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The article highlights the use of macroprudential instruments by the Bank of Russia that regulate the population 
lending of the Russian banking sector. The purpose of the work is to study the theoretical background and 
practical results of using indicators of the total cost of credit and the debt load of the population to ensure 
stability of the banking sector. The authors used methods of qualitative and quantitative analysis of scientific 
publications, regulatory sources, retrospective statistics. The study showed that initially, the regulator introduces 
new macroprudential instruments as recommended, and subsequently transfers them to mandatory. The regulatory 
mechanism is based on the ratio dependence of the bank capital adequacy on the actual values of the total loan 
cost and debt load of the borrower —  individual. The mortgage debt to collateral value ratio supports the housing 
mortgage lending regulation process. The authors concluded that the banking sector’s reaction to the introduction 
of the total credit cost indicator is more prominent than the introduction of the debt burden indicator. When the 
Bank of Russia obliged to take into account the full cost of the loan when measuring capital adequacy, banks were 
not able to increase capital; they reduced high-risk lending. The practice of macroprudential regulation of credit 
risks in the banking sector is complemented by the introduction of credit holidays for borrowers —  individuals, 
who are struggling because of the pandemic. The obtained theoretical and practical results can be used in the 
development of the financial stability regulation practice in Russia, at the micro-level —  when designing and 
changing credit policy.
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INTRODUCTION
The stable functioning of the national bank-
ing sector ensures financial and macroeco-
nomic stability in the country. By redis-
tributing available resources from owners 
to borrowers, banks seek to ensure profit-
ability at an acceptable level of risk. House-
holds —  the borrowers of the banking sec-
tor —  are one of the most important coun-
terparties. As of January 1, 2020, the balance 
of debt on household loans provided by 
Russian credit organizations amounted to 
17,650.7 billion rubles, or 18.3% of the to-
tal assets of the banking sector (a year ear-
lier, as of the beginning of 2019, indicated 
share amounted to 15.8% of total assets) 1. 
Profit-seeking credit intermediaries expand 
lending by simplifying the requirements for 
potential borrowers, while not considering 
the ratio of income and payments of bor-
rowers on loans. At the same time, some 
borrowers have outstanding loans in various 
banks, as well as outstanding obligations to 
non-credit financial institutions. The loan 
portfolio in Russia is growing mainly due to 
loans provided to individuals with medium 
and low income; a significant part of mort-
gage lending transactions is a consequence 
of the need [1]. In the segment of high in-
comes customers, an interest in investment 
products was noticed [2]. Moreover, one in 
five borrowers with unsecured consumer 
loans spends 80% or more of their income 
on loan payments 2. Such borrowers are lim-
ited to manage their loans with their own 
income or do not have such an opportuni-
ty at all, and have overdue loans. They are 
constantly under pressure and look for ad-
ditional sources of income, which leads to 
social tension. Individual lenders (a bank, 
other financial institution) may succeed in 

1 Review of the Banking Sector of the Russian Federation. 
URL: https://cbr.ru/banking_sector/statistics/ (accessed on 
15.03.2020).
2 Russian Banking Sector Developments in 2019. URL: https://
cbr.ru/Collection/Collection/File/25854/razv_bs_19_12.pdf 
(accessed on 15.03.2020).

collecting debts from such borrowers and 
credit risk may not be realized, however, 
other creditors have to deal with late pay-
ments. Accordingly, lending to households 
without taking into account the ratio of the 
total amount of debt payments to household 
income threatens the financial stability of 
the banking and financial sectors, as well as 
the country’s economy.

The aim of the paper is to study the 
theoretical background and practical re-
sults of using indicators of the true inter-
est cost and debt burden of household loans 
to ensure the stability of the banking sec-
tor. To achieve this the evolution of secto-
ral macroprudential instruments in rela-
tion to bank household lending in Russia 
is defined; foreign experience in regulating 
bank household lending is generalized us-
ing indicators that consider the income of 
borrowers; The Russian practice of macro-
prudential regulation of bank household 
lending is analyzed using the true interest 
cost indicator (TIC) and payment-to-income 
ratio (PTI).

