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Russia’s ‘Ministry of Cash’: Sberbank in Transition

WILLIAM TOMPSON

Over the last five years, Sberbank has been transformed before our eves
from an amorphous, unwieldy mechanism for collecting monev for the
government into a normal commercial bank—indeed, the largest bank in
our country.

Ivan Zhagel’, Finansovye izvestiva'

... Sberbank is being transformed from a universal financial institution into
an instrument for the conduct of state policy.
Maksim Akimov, Kommersant™

With a construction boom under way in Moscow, it is perhaps significant that the
two most striking new additions to the skyline of Russia’s capital-—apart, perhaps,
from Mayor Luzhkov’s ill-conceived monument to Peter the Great—are the new
headquarters built by RAO Gazprom and the Savings Bank of the Russian Federation
(Sberbank) south of the city centre.” These much criticised skyscrapers are surely an
accurate reflection of the distribution of economic power in the new Russia,
reflecting the importance of the energy and banking sectors in general and of the two
largely state-owned giants which dominate them in particular. Yet while Western
observers of Russia have long been aware of the political connections and financial
power of Gazprom, and have closely followed the controversies surrounding it,
remarkably little attention has been paid to Russia’s largest bank. To a certain extent,
this is true within Russia as well: while there has been no shortage of controversy
surrounding Sberbank, its political profile has been far lower than Gazprom’s, and
neither government reformers nor multilateral lenders have shown much eagerness to
press for its privatisation or restructuring.

This in itself requires explanation. The ‘non-story’ of Sberbank’s non-privatisa-
tion is interesting precisely because it presents such a stark contrast to the situation
in Central Europe, where governments have come under pressure to privatise and,
where necessary, break up state-owned banks. In the case of Sberbank. privatisation
and restructuring have barely even appeared on the political agenda, a fact which is
mute testimony to the power of the coalition protecting it. Ironically, the bank’s state
ownership and privileged status have been defended most vigorously not by ‘conser-
vatives' in the Duma or the government, nor even by Sberbank’s own managers, but
by leading reformers in the finance ministry and the central bank. The goals they are
pursuing are above all macroeconomic: policies have been directed not towards
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establishing a sound banking system but towards ensuring that Sbherbank remains a
ready source of cheap credit to the government. Indeed. it is no exaggeration to
describe Sberbank as the country’s number one ‘pocket bank’—the pocket bank of
the federal government.

This article will examine Sberbank in three sections. The first section analyses
the peculiarities of Sberbank’s position in the banking sector: its size, its ownership
and control arrangements, its enjoyment of state guarantees and its role as a provider
of credit to the government. The next section examines the challenges to Sherbank's
ability to maintain this position, including commercial challenges and retail market
development, as well as political and legal threats to its status. This is followed by
a brief conclusion which considers the implications of this state of affairs for both
the banking and real sectors.

The Gazprom of the Banking Sector

The most remarkable aspect of Sberbank’s position is its massive {by Russian
standards) size. On | November 1997 the bank held 106.5 trillion rubles in
household deposits, 76.9% of household ruble deposits in the banking system. The
bank also held around 10.4% of all corporate ruble deposits, up from just 5.5% at the
start of 1996." These data leave little doubt about Sberbank’s command of the
deposit base: its nearest rival in the retail market. Stolichnyi Bank Sberezhenii,” held
just 1.67 trillion rubles’ worth of household deposits at 1 October 1997 (compared
with a figure for Sberbank of 106.5 trillion at that date). Inkombank ranked third.
with 1.62 trillion rubles in retail deposits, followed by Agroprombank. with 1.60
trillion (its retail deposits are counted separately from those of SBS-Agro) and
Most-Bank. with 1.17 trillion; no other bank had crossed the trillion-ruble threshold.”
On the other side of the balance sheet, the bank boasted 252.9 trillion rubles in assets
at the start of 1997, as against 26.2 trillion for state-owned Vneshtorgbank and just
under 20.2 trillion for Oneksimbank, then the largest of Russia’s private commercial
barks (kombanki) in terms of assets.’

By global standards, Sberbank 1s not impressively large: in July 1997 The Banker
ranked it 344th in the world in terms of tier-1 capital and 300th in terms of total
assets.” By comparison, however. the highest-ranking kombank, Oneksimbank, was
rated 504th on ter-1 capital and 807th in terms of total assets.” Sberbank holds
roughly 40% of the total deposits in the Russian banking system.' equal to about
35¢% of broad money (ruble M2) in May 1997." Moreover. its network of over
33 000 branches is vastly larger than that of any other Russian bank: most Russian
banks have only one or two branches, and even Inkombank, the second largest player
in the retail market (in terms of total deposits). had 57 in January [997. The one
exception is SBS-Agro (formerly Stolichnyi Bank Sberezhenii), which has just over
1200 branches as a resulc of its purchase of a controlling stake in Agroprombank.
However. many of these are in unpromising rural areas."” In most areas of Russia.
Sherbank is still the only bank available."” Largely for this reason. virtually every
Russian adult is, in some capacity, a client of Sberbank. Citizens still pay their
housing and communal services charges via Sberbank branches. millions receive
salaries. stipends and pensions through them. and holders of State Savings Loan
Bonds (OGSZ) receive their interest payments through Sberbank.™

The Recovery of a Monopoly

More striking than Sberbank’s size, however. has been its resurgence since 1994
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The early years of economic transformation saw a marked erosion of Sherbank’s
pos:tion in the market, which was dramatically reversed in 1995-96. Its share of total
household deposits, generally seen as the most important indicator of its market
power, fell from above 90% in 1991 to roughly 40% in the summer of 1994: largely
as « result of the collapse of MMM-style investment funds and evidence of trouble
in the banking sector, Sberbank’s market share then recovered to over 60% in early
1993, reaching 68% by the beginning of 1996 and crossing the 75% mark in early
19971 This growth in market share has, moreover, been achieved against the
backdrop of rapid growth in total household deposits, which jumped by 42.1% in the
vear to May 1997, as against an inflation rate of just 14.6% over the same period.'
Overall, retail deposits in Sherbank rose by 69% in 1996."" Household deposit
growth slowed markedly in 1997: total retail deposits rose by 11.4% in the first three
quarters. However, corporate deposits were actually declining in real terms over the
same period.”

Chis recovery has been highly profitable: the bank recorded a 14.5 trillion ruble
pre-tax profit in 1996, up trom 4.3 trillion in 1995, While Sberbank™s 1997 profit will
not match the 1996 figure, the pre-tux profit for January—September 1997 amounted
to 4.16 trillion rubles, reflecting the sharp fall in bank profits across the sector in
1997."” These profit figures are particularly striking when compared with the total
1994 profit of the 100 largest Russian banks, estimated at just 29.5 trillion rubles.™
Some allowance should be made for the fact that private banks may well go to
greater lengths than Sbherbank to conceal their profits and thus hold down their tax
bills. but there is no doubt that the state-owned giant accounts for a huge portion of
the sector’s total profits.

