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Abstract. Making premature financial decisions can negatively affect individual households and society
as a whole, so public authorities, using various management mechanisms, regulate the population’s
financial behavior. The article attempts to understand how the state regulation of the population’s
financial behavior presents interventions in order to “change the context” (in particular, the regulatory
and procedural foundations of the financial system) and to “change cognition” (in our case — “human
change”, in particular personal knowledge and attitudes). Similar research topics cover the legal basis
of financial organizations, behavioral tools for managing the population’s financial behavior, the ways
to improve their financial literacy, and so on. In contrast, the present study first reflects the views of
alternative economic theories (rational choice theory, behavioral economics) on the possibility of
regulating economic behavior, the techniques of behavioral “nudging” widely spread in foreign countries
are given; second, a scheme for regulating the financial behavior of the Russian population is proposed
and the main regulatory documents regulating the activities of financial organizations in the country are
analyzed; third, the relation between the regulation lines of “change the context” and “human change”
is estimated. It is shown that the impact on the financial behavior of the Russians is mainly devoted
to the “change the context”, i.e. at building a bona fide institutional financial system. The impacts in
the line of “human change” are secondary; they are implemented through improving financial literacy
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and introducing mass financial products. This regulation allows a bias towards the person’s “passivity”.
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The elimination of the identified imbalance will improve the effectiveness of management decisions

regarding the citizens’ financial behavior. It is proposed to redirect interventions from the construction

of an “ideal” regulatory context of the financial system to the development of a literate and financially

active population, able to form the necessary financial environment for the economy and society by their

behavior.
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financial literacy.

Introduction

All-Russian surveys regularly reveal actions
with an increased risk of negative consequences
for material well-being in the financial
behavior of the Russians. For example, socially
vulnerable groups of the population with low
paying capacity are widely involved in credit
practices: young families (spouses aged 25 to
40) with two minor children (50%), young
(aged 25 to 40) single mothers with one child
(45%) and two children (51%) take loans
more actively than others!. There is a high
percentage of the overindebted (those who
pay more than 30% of their family income
for loan repayments) among the low-income
borrowers?, it makes up 29% compared to
10% among the better-off®. Along with this,
44% of the Russians who took out a loan
over the past year are loyal to the violation
of credit agreements and believe that a small
payment delay is not terrible, and 25% of the
borrowers think that not to repay the loan is
not a crime®.

' Borrower’s portrait: who takes loans most often in
Russia? NAFI.  URL: https://nafi.ru/analytics/portret-
zaemshchika-kto-v-rossii-chashche-vsego-beret-kredity/
(accessed 04.02.2020).

2 Characteristic “Money is not enough even food”
(NAFI survey).

3 Borrower’s portrait: who takes loans most often in
Russia? NAFI.  URL: https://nafi.ru/analytics/portret-
zaemshchika-kto-v-rossii-chashche-vsego-beret-kredity/
(accessed 04.02.2020).

4 Every fourth borrower believes that non-repayment of
the loan is not a crime. NAFI. URL: https://nafi.ru/analytics/
kazhdyy-chetvertyy-zaemshchik-schitaet-chto-nevozvrat-
kredita-ne-yavlyaetsya-prestupleniem/ (accessed 04.02.2020).
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The prevalence of such financial practices
has a very negative impact on both individual
households and society as a whole. The state,
unlike other economic agents, is not only
interested in the population’s competent
financial behavior, but is also able to influence
it and the financial system as a whole. Over the
past 20 years, the targets for this impact have
been increasing the volume of the population’s
organized savings, diversifying the financial
instruments used by the population, and
bringing the legal framework of the financial
system up to modern international standards. A
significant role in achieving these goals, along
with social policy, labor and employment policy,
education, health, and so on, is played by the
policy on financial market regulation, which
forms the regulatory framework for financial
behavior of the population.

The problems of regulating the population’s
financial behavior are reflected in a number of
scientific publications of Russian researchers.
Their subject matter is mainly related to
the legal regulation of the financial market
and the activities of credit and non-credit
financial organizations, the peculiarities of
law enforcement practice and changes in
legislation (V.A. Pozdyshev [1], V.G. Golubtsov
[2]). A significant number of papers are
devoted to the problem of improving financial
literacy of the population (O.E. Kuzina
and D.H. Ibragimova [3], A.V. Stakhnyuk
and E.A. Izmalkova [4], G.V. Tsvetova and
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M.V. Erofeeva [5]). The research on the impact
of cognitive, psychological, and sociocultural
factors on the population’s financial behavior
and their account in the practice of its
regulation (T.N. Kolesnikova [6]), on the use
of behavioral instruments in different areas of
regulation and their possible embedding in the
policy of the population’s financial behavior
management (A.E. Golodnikova et al. [7]) are
less presented. A separate layer consists of the
review, theoretical and methodological works,
where the authors consider the provisions of
the new behavioral economy, its influence
on state policy and the ways of manipulating
economic behavior (I.N. Drogobytsky [8],
A. Zlotnikov [9], A. Shmakov [10]) or
analyze the advantages and failures of state
paternalism in terms of its impact on the
economic behavior of the population as a whole
(R.I. Kapelyushnikov [11; 12], A.Ya. Rubin-
shtein and A.E. Gorodetskii [13]).

At the same time, there are very few works
aimed at studying the conceptual foundations
of the current practice of regulating financial
behavior in Russia, as well as the compliance
of regulatory and procedural aspects of
regulation with the modern views of economic
science (in particular, the provisions of
behavioral economics). In our opinion,
in order to identify the opportunities for
improving the effectiveness of the population’s
financial behavior regulation, it is important
to understand what conceptual provisions of
modern economic thought are used in the
current regulatory system.

