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The development of the national economy and its key segments has become at increased risk due to
unprecedented sanctions pressure and continuing risks of uncertainty. In recent years, the catalysts for the
transformation of the banking business have been, on the one hand, macroeconomic and political factors
influencing the adaptive potential of Russian banks, and, on the other hand, new opportunities for their
development. The macroeconomic background that determines the stability of the economy and its most
sensitive sectors, in particular, the financial market, remains volatile, prompting the search for new incentives
to enter the trajectory of sustainable economic development. One of the priorities of economic, financial and
monetary policy remains the need to find a balance between financial stability and economic growth. There
is still an imbalance in this area, one of the ways to overcome which is the search for new approaches to
regulating the activities of financial market institutions in the interests of the national economy.

1 INTRODUCTION

In recent years, the transformation of the banking
business has been triggered by factors influencing the
adaptive potential of Russian banks, including:
relatively low growth rates of the global and Russian
economies (as part of it); high volatility of global
financial markets; the active phase of the Fourth
Industrial Revolution, the increasing role of
technology, the development of new technologies and
financial engineering; the consequences of the corona
crisis; problems of the theory of finance and banks
(belittling the role of banks), actions within the
framework of the Special Military Operation and
sanctions against Russia by the countries of the
collective West.

In these conditions, banks should act as agents of
economic modernization, but in economic theory and
practice, there is a belittling of the role of banks in the
context of digitalization of the economy, which is
aggravated by the shortage of long-term liabilities and
capital, a high level of risks, and the emergence of
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"non-bank™ competitors (fintech companies, etc.) in
the financial markets. In these conditions, a
competent monetary policy of the Central Bank of the
Russian Federation, which takes into account new
opportunities for the development of banks and the
risks associated with them, is of particular
importance. In this case, we are talking about a pilot
project to introduce the digital ruble into economic
circulation; the emergence of new business models
for banks; expanding the range of services they offer;
development of new areas of banking business (for
example, Islamic banking, sometimes called
partnership).

The fourth industrial revolution marked a new
stage in the development of the world banking
system, which is associated with the technological
revolution, the formation of an electronic information
space, the development of electronic payment and
settlement systems, and intense competition in the
banking services market.

The global fintech industry is growing rapidly,
using technological innovation to capture market
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share from incumbents in many financial services
sectors.

Innovative areas of financial engineering include:
Cloud technology, Process And Service
Externalization, Robotic Process Automation (RPA),

Advanced Analytics Digital Transformation,
Distributed  Ledger  Technologies, including
Blockchain  Technologies; Smart  contracts;

Artificial Intelligence (Al); Internet of Things.
Under these conditions, there is a change in the
vector of the financial paradigm.

2 METHODOLOGY

The paper uses comparison methods, benchmarking
of market practices and recommendations of
international consultants. Among them are the results
of research projects (Report to the Congress of the
Association of Russian Banks - 2023 "Stability of the
Banking System and the Economy of the Russian
Federation: Opportunities and Threats") and other
theoretical and empirical studies.

The analysis was based on reports and other
materials of the World Bank, Bank for International
Settlements, international audit and consulting
companies, such as PWC, Accenture, McKinsey, as
well as the Bank of Russia, Sberbank, VTB Bank,
Tinkoff Bank, Citibank, etc.

The main objectives of the chapter are to reveal a
modern problem of traditional banks change in the
finance industry and to show the way for its further
development.

3 RESULTS

The main problem with the traditional banking model
is that in the context of technological transformation,
a significant number of providers of high-quality
personalized financial products and services have
emerged at each stage of value creation, offering them
to the market at low prices.

Fintech companies expect to be able to acquire
more than 30% of traditional banking business in the
coming years.

According to Citibank's forecast, the growing
impact of financial technology could lead to job
losses for 30% of bank employees by 2025. The CEO
of BBVA Bank (Spain) predicted back in 2015 that
half of the world's banks would disappear under the
onslaught of the digital industry and the fintech wave.
J. Dimon, the CEO of JP Morgan, told shareholders

in 2015 that hundreds of startups with good brains and
big money are working on technologies that could
replace the entire range of traditional banking
services.

In Russia, an example of this practice is Yandex,
which has created its own financial ecosystem. It
applied for trademarks in the banking, investment and
insurance sectors in the spring of 2020 and is actively
developing its business in these areas today.
Competition with such companies is difficult for
traditional banks, and in order not to lose in the
competition to new market entrants, they are forced
to optimize their product offerings, concentrating on
areas in which they have competitive advantages or
strategic importance.

