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FOREWORD

The global financial markets are still influenced by the consequences of the
Euro-American financial crisis. The failure of the “originate-distribute” mod-
el (issue mortgages and sell them on the market) especially for the US sub-
prime mortgage market, and the range of flawed banking procedures in some
countries (e.g. Iceland, Ireland), fundamentally influenced the current state of
banking and regulations, which became a top-priority concern post-crisis at the
global level (e.g. at G20 summits and the Basel Committee meetings).

The focus of this publication reflects the authors’ intensive research efforts
in the areas of banking, financial markets and risk management, with an
emphasis on contributing insights on these market changes and participate
in the ongoing international debate. This publication is presented in a unique,
bilingual format, designed to address both a Czech- and English-speaking audi-
ence. Based on the interpretation of the relevant banking and risk management
concepts, analysis and the evaluation of different financial risks, the authors
perceive banks as institutions capable of monitoring and managing financial
risk more prudently than had been accomplished prior to the financial crisis.
The research results are then compared with banking practices with regard to
the modern theory of bank operations and banking regulation.

The text is divided into twelve chapters, each of which consists of two basic
parts. The first (theoretical) part is always accompanied by a second (practical
application) part, which complements the theoretical part and in which two
types of problems are presented: solved and unsolved examples. The results
of the solved examples can be found in the printed version of the publication.
Unsolved examples are intended for deeper discussion of the issues.

This book has been prepared with the kind support of the Grant Agency
of the Czech Republic (GACR) in form of research grant no. P403/10/1235 -
The Institutional Responses to Financial Market Failures.

Finally, we would like to thank our reviewers prof. Bohuslav Sekerka and
Doc. Ing. Petr Dvoiak, CSc. for their valuable comments on our book. In addi-
tion, we extend our gratitude to Mr. Michal Nyklicek for his expert comments on
several chapters, Ms. Sezin Rajandran for her valuable contribution in editing
the English part of this book, to the employees of Karolinum Press, Mr. Jan Hejzl
and Mrs. Lucie Chroustova as well as to IES graduates Veronika Dovhunova, Ales
Cornani¢, Tomas Klinger, Michal Lebovi¢, Vyacheslav Lypko and Matéj Urban for
their technical support. The remaining errors and omissions naturally remain
responsibility of authors.1

In Prague on November 30, 2014
Michal Mejstrik

Magda Pecena

Petr Teply

1  This monograph is a completely rewritten and updated edition of a book Zdkladni principy bankovnictvi /
Basic Principles of Banking published by Karolinum Press in the year of 2008.



|
ZAKLADNi POJUMY
FINANCNICH TRHU

Bankovnictvi zahrnuje velké mnozstvi financnich pojmi, které jsou potreba pro
jeho hlubsi pochopeni. Z tohoto diivodu se v ivodni kapitole zamérime na diile-
Zité pojmy v oblasti financi. Dale popiSeme strukturu finan¢nich trhi a rovnéz
postaveni bank v ramci této struktury.

11 ZAKLADNi POJUMY
11.1 PENIZE

Existuje nékolik definici penéz. Pilpan et al. (1998) rozliSuje jejich teo-
retickou a empirickou definici. Podle teoretické definice jsou penize akti-
vum, jeZ je vSeobecné zucastnénymi subjekty prijimano a pouZzivano pfti pla-
ceni zboZi a sluzeb ¢i pii splaceni dluhu. Tato definice souvisi s tiremi funkcemi
penéz - prostiedek smény, zictovaci jednotka a uchovatel hodnoty.

Empiricka definice penéz je spjata s potirebou predikce ekonomickych veli-
Cin, jejichZ vyvoj je mnoZstvim penéz ovlivnén (napft. inflace). Toto friedmanov-
ské pojeti rozliSuje penize na monetarni penize a na penize v obéhu. Empiricka
definice se tyka ménovych (penéznich) agregatili a penéz z makroekonomického
hlediska (viz také Kapitola III).

