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In recent years, the world has seen the active rates. At the same time, we understand that
evolution of a macroprudential policy, which these measures alone may not be su cient. In
international organizations de ne as the use the past, risks materialized in the segment of
of prudential tools to limit systemic risks and loans with high interest rates, but in principle
prevent bubbles on nancial markets. This is there could be a situation — as has been observed
a relatively new area, although some countries in many countries — where risks accumulated in
conditions of low interest rates. Thus, tools must
be developed for a macroprudential analysis so
that they can respond to risks, including the risks
of borrowers’ debt burden. In February 2017, the
Bank of Russia published a consultative report
assessing borrowers’ risks based on debt burden
indicators. During the initial stage, it is essential
to determine the procedure used to calculate
the debt load index so that the calculation is as
correct as possible and takes into account the
features of various products. To this end, we plan
to discuss a speci ¢ methodology for calculation
and calibration with banks and other nancial
organizations and develop a regulatory act that
will regulate the procedure for calculating and
limiting the debt burden.(E. Danilova)

i Elizaveta
DANILOVA

had already begun utilizing individual tools back Macroprudential policy is a set of economic

in the 1990s. However, it only became clear a er policy measures used to ensure nancial stabil-
the global nancial crisis of 2007—2009 that ity that complement the standard measures of

price stability along with the supervision and Monetary, credit, and scal policies and should
regulation of certain nancial institutions alone €nsure the stability and e ective functioning
would not be su cient to ensure the stability of of individual institutions taking into account
the nancial system. Regulators need to deal with th€ intérrelations between major players on the
bubbles and ensure that nancial institutions Market. What does the e ective implementation
create su cient capital and liquidity to main-
tain stability prior to possible external shocks.
(E. Danilova)

Russia already has some experience in imple-
menting macroprudential measures, in particular
measures for de-dollarization and measures to
curb rapid growth on the unsecured consumer
lending market have been implemented. In early
2017, the Bank of Russia decided to adjust the
scale of risk factors for unsecured consumer
lending taking into account the decline in market

) wikhail Lillian
| ALEKSEEV CHEUNG
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of macroprudential policy entail? The goals resistance to shocks on the real estate markets
and tasks should be de ned, the authorized (most frequently restrictions on the Loan-to-Val-
body should have the necessary mandate andue ratio, LTV). The HKMA employs an approach
tools and also be accountable and transparent, that is based on the continuous adaptation of
and there should be an o cial mechanism for policies and aims to protect the banking system
implementing the macroprudential policy. There primarily from risks associated with real estate.
are broad general tools for implementing mac- We conducted some practical studies and found
roprudential policies, such as a countercyclical that attempts to in uence price dynamics on
capital bu er, additional capital requirements, the real estate market using LTV tools is not an
and sectoral tools targeted at the corporate or optimal goal. The LTV policy is more e ective
household sector, and tools that aim to ensure an in ensuring the stability of the banking system.
adequate level liquidity and structural changes. The macroprudential measures that we use ef-
Some tools can be more e ective than others, fectively reduce the risks of the banking system
but they all have a positive impact nonetheless. and improve the ability to adapt to lower prices
(N. Jenkinson) on the real estate market. Nevertheless, though,
there are always some risks that need to be ad-

Since the start of the global nancial crisis yressed, so constant monitoring of the situation
in Hong Kong, there have been rather seriousg essential.(L. Cheung)

uctuations on the real estate market due to low

interest rates. The Hong Kong Monetary Author- There are no universal recommendations for
ity (HKMA) has applied various macroprudential implementing the macroprudential policy since
measures to enhance the banking sector’s all decisions are distinct from one another.

Elizaveta
DANILOVA
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The results of our empirical analysis showed how boundary between regulation and growth op-
the situation in Eastern Europe a ects us and portunities. Another important aspect is that
active discussions revealed the need to create the macroprudential policy should also aim to
a buer of systemic risks for Austrian banks promote con dence among market participants.
engaged in active international operations. Our (E. Tro mova)

experience shows that it is very important to rely . _ _

on empirical data, especially when it comes to In ourw_evy,_the keyfacto_rsmthe t_)anklng system’s
the real estate market, in order to have a full and susceptibility to global risks are imbalances that
extensive database in this area. We spent a lot form at the level of the system as a whole. Im-
of time negotiating with politicians, representa- balances between foreign currency-denominated

tives of banks, and other concerned authorities 2SS€ts and liabilities can have a negative impact
on the nancial result and capital adequacy if

the exchange rate changes. The ability to hedge
risks, including with foreign counterparties, has
now declined substantially. Macroeconomic
imbalances also create prerequisites for certain
systemic risks. A macroprudential policy should
aim to ensure stability through minimizing sys-
temic risks, i.e. risks which, if they materialize,
a ect a large number of participants or the en-
tire nancial system as a whole.(M. Alekseev)