Cyiven its commanding position at the start of the market transformation, Sber-
bank’s current dominance might seem more or less inevitable. However, it was not
by any means a foregone conclusion that the bank would weather the first stages of
the transition as it has done. Its future after 1991 was threatened by two major
challenges: fragmentation and economic instability.

in contrast to Promstroibank, Agropromstroibank and Zhilsotsbank. the spe-
cialised state banks (spetsbanki) created by the 1988 banking reform. Sberbank has
essentially retained its institutional integrity. The former fragmented to a consider-
able degree in the carly 1990s as a result first of decentralisation and subsequently
of the de facto “secession” of many of their branches via new share issues, although
Agroprombank (now a part of SBS-Agro) and Promstroibank have remained among
the ‘argest Russian banks.”' There are at least three reasons why Sberbank did not
break up in similar fashion. First, Sberbank’s local outlets never possessed the degree
of autonomy enjoyed by the local branches of the spetsbanki, although conflicts
between the all-Russian parent and provincial (republican) Sberbanks are by no
means unknown. Secondly, Sberbank’s viability depends above all on its reputation
as a bank that cannot fail, which in turn depends on its status as a state bank. If a
regional Sherbank were to “secede’ from the parent bank, it would probably lose
depositors rapidly. A third reason. closely related to the first two, is that. because
Sberbank performed a limited range of relatively simple operations for a very large
number of clients, Sherbank managers were and are less likely than the managers of
banks with a corporate focus to know their clients and to be able to build the kind
of relationships needed to take those clients with them in the event of a separation
from the parent bank. This contrasts with the situation of managers in, for example,
important regional branches of Promstroibank, who typically enjoyed established
working relationships with a few key client enterprises.
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Indeed, not only has Sberbank not broken up, but the current leadership of the
bank, installed in January 1996, has actually tightened central control over its
regional branches. Discretion with respect to deposit rates on retail deposits has been
all but eliminated: a uniform policy is to prevail across the country. Moreover,
regional Sberbanks’ freedom to execute certain types of financial market transactions
without Moscow’s approval has been curtailed. There has, however, been a counter-
vailing trend in the corporate market—individual branches have much greater
flexibility in dealing with corporate clients—as well as a growing willingness to link
decentralisation to performance, with more profitable branches being allowed greater
autcnomy in their operations and vice versa.™ Flexibility is a sine qua non in the
corporate market, where major customers are far more demanding than retail savers
and often want services tailored to their needs.

For a time, macroeconomic instability appeared a more serious threat to Sber-
bank’s position than fragmentation. The triple-digit inflation of 1992-95, which
directly facilitated the rapid growth of many of the new commercial banks. dealt a
triple blow to Sberbank. First, the retail deposit base on which it relied shrank
dramatically in both real terms and relative to corporate deposits. At the end of 1991
the volume of household ruble deposits in the banking system exceeded that of
enterprise deposits; a year later, household deposits were equivalent to just 18% of
enterprise deposits.™ This was because rapid inflation and negative real interest rates
on deposits of all kinds eliminated the incentives for households to hold rubles, while
enterprises were constrained by a host of financial regulations to maintain undesir-
ablv large ruble balances in their transaction accounts.”™ Moreover, the massive
emission of soft credits and subsidies to enterprises which characterised 1992-93
ensured that enterprise balance sheets did not contract in real terms nearly as sharply
as Jid household balance sheets. This is & common phenomenon in transition
economies and is one reason why, in Russia and elsewhere. financial stabilisation has
been followed by faster growth in household deposits than corporate ones.™

The second blow to Sberbank was that, at the start of the transformation, it was
required to lend the state virtually all of its available funds at very low nominal
interest rates.” The debt was repaid in the spring of 1993, by which time the
hyvperinflation of 1992 had drastically reduced its real value.”” The government’s
action was later blamed by the bank for a third problem: the failure to pay interest
rates to depositors which were even close to the rate of inflation (in fact, real interest
rates remained negative long after the debt had been repaid™). In one obvious
respect, of course, this was all to the good from the bank’s perspective: the negative
real interest rates paid on deposits in 1992-93 allowed Sberbank to generate
encrmous margine on other activities—or at least limited the damage done by
lending to the state at negative real interest rates. However. hyperinflation and
negative real interest rates also contributed to the rapid erosion of the retail deposit
base and led to Sherbank being blamed for its failure to protect citizens™ savings
from high inflation. The bank continues to be involved in legal battles arising from
the obliteration of private savings deposits in the early years of transformation and
trom its own (sometimes dubious) attempts to limit the application of subsequent
legislation on the payment of compensation to depositors.™

By the middle of 1994, then. it appeared that macroeconomic instability might
solve’ the problem of Sberbank without any action by the government: Sherbank’s
manopoly of retail deposits was being rapidly eroded. and the volume of retail
deposits relative 10 the total deposit base had shrunk dramatically. Aggressive
commercial banks like Inkombank and Stolichnyvi Bank Sherezhenit were already
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making significant inroads into the market for household deposits, especially in the
capitals. Many citizens were also investing heavily in new investment companies
which promised (and, in some cases, delivered for a time) staggering returns, while
more cautious savers simply opted for the security of foreign cash kept at home.

Sberbank’s recovery owed much to external factors. The failure not only of
obviously dubious pyramid schemes and credit institutions but also, in due course,
of some apparently solid banks played a vital role, as did the absence of any form
of deposit insurance covering private banks (Sberbank deposits are guaranteed by the
state). At the same time, the growth of the government securities market, in
particular, provided the opportunity to invest virtually unlimited sums of depositors’
funds in safe, highly liquid and lucrative instruments. However, there is no doubt that
Sherbank also responded to the challenge of competition. By all accounts, service
improved, even if critics argue that the bank continues to serve clients less well than
the private kombanki**~—which is almost certainly true in areas where Sberbank faces
little or no competition. The bank has invested heavily in technology designed to
increase the speed of operations within it—Sberbank has been the largest single
Russian client of Hewlett Packard in recent years''—as well as in the provision of
automated teller machines and plastic cards to clients. Some 35 000 cards were
issued in March—June 1997, with another 130 000 applications pending; the bank
expected to issue 200 000 more cards by the end of the year.*”

It will be argued below that Sberbank’s dominant position is being challenged on
a number of fronts and is likely to be eroded; nevertheless, it is at the moment, and
will for some time remain, by far the biggest player in the Russian banking sector.