The purpose of our work is to systematize
the regulatory and procedural aspects of the
population’s financial behavior regulating,
which will allow to understand how the
interventions aimed at “changing the context”
(the regulatory framework of the financial
market) and “human change” (personal beliefs
and attitudes) are used in this area of state
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regulation. For this purpose, the first part of
the paper examines the provisions of alternative
economic theories (rational choice theory,
behavioral economics) regarding the ability
to regulate economic behavior, and provides
the techniques of behavioral “nudging”; the
second part presents a scheme for regulating the
Russians’ financial behavior, analyzes the main
governing documents regulating the activities
of the Russian financial system, shows the
relation between the paradigms of “changing
the context” and “human change”.

Theoretical views on the possibility of
regulating the population’s financial behavior

The studies of the population’s economic
behavior are aimed to “explain, predict and
learn how to influence the behavior of the
person making the choice” [10, p. 98]. Initially,
economics considered human behavior from
the point of view of the “rational human”
model (Homo economicus), which is based on a
normative, a priori analysis of rational decision-
making. In neoclassical theories of welfare and
rational choice, considering a rational person
with a clear structure of preferences, direct state
intervention was considered unnecessary, and
individual utility was the measure of quality
of the economic policy (V. Pareto, J. Hicks,
P. Samuelson) [14, p. 16]. According to the
theory of rational choice, a person makes a
deliberate, reasonable, rational choice for his
or her own benefit. While the population in
general is directed by a metaphorical “invisible
hand”, which is the hidden mechanism of the
market economy action. In other words, market
regulation is self-sufficient and can adjust
individual rational behavior. Therefore, the
issue of regulating the population’ economic
behavior was not raised in principle, i.e.
the classical view of a man as an optimally
functioning Homo economicus did not require
building a system of socio-economic regulation
of behavior.
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The emergence and development of
alternative economic concepts weakening the
thesis of the rationality of human behavior has
led to a transformation of the view of the state’s
role in regulating the population’s economic
behavior. The most well-known alternative view
is the behavioral concept, according to which
human behavior is influenced by emotions,
thinking patterns, etc., and rationality is limited
by the individuals’ cognitive abilities to process
incomplete and imperfect information [15].

In the economic, social, and psychological
literature, there is abundant empirical evidence
for deviations from rational behavior. For
example, imperfect optimization: in some
cases, people ignore information that would
help them make the right decision [16]; in
others, they initially consider poor financial
decisions or for some reason refuse to choose
the best options [17; 18]. Biased judgments or
preferences have an impact. In particular, some
people attach more importance to potential
losses rather than the equivalent amount of
potential benefits [19; 20]; to the current (short-
term) rather than future (long-term) results
[21; 22; 23], which leads to inefficient spending,
borrowing or investing. The consumers’ choice
varies depending on the financial products
and services, on how their offer is designed,
and how their characteristics are presented
[19; 24; 25]. The influence of the social
context is also significant: consumers may trust
financial advisors too much, not considering
that the latter may be motivated by personal
self-interest [26]; comparison with the success
of others can make the consumer feel envy or
frustrated and keep him or her from making a
good choice [27].

Such observations led to the emergence of
H. Simon’s theory of “bounded rationality”,
the theory of perspectives by D. Kahneman and
A. Tversky, R. Thaler’s new behavioral economy,
and other theories allowing state’s intervention
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in the economic behavior of the population.
Research by R. Thaler and K. Sunstein formed
the basis of “Libertarian Paternalism”, the
policy of minimal intervention of the state in
the person’s choice [28; 29]. It is assumed that
by conducting a minimally aggressive policy
using special tools with psychological stuffing
[30, p. 350] the paternalistic state helps people
to make optimal decisions individually and
socially, not hindering their achievement of
subjective preferences and improving their well-
being [14, p. 16—17; 31].

Along with the development of concep-
tual views of economic science, there is a
transformation of “traditional” methods
of regulation in politics (command-and-
control, transparency-and-access), which
show a decreasing effectiveness in regulating
population’s behavior [7, p. 8]. Knowledge
about behavioral errors and ways to influence
them are increasingly taken into account when
developing regulatory effects on the behavior
of the population. For example, “there are
currently at least 20 nudge units in the world
in Europe, America, Asia, and Australia” [32].

According to R.I. Kapelyushnikov, the logic
of state regulation in the behavioral economy
implies effective elimination of cognitive and
behavioral errors of the population, direct
restrictions on current irrational behavior
and broad social support for future behavior.
Traditional directions of state policy, on the
contrary, assume regulation and control of the
current economic behavior of the population
with the help of future rewards or fines
[11, p. 88].

Two general paradigms for population-wide
behavior change have emerged in recent
years — models that aim to change cognitions’
(such as beliefs and attitudes) and models that
change the context® (environment or situation)

5 See: [33].
¢ Jbedem.
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Figure 1. Description of MINDSPACE categories

M Messenger >
Incentives
N Norms >
D Defaults >
S Salience >
P Priming —>
A Affect >
C Commitments >
E Ego <>

We are heavily influenced by who communicates
information

Our responses to incentives are shaped by
predictable mental shortcuts such as strongly
avoiding losses

We tend to do what those around us are already
doing

We ‘go with the flow’ of pre-set options

Our attention is drawn to what is novel and seems
relevant to us

Our acts are often influenced by sub-conscious
cues

Our emotional associations can powerfully shape
our actions

We seek to be consistent with our public
promises, and reciprocate acts.

We act in ways that make us feel better about
ourselves.