Pro ménové agregaty se standardné pouziva oznaceni pismenem M a ¢isli-
ci (obvykle 0 az 3). S rostoucimi ¢islicemi klesa likvidita (v MO jsou obsaZeny



I
BASIC TERMS OF FINANCIAL

MARKETS

Banking encompasses a wide range of financial terms needed for the deeper
understanding of a bank’s business. Therefore, we will focus on basic financial
terms in this chapter. Additionally, we will analyze the structure of financial
markets and discuss the position of banks on these markets.

11 BASIC TERMS
111 MONEY

There are several definitions of money. Piilpan et al. (1998) distinguishes between
atheoretical and empirical definition of money. According to the theoretical defi-
nition, money is an asset generally accepted for business transactions and used as
alegal tender or for repaying debts. Such a definition relates to the three key func-
tions of money as a medium of exchange, a unit of accounting, and a store of value.

An empirical definition is related to the need to predict economic variables,
which are influenced by an amount of money (e.g. inflation). Friedman'’s con-
cept answers the question of which assets are monetary assets and which assets
signify money in circulation. Such a definition covers monetary aggregates as
well as money from the macroeconomic point of view (see also Chapter III).

Monetary aggregates are usually denoted with an M and a number (usually
from O to 3). As the number increases, the liquidity decreases (MO includes
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nejlikvidnéjsi prostredky jako je obéZivo), a roste stabilita agregatu (obéZivo
v MO je nestabilnim ménovym agregatem). Obecny pi‘ehled ménovych agregatt
je uveden v Obrazku I-1.

Obrazek I-1: Monetarni agregaty

M1 | Uzké penize
= obéZivo +
vklady na béZnych uctech v bankach

Likvidita

M2 Stiedni penize

= M1 + terminované vklady v bankach +
ostatni vklady v bankach

M3 | Siroké penize

= M2 + kratkodobé cenné papiry nebankovnich
subjektli vdomaci méné

Stabilita

Zdroj: Autofi na zdkladé Revenda et al. (2005)

Siroké pojeti penéz a smazavani zakladnich rozdilt mezi penézi a investicemi
prispélo v praxi k rozsSirovani penéznich agregatii pri sledovani penézni zasoby:.
V mnoha zemich jiz Sir${ ménové agregaty zahrnuji v néjaké podobé dluhopisy.
Tabulka I-4 porovnava ménové agregaty v Ceské republice, Madarsku, Polsku
a Evropské ménové unii (EMU). Je zfejmé, Ze se v ménovych agregatech objevuji
mimo instrumentd penézniho trhu rovnéz dluhopisy statu a bank - a to v agre-
gatech M3, ptipadné v podobé repo operaci v M2.

Ceska narodni banka (CNB) realné sleduje dva hlavni penézni agregaty: M1
aM2.K 31.12.2006 agregat M2 ¢inil 2,2 biliond K¢&. Ke stejnému datu CNB evi-
dovala obézivo ve vysi 295 mld. K¢ (13,5 % z M2). Data za posledni roky se lisi
nominalné, ale podil obéZiva v M2 klesl dale na 12,4 % (viz Tabulka I-1).

Tabulka I-1: Monetarni agregaty podle CNB (v mld. K¢)

2004 2006 2008 2010 2012 2013

Penézni agregdt M2 1844 | 2189 | 2641 | 2720 | 3129 | 3279
Penézni agregdt M1 962 | 1240 | 1545 | 2021 | 2213 | 2380
ObéZivo 237 295 365 357 389 405
Jednodenni vklady 726 945 | 1179 1664 1824 1975
M2-M1 (kvazi-penize) 882 949 | 1096 699 917 899
Vklady s dohodnutou splatnosti 675 675 616 377 552 506
Vklady s vypovédni lhiitou 199 266 458 309 348 350
Repo operace 8 8 22 12 16 43

Zdroj: CNB
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the most liquid money - currency) and the stability of an aggregate increases
(a currency in MO is an unstable aggregate). A general overview of monetary
aggregates is included in Figure I-1.