Ownership and Control

Sberbank’s unique position in the Russian banking sector is, of course, largely a
product of its ownership status and preferential treatment by the authorities. Sber-
bank remains over 50% state-owned, with the state’s share being managed by the
Central Bank of Russia (TsBR)."' This arrangement has generated criticism, as it
medns that the sector’s regulator is also the de facto owner of its largest bank.™
There is little doubt that this raises a conflict of interest for the TsBR. which until
1 January 1997 did not require Sberbank to meet the reserve requirements to which
other banks were subject™ and which continues to accord Sberbank a special status.
According to Sergei Aleksashenko. first deputy chairman of the TsBR. Sberbank’s
position with respect to mandatory reserves was by mid-1997 ‘roughly equal” to that
of other banks. but it is expected to come into full compliance with other central
bank norms only towards the end of 1998.*

Even then, however, Sberbank will, according to TsBR Chairman Sergei Du-
binin, remain excrmpt from the controversial requirement (known as "N117) that a
commercial bank’s retail deposits not exceed its paid-up capital.” N11 has irritated
commercial bankers, who argue that it constrains their ability to compete with
Sberbank and that it is methodologically unsound. as both elements of the equation
are on the liability side of the balance sheet. It has been blamed by some observers
for checking the growth of the commercial banks. since the drying-up of other
sources of funds has made retail deposits increasingly important. especially for
hard-pressed regional banks.™ The Association of Russian Banks has argued for a
change which would link retail deposits to highly liquid, reliable assets.™ The fact
tha: N11 applies only to ruble deposits and not to hard currency reinforces the
perception that its purpose is to constrain would-be challengers to Sberbank—
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especially given that the exemption of forex deposits runs counter to TsBR efforts
to “de-dollarise” the economy. In April 1997 Inkombank chief Viadimir Vinogradov
claimed not only that the regulation impeded the growth of the banks™ retail deposit
bases but also that the TsBR ‘leadership’ had rejected amendments to the regulation
drafted by bank officials which would have made it less burdensome to commercial
banks.™ The apparent lack of enthusiasm at TsBR for either the privatisation of
Sherbank or the speedy introduction of deposit insurance further points to a desire
to preserve the savings bank’s unique position and to ensure that it remains under
central bank control for the foreseeable future.

Although its roots go back to the nineteenth century, Sberbank’s modern history
as o commercial institution began with the 1988 banking reform, which gave the
USSR Sberbank. hitherto no more than a specialised department of the State Bank.
considerable autonomy. In 1991 the RSFSR Sberbank was reorganised us a joint
stock company and won its independence from its all-union parent. However. its
autonomy was limited, as the Bank of Russia retained control of a majority stake.
The cabinet, moreover, initially continued to give directives to the bank on such
1ssues as interest rate policy. although critics pointed out that there wus no longer a
legad basis for it to do so: the government soon began to make “recommendations’
instead.”’

Control over Sherbank has remained an issue ever since. In early 1993 the central
bunk submitted to parliament a proposal 1o amend article 41 of the banking law then
in force. which defined the status of Sberbank. The amendment would have ended
Sherbank’s existence as a joint stock company and made it tederal property managed
by the central bank. A note accompanying the proposal provided its rationale: the
TsBR felt that Sberbank’s pursuit of “excessive profits’ had led it to undertake risky
credit market operations. which were incompatible with the state guarantees it
enjoyed.*” Given that TsBR Chairman Viktor Gerashchenko also headed Sherbank’s
supervisory board and that the central bank controlled 50% plus one share of
Sherbank’s equity, it is not entirely clear why the TsBR felt the need turther to
strengthen its hold over the bank: more than a simple desire to protect depositors
seems to have beern involved. It may be significant that the amendment was proposed
shortly before the first auctions of government treasuries were to take place. Given
the importance the authorities have since attached to ensuring that Sberbank re-
mamed a source of cheap credit to the government, it is not unlikely that the TsBR
was already concerned to shift the focus of Sberbank’s portfolio in this direction.
Pressure to end all direct central bank financing of the budget deficit made Sber-
bank’s position as a surrogate for the TsBR all the more important.

Sherbank fought back, arguing that adoption of the amendment would represent
a step back from a two-tier banking systemn, undermining investors’ faith in the
irreversibility of economic reforms in general and the security of property rights in
particular. Sberbank President Pavel Zhikarev warned that, if the bank were not
allowed to be aggressively profit-oriented, then it might prove possible to pay
depositors a positive real interest rate only with help from the state budget. Lev
Mukarevich of the Association of Russian Banks argued that the renationalisation of
Sberbank would aggravate relations between Moscow and the regions. He claimed
that 80% of the resources accumulated by Sberbank branches remained in the regions
where they were deposited and that this provided a crucial resource base for local
budgets and firms (the subsequent development of the government securities market
has changed this state of affairs dramatically). Finally, critics of the proposal cited
the_prohibitive_costs_involved_in_compensating Sberbank’s non-state shareholders,
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who included 3500 corporations (including some private commercial banks) and
120 000 private persons (mainly Sberbank employees). The law on joint stock
companies then in force stipulated that when a company was liquidated, its assets
were to be distributed to the shareholders, once obligations to the budget, employees
and other creditors had been met." The Gerashchenko proposals died in parliament,
but the TsBR remained concerned to keep a firm grip on Sberbank. After the *Black
Tuesday” ruble crisis of October 1994, which cost Gerashchenko his job. the central
bank unveiled new proposals to strengthen government control over Sberbank.

[n April 1995, however, the TsBR suffered an apparent setback with the adoption
of a new law on the central bank, which stipulated that the TsBR could not
‘participate in the capital of credit organisations unless provided for by federal law
(zakonom) ™ The divestment provision was prompted by concern about possible
conflicts of interest arising from the dual role of the TsBR a~ Sherbank’s owner and
regulator. The TsBR was to be required to give up its stakes in Sberbank and
Vneshtorgbank by | January 1996, although there was no question of their being
immediately privatised, since dumping such assets onto Russia’s illiquid share
markets would have put paid to any attempt to raise revenue by privatising either the
twe banks or any major industrial assets. Moreover, talk of selling oft Sberbank
would be certain to frighten depositors.™

At Sberbank’s May 1995 annual meeting, State Property Committee (GKI)
Chairman Sergei Belyacv proposed that the TsBR stake be transferred to his
committee. The proposal was unexpected, as indeed was the appearance at the
mecting of Belyaev and First Deputy Prime Minister Anatolii  Chubais.
Gerashchenko, still chairing the Sberbank supervisory board, pointed out that the
TsBR stakes in other banks were reflected on its balance sheet and that simply
wiping them off it would be a ‘thoroughly Bolshevik act’ which would harm the
central bank; compensation would have to be paid. Belyaev agreed to this but then,
perhaps realising the hostage he was thereby giving to fortune, promised that
budgetary funds would not be used for this purpose. However, he could not state
whence the funds would come. With the first shares-for-loans proposals having been
floated only a few weeks earlier, one journalist wryly observed that the shares could
be put up as security to borrow the funds needed to compensate the TsBR: this would
leave the state’s Sberbank shares to be managed by a consortium of private
commercial banks.*

[n the event, the meeting was broken off, to be resumed in 30 days’ time. In the
interim, Belyaev and the GKI were to draft a plan for disposing of the Sberbank
stake held by the TsBR: later in the month, the GKI chief reiterated his promise that
Sberbank would be privatised in [995. However, the promised guidelines never
appeared, and the meeting was again postponed, this time indefinitely. Belyaev’s
new line was that privatisation of Sherbank would be postponed pending the
adoption of special legislation.”” In July 1995 the Duma passed and the president
signed an amendment to the law on the central bank stipulating that federal shares
in Sherbank could be transferred or the number of voting shares reduced only if
pariiament adopted a special law to this effect. Budget Committee Chairman Mikhatil
Zadornov claimed that the amendment would “guarantee Sberbank’s depositors
against surprises”.”

