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Russian banking sector has experienced enormous growth rates during the last 6-7 years. Financial markets have deepened in tandem with remonetization and sound macroeconomic growth. A whole ar-ray of previously unused instruments including consumer loans, credit cards, mortgage, IPOs, has e-merged. Rapid growth of assets has however contributed to a decrease in capital adequacy ratio, thus influencing the ability of banks to cope with risk. Using quarterly data spanning from 1999 to 2007 on all Russian banks we investigate the relationship between bank characteristics and risk taking by Rus-sian banks. As there is no universal measure of risk, we consider two approaches to risk measurement. First, fol-lowing Haselmann and Wachtel (2007), we present accounting measures based on various financial ratios that are standard indicators of riskiness. Second, drawing on the panel structure of our data, we use the z-score as interpreted by Maechler et al (2007) to assess a bank's risk of insolvency. Risk taking is analysed by specific ownership and size categories. We distinguish among three owner-ship groups to determine majority ownership. Next, bank size may matter for the appetite to risk taking. We use two alternative size measures; bank assets and market share of the aggregate domestic credit. Further, we enquire if Moscow-based banks differ from the rest of the banks in their risk taking behav-iour. Finally, we examine if a bank's inclusion in the deposit insurance scheme is reflected in its risk taking behaviour. Our analysis uncovers important differences in the financial ratios between subgroups of banks. Sol-vency measured by the equity capital decreases in bank's size and its level declines during the period analysed indicating increased leverage. Leverage is however significantly lower than in the other tran-sition or developed countries. State banks and banks located outside the Moscow region tend to main-tain less equity and are also less liquid. Banking sector's liquidity has decreased slightly, but its level is still comparable to the other transition countries. Larger banks keep higher loan loss provisions but provisions of the other banks are also above the minimum required level. Even though the ratios vary among the different subgroups, we find no indication of excessive risk taking by any group of banks. Based on the z-score analysis, we find that size, ownership, credit growth as well as inclusion in the deposit insurance scheme are important determinants of bank's insolvency risk.
risks taken by banks increased after introducing the deposit insurance.
