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Abstract

Any commercial institution seeks to maximize profits from its activities. However, profit is the final
result, which is combined with various components. One of the components is price and the process of
price assessment is pricing or price management. The author chose to study pricing in the banking market
sector in the research. The services provided by loan companies have certain peculiarities and pricing
methods as well. Despite the special activity, pricing management provides profitability and controls the
level of market movement of financial resources, capitalization of these resources. The relevance of bank
pricing is high, among other things because, at present, there is decreasing availability of early income
observed. This is especially true for one of the main profitable banking products that are loans. Based on
the studied data of theoretical foundation, the author has observed the nature of pricing, pricing methods
in commercial banks of the Russian Federation, as well as the consequences of errors in pricing. In the
context of applied examples, PJSC Sberbank was selected for the study. Illustrated by PJSC Sberbank, the
features of pricing in the banking market, pricing methods, and review of financial and economic
activities are focused. Based on the results of the work performed, the author proposed recommendations

for improving pricing methods.
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1. Introduction

Commercial banks, like any other commercial institutions, tend to increase their profit margins,
improve their competitiveness and expand their market share. One of the main factors influencing the
volume of income acquired is price. Therefore, price and pricing, among other things, is a criterion of
effective bank management.

Pricing is an internal process of regulating the price of credit products, but the pricing process is
not free from external instruments.

Pricing is dependent on the market changes, namely, demand and supply fluctuations. In addition
to demand, the monetary policy of the government affects the pricing of credit institutions. In particular,
interest rates on credits depend on the value of the key rate set by the Bank of Russia. (Miroshnichenko et
al., 2020). Under different conditions set by contemporary reality, bank managers use different pricing
methods (Bolshakov et al., 2021).

Figure 1 shows the main pricing methods used in Russia (Abdul-Azalova, 2019; Burkova, 2019;
Milenkov, 2019).

Pricing methods in commercial banks in the Russian Federation

2. Pricing methods based on the

1. Transfer pricing marketing approach

4. Market-based pricing method 5. Parametric pricing method

Figure 1. The main pricing methods used by commercial banks in the Russian Federation

In practice, banks use the environment of pricing methods. As competition intensifies, the pricing
priority shifts from one group of methods to another. The smaller the bank and the less financially
integrated it is with its client the more marked the shift is.

The main feature when pricing corporate loans is considered to be a reference to the official
discount rate of the Central Bank of Russia. However, the Bank of Russia does not impose any direct
restrictions on the size of interest rates, so this issue is addressed by banks in different ways.

The analysis of methods of pricing credit products for corporate clients of a commercial bank find
out the following pricing methods for lending to corporate customers:

= cost method (total dependence on the cost of the banking company);

= market method (total dependence on the market environment in the banking sector)

= parametric method (total dependence on the performance of the regulatory requirements on the

costs of banking companies for each banking product separately).
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To study the theoretical content, the author used scientific research of contemporary scientists, and
also conducted an analysis of the financial and economic activity of PJSC Sberbank and one of the
pricing policies for corporate customers. Based on the results, the author discovered the problems caused
by the imperfect pricing methods used.

For example, among the main problems in servicing corporate clients in PJSC Sberbank are such
problems as:

1. An imperfect line of credit products for small and medium-sized businesses;

2. High collateral requirements for securing a loan for small entrepreneurship;

3. Incomplete matching of quality of provided services to the needs of corporate clients;

4. Lack of separate banking products targeted the need of corporate clients to settle a payroll card
contract with the bank.

For these problems, the author has emphasized several recommendations, which allow the pricing

and receiving client input from the segment which was blocked by the mentioned problems optimize.
2. Problem Statement

= Examine the nature and characteristics of pricing in the banking market.

=  Develop recommendations for improving pricing methods.
3. Research Questions

The subject of the study is the pricing methods for credit products for corporate clients of a
commercial bank. In general, it is necessary to answer several questions to find out the core of the
research subject:

= What shapes the pricing of loan companies;

= What are the risks for a bank and consumers if the pricing is not correct;

= What pricing methods are there;

= What problems do corporate clients of Sberbank face;

= How can the problems of working with corporate clients be solved by improving the pricing

system?
4. Purpose of the Study

The purpose of the study is to examine the core, pricing credit products methods and suggest ways

to improve them.
5. Research Methods

The following general scientific research methods were used in preparing the material: logical
analysis, the author defines the range of notions according to which the issue is observed, description and
generalization methods, the method of analysis by which the author concluded the financial performance

indices.
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6. Findings

Pricing in the banking sector is the most important part of the process when serving corporate
clients, and it is the pricing policy that influences the efficiency of a commercial bank.

Pricing of the bank consists of setting prices for various banking services and changing them
according to the changing market environment. The objects of the bank pricing are interest rates,
commissions, bonuses, discounts, and minimum deposit amount (Parusimova et al., 2019).

In the conditions of market relations development, the development of a pricing policy of a loan
company is considered to be a key tool to provide their keen competitive position. By using effective
pricing methods, cost advantages and the revenue position of commercial banks increases. The methods
of pricing are considered to be a kind of a control mechanism for managing the reliability and financial
stability of the loan institution (Yeshugova et al., 2019).

The peculiarity of bank pricing is the lack of a clear connection between the consumer value of the
banking service and its price (Kovshova & Gakelberg, 2019). Under these conditions, the bank has an
opportunity to manoeuvre prices within rather elastic limits, conducting different pricing policies for
different clients, using prices as an important means of attracting customers and promoting services.

When considering pricing in the banking market, the core and peculiarities referred to serving
corporate clients were covered (Gantimurova, 2019). These problems are also observed in the largest
banks in the country, for example, in PJSC Sberbank, despite the high financial performance,
nevertheless, there are certain problems related to the efficiency of the loan products offered to corporate

clients (Kulumbetova, 2019) as shown in Table 1.