Source: compiled by the author on the basis of [33, p. 129-133].

within which the person acts [33, p. 126—127].
Their qualitative content occurs within the
framework of a behavioral concept.

“Changing cognition” involves providing a
person with new information in one form or
another. Such interventions trigger reflexive
mental processing and attempt to train the
person to make more reasonable and effective
decisions. The influence of information and
education is consistent with the classical model
of a rational person: the more information
we have, the more likely we are to accurately
calculate the payoffs for each decision and
choose the best one. “Changing cognition”
works best for those who are most open to
informing, perceiving, and understanding
new knowledge, so it can widen the gap
between individuals with high and low
levels of education. In relation to financial
behavior, such interventions are intended to
improve financial literacy, facilitate people’s
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understanding of financial products and
services, and the decision-making process itself
[33, p. 127—128].

“Changing the context” takes more account
of the fact that people have limited cognitive
abilities. It involves influencing automatic
judgment processes, focusing on correcting
behavior without changing attitudes [33,
p. 129—133]. In this case, a set of influences
is used, which is often referred to as
MINDSPACE in western practice (Fig. 1).

The consequences resulting from the use of
the two lines of behavior regulation — “changing
cognition” and “changing the context” — are
currently an urgent topic of research by
foreign scientists. For example, in the works of
P. Dolan and etc. [33], B.C. Madrian and etc.
[34] it was found that interventions such as
“changing cognition” (based on education and
new information) affect the financial behavior
of mostly highly educated, financially literate
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and receptive to new information people, and
“changing the context” has a more universal
effect and is suitable for people of different
socio-demographic characteristics.

Generalization of behavioral economics
tools (mostly interventions of the “changing
the context” type) is presented in the works of
K. Sunstein, R.I. Kapelyushnikov, A.E. Golod-
nikova, D.B. Tsygankov, M.A. Yunusova, and
others. They consider the tools of behavioral
“nudging” which are the most promising for
public administration: establishing “default
options”’ [35, p. 19]; direct prohibitions
restricting individual choice in high-risk
spheres (for example, the prohibition on the
abolition of state pension insurance); legislative
consolidation of cooling-off periods (for
example, when purchasing insurance products
or expensive items); customer-oriented forms
of information disclosure in case of transactions
with high-risk products (mortgages, lending,
etc.); sending text messages of various content®
[7, p.12-14; 11, p. 84-88; 36].

Speaking about the experience of the
population’s behavior regulating through
“changing cognition” and “changing the
context”, it is necessary to indicate those
aspects that may limit their application in
Russian practice. First, only a part of manifold
combinations of different types of interventions
and their effects have been studied, and
mainly based on the experience of foreign

7 Forexample, the policy on voluntary organ donation. In
some countries (France, Poland, Hungary), the default option
in medical wills is “I agree to be an organ donor”. In other
countries (the Netherlands, Germany), organs for donation
cannot be used without explicit consent (i.e. you must indicate
your own consent or non-consent).

8 For example, in Australia, to encourage the tenants
to pay their rent on time, they sent messages “containing
behavioral incentives: social norms (“9 out of 10 tenants in
your area paid their rent on time”), loss aversion (“Your rent
is overdue. The lease agreement is under threat”), a message
about the community’s expenses (“Your rent is overdue.
Unpaid rent costs the state and the community money that
could be used to help people in difficult situations™) and so on
[7, p. 14].
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countries. Therefore, preliminary research
and experimental testing are necessary in
order to avoid undesirable results and clarify
the Russian specifics of “nudging” techniques.
Second, specialized research should not only
be conducted by scientists in limited samples.
Large employers and the national government
should be involved in the study of the issue,
since they can work out regulatory policies
for a larger population or for homogeneous
categories of employees (military personnel,
employees in the public sector or a certain
industry). Third, for some people, the policy
of external “nudging” may seem questionable
in moral and ethical terms. The grounds for
skepticism may be, for example, the restrictions
on constitutional human rights to freedom of
choice or manipulation by decision-makers
in favor of their self-interest, rather than
the interests of society as a whole. However,
according to the methodical foundations of
the “libertarian paternalism” by R. Thaler and
C. Sunstein, the external “nudging” techniques
do not make any restrictions in choice but
create conditions for the person making
decisions on a voluntary basis “so that these
decisions were best for him” [28, p. 179; 35,
p. 18-21]°. Moreover, as noted above, state and

® Let’s look at the example of a “401 (k) plan” —
employees’ savings plan. The employer can choose one of
two options — “automatic enrollment” or “choice”. During
“automatic registration”, employees are explained that if they
do not opt out, they will be enrolled in the plan; the form itself
already states that the employee agrees to participate (there are
default options for deduction rates and asset allocation), but
there is a column for refusal (which the employee should fill
out). An alternative “choice” option means that the employee
should mark whether he or she participates or not (as well as
determine the percentage of deductions and asset allocation).

The “automatic enrollment” option is truly paternalistic,
meaning that employers acts as paternalists — they believe that
participating in the employee’s 401 (k) plan is beneficial to their
well-being, so they direct the choice toward participation. But
at the same time, the employer does not force the employee
to participate, because even in case of automatic enrollment,
the employee has the opportunity to choose not to participate
by filling in a special box. I.e., there is no manipulation and
restriction of the person’s will or freedom of choice [28, p.176-
177].
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public “nudge units” developing “behavioral
nudge technologies in different situations” have
been operating since the early 2000s in foreign
countries; in general, behavioral methods are
used in public policy in more than 150 countries
[35, p. 22].