Belyaev's campaign had clearly stalled. The TsBR. while officially in favour of
withdrawing trom involvement in any commercial structures, was clearly in no hurry
to relinquish its Sberbank shares. For the government, which Belyaev might have
been thought to represent. the approach of parliamentary, presidential and regional
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elections in rapid succession made it an inauspicious time to tamper with Sherbank.
In the State Duma, even liberals like Zadornov were opposed: Zadornov in late May
raised the possibility of putting off any change in Sberbank’s status until 2000.* The
commercial banks were divided: a number of major banks, including some which
already held shares in Sberbank (e.g. Tokobank) and others which borrowed heavily
from 1t on the inter-bank market. were reportedly opposed to any change in the
savings bank’s status. The leading putative proponents of privatisation were banks
like Inkombank and Stolichnyi Bank Sbereshenii. which were trying actively to
compete with Sberbank for retail deposits and which may have felt that privatising
Sherbank would level the competitive playing tield—especially if Sberbank were
broken up at the same time.™

Sberbank’s own managers proposed selling 25% of the bank’s equity at "face
value™ (50 000 rubles per share) to the public (chiefly depositors). possibly subject to
some restrictions on the transfer of shares from one owner to another. This
arrangement, they claimed, would leave the state with a controlling interest, while
Sherbank management would handle the day-to-day running of the bank.™ Of course.
restrictions on share transfers would have amounted to another form of state control.
while free trade in Sberbank shares would probably have led rapidly to the
accumulation of large privately held stakes. The proposal thus suggests that Sber-
bank officials were most interested in avoiding the emergence of an effective outside
OWRCEr,

That. however, was not to be. Legislation leaving the TsBR in control of its
shares until 1 January 2000 was finally passed in December. when the Duma voted
through all three readings in one go, just weeks before the 1 January 1996 deadline.™
By mid-1997, however, it was increasingly clear that neither the TsBR nor Sberbank
was thinking seriously about the eventual privatisation of the savings giant. Indeed.
Dubinin claimed that Sherbank’s mix of state and private ownership was advantu-
geous.” At a press conference following Sherbank’s 30 May 1997 shareholders’
mecting. the central bank chief did not sound like a man planning to relinquish
control any time soon:

The Bank of Russia considers that it would be inexpedient to reduce the
size of its stake in the Savings Bank of Russia. This share may fluctuate
somewhat in connection with new share issues, but we will not surrender
that part of our stake which permits us to have a majority. The most recent
period has shown the high degree of efficiency of this arrangement for both
Sherbank ... and the country, the population ... We are therefore certain
that the combination of state and private capital in this bank must be
preserved.™

By the end of 1997 Dubinin seemed certain to have his way. While there was
rencwed speculation concerning a GKI bid for control of Sberbank during the
summer—a time when Dubinin was under pressure on a number of fronts—the
government in the autumn mooted a bill which would extend TsBR control of the
savings monopoly indefinitely. By the end ot the year the proposal appeared all but
certain to become law.™

The TsBR grip on Sberbank could scarcely be firmer. Dubinin chairs the bank’s
supervisory board, which is dominated by representatives of the government and the
TsBR. Sberbank President Andrei Kaz min, appointed in January 1996, was widely
seen as Dubinin’s choice. Kaz’min had served since 1993 as deputy finance minister,
impwhichpeapacitysDubininpwassfonagtime his boss: moreover. Kaz 'min’s responsibil-
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ities at the ministry included managing relations with the TsBR.* The replacement
of Sberbank President Oleg Yashin with Kaz’min was engineered by the TsBR and
the finance ministry, both of which were determined to strengthen state control over
the savings monopolist. Yashin was widely believed to have been pressured by the
TsBR to step down, a view which Dubinin’s subsequent criticisms of Sberbank’s
previous managers would seem to confirm.”” The shareholders meeting at which
Kaz'min was installed also witnessed the election of a supervisory board dominated
bv TsBR and finance ministry officials and an attempt by the TsBR to amend the
Sberbank charter so as to limit supervisory board representation to sharcholders with
equity stakes of at least 30 billion rubles—a provision which would have made for
a wholly TsBR-appointed board: in the event. the threshold was lowered to 5
billion. ™

A number of theories regarding the reasons for Yashin's replacement were
floated in the Russian press. The simplest is that the newly appointed Dubinin
wanted to install his own man at Sberbank. control over which is crucial to TsBR
management of monetary policy; more generally, critics believed that Sberbank. like
many other state-owned monopolies, had become the de facto property of its
managers and needed to be brought back under control™—a phenomenon which the
government began to tackle in the case of Gazprom a year later. It was also
suggested that Yashin was in trouble because of the so-called “deal of the century’.
a massive transaction involving the exchange of 100 million dollars™ worth of
promissory notes which was concluded between Sberbank and the bank Nat-
sioral’nyi Kredit just a month before the failure of the latter.*” Dubinin himself has
criticised the Yashin team for, inter alia, investing excessively in expensive, under-
financed and unprotitable construction projects, including the new Sberbank head-
quarters (reported to have cost 5000 dollars per square metre®) and various
commercial properties.® Finally, some observers believe that the chief TsBR concern
was to ensure that Sberbank remained a ready purchaser of government paper, and
that it was dissatisfied with the Yashin team’s credit policies.”® Dubinin has since
criticised the credit policy of the Yashin administration, implying that it should have
concentrated more on safe instruments like government securities.™ Significantly,
government paper, which made up around 20% of Sberbank’s portfolio shortly
before Yashin resigned, accounted for well over 50% by the end of 1996.°” However,
this shift in asset structure began before Yashin's departure and was at least partly
related to rising yields on treasuries and heightened caution about lending on the
inter-bank market, where Sberbank had been a major provider of funds. in the wake
of the August 1995 crisis.

