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Main questions of the studyMain questions of the study

Two alternative concepts regarding the relationship between competition 
and stability:
1) competition-fragility (franchise value paradigm, Keeley (1990))

2) competition-stability (risk-shifting paradigm, Boyd & De Nicolo (2005))

There is no consensus about the two concepts in literature.

So how does it work in the Russian banking system? Should Bank of Russia 
provide measures aimed at increasing or decreasing banking competition?

Non-linear relationship between competition and stability (Martinez-Miera & 
Repullo (2010)) – Are there any thresholds in competition dividing the two 
concepts in the Russian banking system?

How robust are the result for Russian banking system to the choice 
of different competition and stability measures & estimation techniques?

takingriskbankvaluefranchisebankROApowermarketNCOMPETITIO ⇒↑⇒↓↓⇒↓↑ &

NPLriskdefaultborrowersratesloanNCOMPETITIO ⇒↑⇒↑⇒↑↓
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Literature reviewLiterature review
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Alternative measures of competitionAlternative measures of competition

H-statistic, Panzar & Rosse (1987)
Boone indicator, Boone (2001)

Lerner index (separately for loan and for deposit markets, 
Fernandez de Guevara, Maudos (2004))

Herfindahl-Hirschman index on bank level (Berger, Hannan (1998)) –
reflects the degree of bank involvement into different markets of earning 
assets (EA) or earning liabilities (EL) 
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Relationships testingRelationships testing

Panel regressions:

Time-series regressions:

Measures of stability for both time-series & panel regressions:
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Data source & sample of Russian banks Data source & sample of Russian banks 

Unconsolidated quarterly data on banks 

– assets & liabilities (form 101) (source: Bank of Russia);

– revenues & expenses (form 102) (source: Bank of Russia).

Sample size: 521 banks, which were constantly operated in banking markets 

during 2004q1 – 2011q2 (covers 85% of total assets)

Descriptive statistics for competition & stability measures: 
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Distribution density of loan market Lerner indices of Russian baDistribution density of loan market Lerner indices of Russian banks nks 

(average values during 2005q1 (average values during 2005q1 –– 2011q2)2011q2)
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Loan market Lerner indices of Russian banks in dynamicsLoan market Lerner indices of Russian banks in dynamics
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Lerner indices in different developed countiesLerner indices in different developed counties

Source: Schaeck, Cihak (2008)
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Preliminary version of estimated efficiency scores (SFA)Preliminary version of estimated efficiency scores (SFA)::

(average values during 2005q1 (average values during 2005q1 –– 2011q2) 2011q2) 

there is a group of the ultra-efficient banks (0.96). Some of them were absorbed by other 

banks (M&A) and many of them were faced with a license withdrawal …
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Panel regression result Panel regression result №№11: Lerner positively affects loan quality: Lerner positively affects loan quality
((oneone--step GMM estimatorstep GMM estimator))

Competition - fragility

* , **, *** denote an estimate significantly different from zero at the 10%, 5%, 1% level. Standard errors are in parentheses
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The inflection point (0.1390) of the model M5 is approx. 86-th percentile of sample

Competition - fragility

Panel regression result Panel regression result №№2: another competition measure 2: another competition measure –– the same result the same result 
((oneone--step GMM estimatorstep GMM estimator))

* , **, *** denote an estimate significantly different from zero at the 10%, 5%, 1% level. Standard errors are in parentheses
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Panel regression result Panel regression result №№2: diagram of competition threshold2: diagram of competition threshold
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Competition - fragility

Panel regression result Panel regression result №№3: another stability measure 3: another stability measure –– still the same result still the same result 
((fixed effects estimatorfixed effects estimator))

Lerner index positively affects aggregate banking stability (Z-score)

* , **, *** denote an estimate significantly different from zero at the 10%, 5%, 1% level. Standard errors are in parentheses
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Panel regression result Panel regression result №№4: determinants of competition4: determinants of competition
((fixed effects estimator)fixed effects estimator)

* , **, *** denote an estimate significantly different from zero at the 10%, 5%, 1% level. Standard errors are in parentheses
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ConclusionConclusion

Russian banking system is characterized by monopolistic competition, which is growing over 

time, showing a high sensitivity to the crisis of 2008-2009 

All estimators using different competition and stability measures supports traditional 

“competition – fragility” concept (franchise value paradigm) for Russian banking system;

Nevertheless, there is an optimal threshold in banking competition above which the sign of 

the relationship between competition and stability changes from plus to minus;

Both the ultra-efficient banks and the most inefficient banks in Russian banking system are 

risky. Their withdrawal from the market will contribute to the efficiency growth of the 

remaining banks. The latter will have a positive impact on the stability of the banking sector 

through the market power channel. 

Thus, Bank of Russia should not focus on increasing competition in current macroeconomic 

conditions, but rather on identification risky banks and propose measures aimed at solving 

both the efficiency problem and the asset quality problem of this group.

The analysis revealed three possible channels of banking competition regulation be the 

Bank of Russia: capital adequacy ratio, loan loss provisioning and interbank market rate
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Additional materialsAdditional materials
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TimeTime--series regression result: Hseries regression result: H--stat negatively affects stability (Zstat negatively affects stability (Z--stat)stat)

Competition - fragility
* , **, *** denote an estimate significantly different from zero at the 10%, 5%, 1% level. Standard errors are in parentheses
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TimeTime--series regression result: series regression result: graphical illustration of competition thresholdgraphical illustration of competition threshold
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Stochastic Frontier ApproachStochastic Frontier Approach

The estimated translog cost function is as following:
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HerfindahlHerfindahl--Hirschman index on bank level Hirschman index on bank level 
the example of the example of SberbankSberbank, 2011, 2011q2q2