EVOlUTION  
OF SECTORAl MACROPRUDENTIAl 

INSTRUMENTS IN TERMS  
OF THE bANK HOUSEHOlD lENDING 

IN RUSSIA
Financial and banking macroeconomic sta-
bility issues are addressed by leading sci-
entists and regulators [3]. Macroprudential 
policy is aimed at ensuring financial sta-
bility, which involves the use of prudential 
instruments to reduce systemic risk in the 
financial sector as a whole or in its seg-
ments [4]. The basis of macroprudential 
policy instruments was in the process of 
formation since the 1990s of the 20th cen-
tury, however, there is a positive experience 
of regulation using separate instruments 
[5–7]. According to foreign researchers [8], 
the timely introduction of macropruden-
tial policies in Italy, Germany and the UK 
before the crisis would have reduced the 
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likelihood of its occurrence. Studying the 
practice of macroprudential regulation in 
the EU countries, C. Badarau, M. Carias, J.-M. 
Figuet revealed a positive effect of special 
reserves on bank capital and its elements, 
depending on various risk factors [9]. The 
use of macroprudential instruments aimed 
at borrowers has a special positive effect on 
financial stability [10, 11].

To prevent threats to financial and bank-
ing macroeconomic stability caused by 
household lending risks and considering 
the borrower’s income by individual lend-
ers only at micro-level and based on their 
estimates of the total debt burden of an in-
dividual, the theory and practice of macro-
prudential policy provide so-called secto-
ral measures. In particular, such measures 
in relation to the household lending sector 
may include limits on the volume or expan-
sion of lending, special requirements for the 
lender’s capital, requirements for lenders to 
calculate the indicators that limit the possi-
ble size of loan payments depending on the 
borrower’s income.

The Central Bank of Russia, as sectoral 
measures of the implemented macropru-
dential policy, widely applies special capital 
requirements for banks —  household lend-
ers. The regulator determines the catego-
ries of household loans that carry increased 
risks for the banking and financial sectors 
of the economy. Increased risks are associ-
ated with unsecured loans, mortgages loans 
with a low share of own funds, loan pay-
ments, which make up a significant part of 
borrowers’ incomes, as well as loans in for-
eign currency.

At the beginning of 2020, the share of 
household loans provided by the banking 
sector in foreign currency amounted to less 
than 0.5% 3 of the total household loan port-
folio. In this regard, amid the ruble depre-
ciation in March 2020, there is no reason for 

3 Compiled by the authors on the basis of “Review of the Bank-
ing Sector of the Russian Federation”. URL: https://cbr.ru/
banking_sector/statistics/ (accessed on 15.04.2020).

a sharp decline in the loan portfolio quality 
of banks.

Special capital requirements for lend-
ers require the use of higher risk ratios 
when evaluating certain types of house-
hold loans. As known, in accordance with 
the generally accepted international meth-
odology, the minimum capital adequacy is 
defined as the ratio of capital to total risks, 
multiplied by 100%. Provided risks form the 
denominator of the bank’s capital adequacy 
standards, for the same amount of undesir-
able, in the opinion of the regulatory body, 
types of household loans with increased 
risk ratios, the creditor bank needs a large 
amount of equity (reflected in the numera-
tor when defining capital adequacy stand-
ards).

Initially, since 2013, following the above 
logic, the application of increased capital 
requirements was determined by the value 
of the indicator of the true interest cost 
(TIC). The TIC indicator itself was intro-
duced in Russia in 2008 to disclose the loan 
payment principal to the borrower to elimi-
nate unfair banking practices. Later the role 
of the TIC indicator changed and it is used 
by the regulator to stabilize the unfavorable 
situation, characterized by excessive inter-
est rates on household loans 4.

As of July 1, 2013, the Central Bank of the 
Russian Federation introduced a scale of 
increasing risk ratios for household loans, 
depending on the value of TIC. Loans with 
high TICs were distinguished by significant 
pressure on bank capital, which, given the 
banking sector’s limited capabilities to in-
crease equity, required a reduction in loans 
at high interest rates and, as a result, led to 
a decrease in average market rates for the 
bank household loans.