The term macroprudential policy appeared quite
a long time, but has become patrticularly popular
over the last few years. | proceed from the as-
sumption that one of the main reasons for this is
the failure of the oversight that we saw in con-
nection with the situation on the U.S. mortgage
lending market. Oversight failed because they
did not attach importance to assessing systemic
risks and also because the function of analysing
systemic risks was not properly developed. This
is a kind of a “said and forgotten” approach, i.e.
they said that systemic stability is very important,
but for some reason, apart from considerations,
they did not think about what risks this mortgage
lending entailed given that no special resources
were allocated for this purpose. Now everything
has changed and resources exist. Therefore,
Macroprudential policy measures are essential | NOP€ that there is nothing threatening us in
factors for easing market volatility. The reg te_rms of traditional nancial risks, ar_lql that they
ulator faces extremely complex tasks in this Will bé revealed. As for non-traditional risks,
regard, speci cally searching for a reasonable this situation is a bit more complicated because

in order to convince them of the need for long-
term macroprudential measures, rather than
focusing solely on short-term actions. It is
important to get through to people, and then
the measures that you undertake as part of a
macroprudential policy will be successful. It is
essential to conduct a quantitative assessment
of the costs of implementing measures and the
results, engage in early communication, and
create awareness among the public, market
participants, and professional communities.
(M. Wiirz)
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there is no special experience, but | hope that conclusion we reached is that it is crucial to con-
both international experience as well as our own stantly monitor systemic risks because new ones
developments will also help us in this regard. may arise that di er from the ones that caused

(A. Simanovskiy) past crises. We need to assess the e ectiveness

_ _ _ _ _ of measures, both during their development and
| think we had a very interesting discussion. 4 gr they have already been implemented. The
Our foreign colleagues shared their experience. central Bank should be transparent in order to

It was very important to listen to what our gngre the e ectiveness of the macroprudential
Russian participants think about systemic risks policy. (E. Danilova)

and the role of macroprudential policy. The main
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The moderator launched the discussion of ones by encouraging Russian companies to enter

Russia’s economic future by inviting the panelists the three biggest: China, America and Europe.

to assess a programme for its reform based Another important task, according toAlexander

on the German approach driven by high-tech Morozov, is to integrate Russian companies into

industrial exports. global added value chains. Russia could capitalize
on its skilled manpower, found especially in major
industrial centres, to get on to and rise in added
value chains.Alexander Morozov concluded
that the key to Russia’s economic growth was
participation in the global economy, capitalizing
on opportunities o ered by globalization.

Andrei Klepach expressed doubt that building
a German-style economic model in Russia was
even possible, citing structural di erences, the
low competitiveness of Russia’s export industries
and insu cient export support. According to
him, even if they grew by 10% annually, non-
commodity exports would not be able to generate
higher than global average growth rates for
the Russian economy. To increase exports, the
nancial framework for export support needs

to be revised and the depth of raw material
processing (e.g., in petrochemicals) must be
increased, steps he believes could mitigate the
adverse e ects of intensi ed competition and
the downward pressure on commodity prices.
Andrei Klepach suggested making more active
use of the Russian economy’s natural advantages.

Oleg Vyugin pointed out two key reasons why
the reformers’ e orts had failed: Soviet legacy
management techniques were no match for the
set objectives and there was no strategic vision,
this makingitimpossible to choose a development
model. The result was growth of a public sector
suering from ine cient management and
weakness of the private sector, which, due to
its small size, cannot become a driver for new
technology.

Alexander Morozov agreed it was impossible

to borrow the economic model of a dierent

country directly. In his view, an alternative
approach could consist in capitalizing on the
opportunities opened up as a result of the
oil price shock, such as development of non-
commodity exports. It would be possible to tap
new markets or consolidate presence on current
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Marek Belka cautioned against overestimating generating innovation.

the German growth model, noting that Germany’s . _ _ _ _
share of global exports was distorted because likkaKorhonen relterateqlthatltwas|mp033|ble_
Germany operates in the Eurozone and bene ts [0 fransplant an economic model and agreed it
from a weak currency stimulating its exports, Was necessary to become integrated into the

primarily within the Eurozone. He noted that added value chain, suggesting an increase in
total development spending.

Tools and policies available to the economic
authorities for stimulating growth were next on
the agenda. Alexander Morozov pointed out
the role of proactive monetary and scal policies,
which, when combined, should foster price and
budget stability, a smoothing of deviations from
the potential economic growth rate, a reduction
in exchange rate volatility and dependence on oil
prices, social equality, and investment in human
capital. He also noted that the government

may and must encourage development of new
technologies by refraining from regulating them.

Andrei Klepach expressed the opinion that the

current monetary policy was not encouraging

investment and that more aggressive interest

rate cuts were needed, alongside heavier reliance
on various lender funds, such as the Industry
Development Fund and VEB.

this created a serious problem of co-existence
of structural lenders and structural borrowers in

the Eurozone. He also pointed out the dangers
of an export-driven growth model, such as
massive redistribution of wealth at the national

level and rising inter-regional inequality. He
compared Germany’s model with the Anglo-
Saxon one, which is characterized by a di erent

labour market model, with weaker links between Andrei Klepach suggested revisiting prudential
companies and workers, and by a wide variety of supervision and secured lending, which, in

funding sources. He believes this sets the stage their current forms, obstruct economic growth.
for innovative development. While innovations in

Germany evolve steadily, revolutionary machines
and equipment are created in the United
States. As a result, the Germans fare best in
conventional areas, while the Americans excel in
non-conventional ones. In terms of integration in
Central Europe, when the EU economies started
operating as a single mechanism, Germany
was the rst to benet from EU expansion by
adopting outsourcing. France, on the other hand,
tried to keep jobs at home. As a result, Poland
chose a traditional economic development model
(low wages, cheap labour) that is not capable of
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He also noted the need for a “management biotech and medical technology, while pointing
revolution” —improvement of human capital out their ip side —propagation of mind control
through investment in education and creation of techniques. He also posited that, as technology
attractive living and working conditions in Russia. develops, the demand for spiritual values will
Oleg Vyugin named the following priorities for increase.

