTYpY UHBECTUIMOHHBIX aKTUBOB
0aHKOBCKOTO CEKTOpa, CrPYNIHPOBAHHBIX IO
BUZaM HHBECTHUIIMOHHBIX moprdeneii. Mcxoms
M3 O3TOro, pa3paboTaHbl [UIs MPAKTHICCKOTO

WCIIONIb30BAaHMsl HAINPABJICHUS, IO3BOJISIOIINE
OCYILIECTBIATh 3¢ G eKTUBHBIN otbop
UHCTPYMEHTOB  ()OHIOBOIO  pBIHKA IS

BKIIIOUYCHHS B HMHBECTUIMOHHBIH MOPTQEIDH
KPEIUTHBIX OPraHM3aLlMi B YCIOBHSIX BBICOKOH
BOJIATWJIBHOCTH u HEONPE/ICIICHHOCTH
(MHAHCOBOTO PHIHKA.

KaroueBble ciaoBa:. bank Poccuu, 0aHKOBCKuit
CEKTOD, 0OaHKOBCKHE WHBECTHUIINH,
WHBECTUIIMOHHAs ITIOJIMTHUKA, I/IHBCCTI/IHI/IOHHI:Jﬁ
pHCK, opTdesb HEHHbIX Oymar.

market and the formation of investment
portfolios that will optimally combine the
principles of cost effectiveness and profitability.

The scope of resources allocated by the banks
for the formation of investment portfolios is
evaluated on the basis of mobilised resources
gained from other types of banking activities.
Investment operations of the banking sector
represent one of the important areas of
development of the national economy, which
accounts for the relevance of the present
research. The purpose of the study is to assess
the efficiency of the investment policy and the
investment potential of the Russian banking
sector, as well as the benchmarks for the banks’
portfolio investments. The objectives of the
research are as follows:
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— substantiation of the relevance of
investment business of the banking sector
and characterisation of the investment
process;

— assessment of investment operations trends
in the Russian banking sector;

— analysis of the volume and structure of
investment portfolios of organisations
within the Russian banking sector;

— assessment of efficiency of Russian banks’
investment activities;

— identification of major problems affecting
the efficiency of investment business of the
Russian banking sector.

The condition status of the banks’ investment
business at the present stage is assessed by the
authors on the basis of quantitative,
comparative, structural and factorial methods.
The given research enabled the authors to
evaluate the investment strategy and activity of
the Russian banking sector in the stock market,
as well as to assess the problems of Russian
banks’ entering the stock markets as
institutional investors. The Russian banking
market is characterised by growing competition
and increased monopoly of major players. The
authors carried out a qualitative analysis of
investment portfolios formed by the Russian
banking sector, by assessing the volume and
structure of borrowings and identifying the
extent of their risk. The comprehensive systemic
approach to the analysis of the banks’
investment activity trends made it possible to
work out a number of recommendations for its
improvement, which enabled the authors to
identify the promising areas of research.

Literature Review

The stock market, with its extensive scope of
investment instruments having high-quality
investment  parameters, is an important
prerequisite and a key indicator of the condition
of the banking sector. The banking system of
the Russian Federation is one of the main
sources of investment resources in the market of
governmental, sub-federal, municipal, and
corporate securities. Credit institutions, in order
to diversify their activities, maintain the
required level of accounting liquidity, obtain
additional sources of income generation, and
invest in various assets of the securities market
(Brichkova, 2019). The main goal of bank
investments is the formation of speculative
income due to foreign exchange gain from the
revaluation of securities within the formed
portfolios; receipt of interest-, coupon- and
discounted yield, dividend payments on equity

Volume 10 - Issue 42 / June 2021

securities, as well as obtaining other property
and non-property income from participation in
subsidiaries and affiliates (Mazhigova, 2018).