This process is particularly acute due to the fact
that the Bank of Russia has tested the digital ruble as
part of a pilot project, which has become a challenge
for the Russian economy and, first of all, for the
banking system. 15 large systemically important
banks are participating in this pilot project, which
involves the full introduction of a new form (digital
money) into the country's money circulation by 2030.
In these conditions, many banks realized that
cooperation with fintech companies is the key to
survival and prosperity in the context of the
technological revolution and began to look for new
approaches to the development of their business,
build new business models: hybrid and neobank
models, infrastructure provider banks, aggregator
banks, platform-type banks, and digital financial
ecosystems began to appear.

A brief description of the banks of the digital
economy may look like this.

e  Hybrid and neobank models: imply low
tariffs, flexible and personalized provision of services
to customers, convenient mobile banking services,
which allows them to attract new customers.

e  Banks-infrastructure providers for fintech
companies and/or banks usually become leaders in
national markets. Their main advantages include the
following: it eliminates the need for other companies
to engage in highly regulated activities and incurs
additional costs of complying with supervisory
requirements; For new market entrants, the key factor
in choosing such a model is the absence of the need
to obtain a banking license; High profitability and
significant economies of scale.

e Aggregator banks

e  Platform-type banks (platforms for remote
customer identification, fast payment platforms,
marketplace platforms for financial products and
services, as well as new platforms based on
distributed  ledger  technologies and  cloud



technologies). Open interfaces are a key element of
the financial market infrastructure (Open API).

A new trend in financial markets is the emergence
of digital financial ecosystems. By ecosystem, we
propose to understand a number of interconnected
companies working together to provide end-users
with services that meet their needs. Banking
ecosystems often transcend traditional industry
boundaries, with different companies working in the
same space to provide customers with the banking
services they need and value.

Types of ecosystems can be categorized, for
example, as follows:

1. Abusiness model in which the central link is
a big tech company.

2. A business model in which fintech startups
are at the center.

3. A business model in which the center is
classic financial intermediaries.

The latter model prevails in the Russian market.
Currently,  Sber  (Sherbank), VTB  Bank,
Gazprombank, Russian Agricultural Bank, Rosbank,
Alfa Bank, etc. are building their ecosystems.
Nevertheless, one of the most developed is certainly
Sherbank. The main stages of this ecosystem
evolution are presented in Fig.1.

2014-2017 2018 2019+ Priority 2023
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Banking Platform and non-banking transactions
services
Consolidating Infrastructure Indoor Cloud Launch of the platform transferred
and Centralizing Databases into commercial operation to the
__ . i platform
The beginning of a large- Cloud-ready Cloud-native platform with
scale technological Applications cloud-native components
transformation for the ecosystem and
market
Developing the basis of a Unified development Circulation of unifying
technology platform environment elements of the ecosystem
Circulation of unifying
elements of the ecosystem

Figure 1: Evolution of the SBER ecosystem.

According to G.O. Gref, the head of Sberbank, in
the current 2023, the company plans to enter the top
three leaders in the e-commerce market. Sher's main
goal is to build an integrated ecosystem. Business in
non-financial markets will grow by 100% annually,
and the share of income from non-financial services
in the Group's net operating income will reach 20—
30% by 2030. Growth of the active retail customer
base: from 98 to more than 100 million people and
expansion of the mobile application audience from 64
to 75 million users per month-.

Clearly, such rapid growth of ecosystems requires
attention from regulators. Especially if we take into
account that there is no single approach to the
definition of ecosystems in the world. The regulation
of their functioning has not yet found its
unambiguous definition. The issue of regulating
digital ecosystems (including those created on the

basis of banks and fintech companies) requires in-
depth study and informed decision-making both at the
global and national levels, which is important for
maintaining competition in the market and excluding
any discrimination against ecosystem users.

Improvement of regulatory activities is also
necessary to overcome regulatory arbitrage, which
arises as a result of different approaches to the
regulation of financial intermediaries operating in
different segments of the national financial market. It
is also important to keep in mind that in accordance
with the regulatory documents of the EAEU, the
single financial market of the EAEU will begin to
function from 01.01.2025. At the same time, the
issues of financial market regulation at the
supranational level have not yet been resolved.

In these conditions, there is a need to adapt and
transform regulatory practice in relation to financial



market participants and the operations and services
they perform. Thus, it can be stated that the
emergence of new business models of banks, the need
to overcome regulatory arbitrage in the national
financial market and the development of regulation of
the activities of financial intermediaries at the
supranational level require the transformation of
modern regulatory practice.