Russia’s economy: integration into the global
economy via openness, development of liberty _ : _
and establishment of e ective state institutions '€ audience, saying that the strengthening of
fostering real competition and social mobility. In (€ role of the state was creating additional
his view, the existing model is self-serving and di culties for Russia. In his opinion, Russia’s

does not help resolve the country’s prob|em‘,:’_development outlook is tied to development of
markets and greater entrepreneurial freedom.

In his reply to a question from the moderator The rule of law and the state’s compliance with
on how Russia’'s economy might look in ve or the established rules should foster responsibility.
ten years’ time, Alexander Morozov said that Yevgeny Yasin is convinced that a turn towards
preparation for change would have to made atthe market deregulation, a reduction in the role
personallevel. Whatis meant hereis, above all, theof the state and bureaucracy and more active
squeezing out of economically active individuals cooperation with the West would help Russia
through the robotization and uberization succeed economically.

processes. In his opinion, competencies should ) ) ] -
replace knowledge. Oleg Vyugin agreed: theAmong the various risks facing Russia’'s economy,

government must play a more active role in the €Xperts pointed out declining energy prices
establishing new professional requirements and @nd. 9oing forward, the risks of falling behind

developing competencies among the public. Ontéchnologically, a new cyclical global economic
the other hand, Andrei Klepach believes that shock, lagging behind global economic growth

hydrocarbons will remain an important resource. and the resulting risk of social con ict and unrest.
At the same time, he singled out the role of

Yevgeny Yasin joined the discussion from
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Mr. Zhuk: It is too early to speak of any results
of the reform of compulsory third-party liability

insurance prioritising non-monetary compen-
sation for damage over monetary payments,
since there are no meaningful results yet, the
changes having just been put into practice.

Online sales of compulsory third-party liability
coverage have signicantly made insurance
certi cates much more available.

Along with availability, the appropriateness of
insurance services is another signi cant factor,
since the marketis facing the vital task of protect-
ing consumer rights. It could be said that compul-
sory third-party liability insurance will have com-
pletely recovered its good name when there are
fewer complaints, though this is not yet the case.

The professional community is now acting in
amore targeted and articulate manner against dis
honest insurance intermediaries and fraudsters.

Roundtable 3.1

Compulsory Third-Party Liability Vehicle
Insurance 2017: What's in store?

The e orts must be aimed at allowing the com-
pulsory third-party liability insurance market to
recover along market llines.

Electronic voting No. 1 re:  “What innovations
could make compulsory third-party liability in-
surance better?”

The majority of votes were cast for: “Organizing
a reinsurance pool bringing together all compul-
sory third-party liability insurers”.

Comment by Mr. Zhuk: As for other types
of obligatory insurance (compulsory insurance
of civil liability of vehicle operators, compulsory
insurance of civil liability of operators of haz-
ardous production facilities) and the activities
of the National Association of Liability Insurers,
the approach has already been put into practice.
The results of the voting point to a certain trend
that should not be disregarded.

Comment by Ms. Balakireva: The Finance

Deregulated rates are under wide discussion at Ministry has already given consideration to the
the moment. Market players are still at odds over jdea of a reinsurance pool and upheld it with the
the meanings of free rates and the transition modi cation that the pool must initially be built

period, which calls for a uni ed understanding on the basis of coinsurance and later evolve to
rst to be elaborated for the goal and essence include reinsurance.
of the rate reform.
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Mr. Bizhdov (remark from the audience) sug- most by the situation is the consumer and, above
gested considering payments as per the table: all, one that has had no road accidents.
recording damage to a vehicle in percentage

terms of the amount of coverage. The underlying problem of compulsory third-par-

ty liability vehicle insurance is the rigid price
Ms. Balakireva (in response to the motion by regulation, with the predictable result of
Mr. Bizhdov): Vehicle damage is assessed in acan a ordability crisis.
cordance with a set procedure, every spare part
for every vehicle has its price, and there is also
a scheme for listing works.

The time period deductible is an e ective tool

against fraudulent actions with electronic com-

pulsory third-party liability insurance.

Ms. Bukina (in response to the motion by _

Mr. Bizhdov): Loss adjustment under compulsoryMr- Markarov  (remark from the audience):

third party liability vehicle insurance is directly “\ Number of insurers use subrogation to account
based on the amount of actual damage and direct 0T SOme losses from the compulsory third-party

payout. Payments as per the table will notwork here. liability insurance in the fully comprehensive car
insurance, changing the distribution of losses.

Mr. Cherkashin: The uni ed procedure needs

to be improved. Ms. Bukina (in response to the comment by

Mr. Markarov): In the Moscow Commercial Court,
The insured and the insurer must work in symbio- 30% of all cases are subrogation actions. We try
sis, in a win-win situation. The current compulso- to focus the attention of professional insurers on
ry third party liability insurance crisis stems from out-of-court procedures for resolving disputes
a lose-lose situation, where both parties are at regarding direct compensation for damage be-
a disadvantage. That said, the person a ected tween insurance companies.
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Mr. Kudryakov (comment from the audience): The majority of votes were cast for: “No, it might
You cannot force insurance companies to run cause social discontent”.

an unpro table business.
Mr. Kurmanov: In Kazakhstan, compulsory

If the market is unpro table and the degree of third-party liability is covered by aggregate
uncertainty too high, no company can provide insurance.

a good service to the customer for the price. _
The structure of Kazakhstan's insurance market

A road map should be worked out to determine is as follows: 25 general insurers and 7 life in-
further steps for stabilizing the situation on the surers. Out of the 25 general insurers, 22 have
compulsory third party liability insurance market. compulsory third-party liability insurance licenc-