The investment activity of the banking sector is
influenced by a great number of factors. The
major macroeconomic factors that have a
significant impact on the investment market and
the investment policy of the banking sector
include:

— political and  geopolitical  situation,
economic development of the country and
priority sectors of the economy;

— stability of functioning and development of
the national banking system;

— low volatility of marketed securities prices
and stock market indicators;

— stability of the national currency;

— dynamics of prices in commodity markets;

— scope of transactions in the money market
and capital market;

— monetary policy of the financial market
regulator;

— prudential measures regulating the banking
sector, etc. (Volodin and Borenko, 2018).

The investment activity of the banking sector is
influenced by a number of microeconomic
factors:

— scope, dynamics, and structure of the
banking sector resource base, which
determines the scale of investment activities
of financial institutions;

— bank investment quality indicators assessed
on the basis of risk, income, reliability, and
liquidity of securities;

— costs connected with formation and
monitoring of investment portfolios, etc.
(Zagashvili, 2017).

The state of the economy has a key influence on
the national stock market indicators. The
declining macroeconomic development
indicators; deteriorated industrial and financial
performance of a large number of enterprises;
contracted investment resources of both private
and institutional investors — all of the above has
negatively influenced the formation of the
banking sector resource base and the quality of
the credit institutions' assets (Volodin and
Michalev, 2018).

The investment activity of the banking sector is
characterised by the following specific features:
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1. The sources of bank investments are
represented by internal and raised funds.

2. Credit institutions face restrictions when
choosing financial instruments for inclusion
in their investment portfolios. These
restrictions are necessary in order to reduce
the risks and to maintain the required level
of liquidity, to prevent large-scale
bankruptcy of credit and financial
institutions.

3. The bank portfolio investment result is the
formation of speculative and interest
income (Aliev and Salmanov, 2015).

Credit institutions use various investment
instruments in their investment practice, that are
classified according to various criteria. Among
the most overriding ones are debt instruments
and shares traded in stock markets, included in
the 1st and 2nd level quotation lists.

Methodology
Purpose of the research:

— to make a comprehensive analysis and to
assess the structure and dynamics of the
Russian banking sector's investments in
stock market instruments, and to propose
efficient measures for the optimisation of
the investment policy, that would allow
maintaining the investment activity in the
conditions of uncertainty and instability of
the national economy and the stock
markets.

The research includes the following stages:

— the first stage is a study that includes a
theoretical review of economic, regulatory,
educational, methodological, and literary
sources delving into the problems
connected with investment processes of
financial and credit institutions in stock
markets. This section sets the goal,
objectives, object, and subject of the
research, presents general directions of the
analytical work.

— the second stage represents an analytical
assessment of the obtained results, which
includes analysis of the dynamics, structure,
and scope of investment in securities by
credit institutions; types of formed

www.amazoniainvestiga.info

investment portfolios; assessment of the
efficiency of portfolio investments in the
banking sector at the present stage. This
involves outlining the directions for
optimisation of the credit institutions'
investment strategy, which makes it
possible to secure stable profitability in
conjunction with the acceptable extent of
investment risk, while maintaining high
investment activity, in the conditions of
high risks and volatility of stock market
indicators.

The analysis of research papers on the problems
of formation of investment policy and
mechanisms  for ensuring due banking
investment processes shows that the analysis
and prospects of investment activities of
banking business have been described quite
extensively. However, most of the essays deal
with general issues of stimulating and
developing investment activities in the banking
sector, while the problems of adaptation
mechanisms that allow banks to maintain high
investment activity in the context of instability
of the national economy and volatile indicators
of the stock market have not been fully
explored.

In the course of the study of the investment
activity in the Russian banking sector, an array
of analytical data posted on the official website
of the financial market regulator was used,
along with the financial accounting data of
particular credit institutions.

The following was used in the process of
exploring the posed problem: theoretical and
empirical methods, including theoretical
analysis, monographic  survey, synthesis,
analogy, scientific generalisation, the graphical
method of economic research, assessment of the
banking sector's investment activity results, and
other methods.