Security

Sherbank deposits are 100% guaranteed by the state. No other bank enjoys such a
guarantee. This is particularly important given that Russia still has no deposit
insurance scheme and no law on the bankruptey of financial institutions.*® Draft laws
on hoth topics have been under consideration in parliament since 1995.°7 The
absence of a law on the bankruptcy of financial institutions means that extracting
funds from a failed bank is expensive and can take years; nor is there any guarantee
of success, as depositors must compete with other creditors.”® This is the main reason
for Sberbank's popularity: deposits in Sherbank are seen as secure. and its market
share tends to increase at times of turbulence in the financial sector. Reliability is
generally regarded as the most important factor in choosing a bank.”
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That being said, critics argue that the Sberbank guarantee is backed by nothing
more than the government’s word and the printing press: no provision has been made
in the budget or elsewhere for ensuring that the government could make good on this
commitment if circumstances required it. Dubinin rejects this view, claiming that
Sberbank’s asset structure ensures the safety of its deposits, since the total value of
its mandatory reserves, the government securities in its portfolio and the credits it has
extended under finance ministry guarantees is considerably greater than its total
deposits. In short, all deposits are matched by very secure liquid assets.” At a press
conference following Sberbank’s 1997 shareholders’ meeting, Dubinin placed great
stress on the fact that Sberbank deposits had “not only a legal, but a real, economic,
financial guarantee’.”’ suggesting perhaps that the issue remains a sensitive one.
Dubinin’s position sits uncomtortably alongside Sberbank’s stated desire to diversity
its usset structure and the May 1997 presidential decree ending the extension of
credits under finance ministry guarantees.”> The irony of his stance lies in the fact
that the commercial banks have pressed for a similar link between safe liquid assets
and retail deposits in lieu of the current version of NI11. but the TsBR has rejected
this.

This debate matters little at present, since Sberbank deposits are still safer than
those in commercial banks. However, the eventual creation of a deposit insurance
scheme for the commercial banks may well focus attention on the perceived lack of
substance behind the Sberbank guarantee, leading either to its modification or to the
adoption of a separate law on Sberbank itself. the drafting of which could be full of
unpleasant surprises for the bank. The latter possibility has already been raised in
parliament.

There is no consensus concerning the likely impact of the creation of a system
of deposit insurance on Sberbank’s competitive position.”” It adopted in something
like its present form, the law on deposit insurance would create a Federal Deposit
Guarantee Corporation which would be financed by charges levied on participating
banks: these would comprise an “entry fee” of 0.5% of the bank’s own capital and
an annual premium equal to either 0.5% or 1.0% (depending on the bank’s financial
soundness) of its average volume of retail deposits, rates which critics argue are
rather high by international standards.” The commercial banks maintain that it would
make more sense—and would better correspond to international practice—if the fund
were formed using mandatory reserves already deposited with the TsBR rather than
via the imposition of additional levies. The TsBR initially resisted any erosion of its
powers over the sector, including the diversion of a portion of mandatory reserves to
the deposit insurance corporation, but Dubinin has since said that the formation of
the corporation could coincide with a one-oft reduction in mandatory reserve
requirements. This, however. would be unlikely to cover the full cost of maintaining
the fund, and Dubinin stressed that it would put an end to any discussion of using
mandatory reserves to pay off depositors. Even so, the proposed schedule of fees
would be far from sufficient to finance the corporation in its early stages. This has
led 10 pressure for state support, but the finance ministry has consistently resisted any
budgetary contribution to the fund. citing the problem of moral hazard as well as the
government's already serious fiscal difficulties.”

With the exception of Sberbank, all banks taking retail deposits would be
required to join the deposit insurance system. Sberbank, with its state guarantee.
would remain outside the system. This would leave it with two significant advan-
tages. First. it would not have to pay into the guarantee fund: this would amount to
exeptionfiom=t=sighificant-new=tax Yet Sberbank would benefit from the

Reproduced with permission of the copyright owner. Further reproduction prohibited without permissionyy



Sberbank in Transition 143

reduction in mandatory reserves mooted by Dubinin—hence the pressure from
kombanki for a provision in the new law requiring Sberbank to set aside 0.5% of its
retail deposits in a special TsBR account.”™ Secondly. Sberbank’s state guarantees
cover 100% of all its deposits; the proposed new scheme would include a schedule
of limits, involving 100% coverage of deposits worth up to 20 times the minimum
monthly wage. 90% coverage for deposits up to 250 times that sum (about 19 million
rubles at the end of 1996) and no coverage thereafter. It would also exclude funds
deposited in trust, the accounts of unincorporated entreprencurs’ and numbered
anonymous) accounts.™

These aspects of the law have led some observers to conclude that. far from
mcreasing competition for household deposits, the new arrangements will actually
deter banks from pursuing retail business.” Sberbank is not, however. the sole
beneficiary of its state guarantee. The T<BR has. in some high-profile cases.
transferred retail accounts from banks which had lost their licences to Sberbank.
While this demonstrates TsBR faith in the soundness of Sberbank, it also signals to
depositors that deposits in larger kombanki are safe, because the authorities will not
accept the political costs of failing to rescue them.™ In other words. the explicit
guarantee of Sherbank deposits has been tmplicitly extended to some other banks.
This 1s one reason why some leading commercial banks remain unenthusiastic about
deposit insurance: de facto it not de jure, their deposits are arguably more sccure now
than they would be under the proposed deposit insurance scheme. which they see as
& mechanism tor making them pay for the mistakes of weaker banks.

Shcrbank und State Finances

The primary reason TsBR wishes to protect both Sberbank’s position and its own
grip on Sherbank is bound up with yet another peculiarity of its position: it is a
crucial source of cheap credit for the government. ensuring that its bonds meet with
a highly liquid primary market.* In April 1997 the bank held about 36% ot all
treasury bills and government bonds in circulation, including an estimated 44% of
GKO and OFZ.* Some 60% of its assets were in government paper in mid-1997, and
700 of its income in the first half of that vear was generated on the government
securities market.Y” The bank’s accounts for 1996 show an eight-fold increase in
operations involving government paper compared with 1995, Its holdings of govern-
ment securities amounted to a sum roughly equal to 86.5% of its retail deposits.™
Sberbank thus continues to play a role assigned to it in 1968, when the Soviet regime
first began borrowing directly from Gosbank to finance the internal state debt.”’

The interest in maintaining Sberbank’s presence as a ready purchaser of govern-
ment paper is one which the TsBR shares with the government. and it is no
accident’. a Bolshevik might say, that 10 of the 17 members elected to Sherbank’s
board in 1996 were representatives of the central bank or the finance ministry.
Duhinin himself acknowledged in May 1997 that ‘cooperation with Sberbank in
various sectors. particularly the government securities market. helped [the TsBR] to
perform essential tasks, which would have been difficult, and perhaps impossible.
without Sberbank™ ™ He was even more frank in a June 1997 interview carried by
Komsomol skava pravda. After explaining that Sberbank’s state guarantee obliged it
to pursue a low-risk credit policy focused on government securities. Dubinin
continued:

... this has allowed us to regulate the situation on the GKO market. During
the bitterest period of political struggles before the presidential election,
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when many banks moved out of government securities, Sberbank con-
sciously invested in that market and stabilised the situation. I can say
frankly that there were moments when we could otherwise have had
something like a ‘Black Tuesday’ on the GKO market.*

Dubinin leaves little doubt as to why journalists have nicknamed Sberbank the
‘ministry of cash’.” Given the need to abstain from direct central bank financing of
the budget deficit, largely in order to please the IMF, the authorities have found
borrowing from a TsBR-controlled bank to be the next best thing. Since the TsBR
itself holds roughly as much government paper as Sberbank, the central bank is
directly or indirectly financing over 70% of the market; the kombanki account for
about a quarter, with the remainder being covered by other investors.”" While this
arrangement is far preferable to that which prevailed in 1992-93, it highlights the
largely symbolic nature of the commitment to avoiding direct central bank financing
of the deficit.