_ es. Compulsory third-party liability premiums
Mr. Zhuk (in response to the comment by Mr. 4ccount for 60% of the total insurance premi-

Kudryakov): The road map should rely as much ag,ms for compulsory insurance (RUB 86 billion).

possible on the possibility of adjusting compulsory |,surance payouts total roughly RUB 4.1 billion,
third party liability insurance using market mech- 54 the loss ratio averages 48%.

anisms. Itis crucial to analyze possible scenarios.
_ _ ) Market infrastructure: a) single database of

ry third-party liability insurance gradually evolve ¢rance payment fund, c) insurance ombudsman.
into aggregate insurance coverage provided the

rates are reasonably reduced?” In Kazakhstan, any decision by the insurance

_ ombudsman is binding on insurance companies
Mr. Shkumatov (moderator):  “In your opin-  and courts rarely review them.

ion, would such an idea work to increase the
responsibility of vehicle owners, motivate them The National Bank of Kazakhstan has worked

to do more to avoid road accidents?” out and approved damage assessment rules.
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There are no tra c lawyer issues in Kazakhstan Ms. Bukina (on the subject of insurance fraud):
by virtue of the economic factor: payout limits We will see progress when, rst of all, we im-

set at RUB 250,000 and RUB 400,000 are less prove the laws themselves and the procedure for
attractive for fraudulent actions. Aggregate in- adopting laws and regulations.

surance coverage and the need to take out new
insurance make it inexpedient to claim insurance
payments for minor damage.

So far, conciliatory institutions in Russia leave much
to be desired; we have to work to improve them.

Our plans going forward regarding compulsory Electronic voting No. 4 re:  “Which anti-_frauq

third party liability insurance include: a) develop- Mmeasures have been the most e ective in
mentofonlineinsurance, b)improvedregulationof Compulsory  third-party liability insurance?”
insurance agents, c) better a ordability and qual-
ity of services, d) higher liability limits, e) rate re-
vision, f) introduction of self-regulating adjusters.
Comment by Mr. Zhuk: The results of the vote

are hardly surprising; we strongly expect this al-
teration to help against fraud. | don't believe that

primarily non-monetary compensation for dam-
age in compulsory third party liability insurance

The voices were split, with 52% giving a positive IS @ cure-all and it should not be the only solu-
assessment, provided that rates are deregulated, tion- We need to use a comprehensive approach.

and 48% giving a negative assessment.

The majority of votes was cast for “Primarily
non-monetary compensation for damage.”

Electronic voting No. 3 re: “What do you
think about providing third-party liability insur-
ance coverage to a particular driver rather than
a particular vehicle?”

Mr. Kochetkov: The insurance market is also

Comment by Ms. Balakireva: At this point, facing the problem of fake electronic certi-

insurance agreements cover a speci ¢ driver, but cates and clone sites that ‘copycat’ o cial in-
in association with a particular vehicle, which | surers’ websites and sell fraudulent certi cates.

believe is a reasonable adjustment. It is justi ed The Micro nance Market Department, in coop-
both historically and legally. eration with Yandex, has implemented a project
Many companies use a driver's track record called Mark_mg (Marklro_v_ka). Its objective is to
accumulated within their system and introduce @dd an attribute of legitimacy (a mark and a
smart insurance to varying degrees. | think they duality stamp) to increase the transparency of

are going in the right direction and this should the online environment, highlight the legitimacy
be explored further. of companies o ering their services online and

inform the users respectively.
The compulsory third party liability insurance _ _ )
problems should be viewed in aggregate. Their ElectronicvotingNo.Sre: “Whatprocedure for

the time deductible alone. ance rates involves the smallest number of risks?”

The main problems that the Finance Ministry iswork The vote was split, with 53% votes for gradually
ing on include rate setting, the European accident widening the rate limits in both directions, and
statement, direct compensation for damage and 41% for the Bank of Russia determining only the
general issues of technical adjustment of the law. Structure of the rate.
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Mr. Cherkashin (closing remarks): It is possible
to have a well-balanced compulsory third-party
liability insurance system. Deregulating tari s
will not solve 100% of the problems in the
industry, but it will remove most of them.

Mr. Kurmanov (closing remarks): | am against
the regulator having a say on the nal rate. The
nal rate though, which takes into account very
speci c risks, must be as standardized as pos-
sible, so that the client does not run from one
insurer to another.

Ms.Balakireva (closingremarks): Wewillcertain-
ly ndabalance of interests; the world has already

managed to do so. Flaunting licences is the most

self-defeating approach, only t for lame ducks.

Mr. Kochetkov (closing remarks): | would like
to support regulation of the rates by the Bank
of Russia.

Roundtable 3.1

Compulsory Third-Party Liability Vehicle
Insurance 2017: What's in store?

Mr. Zhuk (closing remarks): The current situa-
tion on the compulsory third-party liability insur-
ance market is such that we cannot discount any
means for achieving success.

It is true that we have not yet exhausted all
possible measures but those already in place
should be improved so that they work as they
were intended to.

Most tasks and concerns fall to the insurers, in-
cluding anti-fraud action and legal proceedings.