Results and Discussion

The Russian banking sector demonstrates the
following dynamics of assets and capital
growth, as based on the official data published
by the Bank of Russia in the form of analytical
reports for the period from 2016 to 2018
(Figure 1).
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Figure 1. Banking sector assets and equity growth rates in the Russian Federation in 2016-2018

Source: Central Bank of the Russian Federation (2021)

The situation in the financial market improved
by the end of 2018-2019, which is characterised
by the relative stability of the national currency
exchange rate and other indices reflecting the
efficiency of the pursued monetary policy
(Abramov et al, 2020). The process of
investment policy formation involves the
accumulation and processing of information that
reflects the macroeconomic situation, industry
performance,  issuer's  profile,  financial
instrument quality rating (Belousova and Kozur,
2016).

This analytical information is formed in blocks:

— dynamics of macroeconomic indicators and
investment climate;

— dynamics of indicators of economic sectors'
investment prospects;

— indicators of development for individual
segments of the financial market;

— indicators of dynamics and quality of stock
market assets;

— dynamics of securities issuers' behaviour;

— regulatory documents governing the
investment process (Khasyanova, 2018).

The results obtained by specialists working for
investment units and departments of credit
institutions serve as guidelines for investment
transactions and operations (Komolov, 2016).

The key element of investment activity is the
development of investment policy aimed at
efficient management of the investment
portfolio (Figure 2).
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Formation of common strategic goals in accordance with the general business policy of a bank

Outlining the best methods to realise the strategic goals of investment activities

Development of main directions of the
bank's investment policy

/ »

Identifying investment formation sources

\4/

Detailing of investment strategy through development of tactical goals for investment activities and

the mechanism for their realisation

v

Analysis and evaluation of the developed
investment policy

v

Monitoring of the realised investment policy

v

Investment policy adjustments

Figure 2. The mechanism for the formation of the investment policy of a credit institution

Source: authoring development

Investment  policy, as an element of
organisational activities of credit institutions, is
a set of measures related to the formation,
monitoring, and diversification of investment
portfolios formed by banks. The key line of a
bank's investment policy is to provide the
optimal scope and structure of investment
instruments, stable growth of yield generated by
them, with a minimum level of risks (Turunceva
and Zyamalov, 2016).

The key principle of banking investments is the
optimal combination of risk and return on
assets. The greater the security of a financial
instrument, the lower the investment risk,
respectively (Mandron et al, 2019).

www.amazoniainvestiga.info

The banking investment portfolio includes the
following structural elements:

— securities measured at fair value through
profit or loss accounts;

— securities measured at fair value through
another cumulative portfolio;

— securities measured at fair value;

— portfolio of participation in subsidiaries and
dependent joint-stock companies, unit
investment trusts (Kalyagin et al, 2017).

The dynamics of credit institutions' investment
scope in the context of the formed investment
portfolios that meet IFRS requirements are
shown in Figure 3.
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Figure 3. Commercial banks' investment in securities in the context of the formed investment portfolios

in 2016-2018, billion rubles

Source: Central Bank of the Russian Federation (2021)

The largest share in banking investments is
represented by securities measured at fair value
through other cumulative income. The share of
this type of investment portfolio in 2016
amounted to 45.3% (or 5,104.00 billion rubles),
in 2017 — to 49.6% (6,040.70 billion rubles), in
2018 — to 48.9% (6,343.20 billion rubles).

The securities in the portfolio structure
measured at depreciable cost accounted for
25.0% in 2016 (or 2,814.90 billion rubles), in
2017 -19.0% (or 2,315.40 billion rubles), in
2018 — 23.6% (or 3,065.60 billion rubles).

The share of investment securities portfolio
measured at fair value through profit or loss
amounted to 15.9% in 2016 (or 1,789.60 billion
rubles), in 2017 — to 16.8% (or 2,040.20 billion
rubles), in 2018 — to 14.6% (or 1,887.20 billion
rubles).

