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Abstract

This paper examines the share of foreign capital in the banking sector of Russia, analyzes its
structure; considers the problems of the influence of foreign capital on the development of the domestic
banking sector; identifies the factors contributing to the withdrawal of foreign capital from the domestic
banking sector; proposes measures aimed at protecting national interests in the banking sector and
maintaining the stability of the financial system as a whole. The positive and negative aspects of the
expansion of foreign credit institutions in the national banking sector of the Russian Federation are
considered. The assessment of competitive advantages of the foreign banks operating in the territory of
the country in comparison with domestic commercial banks is given. The article reveals both positive and
negative impact of foreign capital on the development of the banking sector. The features of the activity
of banks with foreign capital, which were adopted as the main anti-crisis measures by the Central Bank of
the Russian Federation, and the policy of foreign countries to place and attract investment in the banking
system of foreign States. The directions for the growth of foreign investments in the Russian economy,
especially in its banking sector, and increased confidence in foreign partners are identified.
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1. Introduction

A Bank with foreign capital, according to domestic legislation, is a Bank in which the share of
capital owned by at least one foreign investor is not less than 10% (Gnidchenko, Mogilat, Mikheeva, &
Salnikov, 2016).

Along with the concept of "Bank with foreign capital" there is a concept of "foreign Bank", the
main features of which is the location of the center for strategic decision-making abroad and control of
foreign owners.

The main reason for the attractiveness of the domestic banking market for foreign investors is the
prospect of obtaining super profits due to high interest rates on loans (Drugov, Rysin, & Senishch, 2016).

Banks with foreign capital may focus more on speculative operations without providing a full
range of quality banking services; these banking institutions may be less prone to credit activities,
especially in the area of retail domestic business lending. Experience of many States with "transition
economies”, where emphasis was placed on external investment has shown that the banking systems of
these countries are almost entirely composed of large international banks (Song, 2014).

Under these conditions, banks with foreign capital are beginning to exercise a decisive influence
on the nature and priorities of economic development in these countries, to control the most effective
areas of activity there. At the same time, these banks have specific, often inconsistent with national
interests, strategic priorities (Graham, Harvey, & Puri, 2015).

Moreover, the decision on the terms of granting loans may be taken with regard to international
customers or shareholders of the parent Bank, in most cases, may mean the refusal to Finance competitive
production. Such a scheme of development of the banking system will lead to a violation of the integrity
of the economic interests of the state, significantly impeding the development of national production,
especially small and medium-sized businesses.

The result is an increase in unemployment and other social problems faced by the countries of
Eastern Europe, in particular Poland, in recent years. The experience of banks in Poland, where in 2006.
70% of banking assets and 80% of the liabilities were concentrated by foreign banks shows that foreign
banks in the beginning were created for the purpose of providing services to residents, and then begin to
lobby for national interests and support the foreign companies dictate their interests to the banking
system.

The negative consequences of the presence of branches of foreign banks also increase the
sensitivity of the banking system to the world financial crisis, complicated banking supervision of
operations of branches of foreign banks. Therefore, Russia should take into account not only the positive
aspects that foreign capital brings to the development of the economy, but also take into account the
shortcomings (Zaitova & Volik, 2017).

In addition, the tendency to curtail the activities of banks, in particular with foreign capital in the
domestic banking sector continues under the influence of the cumulative effect of a number of subjective
and objective factors: the absence in the near future of significant prerequisites for improving the business
climate in Russia (negative trends in economic growth, expectations of further devaluation of the national
currency); changes at the legislative level in terms of the prohibition of lending to the population in the

currency; low-quality loan portfolio of banks.; the non-transparent judicial system and the absence of an
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institution for the protection of creditors ' rights; the complex post-crisis situation in the European Union;
the introduction of increased capital adequacy requirements for European banking groups within the
framework of Basel IlI; the gradual transformation of the business models of European banks in the
context of optimization (reduction) of geographical presence in certain regions of Eastern, Central and
South-Eastern Europe and a more balanced investment policy in selected reference markets (lvanov,
Kuzyk, & Simachev, 2012).