With the right trends now outlined, we will set to

work. The idea of deregulated rates and how we
should approach them calls for further in-depth
analysis by market players.
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Roundtable 3.2

The role of self-regulation
on the nancial market

The key topics discussed at the roundtable were The speakers shared their experience of formu-

standardization of the activities of self-regulato-
ry organization members operating on the nan-
cial market (hereina er the “SROs") for drawing
up rules of conduct on the market, as well as ap-
proaches to exercise of nancial controls and su-
pervision over the activities of market participants
both by the regulator and by the market itself to
provide for a comprehensive regulatory system
serving the interests of professional marketpar-
ticipants in various nancial market segments.

At the roundtable, the participants addressed the
following issues:

1. Institutionalization of SROs: the current
status of new SROs and transformation
of existing ones.

According to most of the roundtable participants,
the process of SRO institutionalization and, in

lating basic standards. He roundtable participants
agreed that the primary purpose of SROs, giv-
en their in-depth knowledge and vast experience
of market operation and market practice, lies in
setting requirements on professional and ethical
standards, including ones regulating ethical rules
for relations between market participants that

fall beyond the scope of government regulation.

In addition, the session participants stressed the
need to join e orts to work out cross-sectoral
solutions for standardizing the activities of nan-
cial organizations operating in adjacent spheres.

3. SRO controls and supervision.

The roundtable participants made special mention
of the conict of interest SROs face when exer-
cising control over the activities of their mem-
bers. That said, it is crucial to ensure ‘co-regula-

some cases, consolidation is drawing to a close. Intion’ by SROs and the Bank of Russia, which must
most nancial market sectors, SROs have been set work together to resolve such con ict of interest.

up bringing together more than 80% of nancial

market participants. We are now entering the next
stage closely linked to standardization of nancial
organisation activities — involving development of
basic standards.

2. Development of basic standards.

The process of developing and obtaining approv-
als for basic standards for most types of nan-
cial organization activity is currently under way.

SRO representatives stated that it was vital to
build an e ective system for controlling the activ-
ities of their members based on a risk-orientated
approach and a focus on preventive and o -site
supervision, as well as the need for SROs to em-
ploy highly skilled professionals to perform the
control function. New approaches and methods for
exercising control, including questionnaire surveys,
contextual analytics systems, and SRO member
pro les, are on the table.
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4. The SRO role in thwarting bad business
practices on the nancial market.

The roundtable participants noted that one of an

SRO's critical tasks was to counter bad business
practices and illegal market participants. One rel-

evant mechanism involves the introduction of uni-

versal rules of conduct with regard to both fair and

unfair practices.

5. Substantiated judgement

Meeting participants also discussed the possibili-
ty of SROs resorting to substantiated judgements
when exercising their power. One area where sub-
stantiated judgements could be successfully em-
ployed would be in resolving matters of ethical
conduct by market participants, where substanti-
ated judgments would be of primary importance.

At the same time, roundtable participants named
a few key obstacles to development of self-regula-
tion on the nancial market, including:

e the current dominance of the representative
function of SROs in promoting their interests
in their relevant nancial sectors;

* SRO conict of interest and regulatory arbi-
trage relevant to the control and supervisory
duties of SROs, as well as a formalistic ap-
proach sometimes applied in monitoring the
activities of SRO members;

* inconsistencies in the basic standards deter-
mining the rules of fair play on the market,
taking into account the stance of the regulator
and market participants.

Roundtable 3.2

The role of self-regulation
on the nancial market
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ROUNDTABLE 3.3:

ST. PETERSBURG

JULY 12 14
Financial inclusion strategy: 2017
reaching a new level
Moderator: Keynote speaker:
Sergei Shvetsov, First Deputy Governor, Alfred Hannig, Executive Director,
Bank of Russia Alliance for Financial Inclusion
Speakers:

Nikita Danilov, Head for Legal Relations with Olga Tomilova, Legal Advisor, Consultative
Executive Government Authorities, Megafon Group to Assist the Poor (CGAP), World Bank

Denis Lopatin, Business Development Director, Andrei Kholodny, Deputy General Director,
Pochta Bank National Satellite Company (Tricolor TV)

John Owens, Research Fellow, Accion International
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1. The role of nancial inclusion strategies
in  nancial market development and
analysis of the Bank of Russia’s nancial
inclusion strategy.

Keynote speaker Alfred Hannig pointed out the
global trend for nancial inclusion to be taken

increasingly into account in planning strategic
approaches to nancial market development,
something that may be incorporated into nan-

cial inclusion strategies (FIS). Owing to their
cross-sectoral nature, FIS require a stronger
partnership between the public and private
sectors. Countries that have developed and im-
plemented FIS outperform on nancial inclusion,
nancial literacy and consumer rights protection,

Roundtable 3.3

Financial inclusion strategy:
reaching a new level

since those three objectives are interlinked; in
general, those countries enjoy better nancial
indicators. As for the Bank of Russia’s nancial
inclusion strategy, some of the speakers believe
its narrative is fairly well developed; the key
challenge now is to implement the strategy in
an e ective manner. At the same time, the FIS
should be a exible document that could be re-
vised or adjusted at any stage of implementation.

2. Physical inclusion.

Banks remain the main nancial service providers,
including in remote and rural areas. For instance,
the recently established Pochta Bank has used the
Post of Russia’s infrastructure to perform an im-

portant social function by o ering three basic -

nancial services: savings accounts/deposits, loans
and payments. A mixed format is thus realized
where physical presence is increased (customer
centres sta ed by bank employees located in Post
of Russia branches) and a second format where
Post of Russia employees get to perform sales.