The portfolio of participation in subsidiaries,
dependent joint-stock companies, and mutual
investment funds amounted to 13.7% by the end
of 2016 (or 1,549.00 billion rubles), in 2017 — to
14.4% (or 1,747.00 billion rubles), in 2018 — to
12.4% (or 1,613.9 billion rubles).

Commercial banks are classified as institutional
investors and adhere to conservative investment
strategies.  Securities in the conservative
portfolio are distributed by financial institutions
in such a way that a larger share is represented
by bond issues and only a small fraction is
represented by equity instruments. The
inclusion of a large number of bonds in the
structure of a banking investment portfolio
allows the bank to efficiently manage the risks
connected with the high volatility of market
rates; at the same time, investments in shares of
major issuers provide for the formation of
speculative gains (Volkova, 2018).

Figure 4 demonstrates the scope of investment
by the Russian banking sector in debt and equity
markets instruments. Consequently, the Russian
Federation  banking sector adheres to
conservative  investment policy, so the
overwhelming stream of investments is made in
bond-secured loans — more than 80%, while the
share of investing in shares is slightly over 3%.
The data on investment in securities are given
without regard for debt security market (bill
market) instruments.
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Figure 4. Credit institutions' investments in debt and equity securities in 2016-2018, billion rubles
Source: Central Bank of the Russian Federation (2021)

In 2016, the investment in bond issues
amounted to 83.9% (or 9,365.6 billion rubles) in
the structure of banking investments, the
investment in shares — 3.22% (or 357.4 billion
rubles). In 2017, the banks invested 9,947.5
billion rubles in debt securities and 479.7 billion
rubles in shares, which accounts for 81.7% and
3.94%, respectively in the structure of bank
investments. In 2018, Russian banks made
investments in bonds in the amount of 10,856.5
billion rubles, in shares — 494.4 billion rubles. In
percentage terms, banking investments in bonds
amounted to 85.72%, in shares — 3.9%.

Thus, one can observe increased investment in
equity and debt instruments by banking sector

organisations; however, credit institutions limit
investments in equity securities, which is
accounted for by high volatility of their
marketable value, as well as by instant reaction
of the stock market to changes in economy and
geopolitics.

Figure 5 shows the total investments in
securities by the Russian banking sector. The
chart demonstrates the dynamics of commercial
banks' investment in stock market assets. These
dynamics are connected with commercial banks'
more active investment in debentures and equity
instruments and with the income generated from
participation in subsidiaries and dependent
joint-stock companies.

13000.0 126649
12500.0 121742 —
12000.0 //
11500.0 112720 //
11 000.0
10500.0 ; ;

01.01.2017 01.01.2018 01.01.2019

Figure 5. Dynamics of the Russian banking sector's investment in securities in 2016-2018, billion rubles
Source: Central Bank of the Russian Federation (2021)

In 2016, the banking investments amounted to
11,272.0 billion rubles, in 2017 — to 12,172.4
billion rubles, in 2018 — to 12,664.9 billion
rubles. Over the period from 2016 to 2018, the
scope of banking investments increased by
1,392.9 billion rubles or 12.36%.

www.amazoniainvestiga.info

The investment activity of the Russian banking
sector is characterised by a significant amount
of funds allocated for bond-secured loans, while
only a minor part is invested in shares of major
Russian and foreign issuers (Mandron and
Letyago, 2019; Zverev et al, 2018).
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Bonds have certain investment parameters
which serve as a basis for their inclusion in the
structure of being-formed securities portfolios
by credit institutions. These parameters are as
follows:

— bond-secured loans are deemed to be an
instrument of reliable assets traded in the
organised and over-the-counter  stock
market; they assume the formation of
interest and (or) discounted income,
without fail, within the term set by the
issuer; expected payments and proceeds are
already known at the time of the investment
transaction;

Table 1.