4 Inflated rates applied by some banks and non-credit finan-
cial institutions when establishing minimum requirements for 
borrowers’ solvency or the complete absence of such require-
ments led to the formation of a low-quality loan portfolio and 
caused increased risks for the national banking and financial 
system.
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Later, the norms of the Federal Law of 
December 21, 2013, No. 353-FZ “On Con-
sumer Credit (Loan)” come into force, ac-
cording to which the total cost of a house-
hold loan is currently estimated as in annu-
al percentage terms and in monetary terms. 
The TIC calculation includes the amount of 
due interest on a contract; payments of the 
borrower in favor of the creditor provided 
for by the loan agreement, including pay-
ment for the issuance and maintenance of 
electronic means of payment; payments in 
favor of third parties stipulated by the con-
tract at the rates applied by third parties; 
in some cases —  the size of the insurance 
premium 5.

To estimate the total cost of a household 
loan as a percentage, payments of the bor-
rower are calculated based on the estab-
lished duration of the calendar year of 365 
days.

The calculated TIC for a household loan 
of the borrower is compared with the aver-
age market value of the TIC in percent per 
annum, which is determined by the Bank of 
Russia as the weighted average of at least 
one hundred largest lenders of the corre-
sponding consumer credit category or at 
least one third of the total number of lend-
ers providing the corresponding category 
of the consumer credit (loan). As of July 
1, 2014, at the time of conclusion of the 
contract, an individual TIC cannot exceed 
a minimum of two values: more than one 
third the average market price of the corre-
sponding category TIC used in the calendar 
quarter, or 365% per annum.

Thus, in Russian practice, the initial 
use of the TIC in indirect macroprudential 
measures was supported by a legislative 
restriction on the interest rate on relevant 
household loans.

The consequences of the TIC indicator in-
troduction and its use for financial stability, 

5 “On Consumer Credit (Loan)” the Federal Law of Decem-
ber 21, 2013, No. 353-FZ URL: http://pravo.gov.ru/proxy/
ips/?docbody=&nd=102170297 (accessed on 10.03.2020).

including banking, are assessed positively 
by the Central Bank of Russia 6. The struc-
ture of the banking portfolio of household 
loans has changed: the share of loans with 
high TIC has decreased with the growth of 
the share of loans with reduced TIC. The 
decrease in the TIC helped to reduce the 
pressure of loan payments on borrowers’ in-
comes, and to reduce the potential risks of 
the loan portfolio for the households, which 
positively (although with some lag) affected 
the financial stability of the banking sector.

The practice of macroprudential regula-
tion of the credit sector is not limited to us-
ing the TIC indicator. Following an assess-
ment of the Russian realities and relevant 
foreign experience, the Central Bank of the 
Russian Federation presented the analyti-
cal report on “Risk assessment of individual 
borrowers based on the debt burden indica-
tor” in 2017. The report describes the coef-
ficients used in other countries, which con-
sider the income of borrowers in households 
lending.

The indicator “debt ratio” is used in for-
eign practices of macroprudential regula-
tion of household lending. There are differ-
ent approaches to calculate it. Depending 
on the calculation procedure, indicators 
such as DTI (or LTI) and PTI (PTI is also 
called DSTI and DSR) are used as a debt ra-
tio.

DTI (debt-to-income) / LTI (loan-to-in-
come) ratio is calculated as the ratio of the 
total loan debt to the annual income of the 
borrower, for example, in the UK, the bor-
rower’s LTI should not exceed 4.5.

PTI (payment-to-income) / DSR (debt 
servicing), DSTI (debt servicing-to-income) 
ratio is calculated as the ratio of the debt 
service amount to the total monthly  in-
come of the borrower, reduced by the total 
monthly expenses.