Thus, the evolution of economic thought,
management and political science and practice
has indicated the limitations of the “normative”
theory of rational choice (and other concepts
based on it) for use in regulating the
population’s economic behavior. Rational
choice is increasingly seen not as maximizing
utility (profit) and minimizing costs, but
as the best and most satisfactory of the
available options. Alternative economic
trends development (in particular behavioral
economics) has shown that manager’s task is
to create such an environment to bring the
decision made by a person to the best possible
one in terms of maintaining a balance between
social utility and individual well-being.

Regulation of the Russian population’s
financial behavior

The formation of modern practice of
regulating financial behavior of the Russians
took place against the background of the
transformation of public administration at the
end of the twentieth century. The transition
from the Soviet system of state paternalism to
a liberal ideology and “insurance relations”
between the state and the population caused
the authorities to create conditions (including
a regulatory and procedural environment)
for the inclusion of the population in
financial transactions and train them to
work in conditions of risk, uncertainty and
personal responsibility for their own material
well-being.

Regulation of financial behavior of the
Russian population is mediated by regulation

Economic and Social Changes: Facts, Trends, Forecast
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of the financial market participants’ activities.
A generalized scheme of the process of
regulating financial behavior of the population,
which, in our opinion, is implemented in
the Russian reality, is shown in Figure 2. Its
main coordinators are the Government of the
Russian Federation and the Central Bank
of the Russian Federation. They define the
“rules of the game”, develop strategic and
program documents that regulate relations
arising when the population, financial and
credit organizations, the state and other agents
interact on the formation, distribution and use
of monetary and other financial resources of
citizens.

The Ministry of Finance of the Russian
Federation, the Federal Service for supervision
of consumer protection and human well-being,
the Ministry of Education and Science of the
Russian Federation and other federal executive
authorities, executive authorities of the
subjects of the Russian Federation and local
governments, financial market institutions
and other interested parties also take part in
regulating financial behavior of the population.
Their activities are regulated by the existing
policy documents (Strategy for Financial
Literacy in the Russian Federation for the years
of 2017-2023, Development Strategy of the
National Payment System, Long-term Strategy
of Development of Pension System of the
Russian Federation, Strategy of Development
of Insurance Activity in the Russian Federation
until 2020, Main directions of development of
financial market of the Russian Federation for
the period of 2019-2021, etc.) and other legal
acts.

One of the priority goals for the development
of the financial market is “improving the life
level and quality of the citizens of the Russian
Federation through the use of financial market
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Figure 2. Scheme of the process of regulating the Russian population’s financial behavior
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tools”!?; then, the goals and objectives are built
from it in relation to the financial behavior of
the population (see Fig. 2). In particular, the
objectives of financial behavior regulation are:

— promotion of reasonable financial
behavior among citizens;

10°'Main development directions of the financial market
ofthe Russian Federation for the period of2019-2021 / Bank of
Russia. Available at: https://www.cbr.ru/Content/Document/
File/71220/main_directions.pdf
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— universal improvement of financial
literacy in all socio-demographic, professional,
income and other groups of the population;

— ensuring consumers’ availability of
financial products and services of appropriate
quality, using which contributes to improving
the quality of life of the population;

— fair implementation of the legal norms
established by the legislation in relation to all
participants of the financial market, etc.

2020 Economic and Social Changes: Facts, Trends, Forecast
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The objectives of regulating financial behavior
of the Russians include:

— increasing citizens’ involvement in
financial education processes;

— development and implementation of
public and private programs to improve
financial literacy in socio-demographic,
professional, income and other groups of the
population (for example, classes for minors
on the basis of comprehensive educational
organizations, additional financial training for
students of secondary and higher professional
education institutions, classes with young
families or socially vulnerable groups based
on social assistance centers for families and
children, “educational days” for specific groups
of the population in financial organizations of
various levels, including regional offices of the
Central Bank of the Russian Federation);

— conducting regular monitoring aimed at
investigating the involvement of the population
in financial behavior, measuring the current
level of financial literacy of people to assess the
effectiveness of the ongoing activities and their
timely adjustment, etc.

An appropriate concretization of the final
result of regulation of financial behavior, in our
view, is a variation of a goal from the project of
the Ministry of Finance and the World Bank,
“Enhancing financial literacy and developing
financial education in the Russian Federation”,
namely the formation of prudent financial
behavior and responsible attitude to personal
finance among the population. The noted result
can be specified for each type of behavior and
financial literacy, for example:

— for saving behavior: increasing the
population’s involvement in legal savings
practices; increasing the share of the population
having three-month money reserves (i.e., a
financial “safety cushion”), and so on.;

Economic and Social Changes: Facts, Trends, Forecast
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— for credit behavior: reducing the share of
the population with signs of over-crediting;
increasing awareness of the “right steps” to use
loans, and so on.;

— financial literacy: increasing the share of
the population in general and specific groups
(e.g. families with children, low- and middle-
income groups, etc.), leading the family budget;
increasing the proportion of the population,
comparing possible financial services and
conditions of their provision; reducing the share
of citizens who are not aware about the signs of
financial pyramids and other forms of financial
fraud and so on.

Next, let us consider some of the regulatory
and procedural mechanisms used in regulating
financial behavior of the Russians, which will
allow us to trace the correlation between the
paradigms of “changing the context” and
“human change”.

Savings and credit policies are the most
developed areas of state regulation of the
population’s financial behavior. In practice,
they are implemented in a variety of forms:
change of the refinancing rate by the Bank of
Russia, fiscal policy, public and private safety
guarantee of deposits, the establishment of rules
of interaction between credit and non-credit
financial organizations with individuals, the
introduction of bankruptcy procedures and so
on (7Table 1) |37; 38].