The strategic objectives of the development of
financial markets and banks in Russia in accordance
with federal legislation are presented in the main
directions of the state monetary policy for the relevant
period. Financial regulators of different countries,
when determining their monetary policy, formulate
its goals in different ways and, accordingly, use
different tools to achieve them (Fig. 2).

Institution

Objective of the policy

The ECB and the national °
banks of the Eurozone

Maintaining price stability (annual inflation should not
exceed 2%)

U.S. Federal Reserve

e Reducing unemployment (priority), maintaining price
stability, and setting long-term interest rates

Bank of England °

Maintaining price stability and strengthening the
financial system

National Bank of China

o Ensuring the pace of economic growth

Bank of Japan

o Strengthening the financial system and maintaining price
stability

Bank of Brazil ®

Maintaining the purchasing power of the national
currency through inflation targeting

Bank of Russia ®

Protecting and ensuring the stability of the ruble

exchange rate

e Development and ensuring the stability of the financial
market of the Russian Federation

e Ensuring stability and development of the national

payment system

Figure 2: Monetary Policy Objectives.

We believe that in the current difficult conditions
for Russia (largely determined by the special military
operation and the sanctions pressure of the countries
of the collective West), it makes sense for the Russian
financial regulator to more carefully assess the goals
of the monetary policy of the National Bank of China,
which is to ensure economic growth rates. Taking into
account that both Russia and China have a lot of
problems that hinder economic growth, we
nevertheless believe that ensuring the stability of
financial markets, declared by the Bank of Russia as
the main goal of its activities, is not based on
development dynamics.

In our opinion, it is necessary to change the
paradigm of "financial stability" to ensure stable
optimal growth and development of financial markets

and banks while maintaining financial stability and
stability of the national economy. That is why we
consider the digital and regulatory transformation of
financial markets and banks as an objective necessity
and reality. It is known that the classical model of
financial market regulation assumes the unity of
macro- and micro prudential regulation of the main
sectors of the financial market on an institutional
basis. The purpose of macro prudential regulation
in our country is to ensure financial stability in the
financial market in the process of using monetary
policy tools, identifying signs of the emergence of
systemic risks in different market segments and
preventing their realization.

Micro prudential regulation is aimed at ensuring
the stable functioning of financial market institutions,



determining the restrictions (norms and norms) on the
accumulation of risks, which can be transmitted to the
macro level.

A traditional tool for assessing the stability of the
financial market is cross-sectoral stress testing, which
makes it possible to identify the emergence of
systemic risks in related market segments and, if
necessary, to use monetary policy tools along with
prudential restrictions in certain areas of financial
intermediaries' activities.

In April 2023, the Government of the Russian
Federation adopted a resolution approving the
priority areas of technological sovereignty and
structural adaptation projects, identifying priority
industries and specific products that need investment
to ensure technological sovereignty.

The key directions for solving the problem of
economic growth in our country are to ensure the
financial sovereignty of the country on the basis of
technological, structural adaptation and the
achievement of social effects. Therefore, the
regulation of the financial market should be "built-in"
into the new model of economic development, while
maintaining its independence.

Resolving the internal contradiction between
ensuring financial stability and stimulating economic
growth is the central task of the current stage of
development of the Russian economy. We believe
that the current model of mega-regulation in our
country has reached its maturity. The volume and
quality of the functions of supervised entities is
increasing, new participants from related areas of
activity are entering the financial market, which leads
to the complication of the mega-regulator's activities.

It is important to assess the effectiveness of the
model of mega-regulation of financial markets in
Russia, to take into account the best international
experience (for example, countries with similar bank-
centric financial market systems), to separate from
the functions of the Bank of Russia a block of macro-
and microprudential regulation, as well as supervision
over the activities of financial market participants,
and to transfer these functions to an independent
body. On the one hand, the actions of the mega-
regulator of financial markets in its areas of
responsibility should be synchronized, and on the
other hand, they should meet the needs of the national
model of economic growth and development.

The transformation of financial market regulation
should be integrated into the new model of economic
development, while maintaining its independence.
And given that the economy is the foundation of
stability, the criteria for choosing a model for
regulating the financial market should be: security;

stimulation of economic growth and social effect. In
this regard, the priorities in the approaches to
financial market regulation, in our opinion, are:
financial stability, stimulation of economic growth

and social responsibility of financial market
institutions.
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