6 Financial Stability Review. Information and analytical review. 
The Central Bank of the Russian Federation. No. 2 (15). 2019 
Q2–Q3. URL: https://www.cbr.ru/publ/stability/ (accessed on 
15.04.2020).
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The value of the indicator of the debt 
burden of the households at the macro level 
varies considerably from country to country. 
According to the OECD 7, in 2018 the largest 
tax burden, defined as DTI / LTI, was noted 
in Denmark —  282%, in the UK —  141%, in 
the USA —  105%, in Germany —  95%, in Rus-
sia —  30%. According to foreign researchers, 
strict restrictions on the maximum ratio of 
debt services to household incomes deter-
mine the effectiveness of government lend-
ing policies [12, 13].

The tax burden indicators supported by 
special indicators aimed at limiting the 
relevant banking risks are used to regulate 
housing mortgage lending (HML). The indi-
cators are LTV and CLTV.

LTV (loan-to-value ratio) is calculated as 
the ratio of HML debt to the collateral value. 
CLTV (combined loan-to-value ratio) is cal-
culated as the ratio of the aggregate prin-
cipal balances of all loans to the property’s 
purchase price or fair market value.

Studying the consequences of using LTV 
and CLTV indicators in foreign countries al-
lowed scientists to confirm that the value of 
the LTV coefficient is one of the most im-
portant predictors of the severity of losses 
[14]; CLTV is the most important factor de-
termining the amount of credit risk [15]; in-
troduction into practice of regulation of LTV 
and DTI indicators, as well as a change in 
their normative values, leads to a change in 
indicators of bank household lending [16]; 
the macroprudential restriction of the ratio 
of a loan to value reduces the negative im-
pact of the crisis on GDP [17].

In Canada, the regulator has established 
additional debt burden indicators aimed at 
limiting HML risks: gross debt service ra-
tio (GDS) and total debt service ratio (TDS). 
GDS is defined as the ratio of the main debt 
of the HML, interest, property taxes and 
heating costs to the total annual income of 
the borrower. TDS is defined as the ratio of 

7 Household debt. URL: https://data.oecd.org/hha/household-
debt.htm (accessed on 02.04.2020).

the main debt of the HML, interest, property 
taxes, heating costs and payments of other 
debt obligations to the total annual income 
of the borrower.

In Russia, the mortgage loan segment is 
also affected by the applied sectoral macro-
prudential instruments of the Central Bank 
of the Russian Federation. To regulate the 
mortgage segment, the Bank of Russia uses 
two indicators at the same time: LTV and 
PTI, while TIC is taken into account when 
calculating PTI.

As of January 1, 2015, the Central Bank 
of the Russian Federation lowered the risk 
coefficient for low-risk mortgage loans. The 
following low-risk criteria were established 
for loans: LTV is less than 50% and PTI is 
less than 40%.

At the same time, the regulator relaxes 
the requirements for loan loss provisions 
(LLP) on mortgage loans without overdue 
payments, reducing the minimum level of 
provisions from 0.5% to 0.35%. The com-
bination of macroprudential policies and 
requirements for bank provisions is widely 
used in the international practice of bank-
ing regulation [18].

Thus, as in the case of the introduction of 
macroprudential regulation of the TIC indi-
cator in Russian practice, the PTI indicator 
is initially used in indirect regulation, since 
it affects different risk ratios when weighing 
debt on relevant loans.

RUSSIAN PRACTICE OF 
MACROPRUDENTIAl REGUlATION 
OF HOUSEHOlD lENDING USING 

INDICATORS OF THE TRUE INTEREST 
COST AND DEbT bURDEN

Household lending is one of the develop-
ing segments of the domestic banking mar-
ket. Household loans contribute to income 
received by individual lenders, and at the 
macro level, a potential threat to financial 
stability from excessive aggregate lending 
to individuals. In turn, the violation of fi-
nancial stability negatively affects the wel-
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fare of the population [19], the ability of fi-
nancial intermediaries to meet the needs of 
the economy in cash [20].

The data on household loans provided by 
the Russian banking sector are presented in 
Table 1.