Several draft laws that may affect the
financial behavior of the Russians in the future,
including their decisions on savings and
loans, are currently under development and
preliminary consideration in the state Duma.
Draft law no. 757296-7 “On amendments to
certain legislative acts of the Russian Federation
(in terms of improving the system of mandatory
deposit insurance in banks of the Russian
Federation)” proposes to increase the maximum
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Table 1. Examples of mechanisms of state regulation in the field of savings and credit behavior of the population

Mechanism

Content

Regulation line

Bank deposit insurance
system (DIS)

The state program for the protection of personal savings in Russian banks has been
functioning since 2004, when the state Corporation “Deposit Insurance Agency” (DIA) was
established. Depositors of banks who are DIS members are entitled to receive compensation
up to 1.4 million rubles. (inclusive) in case of revocation of the bank’s license (occurrence
of an insurance event).

As of the beginning of 2020, 720 participating banks are involved in the insurance system.
During the existence of the DIS, 508 insurance cases occurred, and more than 1.5 million
depositors received insurance compensation. The amount of compensation for deposits
was revised repeatedly (4 times over 10 years), and over the entire period it increased 14
times — from 100 thousand rubles to 1 million 400 thousand rubles".

Changing the
context

The system to
guarantee the rights

of insured persons in
the mandatory pension
insurance system

The system started functioning since 2014; it ensures the safety of the amounts received
to the pension account and used for calculating the future pension of the insured person.

There are 33 non-state pension funds participating in the system. During the system
operation, there were no guarantee cases related to the cancellation of the license of the
participating fund™.

Changing the
context

Federal Law no. 353-FZ
“On consumer credit
(loan)”®

Along with the basic rules, this law sets out additional obligations of banks that borrowers
are usually unaware of, which include:

« free servicing operations when receiving and repaying a loan;

« free provision of information about the amount of current debt, payment schedule (at
borrowers’ request not more than once a month);

« informing borrowers of their overdue loan debt (no later than 7 days in the manner
specified in the agreement between the borrower and the financial institution);

« prohibition on providing additional paid services that are not specified in the agreement
with the borrower.

Changing the
context

The indicator of
borrowers’ debt burden
(IDB)

Since October 1, 2019, the Central Bank of the RF requires banks and microfinance
organizations to calculate the IDB when deciding on granting a loan in the amount of 10
thousand rubles and more, and also encouraged them to inform the borrower about the
IDB value.

The calculation algorithm offers a definition of the ratio of the borrower’s average monthly
payments for all loans and credits to his or her average monthly income.

This innovation does not prohibit creditors from issuing loans to citizens with a high
IDB level. However, banks will be forced to form an additional capital reserve when lending
to borrowers with IDB of more than 50 percent. This is not profitable, and consequently,
the number of high-risk loans will decrease, and the growth rate of unsecured consumer
lending will decrease™.

Changing the
context

Prohibitions on
issuance of loans

Since October 1, 2019, a ban on providing mortgage loans to citizens by non-
professional lenders, i.e. those who are outside the supervision of the Bank of Russia, has
been introduced.

Since November 1, 2019, microfinance organizations have been prohibited from issuing
loans to citizens secured by housing collateral, even if it is not the only one'.

Changing the
context

Regulation of the
penalties amount (fine,
overdue interest)

Since January 1, 2020, according to Federal Law no. 554-FZ dated December 27, 2018
“On amendments to the Federal Law “On consumer credit (loan)” and Federal Law “On
microfinance activities and microfinance organizations”, it has been prohibited to charge
interest, penalties (fines, overdue interest), payments for additional services under a
consumer credit (loan) agreement issued for a period of one year or less, after the fixed
amount of payments reaches one and a half times the amount of the credit (loan)'.

Changing the
context

Source: compiled by the author.

11" See: https://www.asv.org.ru/agency/
12 See: https://www.asv.org.ru/pension/
13 Federal Law no. 353-FZ “On Consumer Credit (Loan)”, dated 21.12.2013. “Consultant Plus” reference and research

system.

4 Fast and contactless: the main financial surprises of the year. Rossiyskaya Gazeta. Special editorial project. Events of
the year 2019. Available at: https://rg.ru/2019/12/02/bystroi ii beskontaktnoi glavnyei finansovyei siurprizyi goda.html (accessed:

17.01.2020).
5 Ibidem.

16 The most significant innovations in January. Available at: http://www.garant.ru/article/1312704/ (accessed: 17.01.2020).
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level of compensation for bank deposits to 10
million rubles for the cases of short-term (no
more than 3 months) storage of these funds in
the citizens’ accounts (when selling residential
premises or land, receiving inheritance,
receiving social payments and benefits,
receiving grants in the form of subsidies,
etc.)!”. Another draft law no. 843962-7
“On amendments to the Federal Law “On
consumer credit (loan)” (in terms of clarifying
the procedure for concluding a consumer
credit agreement (loan))'® provides for the
introduction of the obligation for lenders to
disclose all the terms of lending directly in the
consumer loan agreement, and also provides
for a ban on the lender putting in a pre-
printed form (in the form of “ticks” or other
designations made in a typographic way) for
the borrower to agree to the terms of lending
without his / her own signature'.

These draft laws provide the examples of
“changing the context” paradigm. One of the
mechanisms that presupposes an impact on
both the context and the human is the legislative
consolidation of the rules on individuals’
bankruptcy. On October 1, 2015, the updated
Chapter X “Bankruptcy of a citizen” of Federal
Law no. 127 dated 26.10.2002 “On insolvency
(bankruptcy)” came into force®. This measure
was a response of the authorities to the situation

17 See: Draft law no. 757296-7. The system for ensuring
legislative activity. Government of the Russian Federation.
Available at: https://sozd.duma.gov.ru/bill/757296-7
(accessed: 17.01.2020).