In our opinion, these factors should be added: political and currency instability in Russia;
reduction of aggregate demand and the flow of savings from banking to non-banking sector;
comprehensive reform of not only the banking but also the entire financial system, which causes concern
among investors; high level of uncertainty regarding further economic development; reduction of

economic activity of business entities and the like.

2. Problem Statement
There are the following research tasks:
= presence of foreign banks and their influence on the development of the Russian banking sector
to ensure stable development;
= high dependence of the domestic financial system on the global banking sector of the country,
particularly sensitive to exchange rate fluctuations;
= additional risks in case of rapid outflow of foreign capital (Gavrilishin, 2014).
To date, it is impossible to give a clear assessment of the impact of foreign capital on the
development of the domestic banking sector, as the activities of banks with foreign capital has a positive
impact on the expansion of the resource potential of banks and the development of a competitive

environment, and a negative impact on the stability of the financial system.

3. Research Questions

Based on the above, the following research question was identified in this study.

What is the role of the devaluation of the national currency to reduce the capitalization standards,
the growth of the share of problem loans in the loan portfolio, the reduction of the share of foreign capital
in the authorized capital of banks, as well as to reduce the number of banks with a banking license,

including foreign capital?

4. Purpose of the Study

The aim of the work is to study the presence of foreign capital in the banking sector of Russia in

the context of determining its impact on the stability of the financial system of the state in the long term.

5. Research Methods

Political and economic instability in the country, the pressure of external debts, the reduction of
gold and foreign exchange reserves by 2.7 times during 2017 led to the largest in recent years, the
devaluation of the national currency by 97% against the us dollar by 74.18% against the Euro, and for the
first 2 months of 2018 - by 70.32% and 57%, respectively (Kurbatov & Bezborodova, 2016).
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The study of the impact of the devaluation of the national currency makes it possible to identify
the main and the main tool — the analysis and evaluation of the performance of banks.

Net outflow of foreign currency in favour of non-residents at the end of 2017 amounted to about
126 million dollars. US $ (equivalent), which was the first time since 2009. (In 2013. the volume of net
foreign exchange earnings amounted to nearly 9 400 000 000$. USA) (Mau, 2010).

Net purchase of non-cash currency in the interbank currency market of Russia amounted to almost
$ 10 billion last year. USA (equivalent), while in 2016 observed in its net sales (us $ 1600000000. USA.)
In the cash segment of the foreign exchange market, the population's net purchase of foreign cash was $
2,400,000,000. US $ (equivalent), slightly decreased compared to 2015 (2900000000 dollars. USA)
(Birkinshaw & Hood, 1998).

As of 01.01.2018, 163 banks were operating in Russia, including 51 banks with foreign capital,
including 19 banks with 100% foreign capital.

If as of 01.01.2017, 25 banks were in liquidation, then a year later, as of 01.01.2018, due to the
deterioration of solvency, 26 banks decided to liquidate, introduced a temporary administration in 13
banks. Despite the liquidation of troubled banks, the share of foreign capital in the authorized capital of
banks decreased to 32.6% as of 01.01.2018, returning to the level of 2007.

Along with the quantitative reduction of banks with foreign capital, their impact on the
development of the domestic banking sector is very significant, since these banks concentrate 32.60% of
the authorized capital, more than 36% of assets and net profit (Fig. 1) (Kostyuk, 2014).

It should be noted that banks with foreign capital form their liabilities mainly due to: term deposits
(deposits) of other banks and loans received from other banks (mainly parent). The dominant direction of
active activity is lending to business entities and individuals, term deposits in other banks (Gurkov,
Morgunov, Saidov, & Arshavsky, 2018).
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Figure 01. Performance of banks in terms of sources of capital as of 01.01.2018, million RUB

As of 01.01.2018, there were 19 banks in the Russian banking sector with 100% foreign capital,
which concentrated 3.8% of the authorized capital, 13.89% of assets and 2.63% of net profit. Foreign
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capital of these banks is represented by 10 countries, among which the largest share is occupied by

Russia, Cyprus, Hungary, Germany, Turkey (table. 1). (Electronic resource).

Table 01. Performance of banks with 100% foreign capital as of 01.01.2018, min. RUB.