The data in Table 1 show that in 2014–
2015 there was a decrease in the share of 
household loans in GDP and banking sec-
tor assets due to a decrease in the volume 
of loans. This was caused by the unfavora-
ble macroeconomic situation as a result 
of the imposed external sanctions, which 

was characterized by an increase in inter-
est rates, inflation and the depreciation 
of the national currency. However, in 2016 
there was an increase in the amount of in-
dividuals’ debt on bank loans, which in 2017 
reached the indicator of 2014 and almost 
doubled in 2018. The excess of the growth 
rate of individuals’ debt over the growth 
rate of GDP (excluding 2015–2016), as well 
as the constant increase in the share of 
credit debt in the income of the households 
(except for 2016 and 2017), is assessed by 
the regulator as a threat to financial sta-

Table 1
Data on household loans provided by the Russian banking sector, beginning of 2020, %

Indicators describing household 
loans, including overdue debt 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Lending to individuals,  
as % of GDP

8.8 9.9 12.4 15 14.3 12.9 12.6 13.3 14.3 16.1

Lending to individuals,  
as % of banking sector assets

12.1 13.3 15.6 17.3 14.6 12.9 13.5 14.3 15.8 18.3

Lending to individuals,  
as % of household money 
income

12.6 15.6 19.4 22.3 23.9 20.1 19.9 21.7 25.5 28.5

Lending to individual’s growth 
rate

14.3 35.9 39.4 28.7 13.8 -5.7 1.1 12.7 22.4 18.5

GDP growth rate 19.3 30.2 13.1 7.3 8.1 5.1 3.0 7.3 13.6 4.8

Source: Review of the Banking Sector of the Russian Federation. URL: https://www.cbr.ru/analytics/bnksyst/ (accessed on 12.03.2020).
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bility. These conclusions are supported by 
V. N. Alekseev and N. N. Sharkov [21].

In April 2012, the Central Bank of the 
Russian Federation published an assess-
ment of the debt burden on household loans 
provided by the Russian banking sector. The 
indicator was calculated on the basis of the 
survey data provided by the largest banks 
and did not consider the total debt of bor-
rowers with loans in various credit and non-
credit financial institutions. The aggregate 
PTI ranged from 7.3 to 10.6% during 2012–
2019, reaching maximum values at the be-
ginning of 2015 and as of October 1, 2019 
(10.4 and 10.6%, respectively). However, 
PTI for housing mortgage loans and PTI for 
other household loans differed significant-
ly. According to the HML, PTI ranged from 
0.7 to 1.7% and constantly increased in the 
analyzed period. For other household loans, 
PTI ranged from 6.6 to 9.3% (the maximum 
value at the beginning of 2015); as of Octo-
ber 1, 2019, PTI on other household loans 
was 8.9% 8.

To prevent risks associated with exces-
sive household lending, from October 1, 

8 Financial Stability Review. URL: https://www.cbr.ru/publ/
stability/ (accessed on 15.04.2020).

2019, the Bank of Russia introduced a com-
pulsory mechanism of increased pressure 
on the capital of household lending risks 
using increased ratios depending on PTI. 
The most important requirement for the 
calculation of PTI stipulated by the new 
regulatory mechanism was the need to ac-
count for all outstanding loans of the bor-
rower to all credit and non-credit financial 
institutions; at the same time, the amount 
of debt was calculated with the inclusion 
of TIC. The introduction of the mechanism 
was announced in advance by the regulator, 
and the banking sector had time to adapt to 
changes. It was assumed that banks would 
adjust their lending policies: they would 
either limit or refuse to lend to borrowers 
with high PTI or take measures to increase 
their own funds. An assumption was also 
based on foreign studies [22]. The response 
of the Russian banking sector to the intro-
duction of a regulatory mechanism using 
TIC and PTI is presented in Fig. 1.