18 See: Draft law no. 843962-7. The system for ensuring
legislative activity. Government of the Russian Federation.
Available at: https://sozd.duma.gov.ru/bill/843962-7
(accessed: 17.01.2020).

1 Loan with no load. Rossiyskaya Gazeta. 05.11.2019.
Available at: https://rg.ru/2019/11/25/v-gd-vnesli-
zakonoproekt-o-zaprete-naviazyvat-zaemshchikam-uslugi.
html (accessed: 17.01.2020).

4 On insolvency (bankruptcy). Federal Law dated
26.10.2002 no. 127-FZ. ConsultantPlus reference and search
engine.
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with the increasing number of problem loans
and insolvent debtors. Bankers received a new
tool for working with such clients, and citizens
became able to resolve difficult financial
situations. However, the practical results
are still ambiguous. According to Fedresurs
(the Unified Federal register of bankruptcy
information), over the four years of existence
of the consumer bankruptcy mechanism,
about 163 thousand Russians have used it,
which is only 16% of potential bankrupts the
number of which is about 1 million people
in Russia. Most cases (more than 70%) end
without compensation to the lender (for
example, in 2019 only 8 billion rubles (or
3.5%) of claims out of 225.6 billion rubles were
returned), mainly due to the fact that even at
the entrance to the procedure, citizens do not
have property that could be used for payments?'.
The bankruptcy procedure may seem time-
consuming for the law-abiding citizens due to
their insufficient financial knowledge, and it
can become a way to avoid serious losses for the
defaulters due to their moral characteristics. It
turns out that this measure needs to be adapted
to the unprepared banking organizations and
the population?.

State regulation of the process of improving
financial literacy of the population deserves
special attention. The issue of improving the
Russians’ financial literacy has begun to be
addressed on a systematic basis since July 2011.
Based on the results of many years of work, in

15 Bankruptcy of citizens — Fedresurs statistics for 2019.
Fedresurs. Available at: https://fedresurs.ru/news/390d0bea-
3b00-4512-87a9-5d23fcabfb59 (accessed: 21.01.2020).

' Tt is reported that the Ministry of Economic
Development has prepared a draft law on a simplified
bankruptcy format (more on: How to benefit from bankruptcy.
Rossiyskaya Gazeta. 22.12.2019. Available at: https://
rg.ru/2019/12/19/proceduru-bankrotstva-mozhno-budet-
prohodit-v-uproshchennom-poriadke.html (accessed:
21.01.2020)).
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Table 2. Main provisions of the Strategy for improving financial literacy in the Russian Federation for 2017-2023

Provision Contents
Creating the basis for the formation of financially literate behavior of the population as a necessary
Strategy goal condition for improving the citizens’ level and quality of life, including through the use of financial

products and services of appropriate quality

Target groups for priority work

- Students of educational organizations of different levels;
- citizens of retirement and pre-retirement age, persons with disabilities;
- low- and middle-income citizens

Minimum knowledge and skills

of a financially literate citizen income;

- Monitoring the state of personal finances;

- planning one’s income and expenses;

- creating long-term savings and a financial “safety cushion” for unforeseen circumstances;

- having an understanding of how to search for and use the necessary financial information;

- choosing financial services rationally;

- living within one’s means, avoiding debts and non-payments that are disproportionate to one’s

- knowing and being able to defend one’s legal rights as a consumer of financial services;
- being able to recognize the signs of financial fraud;

- knowing about the risks in the financial services market;

- knowing and performing one’s duties as a taxpayer;

- preparing financially for life in retirement

Strategy implementation
results

- Accomplished infrastructure ensuring a continuous process of improving financial literacy of the
population in the Russian Federation,

-improving the quality of financial education and informing citizens about personal finance management,
personal financial security, and consumer protection of financial services;

- formation of a responsible type of behavior in the financial market and the acquisition of financial
competencies by the population, including the implementation of long-term planning of personal
finances (household finances) at all stages of life

Source: compiled by the author.

September 2017, the “Strategy for improving
financial literacy in the Russian Federation
for the period of 2017—20237% was developed
and approved for implementation (7able 2).
In many regions of Russia (Kaliningrad,
Volgograd, Arkhangelsk, Kirov, Kaluga oblasts,
Krasnodar, Altai, Stavropol krais, the Republic
of Bashkortostan, Adygea, Tatarstan, etc.),
regional strategies and programs are being
implemented to improve financial literacy of
the population. The Federal methodological
network for financial literacy in comprehensive
and secondary vocational education has been
created to provide educational, methodological,
informational and consulting services. Infor-
mation and training events are held on a

23 Strategy for improving financial literacy in the Russian
Federation for the period of 2017-2023: approved by the order
of the Government of the Russian Federation dated 25.09.2017
no. 2039-R. Russian Government. Documents. Available at:
http://government.ru/docs/29441/
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regular basis, such as regional and all-Russian
conferences; competitions for school, student
and journalistic works; all-Russian savings
week; Family financial festival, etc. the work
of network resources has been organized —
the “Druzhi s finansami” (“Be friends with
finance”) website and newspaper, the Bank of
Russia’s information and educational resource
“Finansovaya kul’tura” (“Financial culture”),
the financial services consumer protection
portal “Khochu. Mogu. Znayu” (“I want.
I can. I know”) and others.