Ne | Bank's name Country /% of Assets, min. | Authorized | Authorized
n/n shares owned by rub. capital, min. | capital,
non-residents rub. min. rub.
1 0JSC UniCredit Bank Italy - 100% 46740331 3392 461 108 049
2 Raiffeisenbank OJSC Austria - 100% 36693914 4639121 -744050
3 JSC "OTP Bank" Hungary - 100% 21505 504 2868191 -1999097
4 PJSC CB "Financial Cyprus - 100% 17538523 2000000 -86394
Initiative"
5 PJSC "Rosbank" France - 100% 12 097 591 731 298 228 880
6 PJSC "Citibank" USA - 100% 10545173 66500 13798317
7 PJSC "HomeCredit Bank" | Czech Republic - 7551715 585 000 -109 978
100%
8 0OJSC Platinum Bank Cyprus - 100% 7 133 86 380 567 -280 990
9 PJSC CB Pravex-Bank Italy - 100% 4914614 949 170 -293 657
10 | JSC "Pro Credit Bank" Germany - 84,8, 4475731 298 333 78 663
Great Britain - 15,2
11 | PJSC "OTP Bank" Hungary - 100% 3437 150 776 397 133 317
12 | PJSC "ING Bank" Netherlands -100% 2 305 040 283 000 10 403
13 | PJSC "Credit Europe Turkey - 100% 2258907 252 500 170086
Bank"
14 | OJSC "DIVI-Bank" Cyprus - 100% 1797 936 590 000 -50 775
15 | OJSC "SEB Corporate Sweden - 100% 1 475 469 250 000 30 770
Bank"
16 | OJSC Deutsche Bank Germany - 100 % 862 534 228 666 27931
DBU
17 | OJSC "Creditvest Bank" Turkey - 100% 663 639 88 045 16 202
18 | OJSC ASTRA Bank Cyprus - 100% 170595 150105 992

As of 01.01.2017, 32 banks with partially foreign capital operated in the banking sector of Russia,

and in 18 of them, the share of shares owned by non-residents amounted to more than 95%.
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6. Findings

Based on the study of economic literature, the following conclusions can be proposed: to prohibit
the opening of Bank branches from offshore zones and to grant permission to operate only to banks with
high reliability rating; fulfilment by branches of all economic standards established by the Central Bank;
annual audit; legislative regulation of the use of income by branches of foreign banks and the process of

their liquidation (Abramova et al., 2013).

7. Conclusion

Thus, the impact of foreign capital on the development of the banking sector can be both positive
and negative. The positive impacts include: the maintenance of balance of payments and inflow of foreign
currency into the country; accelerating the introduction of modern banking technologies; growth in
employment; the expansion of Bank credit; the growth in tax revenues in the budget; strengthening
effective competition in the market of banking services and expanding the range of banking products;
dissemination of international experience of banking business; improving the quality and range of
services; improving customer service; improving the transformational function of the banking system in
the process of distribution of credit and financial resources. In turn, the negative consequences of the
impact include: complications of banking supervision; increased risk of capital outflow from domestic
banks to foreign countries; increased dependence of the economy on the efficiency of foreign investors;
increased vulnerability of the banking sector to fluctuations in financial markets; increased competition in
the banking sector and the like. The outflow of foreign capital during 2014 should be considered as a
negative phenomenon, as a result of which access to cheap credit resources is limited, the implementation
of European standards and transparency of banking business is hampered (Dzyublev & Vladimir, 2015).
To maintain the stability of the financial system, a system should be introduced state regulation of the
share of foreign capital in the authorized capital of the domestic banking sector.

In the post-crisis period, the features of banks with foreign capital were adopted, as the main anti-
crisis measures by the Central Bank of the Russian Federation, and the policy of foreign countries to
place and attract investment in the banking system of foreign States (Kozyrev, 2011).

Today they say that the role of foreign investors in the growth of capitalization of the Russian
banking sector is becoming more noticeable (Schonbohm & Zahn, 2016). At the same time, for the
growth of foreign investments in the Russian economy, especially in its banking sector, and to increase
confidence in foreign partners, it is necessary to improve the legislative support of investors ' rights, to
raise the quality of corporate governance in organizations and enterprises of all sectors of the economy, to
reduce non-commercial investment risks, to accelerate the transition of organizations and enterprises to

the world standards of accounting and financial reporting.
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