The data in Fig. 1 show that in January 
the volume of household lending was in-
significant, except for 2015; in the first 
quarter, there was an annual increase in 
the growth of household loans provided by 
the domestic banking sector. At the end of 
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Fig. 1. Monthly growth rate of household loans provided by the Russian banking sector, %
Sourse: compiled by the authors based on “Review of the Banking Sector of the Russian Federation”.  URL: https://www.cbr.ru/analytics/

bnksyst/ (accessed on 25.05.2020).
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the year (except for 2013 and 2015), on the 
contrary, there was a decrease in lending 
growth rates. In the third quarter of 2013, 
there was a sharp decrease in the growth 
rate of household loans provided by credit 
organizations, which was a consequence of 
the change in the TIC indicator as of July 
1, 2013, from optional to mandatory when 
calculating the capital adequacy ratio. The 
decrease in lending to individuals at the be-
ginning of 2015 was due to adverse events 
in 2014 that occurred in the fourth quarter 
of 2014 (changes in the exchange rate re-
gime, depreciation of the ruble, growth in 
inflation, growth in arrears). The pre-crisis 
growth rate of household lending was re-
covering in 2015–2016, by 2017. There was 
no significant decrease in the growth rate 
of household lending in the 4th quarter of 
2019, which was a reaction to the introduc-
tion of PTI as a mandatory macroprudential 
tool as of October 1, 2019, although a slight 
decrease takes place.

With negative growth in January, Febru-
ary and March 2020, bank loans to house-
holds grew at the same pace as in the corre-
sponding months of 2019. However, in April 
2020, positive growth rates turned negative 
(–0.7%). This was caused by the pandemic, 
not by the PTI regulatory mechanism.

The situation, characterized by a reduc-
tion in bank lending, including household 
loans, may lead to a banking crisis (in 2015, 
the monthly growth rates of the volume of 
household loans were negative, except for 
July, August and December). With a well-de-
signed government policy to support busi-
ness and citizens, as well as stabilization 
measures carried out by the financial mega-
regulator, serious problems can be avoided 
and a stable banking system maintained. 
One of these measures was the introduction 
of payment holidays in Russia from April 
2020 9.

9 Federal Law as of April 3, 2020 No. 106–FZ “On Amend-
ments to the Federal Law ‘On the Central Bank of the Rus-
sian Federation (Bank of Russia)’ and certain legislative acts 

In accordance with the current legisla-
tion, borrowers —  individuals and individ-
ual entrepreneurs who have received loans 
for purposes not related to entrepreneurial 
activity —  are eligible to apply for payment 
holidays. At the same time, the volume of 
loans is limited depending on the collateral 
for them: for consumer loans to individu-
als —  250 thousand rubles, to individual 
entrepreneurs —  300 thousand rubles; for 
consumer loans with a credit limit —  100 
thousand rubles; for consumer loans for 
the purchase of a car with a car pledge —  
600 thousand rubles. For loans secured by 
a mortgage, the loan amount depends on 
the place of residence. In general, the size 
of such loans is limited to 2 million rubles, 
for residential premises secured by a mort-
gage in Moscow —  4.5 million rubles, in the 
Moscow region, in St. Petersburg, and the 
Far Eastern Federal District –3 million ru-
bles 10.

It is advisable to assess the consequences 
of the introduction of a mechanism of spe-
cial capital requirements depending on the 
TIC and PTI for banking stability using the 
indicators of the financial stability of the 
banking sector.

The most important indicators of finan-
cial soundness (FSI) of depository institu-
tions, characterizing the quality of assets, 
are the share of non-performing loans in 
the total volume of loans, as well as indica-
tors characterizing loan loss provisions on 
non-performing loans. According to the IMF 
methodology, non-performing loans (NPL) 
are loans with payments overdue for 90 days 

of the Russian Federation regarding the specifics of changing 
the terms of a credit agreement, loan agreement” URL: http://
ivo.garant.ru/#/document/73842090/paragraph/1:0 (accessed 
on15.04.2020).
10 Resolution of the Government of the Russian Federation 
of April 3, 2020 No. 435 “On establishing the maximum loan 
size for obtaining loans, according to which the borrower has 
the right to apply to the lender with a demand to change the 
terms of the loan agreement (loan agreement), providing for 
the suspension of the borrower’s performance of his obliga-
tions” URL: http://ivo.garant.ru/#/document/73846652/para-
graph/1:1 (accessed on 15.04.2020).
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or more. The data on the values of these in-
dicators are presented in Fig. 2.