These activities are aimed at both the
“context” and the “human”, but it is necessary
to understand that such work is a multi-year
process, the effect of which is possible with
the mass inclusion of the population in the
ongoing financial education activities and an
adequate change in the financial environment
itself.
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Table 3. Other mechanisms of state regulation of the population’s financial behavior

Mechanism

Contents

Regulation line

Withdrawing credit
institutions that do not
meet the supervisory
requirements of the
macro-regulator from the
market

Central Bank of the Russian Federation conducts a policy of discouraging
organizations’ unfair behavior in the financial market.

In 2014-2016, the number of annually revoked licenses for banking operations
was approximately the same (86 in 2014, 93 in 2015, 89 in 2016), in 2017-2019
it significantly decreased (47 in 2017, 64 in 2018, 27 in 2019)%. The total number
of operating banks has decreased more than twice over 6 years — from 923 on
January 1, 2014 to 442 at the beginning of 2020%.

Changing the context

Development of key
information documents
(KID)

The development is carried out by the Central Bank of the Russian Federation
together with financial market participants. The KIDs are the passports of financial
products in the insurance segment, in the securities market, and in the banking
sector. They will contain information about all conditions and possible risks for
the consumer?.

Changing the context

Cancellation of
commissions

From mid-June 2020, according to Federal Law no. 434-FZ dated December 16,
2019 “On amendments to Article 29 of the Federal Law “On banks and banking
activities”, the commissions for interregional transfers of funds between bank
accounts of individuals within one and the same credit institution (the so-called
“Bank roaming”) will be canceled in Russia®;

a bill abolishing bank commissions on utility and mandatory payments is being
prepared®.

Changing the context

New mass financial
products

Federal loan bonds OFZ-n (in the text);
guaranteed pension plan (in the text).

Changing the context
+ the human

Source: compiled by the author.

In addition to these interventions, other
mechanisms for regulating the financial
behavior of the population are being
implemented, mainly related to changes in the
environment (in the regulatory and procedural
aspect) (Table 3).

The state’s work on the development of
financial products, through which it plans to
gently involve the broad masses of the Russians
in the capital market and simultaneously

mentioned. For example, federal loan bonds
OFZ-n having been issued by the Ministry of
Finance since 2017. “OFZ-n users are mostly
middle-aged and older people. To expand
the audience of OFZ-n users, the product
was upgraded in 2019: the sales network was
expanded up to four banks (Sberbank, VIB,
Pochta Bank, Promsvyazbank), and sales
via mobile and Internet applications were
introduced. Experts note that attracting young

increase their financial literacy should also be people to buy “public” bonds ... will give

2 Data from the Fingram portal. Available at: https://finagram.com/skolko-bankov-zakrylos-v-2018/ (accessed 21.01.2020);
‘What Russian banks should be waiting for in 2020. Rossiyskaya gazeta. Special editorial project “Events of the year 2019”. URL:
https://rg.ru/2020/01/06/chto-zhdet-rossijskie-banki-v-2020-godu.html (accessed: 21.01.2020).

% Information about the banking system of the Russian Federation. Central Bank of the Russian Federation. Available at:
https://www.cbr.ru/statistics/pdko/lic/ (accessed: 05.02.2020).

The Bank of Russia takes into account only existing credit organizations (442 institutions), while the DIA reports also take
into account banks that have their licenses revoked, but CERs payments are made (720 institutions).

% People have become more literate. Rossiyskaya Gazeta. 14.01.2020. Awvailable at: https://rg.ru/2020/01/14/reg-szfo/
banki-rasskazali-kak-minuvshij-god-izmenil-povedenie-klientov.html (accessed: 05.02.2020).

2 Bank roaming is canceled. Rossiyskaya Gazeta. 18.12.2019. Available at: https://rg.ru/2019/12/18/rg-publikuet-
dokument-ob-otmene-bankovskogo-rouminga.html (accessed: 05.02.2020).

2 There will be no commission any more. Rossiyskaya Gazeta. 29.11.2019. Available at: https://rg.ru/2019/11/29/
bankovskuiu-komissiiu-po-platezham-za-kommunalnye-uslugi-zapretiat.html (accessed: 05.02.2020).
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them real working experience with investment
products and train them to plan a budget for the
long term”?.

The Ministry of Finance has been working
on a draft law on a new product of the accu-
mulative pension system — the guaranteed
pension plan (GPP). GPP will become a new
type of pension scheme within the current
system of non-state pension provision. It
is assumed that the GPP as a standardized
protected pension product will provide
citizens with the opportunity to direct
personal money to finance their retirement
income with the state’s incentive support,
as well as protect savings from misuse.
However, as first Deputy Chairman of the
Bank of Russia Sergey Shvetsov noted in
early January 2020, “this product will be
of more interest to citizens with a monthly
income of somewhere from 45 thousand
rubles per person in a family. It is unlikely
that those with less income will participate
in this scheme, because they ... do not have
many opportunities to cut their current
consumption. This is a product for citizens
who have sufficient financial literacy”*. It
should be noted that an individual pension
capital was earlier being developed which
should have provided for employees’
automatic “subscription”, but it was
transformed into the GPP, participation in
which is voluntary, i.e. the employee should

¥ The people of the state debt. Rossiyskaya Gazeta.
01.02.2020. Awvailable at: https://rg.ru/2020/01/28/eksperty-
rasskazali-chto-vygodnee-vklad-v-banke-ili-narodnye-
obligacii.html (accessed: 13.02.2020).