Critics argue that this is an inefficient use of depositors’ funds and that Sberbank
contributes little to the real economy, but the authorities have resisted attempts—
not least those of Sberbank’s own managers—to diversify the bank’s asset
structure. Sberbank officials, moreover, reject criticism on this score, pointing to the
fact that the bank increased its lending to both corporate and private borrowers
by around 80% in 1996, to 86.9 trillion rubles. On | January 1997 it claimed
30.9 trillion rubles in credits outstanding to such borrowers. Moreover, lending to
industry and construction accounted for 42.3% of this sum, up from a 35.5% share
a year earlier, while the relative weight of interbank lending and lending to
the trading/intermediary sector declined.’” In any case, government paper is seen as
an extremely low-risk investment, an important consideration for the authorities
given the state guarantee of Sberbank deposits and the political implications of
any crisis involving them. Dubinin has stated flatly that. in view of its state
guarantee, Sberbank should be a conservative institution., not permitting risky
operations™."™

Thus, the government’s fiscal hunger and its political needs both point to the
desirability of ensuring that Sberbank invests heavily in government securities. At
present. the authorities appear likely to get their wish. While stressing that Sberbank
plans to diversify its portfolio and. in particular, to step up lending to households and
industrial enterprises, Kaz'min has repeatedly emphasised that his bank intended to
retain its leading role in the market for government securities. suggesting that it
would continue to account for around one-third of the market. In particular. he stated
in June 1997 that falling yields on short-term treasuries (GKO) meant that these
instruments would increasingly be replaced in Sberbank’s portfolio by other state
securities, including State Savings Loan Bonds (OGSZ), State Internal Hard-Cur-
rency Loan Bonds (OVGVZ) and Russian government Eurobonds.™

Not surprisingly. Sherbank also enjoys privileged access to budgetary funds. On
t January 1997 there were 1.28 trillion rubles in state funds in Sberbank accounts.
far more than in any kombank except Oneksimbank (though it should be noted that
this was but a tiny fraction of its total deposits).” During early 1997 Sberbank held
the accounts of some 4000 budgetary organisations. including the tax and customs
services.” Moreover, the May 1997 presidential decree on abolition of the federal
government’s controversial system of “authorised banks® servicing budgetary ac-
counts will. to the extent that it is implemented. benefit Sberbank.”” As an interim
measure_pending the establishment of a fully operational system of ‘treasury
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execution of the budget’ from 1 January 1998, the authorities have begun to transfer
to Sberbank the accounts of the Federal Border Service, the ministries of defence and
internal affairs, and a number of other large federal bodies. This deadline is likely to
slip, but Sberbank will remain the principal channel for federal funds even if it does
not. As the ‘general agent’ of the treasury, Sberbank will hold the accounts of the
253 branches of the treasury and will perform its functions in places where no
treasury branch exists.”® Tax service chief Aleksandr Pochinok has expressed the
hope that Sberbank would win most of the competitive tenders for participation in
the financing of federal programmes, which are in future to be the only basis on
which private kombanki handle budgetary accounts.” All this will ensure that such
budgetary funds as are available for short-term investment can be used to provide
liquidity in the government securities market.

Sberbank’s Future

Despite the apparent determination of the authorities to protect its privileged
position, Sberbank faces challenges on a number of fronts. These include both
commercial challenges arising from developments in the market for government
paper and the activities of the private kombanki, and political and legal threats to
Sberbank’s status.

Commercial Challenges

While Sberbank’s rising share of the retail market has been widely discussed, the
consolidation of the rest of that market has gone largely unnoticed. The proportion
of retail deposits outside Sberbank has been increasingly concentrated in just a few
commercial banks, several of which have had far faster rates of deposit growth than
Sberbank. The leading challengers include, inter alia, Inkombank. Most Bank,
Vneshtorgbank, Menatep, Stolichnyi (now SBS-Agro), Gutabank and Aviobank."
Obviously. a great deal hinges on the extent to which any new deposit insurance
scheme preserves Sberbank’s privileges. It is therefore significant that the commer-
cial banks are lobbying for a special law on Sberbank requiring it to set aside funds
for deposit insurance on the same basis as the kombanki.""" The TsBR reaction to
such proposals will be an important test of its willingness to level the playing field
in the banking sector. Requiring Sberbank to participate in deposit insurance on a
‘normal” basis would deprive it of a significant competitive advantage and would
also eliminate the justification for insisting that Sherbank invest disproportionately in
government paper-—possibly an equally serious consideration from the authorities’
point of view.

Not surprisingly, Sberbank’s challengers have made the greatest headway in
Moscow. where the strongest of the commercial banks are based. Thus, by mid-1997
some 496 of all non-Sberbank household deposits were in Moscow. up trom 40%
at the end of 1995."" This reflects both the more favourable economic conditions of
the capital relative to the provinces and the presence there of strong challengers to
Sberbank. However. this geographical concentration of the competition works in
Sberbank’s favour. Its national position is likely to be eroded much more slowly. if
only because of the time and investment required for the major commercial banks to
challenge it outside a few major cities. Such expansion could be accelerated by
mergers and acquisitions in the provinces. but few of the potential acquisition targets
are financially sound enough to attract the major banks. and there is still some
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political resistance to be encountered, although regional administrations” hostility to
the big Moscow-based banks has declined markedly in recent years.

Sberbank is not oblivious to the competitive threats to its position. In addition to
stepping up efforts to attract retail deposits, it has been increasingly aggressive in
pursuing corporale clients: the number of corporate accounts held by Sberbank rose
by 40% in 1996: its share of total corporate ruble deposits jumped from 5.5% to
10.4%." Much of this growth was a result of the transfer of budgetary accounts to
Sberbank, but the bank has done much to attract comercial corporates as well,
Tronically, its pursuit of corporates as account holders has coincided with a growing
reluctance to fend to corporates. as Sherbank concentrated its lending first on the
inter-bank market and then the government securities market.'™ The bank claims to
have reversed this trend. and bank officials are at pains to stress the scale of
Sberbank’s lending to industry and construction. but this nevertheless accounts for a
smadl fraction of its total assets.™”

Rerail Marker Development

Toral retail deposits in Russian commercial banks rose by 38% in real terms in 1996
before more or fess stabilising in 1997. Even the introduction of a tax on interest on
deposits did not check this growth. since it applies only to interest rates above the
TsBR refinancing rate. The share of retail deposits in the total ruble deposit base rose
from around 38.3% in 1995 to roughly 44-45% (und rising) by the end of 1996. By
contrast. corporate deposits have grown slowly. Total enterprise deposits rose by
only 7% in real terms in 1996, with enterprise term deposits falling by 34% after
inflation.™ At the same time. other sources of cheap funds have become less
accessible: yields on state securities continue 10 decline. the corporate securities
market remains under-developed. and the government is currently trving 10 change
the conditions under which commercial banks handle state tunds. on which they have
hitherto generally paid no interest.””