Fig. 2 shows that from July 1, 2013 (the 
date of entry into force of the regulatory 
mechanism with the obligatory use of the 
TIC value) for loans to individuals, the 
share of the loan loss provisions in the 
total volume of loans exceeded the cor-
responding indicator for all bank loans, 
which is due to additional fees in accord-
ance with the introduced regulatory re-
quirements. At the beginning of 2014, a 
similar excess of the corresponding indica-
tor for total loans to individuals was noted 
for the share of non-performing loans in 
the total volume of household loans. Since 
2015 —  the share of LLPs for loans to indi-
viduals exceeded the credit risk indicators 
of the total portfolio of bank loans. The 
credit risk indicators’ excess for loans to 
individuals over indicators for total loans 
provided by the domestic banking sector 
was noted until 2016. In the same period 
(2015–2016, especially at the beginning 
of 2015), Russian credit institutions were 
characterized by the slow growth of loans 
to individuals (see Fig. 1). In the first half 
of 2016, the credit risk indicator values for 

loans to individuals stabilized. During the 
second half of the same year and until 2020, 
the credit risk associated with lending to 
individuals decreased; the credit risk indi-
cator values for loans to individuals since 
2018 are lower than the corresponding in-
dicator values for the aggregate bank loan 
portfolio.

When assessing the contribution of 
loans to individuals to the aggregate credit 
risk of the Russian banking sector during 
2018–2019 it should be noted that this con-
tribution is positive (it reduces the aggre-
gate credit risk), since loans to individuals 
assessed using the regulatory methodol-
ogy are less risky than the aggregate loan 
portfolio of the Russian credit institutions. 
A comparison of the dynamics of the share 
of non-performing loans to individuals 
and the share of LLPs on them in the total 
volume of household loans shows a posi-
tive trend. The values of these indicators 
are close, i. e. the share of non-performing 
loans to individuals covered by LLPs is close 
to 100%, which, given the worsening eco-
nomic conditions (due to the self-isolation 
regime, termination of employment rela-
tionships amid coronavirus pandemic) will 

Fig. 2. Macroprudential indicators of the credit risk of personal bank loans, %
Sourse: сompiled by the authors based on “Review of the Banking Sector of the Russian Federation”. URL: https://www.cbr.ru/analytics/

bnksyst/ (accessed on 20.04.2020).
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prevent a sharp deterioration in the quality 
of the loan portfolio. Introduced payment 
holiday measures are also aimed at main-
taining the current trend.

It is advisable to carry out an analysis of 
credit risk indicators on loans to individu-
als, considering insufficient loan loss provi-
sions. The insufficient loan loss provisions 
are defined as the difference between the 
estimated and actual provisions. The regu-
lator sets the requirements for calculating 
the amount of the estimated provisions. 
From the beginning of the analyzed period 
and until August 2017, these requirements 
were governed by the regulation of the Cen-
tral Bank of the Russian Federation dated 
April 26, 2004 No. 254–P “On the procedure 
for making loss provisions by credit insti-
tutions for loans, loan and similar debts”, 
hereinafter starting from August 2017 —  by 
the regulation of the Central Bank of the 
Russian Federation dated June 28, 2017, 
No. 590–P.

Insufficient provisions will distort credit 
risk indicators, which are calculated based on 
the amount of the actual provisions. There 
are no official statistical data on the insuffi-
cient provisions in the Russian banking sector. 
Therefore, provisions should be estimated 
indirectly based on indicators characterizing 
the factors of decline in total capital and the 
adequacy of bank capital.