Scope and structure of investment in debt securities by the Russian banking sector in 2016-2018

Volume 10 - Issue 42 [ June 2021

— the bonds issued by first-class issuers with
high credit rating are classified as
guaranteed and liquid investment assets;

— the costs connected with monitoring of the
securities portfolio and analysis of the stock
market are reduced due to the low volatility
of the market rate (Suchkova and
Masterovenko, 2017).

The analytical data demonstrating the scope and
structure of investment in debt securities by
banking sector organisations are presented in
Table 1.

157

as of January 1, 2017

as of January 1, 2018

as of January 1, 2019

Characteristic values billion

rubles
Investments in debentures — total 9365.6
debt securities of the Russian 3360.7

Federation
debt securities of the Bank of Russia 0.0
debt securities of constituent entities of

the Russian Federation and local 275.7
authorities

_debgntl_Jres issued by resident credit 4217
institutions

debentures issued by other residents 1412.8
debt securities of foreign states 129.9
debt securities of non-resident banks 75.5
debt securities of other non-residents 1852.3
debt secu_rl_tles transferred without 17585
derecognition

debt securities not retired on time 14.6

% of the billion billion % of the billion
total rubles rubles total rubles
100.0 99475 100.0 10,856.5 100.0
36.1 3554.3 35.8 3238.8 29.3
0.0 340.3 34 1343.7 121
3.0 391.6 3.9 372.3 34
45 427.3 4.3 327.4 3.0
15.2 2013.0 20.3 1974.0 17.8
14 69.2 0.7 63.1 0.6
0.8 43.2 0.4 60.0 0.5
18.9 1769.3 17.8 1701.2 15.4
18.9 1277.7 12.9 1930.0 17.4
0.2 31.0 0.3 55.9 0.5

Source: Central Bank of the Russian Federation (2021)

Credit institutions pertain to the conservative
group of institutional investors, therefore in
2018, the largest share in the structure of
banking investment in debt instruments was
represented by debt securities issued by the
Central Government of the Russian Federation
(2016 — 36.1%; 2017 — 35.8%, 2018 — 29.3%).
By the end of 2018, investment in debt
securities of the Bank of Russia amounted to
12.1%. In 2018, the banks invested 17.8% of the

total portfolio investments in debt securities
issued by residents (except for credit
institutions). In 2018, the banks assigned 15.4%
of their investment funds for non-residents' debt
securities (except for credit institutions).

The banking sector's investment in shares is
relatively insignificant. The data for analysis of
investment in shares by the Russian banking
sector are presented in Table 2.

http:// www.amazoniainvestiga.info
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Table 2.
Scope and structure of commercial banks' investment in equity securities in 2016-2018

as of January 1, 2017 as of January 1, 2018 as of January 1, 2019

Characteristic values billion % of the  billion billion % of the billion
rubles total rubles rubles total rubles
'_”;:iztlme”ts In equity securities 557 4 1000 479.7 1000 4944 100.0
including:
credit institutions — residents 2.4 0.7 10.3 2.1 58.0 10.7
other residents 160.1 474 223.1 46.5 194.3 35.7
banks — non-residents 1.9 0.6 145 3.0 28.6 5.3
other non-residents 449 13.3 48.3 10.1 67.7 11.9
equny securities tra}nsferred 185 55 19 0.4 19.0 35
without derecognition
equity securities evaluated at 109.7 05 1818 379 179.4 330

cost

Source: Central Bank of the Russian Federation (2021)

The dynamics of investment in shares by credit
institutions have an upward trend. By the end of
2018, commercial banks' investments in equity
securities amounted to 494.4 billion rubles.
Investments in securities of resident and non-
resident credit institutions had a positive growth

trend throughout the analysed period. Equity
securities transferred without derecognition
decreased in number over the last three years.
The data characterising the scope of credit
institutions’ investing in bill market instruments
are shown in Figure 6.