Competition for retail deposits 1s already fierce. During the early vears of the
transformation. most banks showed little interest in retail operations. Since 1995,
however, the rapid growth of household ruble deposits. when contrasted with the
stagznation of enterprise deposits and the drying-up of other sources of cheap or free
liabilities. has intensified the competition for the custom of previously neglected
retuil depositors. Even banks such as Menatep. which previously showed little
interest in the retaill market. are aware of its growing importance. By 1996 retail
money was more expensive in some western regions of Russia than wholesale
money."™

However. estimates of the potential short-term growth of the retail banking
market are generally high of the mark for the following reasons. Russian and
Western observers frequently draw attention to the fact that the rate of growth of
sales of foreign cash 1o the population” has in recent years outstripped the growth
of houschold ruble deposits. In the first three quarters of 1996 citizens™ purchases of
toreign cash were more than four times as great as the total increase in the volume
of retail deposits in the banking system.'™ It has been estimated that 20-24% of
household expenditure goes on purchases of foreign cash.'" The conclusion drawn
i~ that citizens do not yet trust the ruble to hold its value and that foreign cash is still
seen as preferable 1o interest-bearing ruble deposits.'" Indecd. the Stale Commitiee
for Statistics (Goskomstat) continues to include household purchases of foreign cash
in (s estimates of honsehold savings.''” The clear implication is that these funds are
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there to be drawn into the banking system. if only the citizens had greater confidence
in the ruble and in the banks—especially given that the legislation governing
investment funds, insurance companies and private pension funds is still woefully
inadequate, leaving retail savers with few low-risk alternatives to bank accounts.'"

There is some truth to this view: the US dollar, in particular, is an important
savings instrument. However, much—perhaps most—of the foreign cash purchased
by private individuals is bought by entrepreneurs whose activities are registered as
‘retail” because they are not incorporated. The most important group here are the
so-called “shuttle traders’, private citizens who buy goods abroad with foreign
exchange, sell them for rubles in Russia and then convert their earnings into foreign
exchange to repeat the cycle.'"” This represents turnover. not accumulation. No one
really knows how much wealth the population holds, but one recent analysis of retail
purchases of foreign cash concluded that the entrepreneurial share of such purchases
fluctuated between 60% and 80% of the total.'’” Since even non-entrepreneurial
households spend foreign exchange as well as buy it (something Goskomstat
apparently overlooks), the total savings accumulated in the form of dollars or other
foreign cash comprises an unknown share of the 20-40% not accounted for by
small-scale entrepreneurial activity. Actual household savings probably amount to
around 10.4% of disposable income, rather than the 26% recorded by Goskomstat.''®
Thus, most assessments of citizens” propensity to hold savings as foreign cash
greatly overestimate such “unbanked” savings (and, by extension, total household
wealth) and likewise underestimate households™ propensity to bank what funds they
have. This implies that the growth of retail deposits depends on the growth of real
incomes rather than on the ability of the banks to draw some large existing stock of
savings out of mattresses and into their accounts.

At the same time, with yields on government securities falling and the opportu-
nities offered by lending to the real sector limited, banks™ margins are being
squeezed. Household accounts, being largely transaction-oriented. are expensive for
the banks to operate, leading both outside observers and Russian bankers to
anticipate increasing reliance on transaction charges and other fees."'” The rising
price of domestic deposits of all types has prompted Sberbank and its competitors to
borrow abroad. Sberbank is to draw some of the funds from a SI35 million
EBRD-sponsored five-year credit package and has also secured a one-year $225
million syndicated loan from Western commercial banks at LIBOR plus 2% .'"*

Developments in the government securities market pose another challenge.
Sherbank’s deposit rates and its profitability are closely tied to yields on government
securities, which are expected to continue to fall this year. There is thus an emerging
contradiction between the bank’s need to diversify its asset structure and the
authorities™ desire for it to provide liquidity in the government securities market and
to adhere 1o a very low-risk strategy. Kasmin has continued to stress that the bank
intends to maintain its leading position in the government sccurities market. but i1t
has also promised to increase lending to the non-financial sector and particularly to
individuals.'"” Given the existing legal framework and the economic condition of
most households, the latter is unlikely to be very widespread for some time.
Nevertheless, Sberbank has repeatedly reduced lending rates on credits to individu-
als, particularly for housing purchases; these are now lower than those offered by the
kombanki."™" Tt has also taken steps to simplify the procedures for retail borrowers. !
This should at least aid Sherbank in establishing a reputation for being friendlier to
small borrowers, which could stand the bank in good stead as the retail credit
muarket—and, more particularly, the mortgage market—develops. At present, how-
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ever, the bank remains extremely cautious about lending to individuals, and the terms
it advertises, especially for mortgage lending, reflect aspiration at least as much as
reality.'*

Political and Legal Challenges

Sherbank continues to face a bewildering array of legal challenges, mainly arising
from the losses suffered by depositors in the hyperinflation of 1992. None of these
has so far done serious damage to Sberbank financially. and none looks likely to do
<o, but the litigation has generated a tremendous amount of adverse publicity.'™
Ironically, Sberbank itself actively lobbied for compensation for savers—from the
budget. needless to say, rather than from its own funds. The bank argued that it was
unable to offer depositors positive real interest rates in 1992 because it had been
required to lend those deposits to the government at low nominal interest rates—and,
as it turned out. massively negative real ones.'™ Even so, the bank is widely blamed
for the losses. and the fact that both the cost of its new headquarters and the size of
its 1996 profit dwarf the sums so far paid in compensation to elderly savers (the only
group so far to have been compensated) has not enhanced its reputation.'” The
announcement of the redenomination of the ruble refocused public and press
attention on the problem of pre-1992 deposits and the prospects for some form of
restitution. Debate has centred on whether those deposits must also be redenomi-
nated."* This, in turn, generated considerable adverse publicity for Sberbank.
Although it continued to maintain that the question of compensation was a matter for
the government rather than itself (something which the government has also ac-
knewledged). the bank. in an effort to limit the damage, offered to help the
government finance a wide-ranging compensation programme.'"’