In the analyzed period, the regulatory pro-
cedure for determining the amount of total 
capital, as well as indicators of the bank’s 
capital adequacy, changed. Until 2015, the 
regulatory documents of the Central Bank 
of the Russian Federation provided for the 
calculation of capital by the procedure based 
on the updated methodology of the first Basel 
Accord – Basel I. By this methodology, insuf-
ficient reserves, including insufficient LLPs, 
reduced the amount of bank’s own funds after 
determining the amount of the main and ad-
ditional capital, i.e., they were involved in the 
immobilization of capital as a whole. Thus, 
with a significant amount of insufficient re-

serves, there was a threat of compliance with 
the requirements for the adequacy of its own 
funds (capital adequacy ratio CAR1.0, former 
CAR1). By the requirements of Basel III [23], 
the transition to which was fully implemented 
in Russia in 2015, the insufficient LLPs reduce 
the cost of the most qualitative element of 
total capital – common equity Tier 1 capital 
and may lead to the non-compliance with the 
requirements for its sufficiency (CET1 ratio).

The indicators characterizing the factors 
of decline and the adequacy of bank capital 
illustrate the absence of a significant vol-
ume of insufficient LLPs on non-performing 
household loans to individuals in the Russian 
banking sector.

There were no facts of violation of the eq-
uity capital adequacy indicator in the Russian 
banking sector in 2012–2019. The minimum 
value of the capital adequacy ratio CAR1.0 
(CAR1) at the level of 11.6–11.8% was noted 
in the IV quarter of 2017, during 2018–2019 
on most dates, the value of CAR1.0 exceeded 
12%11.  The value of the capital adequacy ratio 
was noted since the introduction of the facts 
of its violation. Values of the CET1 ratio in the 
period 2015–2019 were in the range from 7.8% 
(as of early December 2017) to 8.9%, with the 
minimum allowable value of 4.5%. It suggests 
that insufficient LLP of the banking sector is 
insignificant and does not have a substan-
tial impact on the indicators of credit risk 
for household loans provided by the banking 
sector published and analyzed in this study.

On the whole, the identified trends suggest 
that the pressure of credit risks associated 
with household lending on the stability of 
the Russian banking sector has decreased.

CONClUSIONS
Macroprudential regulation of bank house-
hold lending in Russia is developing, new 
sectoral instruments are being introduced to 
limit credit risks of the local banking sector 

11 Review of the Banking Sector of the Russian Federation. 
URL: https://cbr.ru/banking_sector/statistics/ (accessed on 
15.05.2020).
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and ensure the stability of the banking and 
financial sectors of the Russian economy.

The Russian practice of macroprudential 
regulation of household lending is based 
on international regulatory standards and 
guidelines. During 2013–2019 to ensure 
the stability of the local banking sector, the 
Bank of Russia introduced requirements for 
the mandatory calculation of the true inter-
est cost and debt burden indicators on loans 
and the assessment of credit risks, depend-
ing on the actual value of these indicators. 
The response of the banking sector to the 
true interest cost indicator is more visible 
than to the debt burden indicator. This is 
due to the re-orientation of bank lending 
policies, which began in 2013 and generally 
ended by 2019, from aggressive behavior in 
the loan market to more cautious. The cred-
it institutions’ response to the introduction 
of PTI should be studied over a longer pe-
riod in a post-pandemic environment.

We believe that the true interest cost and 
debt burden indicators should be viewed 
as macroprudential instruments of indefi-
nite action and should be maintained dur-

ing the pandemic. The growth of possible 
credit risks as a result of lower incomes of 
borrowers in the banking sector should be 
balanced by anti-crisis measures of a tem-
porary nature, such as payment holidays.

Due to the consequences of the expected 
decline in production, lower incomes of house-
holds, and the outflow of deposits of individuals, 
structural shifts in the assets and liabilities of 
the banking sector are forecast both in terms of 
maturity and between different credit institu-
tions. In this regard, one more direction should 
be considered to eliminate threats to the stabil-
ity of banking activities, including the increased 
risks of household lending. We believe that the 
regulator should create conditions that ensure 
the ability of creditors to restructure bona fide 
debts during the pandemic without risking bank 
liquidity. Such regulatory conditions can be 
shaped by expanding operations to provide the 
banking sector with additional liquidity, includ-
ing monthly and annual repo auctions. The 
effectiveness of measures to ensure liquidity of 
the banking sector in the context of a decrease 
in household incomes may be the subject of 
further research.
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