Table 1. PJSC Sberbank income and expenditure indices in 2018-2020

Index, RUB bn. 31.12.2018 31.12.2019 31.12.2020

Interest income 20934 2245,1 2219,6
Interest expense 727,3 899.6 708,2

Net interest income 1366,1 13454 15113
Fee and commission income 514,9 639,4 708,7
Fee and commission expense 81,8 133,1 189,2
Other operating income 65,1 110,4 354

Net income 1762,5 1 886,1 1706,6
Operating expenses 760,2 788,4 831,7
Profit (loss) before taxation 1022,2 1097,6 874,9

Profit (1 for th i
rofit (loss) or‘t e accounting 782.1 856.2 700.8
period

Based on the results of the period under review, profit growth testifies to the efficient financial and
economic activities of PJSC Sberbank (Konsolidirovannaya..., 2019)
Despite the high financial results, there are certain problems related to the efficiency of the loan

products offered to corporate clients.
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In particular, the problems have been revealed due to the imperfect pricing methods used. For
example, among the main problems when servicing corporate customers in PJSC Sberbank are such
problems as:

= An imperfect line of credit products for small and medium-sized businesses;

= High collateral requirements for small business loans;

= Incomplete correspondence to the quality of services provided with the needs of corporate

clients;

= Lack of separate banking products focused on the need of corporate clients to conclude a

payroll project with the bank (Smirnov, 2021).

The results of the study highlighted the application of pricing methods as a way to correct the
covered problems.

Based on the results of the work performed, the author developed several recommendations to
improve pricing methods for credit products when dealing with corporate clients:

To solve problems 1 and 2, it is proposed to improve the Funds Transfer Pricing (FTP method)
(Graseck et al., 2018; Schnarr & Pfeiffer, 2015) used in Sberbank (this method allows to decide on the
contribution of each business department to the bank net interest income).

Based on the analysis of foreign banking experience, such a promising pricing method as the Cost-
Benefit Pricing Model has been identified. This model has a proper feature, which is expressed in a more
thorough distribution of corporate clients — borrowing customers into groups, by criteria of their needs
and opportunities while developing various credit products, differing in cost (price).

To solve the problem of improving the line of credit products for small and medium-sized
businesses, it was proposed:

(a) To create a specialised department in PJSC Sberbank to work only with micro-business clients;

(b) To develop special credit scoring for this category of borrowers;

¢) To expand the product line for micro-business loans.

To address the high collateral requirements for small businesses, it is proposed to introduce a new
loan product — contracted lending. Based on calculations, it has been found that a single micro-business
department would provide loans worth RUB 250 million quarterly. It will generate a net interest income
of RUB 15 million. If this loan product is scalable in Russia and around 100 micro-business departments
are expected to be established, the bank would gain around RUB 1500 million per quarter or RUB 6000
million per year.

It was also mentioned that the proposed loan product accepts certain risks for a bank. The
following requirements for a borrower, a contract and a customer would help to mitigate these risks:

= Mandatory verification of the financial responsibility of borrowers; they are to be existing

(returning) bank customers, and it is preferable to have an international rating for foreign
economic activity participants;

= at least two sold contracts available;

= a payment under the contract is only through the account of the borrower from Sberbank.

= In addition, to reduce risks, the cost of contracted lending should is to be higher than the cost

of secured loans.
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Thus, the introduction of the new loan product ‘Contracted Loans’ will provide growth
opportunities for existing clients of Sberbank and attract new clients, including those engaged in foreign
economic activity. Through all this, Sberbank will increase its loan book and volumes, and, consequently,
revenues from transactional business will grow (Minakov & Ivanova, 2021). Such a loan product will
give an opportunity for the entrepreneurs to implement a contract quickly and continuously throughout its
duration, as well as the opportunity to extend an uncovered credit.

To solve problems 3 and 4, it is proposed to improve the market-based pricing method used in
Sberbank (the price is set concerning the prices of competitors operating in the banking sector). Based on
the analysis of foreign banking experience, a promising method of pricing, such as the contractual method
of pricing, has been defined. This method consists of conducting a flexible interest rate policy by the bank
concerning strategic, important partners (VIP clients). It is aimed at attracting and retaining corporate
clients who are key borrowers and apply to the credit institution for large amounts of money.

As part of improving the market-based pricing method, it was proposed to switch to a contract-
based pricing method, which is more flexible and takes more account of the specific activities and
interests of corporate clients representing medium and large businesses. Moreover, the Bank developed
and proved economically the introduction of a new payroll product for the above category of corporate
customers.

The process of preparing and introducing the new banking product was divided into four
successive stages:

1. Design of the concept of a new banking product.

2. Design of a new banking product.

3. Introduction of a new banking product in the bank.

4. Assessment of possible economic effects from the introduction of the new product.

According to the projected values of Sberbank, the introduction of a new payroll product can

provide an economic effect of about 522 million roubles.

7. Conclusion

The pricing process is influenced by external factors. They are the economic environment in the
country, global economic trends, demand for banking products, etc.

The key to successful pricing is based on the study of these instruments using market research
methods. The results obtained, as a rule, determine which pricing methods should be applied in a given
situation. But it should be taken into account that costs set the minimum price level and decide on the
base price, while the level of demand determines the upper price level of banking services (Novoseltseva,
2020). In commercial bank practice, the present value method and the follow-the-leader method are
commonly used. However, it is more effective not to consider competitors’ prices in full, but to offer a
unique set of conditions to customers, thereby allowing for the targeted revenue.

In general, the recommendations that have been formulated by the author are based on the flexible
use of a set of pricing methods that aim at putting favourable and most reasonable prices for banking

services and products.
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