This unpopularity leaves the bank politically vulnerable. Sberbank in early 1997
began to attract unwanted attention from a number of parliamentary deputies. Given
the fiscal difficulties faced by the government, it is scarcely surprising that some in
the State Duma are eager to secure a large slice of Sberbank’s profits for the state
budget.'” Talk of a special law on Sberbank picked up in connection with the debate
over deposit insurance; this is a particularly worrying prospect for the bank, given
the view ot many opposition deputics that parliament should even pressure Sberbank
to increase the rates it pays on deposits.'” The whole issue of Sberbank’s interest
rate policy became extremely controversial as a result of its unilateral reduction in
deposit rates in March 1997 in response to falling GKO yields and central bank
interest rates. The legality of the move, which affected what many depositors thought
were fixed-rate term deposits, was contested and upheld, since the fine print of the
deposit agreements stipulated that the bank could alter the interest rate it circum-
stances required it."*® However, that victory was cast into doubt in August 1997 by
a statement from the procuracy questioning the legality of the deposit agreements. '

Sberbank. with TsBR support, remains opposed to parliamentary attempts to
intervene in its affairs. Kaz'min has rejected political interference in the bank’s
operations on the grounds that there 1s no justification for politicians’ meddling in a
bank which is profitable and requires no subsidies from the budget.'*” (Sberbank’s
rivals might wish to dispute Kaz’'min’s claim about the lack of subsidy, but he was
certainly right to claim that it needed no subsidies from the budget.) In any case. a
special law on Sberbank may be the price it has to pay for remaining outside the
deposit insurance scheme; the bank’'s best defence then would be to involve itself as
fully as possible n the drafting of the new law.
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Parliamentarians are not the only politicians eyeing Sberbank’s resources. Even
as the issue of its long-term ownership was being resolved in late 1997, there was
increasing speculation concerning its potential utility for politicians aspiring to
succeed President El'tsin. With Russia’s private financial oligarchs far less likely to
unite behind a single candidate in any future presidential election, it is argued that
control over Sberbank could offer a candidate access to financial resources such as
his rivals could only dream about. On this view, TsBR control of Sberbank works to
the advantage of Prime Minister Viktor Chernomyrdin, who is generally reckoned to
have very close links to Dubinin." As the El'tsin succession approaches, the
position of both Sherbank and the TsBR could become highly politicised.

Conclusion

To date. the authorities’ handling of Sberbank has, like many other policies directed
at the banking sector, been driven by short-term fiscal pressures rather than by the
need to establish a safe, sound banking system over the long run. The savings bank
has been treated as a cash cow, to be milked, if anything, even more assiduously than
it wus during the Soviet period. Prior to stabilisation, this mattered littie to the sector
as a whole, since few banks were seriously interested in household deposits and the
retaii deposit base was in any case shrinking rapidly. However, the rapid growth in
household bank deposits of recent years has made Sberbank an enormously powerful
player in the sector. while its smaller commercial rivals have come increasingly to
resent its privileges'™ even as the strains caused by stabilisation have generated new
pressures for them to take the retail market seriously.

This has a number of implications for the future., all of which Rostowski
identitied in Central Europe prior to Sherbank's recovery.' First, it means that the
inter-bank market. such as it is, is badly unbalanced. A second and closcly related
poini is that Sberbank now holds enormous potential power over domestic long-term
interest rates. which, in the absence of TsBR control, would depend on Sberbank’s
commercial goals rather than the requirements of monetary policy. The TsBR has
prevented this by effectively taking over Sberbank’s asset/liability management
policy and tailoring it to central bank needs. This, however, raises the prospect of
encouraging the government to run budget deficits, particularly if. as in the Russian
case. the authorities not only maintain tight control over the savings bank but
actually ensure that it retains its dominant position by granting it legal privileges
which put potential competitors at a disadvantage. This ensures that the state has first
call on the funds accumulated by the banking system while making it easier to hold
down the interest rates the state must pay for such funds.

The other possible response to the situation, according to Rostowski. is for the
central bank itself 1o become the major player (in gross terms) on the market. If the
market were relatively balanced in gross terms, which it is not, the TsBR could
influence long-term rates by operating at the margin. Paradoxically. Rostowski
argues that this second option actually creates incentives for the authorities to
increase the state’s indebtedness so as to provide the instruments with which the
central bank would then operate.'

The Sberbank story is essentially about a conflict between macroeconomic and
microeconomic goals, in this case the need to hold down borrowing costs while
abstaining from direct central bank financing of the budget deficit as against the need
to foster competition in the banking sector. As has typically been the case in Russia
since 1992 _macroeconomic. targets_have consistently been given priority. At the
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same time, the manipulation of Sberbank has to some extent offered the TsBR the
solution to a dilemma faced by many central banks in managing the government
securities market: the relationship between liquidity and cheap credit. The central
bank and the government alike share an interest in ensuring that new securities issues
will always meet a highly liquid primary market; at the same time, the government
wants to borrow as cheaply as possible. Clearly. these two goals are not always
compatible in the normal course of things; control of Sherbank has allowed the TsBR
to square this circle to some extent by ensuring that the largest player on the market
will always be willing to buy up whatever is required. Russia is not alone in devising
a peculiar institutional solution to the liquidity/cheap credit dilemma: the system of
primary dealers in the United States, which Russia has to some extent tried to copy.
was devised for similar reasons and was widely blamed for making the 1991
Salomon scandal possible.'’

The implications of the present arrangement for the real sector are depressing,
particularly for enterprises in the provinces. Given that banks appear (o be ex-
tremely—and understandably—reluctant to lend “further than they can see™."™* credit
resources, which are now overwhelmingly concentrated in Moscow, will find their
way to the regions only in one of two ways: via regional banks, borrowing on the
interbank market, which has never recovered from August 1995, or via the expansion
of the bigger banks™ branch networks, which, as noted above. will take time. The one
bank with both the resources and the branch network needed to become a lender to
industry nation-wide is Sberbank, but both the government’s fiscal needs and the
authorities” fear ot letting Sherbank pursue any but the most fow-risk credit policies
militate against its playing this role—quite apart from the many obstacles which any
would-be lender to industry must overcome '’

Pressure for change is mounting. The commercial banks are growing more
critical of Sberbank’s special status. while the opportunities for reconciling the
bank’s commercial interests with the authorities” need for it to concentrate on
government securities are declining along with GKO yields. Nevertheless, change is
unlikely to come quickly. Russia’s industrial monopolies have shown themselves
extraordinarily adept at thwarting attempts to restructure them: there is litile reason
why Sberbank, backed by the finance ministry and the central bank. should prove any
different.
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on which Sbherbank’s ranking is based are trom January 1996. while the figures
underlying most other 1997 rankings are for 31 December 1996/1 January 1997,
Sberbank is thus lower in the rankings than it would otherwise be.

/. “Top 10007, p. 168. The other Russian banks listed in the top 1000 are Vneshtorgbank
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