30 See: Plan B for a better life. Rossiyskaya Gazeta.
Special project. Awvailable at: https://rg.ru/2020/01/12/v-
cb-rasskazali-komu-podojdet-novaia-shema-pensionnyh-
nakoplenij.html (accessed: 13.02.2020); the Ministry of
Finance will submit a draft law on a new pension scheme to
the government. Rossiyskaya Gazeta. Special project. Available
at:  https://rg.ru/2020/01/14/minfin-vneset-v-pravitelstvo-
zakonoproekt-o-novyh-pensiiah.html (accessed: 13.02.2020).
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write an application to join this system. As we
can see, the state has refused to use one of the
methods of nudging, i.e. setting the default
choice, in the new pension product.

In addition to the developing and intro-
ducing financial products and services, the
Ministry of Finance and the Central Bank of
the Russian Federation regulate their current
offer (i.e., the “context”). A striking example
was the intervention of the Bank of Russia in
the implementation of investment life insurance
services, which were offered under the guise
of standard bank deposits. The organizations
took advantage of both the “gaps” in the
legislation and the inattention of the population
when concluding contracts. As a result, the
population did not receive increased incomes,
and above that faced inconveniences with prior
repayment. According to the instructions of the
Bank of Russia®', since April 1, 2019, insurers
and their agents are required to warn customers
about the main risks and essential terms of the
contract when selling such complex products.
This intervention has led to a significant
reduction in the supply of deposits with
investment life insurance. However, banks are
currently actively promoting deposits combined
with individual investment accounts and
brokerage services. This situation clearly shows
that in Russian society, “changing the context”
is a posteriori and does not always lead to the
consolidation of competent financial practices
among the population.

Thus, the state regulation of financial
behavior of the Russians (in the regulatory and

3! Instruction of the Central Bank of the Russian
Federation no.5055-u “On minimum (standard) requirements
to the conditions and procedure for implementing voluntary life
insurance with the requirement of periodic insurance payments
(rent, annuities) and (or) with the participation of the an insured
person in the investment income of an insurer” , dated 11.01.2019.
The Central Bank of the Russian Federation. Available at:
http://www.cbr.ru/Queries/UniDbQuery/File/50883/791.
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procedural aspect) is mainly aimed at “changing
the context”, namely, at building a stable, fair
institutional financial environment in which
competitive, law-abiding financial organizations
operate, providing the population with the
most open and clear products and services.
However, the development and adoption of
certain legislative norms that form the context
of the activities of financial organizations are
often the reaction of authorities to the existing
problems or mistakes made by the population.
The impact of the paradigm of “changing
the human” (personal beliefs, attitudes and
skills) is only gaining strength, mainly through
the measures to improve financial literacy
and the introduction of new mass financial
products.

Conclusion

Most of the aspects of regulating financial
behavior of Russians mentioned in the article
change the financial environment (in terms of
legal and procedural aspects) in which a
person acts. They either limit the unfair
actions of financial organizations, or try to
simplify and optimize the consumer’s choice
as much as possible. However, in Russia, these
“interventions” are implemented in a slightly
different way than behavioral “nudging” in
foreign countries. It can be noticed that in
Russia, a person perceives the environment
passively — the “rules of the game” are
changed by the legislator (i.e. the state), and a
person only needs to be informed about these
innovations, and not make an active choice.
Even the specialists of the Center for Strategic
Research, studying the regulatory policy of this
country and forming proposals and specific
algorithms for its improvement, only mention
the use of behavioral regulation approaches,
regardless of the population, while the main
focus is on eliminating the “redundancy” of
legislative acts and reducing legal barriers to
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business functioning*?. Only in relation to
some aspects of the regulation of the financial
behavior in Russia requires the active choice of
the person. For example, in the field of financial
literacy and financial education, requiring the
citizens’ direct involvement in the ongoing
activities. Another example is the pension
system: the pension schemes and tools offered
by the state are always linked to the personal
will of citizens in resolving the issue of pension
provision.

There is no doubt that in order to effectively
regulate the financial behavior of the Russians,
it is not enough to solve the issue of funds for
working in the financial market, i.e. to ensure
a steady increase in income and material well-
being of the population as a whole. It is also
necessary to increase the loyalty and level of
trust of the population to financial organizations,
improve the availability and clarity of financial
products themselves, and reduce possible risks in
the course of interaction between the population
and financial organizations.

The results of the study show that the
Russian government, implementing a policy to
regulate the financial behavior of citizens,
affects these aspects by building the “context”
(the regulatory framework of the financial
system), allowing a bias towards the person’s
“passivity”. Thus, we can say that it works
by trial and error (a long—term reform of the
pension system can provide confirmation),
without a thorough study of the conceptual
foundations (for example the adaptation of
the provisions of behavioral economics and
the “nudging” mechanisms to the Russian
conditions). In this regard, among other things,
the decisions taken are often not adequate

32 Regulatory policy in Russia: main trends and archi-
tecture of the future: report. A.E. Golodnikova [et al.] Center
for Strategic Research; HSE Moscow, 2018. Available at:
https://publications.hse.ru/books/219490252 (accessed:
22.01.2020).
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to the material, cognitive and behavioral
capabilities of the population (in particular,
OFZ-n and GPP, according to many experts,
are designed for people with high income and
financial literacy), and sometimes are late
(for example, instructions on complex bank
deposits). Therefore, the elimination of the
identified imbalance between the changes
in the regulatory and procedural aspects of
the financial context and the human (his/
her knowledge and attitudes) should be
taken into account by decision-makers to

improve the effectiveness of regulating the
Russians’ financial behavior. In our opinion,
the authorities should gradually change the
regulatory vector from creating an “ideal”
financial environment to creating a thinking
and active, financially literate citizen. In this
case the population will shape the demand for
legitimate and competitive financial products
and services on their own, and the unfair
financial organizations and fraudulent schemes
will be eliminated in the course of “natural
economic selection”.
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