3. Alternative ways to access nancial services

- telecoms. All over the world, telecom operators
are bringing products to nancial markets that
crowd out conventional banking products and
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are more convenient and enjoy stronger custom-
er demand. Not only that, but banks themselves
are active telecoms users, as online and mobile
banking gain strength. Yet telecoms go one step
further when they start o ering nancial servic-

es bypassing banks. Telecoms believe that banks
should consider them as business development
partners. To expand telecoms’ nancial capa-
bilities further, identi cation mechanisms need
to be improved to use, for example, biometrics
and cross ID, including outside a banking group;

- digital TV has even greater potential for
improving nancial inclusion than mobile
phones. Tricolor TV, for instance, is considering
integrating personal bank accounts into the

Roundtable 3.3

Financial inclusion strategy:
reaching a new level

interface of its set-top boxes so that customers

anywhere in Russia within satellite coverage
might be able to receive information from

their personal accounts on credits, debits, etc.
and to manage their operations. In addition,
satellite-connected terminals or ATMs are con-
templated for providing customers in Russia’s
remotest areas with access to nancial services.

4. Financial inclusion for small and medi-
um-sized businesses.

Financial inclusion is important for small and
medium-sized businesses: it means the ability
to raise funding for their projects in a timely

fashion, grow business operations or improve
current conditions. Much progress has been
achieved thanks to the “Programme 6.5". At the
same time, nancial literacy of small and medi-
um-sized businesses needs to be improved, as
does their knowledge of alternatives sources of
funding. Development of socially driven entre-
preneurship and nancing of startups deserve
special attention. Besides, conditions must be
created for small and medium-sized businesses
to make greater use of digital technology and
digital nancial services.
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JULY 12 14

Professional participants: 2017

transformation of professional

activity on the securities market

Moderator:

Alexander Afanasiev — Chairman of the

Executive Board, Moscow Exchange

Speakers:

Mikhail Bratanov — Director of Securities Yuri Mintsev — General Director, Otkritie Broker

Services at ROSBANK, Head of Societe Generale o .
Securities Services for Russia and CIS Alexei Timofeev — President, NAUFOR

Vladimir Kozinets — President of the Alex Todd — EMEA Head: DCC &lIntermediaries

Association of Corporate Treasurers, Director of Client Coverage
the Treasury and Risk Management Department Olga Shishlyannikova — Deputy Director,

at ROLF Group Companies Securities Market and Commaodity Market
Department, Bank of Russia
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transformation of professional
activity on the securities market

I. The nancial market model is constantly This variability triggers a series of issues
transforming under the inuence of new concerning whether itis appropriate to change
technology. New IT solutions make the nancial the existing nancial market architecture,
marketinfrastructureand nancialintermediaries which the Bank of Russia plans to re ect
converge in their functions and start competing in its Public Consultations Report entitled
with one another. Diusion of the borders ‘Improvement of Dealer Activity Regulation’ to
between the infrastructure and intermediaries be discussed with the professional community.

could become a regulatory response to the _ . ‘ "
change in the nancial market model. Moreover, given provision of market access to

other organizations, the question of exclusive
There is also a trend for the range of professional activity on the securities market
organized trading participants to expand. For similarly to banking is no longer relevant.
instance, corporations now have direct access , _
to the Moscow Exchange currency market,!l- Dévelopment of the IT industry is the key
Simpli cation of access for new subjects to trend entailing change in the role of nancial

other markets might be considered in the future. 'Ntérmediaries, complementing and changing
traditional nancial services.

This trend raises certain concerns within the A derabl ‘ h _ q
professional community because it results ~* considerable part of such services o ere

in access to organized trading on various by intermediaries goes beyond the regulatory
market segments coming under inconsistent framework.

regulation, which creates regulatory arbitrage

in the given area.
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The reason is that intermediation is itself The above problems have been examined
regulated and controlled not by its economic in the Public Consultations Report entitled
content but only if exercised under a specic ‘Improvement of Brokerage Regulation’
legal model, yet nancial intermediation should published by the Bank of Russia in October
be focused on speci cally economic relations. 2016, which received positive feedback fromthe
This can be attained by moving away from the professional community. Relying on this report,
strict regulatory control (that underpins the the Bank of Russia has initiated development
current legislation) towards new regulation of relevant amendments to the law.

based on the principles of economic (actual) L _
content priority over the legal form. That is !II. .Re(':ent legislative |n|t|at|ves. are obwqusly
to say, any activity that does not fall within indicative of profou_nd _changes in th(_e bu_smess
the formal requirements but still constitutes MOdels of accounting infrastructure institutes:
intermediation in its economic essence should fédistrars are gaining the Bank of Russia's
be regarded as brokerage. And, vice versafunctions of JSC equity issue registration,
an activity that, for instance, has features of "€ degree of securities digitalization is
bene cial ownership in its economic core (‘auto- 9"0WiNg — Most securities are going to become
following’ service) should be regulated with due Uncerti cated (including corporate bonds).
account for the speci c of the relevant institute.
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Transformation of a depository into a top- There are also new ideas about the feasibility
level accounting institute (maintenance of of moving to a single-level accounting system,
investment share registers) makes it more with a central depository directly opening

similar to aregistrar in certain of its functions. accounts for each investor. Even so, most of the
professional community reckons that the current
two-level accounting system is justi ed.