200.0 17

s.U
150.0 136.7 1332
100,0
50,0
0.0 T T
01.01.2017 01.01.2018 01.01.2019

Figure 6. Data on the dynamics of investment in bills by credit institutions in 2016-2018, billion rubles

Source: Central Bank of the Russian Federation (2021)

Investments in bills are decreasing with each
analysed year. In 2016, the funds allocated for
the purchase of bills amounted to 178.0 billion
rubles, in 2017 —to 136.7 billion rubles, in 2018
— to 133.2 billion rubles. The reduction of
investments in this type of non-equity formed-
to-order financial assets amounted to 44.8
billion rubles or 25.2%.

The credit institutions' investments in non-
equity  financial  instruments  decreased.
Basically, Russian banks invest in bills of
resident credit institutions (2016 — 49.3%, 2017

www.amazoniainvestiga.info

— 57.7%, 2018 — 61.7%) and in bills of other
non-residents (2016 — 49, 3%, in 2017 — 41.0%,
2018 — 36.8%).

The investments in bills of other non-residents
are insignificant, their share in bill market
instruments in 2016 amounted to 1.3% or 2.3
billion rubles, in 2017 — to 1.3% or 1.8 billion
rubles, in 2018 — to 1.4% or 1.8 billion rubles.
More detailed information on the structure of
investments in bill market instruments by the
Russian banking sector is shown in Table 3.

ISSN 2322- 6307

Creative Commons Attribution 4.0

International (CC BY 4.0)




o AMAZONIA .

\
b

Volume 10 - Issue 42 / June 2021 159

Investiga

s

Table 3.
Dynamics and structure of investments in bill market instruments by the banking sector in 2016-2018

as of January 1, 2017 as of January 1, 2018 as of January 1, 2019

Characteristic values billion % of billion billion % of the billion
rubles the total  rubles rubles total rubles

Discounted bills — total 178.0 100.0 136.7 100.0 133.2 100.0

including:

bills |s_sged by federal executive 0.0 0.0 0.0 0.0 0.0 0.0

authorities

bills issued by executive

authorities of RF constituent 0.1 0.0 0.0 0.0 0.1 0.1

entities and local authorities

bills issued by resident credit 87.8 493 789 57.7 82.4 617

institutions

bills issued by other residents 87.7 49.3 56.0 41.0 49.0 36.8

bills issued by foreign authorities 0.0 0.0 0.0 0.0 0.0 0.0

bills issued by non-resident banks 0.0 0.0 0.0 0.0 0.0 0.0

bills issued by other non-residents 2.3 1.3 1.8 1.3 1.8 1.4

Source: Central Bank of the Russian Federation (2021)

Figure 7 presents the data showing the book profit from transactions with securities by the Russian
Federation banking sector.

1350.00

1300.00

1250.00

1207.,20

1200.00

1150.00

1100.00

2016 2017 2018

Figure 7. Income gained by the Russian Federation banking sector from transactions with securities,
billion rubles
Source: Central Bank of the Russian Federation (2021)

The income from transactions and operations
with securities in 2016 amounted to 1,337.30
billion rubles, in 2017 — to 1,207.20 billion
rubles, in 2018 — to 1,286.3 billion rubles. The
profitability of banking operations with
securities decreased in the period from 2016 to
2017 by 9.73%, while it increased by 6.55% in
the period from 2017 to 2018.

Based on the research results in respect of the
scope, dynamics, and structure of investment in
securities by credit institutions, the following
trends were identified:

— first, one can observe steady growth in the
banking sector's investing in securities
throughout the whole analysed period,
along with the extension of investment

activity, which confirms the fact of the
stability of the national economic system;
second, the banking sector adheres to
conservative policy in the formation of
portfolio investments, therefore one can see
steady growth of investment in stock
market instruments, with certain
proportions maintained in the structure of
the securities portfolio. Debt instruments in
the investment portfolio in 2016 accounted
for 83.09%, in 2017 — 81.71%, in 2018 —
85.72%. Equity instruments in 2016
accounted for 3.17%, in 2017 — 3.94%, in
2018 — 3.90%. The calculation of data was
made without account of instruments of the
bill market;

third, the share of government bond-
secured loans, bond issues of the Bank of
Russia, and bonds issued by corporate
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issuers in the structure of formed portfolios
decreased. The share of debentures issued
by the Russian Federation Government
decreased in the period under review from
36.1% to 29.3%; the investment in bonds of
the RF Central Bank increased to 12.1%; in
2016, credit institutions did not invest in
bonds issued by the financial market
regulator. Investments in corporate bonds in
the structure of debt securities increased
from 15.2% to 17.8%, which testifies to the
increased role of private issuers and further
development of real sectors of the
economy; moreover, this also shows that
the stock market is on the path of stable
development (Sidorov, 2019);

— fourth, the development of investment
activities of commercial banks in the stock
market leads to increased concentration of
the banking sector, so investments in
securities are made mainly by major
commercial banks, the largest in terms of
assets; the principal geography of
investments is Moscow and St. Petersburg.

The efficiently structured investment policy that
takes all existing economic and political factors
into account is the main tool in the realisation of
the investment mechanism (Zvonova and
Kuznezov, 2017). It is important for credit
institutions to comply with the following
principles during the process of development
and approval of their investment policy in the
securities market, in order to maintain financial

Risk control <

stability and prevent a decrease in profitability
from operations (Nikulina and Baklazhkova,
2016):

— focus of the developed and approved
investment policy aimed at the realisation
of strategic plans of the financial
organisation and enhancement of financial
stability;

— account of inflationary expectations in
calculating the profitability of particular
stock market instruments and investment
operations of credit institutions;

— assessment of the expected economic
efficiency of investment operations by
commercial banks;

— monitoring the stock market and the
instruments in the structure of the banking
portfolio;

— account of financial market trends, the state
of the national and world economy, when
forming the structure of investment
portfolio;

— evaluation of projects and investments in
terms of their relevance and prognosticated
efficiency;

— selection of reliable and preferably cheap
sources and methods of bank investment
funding (Khozyainov and Kvasov, 2015).

When developing an investment policy, it is
necessary to take possible market risks into
account (Figure 8).

Risk reduction and
mutualisation

Use of derivative
instruments

A\ 4

Risk assessment <

Risk analysis <

Bank's investment risk
management

—>| Risk hedging

Dealing operations
under a client's order

Risk identification

Figure 8. Bank's investment risk management scheme

Source: authoring development
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In the periods when stock and foreign exchange
markets face financial crises, it becomes
relevant for credit institutions to focus on the
selection of instruments that fully meet the
requirements of the approved investment policy,
for inclusion in their investment portfolio
(Aganin, 2020). The structural units in charge of
the bank's investment business are actively
working to study the key indicators
characterising the state of the stock market; they
identify due instruments, explore their
investment parameters and criteria for inclusion
in the portfolio structure (Milovidov, 2020).

Consequently, the mechanism for the formation
and structuring of investment securities
portfolios of credit institutions is formed on the
basis of the most reliable, profitable, and liquid
securities against the minimum acceptable
market risk level.

Conclusions

The main criteria for the selection and inclusion
of securities in banks' investment portfolios
should be as follows: their maturity period,
discount rates for REPO transactions established
by the financial market regulator for every
issuer, risks identified in accordance with the
developed and approved investment policy of a
credit institution. The nominal level of
profitability in the present-day economic
conditions has minor importance for selecting
securities and monitoring investment portfolios,
since this parameter is not able to take into
account the expected risk value
comprehensively.

The account of the above factors will enable
commercial banks to realise a more efficient
mechanism for the selection of financial
instruments and will ensure the due formation of
the optimal scope and structure of the
investment and trading portfolio. This portfolio
is supposed to meet the requirements of the
actual investment policy and would make it
possible to generate maximum speculative and
interest income against minimal risk. This, in
turn, will ensure the stability and liquidity of the
banking sector, along with the stable inflow of
investments in the real sector of the Russian
economy and in governmental funds.
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