In this context, the issue arises of splitting
the accounting infrastructure (for both
depositories and registrars) into institutes In view of these accumulated issues needing
with the right to exercise stock accounting at discussion, the Bank of Russia plans to produce
the top level and institutes without such rights, a consultative report for public discussion in
while at the same time letting registrars 2018 in order to determine further priority areas
become nominee holders. of accounting infrastructure regulation.
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Bond market development as a top 2017
priority of the Guidelines for Development
of the Russian Financial Market
Moderator:
Sergei Lyalin, General Director, Cbonds Group
Speakers:
Mikhail Avtukhov, Deputy Chairman of the Alexei Kupriyanov, Head of the Debt Capital
Management Board, Head of Corporate & Department, Investment Banking Directorate,
Investment Banking, Sovcombank PJSC BCS
Denis Zibarev, Member of the Board David Hiscock, Senior Director, Deputy
of Directors, Septem Capital Investment Head, Market Practice and Regulatory Policy,
Company LLC International Capital Market Association (ICMA)
Elena Ivanova, Director, Department Elena Chaikovskaya, Director, Financial Market
for Corporate Finance, RUSAL Development Department, Bank of Russia

Anna Kuznetsova, Managing Director,
Moscow Exchange PJSC
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During the roundtable, the participants addressed They also discussed awareness-raising measures
the following issues: for market participants to catch up with the latest

1. The current status of the Russian developments.

debt market. The Bank of Russia representative announced the
bank’s plans to develop out-of-the-box scaling

The moderator (Cbonds representative) and olutions for various bond tvpes and competencie
session participants noted that, as of 1 July 2017, SOlutions us ypes P S
of regional organizers and issuers at the local

the Russian corporate bond market exceeded RUBI | including b ducti o q
10 trillion, which is approximately 10% of GDP. In evel, including by conducting on-site events an
2010-2016, the share of corporate debt rose from workshops.

31% to 39%. 3. Results and operating plans

Session participants came to the unanimous Involving issuers.

conclusion that banks were currently the The representative of the Moscow Exchange
predominant force on the nancial market, (hereinaer “MOEX") reported on the exchange’s
adding that the banking system could not key results and further plans involving issuers.
perform its purpose of funding the real sector For instance, in 2017, MOEX launched its bond
e ectively since it was pressured by the Basel programme and terms of issue design tool. The
committee requirements and regulation in general. decision on an issue design tool for speci ¢ bond
Consequently, capital market instruments must issues is to be launched in the 3rd quarter of 2017.
complement bank loans. Furthermore, the bank has draed prospectus
recommendations, to be approved in the autumn
of 2017. MOEX has also extended the opportunity
for issuing bonds without registering a prospectus
The session participants discussed the steps being (beginning April 2017) if the issuer has already
taken by the Bank of Russia to promote use of bonds disclosed the relevant information in line with
to nance the real sector, speci cally, to simplify Article 30 of the Law on Securities Market, or the
bond issue under the 24-Hour Bond Programme.issue is being launched by a new issuer complying

2. Expanding the possibilities for using
bonds to finance the real sector.
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with MOEX information disclosure requirements.
The switch to online interaction with issuers,
including by introducing an Electronic Digital
Signature, will also work to simplify relations
substantially. MOEX is ready for the shi and it is
now up to issuers to reciprocate.

An edition of listing rules has already been
submitted to the Bank of Russia for consideration.
It pioneers a “growth sector” at MOEX, introduced
speci cally for SMEs.

4. European experience of capital
market regulation.

The representative of the International Capital
Market Association announced establishment of a
Capital Markets Union under the auspices of the
European Commission (hereina er the “Union”),
which aims to streamline development of European
capital markets, including by addressing the lack

of universal standards across Europe. At the end

of 2017, the European Union plans to publish a
survey of European capital markets setting forth
its recommendations for working out universal
European standards.

To wrap up the discussion of the bond placement interesting product

status quo, an electronic poll was held to determine
the biggest obstacles to new issuers trying to

ROUNDTABLE 4.4

Bond market development as a top priority

of the Guidelines for Development of the
Russian Financial Market

enter the market. According to the poll results,
the main reason lies in the lack of knowledge and
competence in bond issues.

5. Buy-side, investors in bonds.

The session participants noted the trend towards
increased demand for bonds among private and
institutional investors. For instance, while, in 2014,
the share of bonds in pension fund portfolios stood
at 47%, it has now reached 60%.

The MOEX representative stated that, in the past
2.5 years, some 233,000 individual investment
accounts have been opened, roughly 30% being
new accounts.

The main trends singled out by session participants
for individual investors included:

1. active involvement of the public in placement
by the Finance Ministry;

2. more money being injected into bond
mutual funds.

The representative of Septem Capital brokerage
observed that corporate bonds were the most
for individual investors
building up their bond portfolio, since private
investors tend to place 20-25% of their money
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in riskier bonds, including commercial bonds. the process is no longer complicated. The Chinese
Online technology (remote identi cation, electronic market is large and receptive, and investors are
product description, electronic digital signature, watching for new placements, especially if the

etc.), citing quotes on securities on o er (which bonds are aimed at a positive impact on the

increases a bond’s liquidity) and recognizability of environment.

the issuer’'s brand have also worked to boost the

sale of securities. 7. “Green” bonds

The participants agreed on a positive assessment The Green Bond Principles were published in
of the steps by federal authorities to promote bond 2014 in a bid to ensure integrity of the green
market development, speci cally, the increase in bond market, and work out recommendations
the size of a personal investment account deposit and guidelines on how to present information
and amendments to laws introducing preferential and reporting. They have been complemented
tax treatment for bonds. by additional requirements issued by regulators
urging investors to set up their personal green
funds by investing in green bonds. There has
The representative of RUSAL reported on the peen no precedent of certi ed green bonds being
company’s experience of bond placement in Hongpjaced on the Russian market yet. Even so, market
Kong. RUSAL was the rst Russian company to participants highlighted the importance of green

place an issue in Chinese yuan in Hong Kong. Th%onds as a Sub_type of social bond.
issue needed to meet a number of requirements

but, once completed and launched a second time,

6. Placement on foreign trading floors
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JULY 12 14
2017

The future of micro nance:

challenges and opportunities

Moderator:

Alexei Savatyugin, President, National
Partnership of Micro nance Market Stakeholders

(NAUMIR)

Speakers:

llya Kochetkov, Director, Micro nance Market Elena Stratyeva, Vice President, National

Department, Bank of Russia Partnership of Micro nance Market Stakeholders
(NAUMIR)

Nurlan Abdrakhmanov, Head, Financial Market
Methodology Department, National Bank of the Georgy Shabad, Advisor, Bank Otkritie
Republic of Kazakhstan Financial Corporation

Maxim Lubomudrov, Deputy General Director,
Federal Corporation for Small and Medium-Sized
Entrepreneurship Support (RSMB Corporation)
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* The micro nance market is part of a national ¢ The micro nance market has demonstrated
nancial system that supplements the banking growth in its key metrics (above all, the micro
segment rather than competing with lenders. loan portfolio and the number of borrowers)
Micro nance institutions perform an important despite adrop in the total number of companies
public service, as they make nancial services as a result of the regulator’'s systematic steps
available to customer categories that may not to clear the register of non-viable or bad-faith
have access to banking products, operate in companies.

regions where lenders are not present, oer
nancial products not found among banks’

roduct o erings, promote nancial literac . . N :
P . gs, pror , y ensuring the stability and reliability of nancial
and facilitate the building of customers’ credit - _ :

market participants; protecting consumer

histories. The Bank of Russia maintains a . . : T
. : L rights and taking steps to stimulate this priority
state register of micro nance institutions and : :
: . : segment, i.e., nancing the development of
registers of consumer credit cooperatives, : - .
: . . SMEs, in addition to restricting growth of the
agricultural consumer credit cooperatives and
payday loan segment.
pawn shops, and seeks to ensure that only
good-faith, law-abiding and viable companies « Whenever any di culties arise in dealing
that meet all the regulator’s requirements and with lenders, market participants should make
comply with the rules of the game and any more active use of the available instruments
restrictions imposed to protect consumers’ for resolving issues (including a letter signed
legitimate interests and rights operate on by Deputy Governor of the Bank of Russia
the micro nance market. The Bank of Russia Dmitry Skobelkin dated 7 September 2016,
regulates the micronance market and which was sent to lenders, non-credit nancial
supervises the activities of its players directly institutions, territorial branches and the
and through self-regulating organizations. Department of Supervision of Systemically

* The Bank of Russia has identi ed three key
areas for micro nance market regulation:
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Important Credit Institutions). The Bank micro nance market (more than 1,700 such
of Russia has proposed using professional companies were identi ed in 2016 and more
banking community associations as a basis than 400 in the rst quarter of 2017), the

for launching e orts to develop proposals with regulator is taking pro-active steps to resolve
regard to unjusti ed refusals by lenders to this issue: introducing legislation to toughen
open accounts, execute transactions or provide the punishment for violations of the law in this
services to micro nance market participants. area, creating new instruments for stopping
illegal online activities (website blocking),
creating conditions for lowering the risks of
consumersfallingvictimtofraud (the “Labelling”
project), and using advanced technology to
identify illegal lenders (the BigData model).

e The role of self-regulation on the
micro nance market has been increasing.
The regulator expects self-regulating
organizations to become more active in two
areas: identifying illegal lenders and working
with law enforcement and other competent ¢ Facilitation of funding for activities of

authorities on this; and tracking down material market participants and access to a ordable
changes (anomalies) in behaviour modelsbank nance are important factors for the

(business models) of market participants, expansion ofthe micro nance market, including
including for the purpose of preventing Ponzi its SME support segment. Securitization of
schemes. Basic standards for self-regulating micro nance institutions’ portfolios is an

organizations are being developed, agreedimportant subject in this regard, since their
and approved for improving the quality of lack of quality collateral to qualify for bank
market participants’ operations and services. lending and loan portfolios that are di cult

) _ . to consolidate remain the key obstacles.
* The BankofRussiaplaces specialemphasison

combating illegal lenders. Besides identifying ¢ The SME Corporation is designing re- nanc
persons involved in illegal activities on the ing and nancing products for micro nance
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institutions of an entrepreneurial type (at rst, < For lenders to express interest in providing
access to such products will be mostly limited loans to micro nance institutions, it is impor-
to state-owned micro nance institutions). The tant to increase con dence in them, promote
existing product catalogue includes a guar an appropriate public perception of the micre
antee service where the Corporation could nance market in general, and to emphasize
provide guarantee support to micro nance technology, positive practices and business
institutions seeking bank loans. In addition, models geared beyond the payday loan segment.

the Corporation is planning to allocate a por _ _
tion of total nancing provided as part of the ° As a result of behavioural regulation, among

state-sponsored SME incentive and lending other_things,the micro nance marketisthe o_nly
programme (the “six and a half” programme), nan_C|aI market segment where complaints
which was increased to RUB 175 billion forre-  declined in the rst half of 2017 year-on-year.
nancingof micro nance institutions by banks.

 Banks view legislative changes to sector
regulations that impact on business e ciency
and viability of business models implemented
at the time lending decisions are made as
a serious credit risk.