Figure I-1: Monetary aggregates

M1 | Narrow Money
= currency + deposits on current accounts at banks

M2 Intermediate Money
= M1 + term deposits at banks + other deposits
at banks

M3 Broad Money
= M2 + short-term securities of non-banks
in domestic currency

Liquidity

Stability

Source: Authors, based on Revenda et al. (2005)

A wide interpretation of money and the reduction of the basic difference
between money and investments have led to an expansion of monetary aggre-
gates for monetary policy. In many countries, extended monetary aggregates
also include bonds. Table I-4 shows monetary aggregates in the Czech Repub-
lic, Hungary, Poland and the European Monetary Union (EMU). In addition, the
aggregates also encompass instruments of the money market, government and
bank bonds - in M3 or M2 - in the form of repurchase agreements.

The Czech National Bank (CNB) tracks two main monetary aggregates: M1
and M2. As of December 31,2006, M2 amounted to CZK 2.2 trillion (see Table I-1).
As of the same date, the CNB reported currency worth CZK 295 billion (13.5%
from M2). Data for recent years are nominally different, but the share of curren-
cy in M2 declined further to 12.4% (see Table I-1).

Table I-1: Monetary aggregates by the CNB (in CZK billion)

2004 2006 2008 2010 2012 2013

Monetary aggregate M2 1,844 2,189 | 2,641 2,720 3,129 3,279
Monetary aggregate M1 962 1,240 | 1,545 2,021 2,213 2,380
Currency in circulation 237 295 365 357 389 405
Overnight deposits 726 945 | 1,179 1,664 1,824 1,975
M2-M1 (quasi-money) 882 949 | 1,096 699 917 899
Deposits with agreed maturity 675 675 616 377 552 506
Deposits redeemable at notice 199 266 458 309 348 350
Repurchase agreements 8 8 22 12 16 43

Source: CNB
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Evropska centralni banka (ECB) rozliduje, na rozdil od CNB, tii agregaty: M1,
M2, a M3 (viz Tabulka I-2). K 31.12.2006 agregat M2 dosahl vyse 6,6 bilioni
EUR, obézivo 578 mld. EUR (9 % z M2). Krizové roky se ziejmé projevily riistem
podilu obéZziva na M2 az na 9,9 % v poslednim roce 2013.

Tabulka I-2:Monetarni agregaty podle ECB (v mld. EUR)

2004 2006 2008 2010 2011 2012 2013
PenéZni agregdt M3 6535 | 7711 | 9407 | 9295 | 9504 | 9787 | 9852
PenéZni agregadt M2 5570 | 6631 7356 | 8420 | 8609 | 8994 | 9197
M2-M1 2660 | 2954 | 3518 | 3711 | 3803 | 3885 | 3852
PenéZni agregdt M1 2910 | 3677 | 3838 | 4709 | 4807 | 5109 | 5346
Obézivo 456 578 320 801 844 864 910
Jednodenni vklady 2454 | 3099 3518 3908 3963 4245 | 4480
Zdroj: ECB

Americka centralni banka (FED) sleduje, podobné jako CNB, dva penéZni agre-
gaty: M1 a M2 (viz Tabulka I-3). Ke konci roku 2006 byl v USA podil obéziva
na M2 ve vysi 11 %, coz bylo méné nez CR (13,5 %), ale vice nez vykazala ECB
(9 %). Relace se nezménila ani v roce 2013, kdy podil obéZiva v USA na M2 klesl
na 10,5 % - viz Obrazek I-2.

Tabulka I-3: Monetarni agregaty podle FED (v mld. USD)

2004 | 2006 | 2008 | 2010 | 2011 | 2012 | 2013
PenéZni agregadt M2 6411 | 7021 | 8253 | 8849 | 9692 | 10491 | 11062
PenéZni agregat M1 1375 1366 | 1604 | 1865 | 2208 2505| 2646
Obézivo 698 750 829 920 | 1003 1092 | 1160
Cestovni Seky 8 7 6 5 4 4 4
Vklady na béZnych tctech 343 306 471 534 787 959 | 1008
Dalsi vklady 327 303 315 406 419 450 475

Zdroj: FED
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Contrary to the CNB, the European Central Bank (ECB) distinguishes three agg-
regates: M1, M2 and M3 (see Table I-2). As of December 31, 2006 M2 was worth
EUR 6.6 trillion, and currency in circulation amounted to EUR 578 billion (9%
from M2). The crisis years probably brought the growing share of currency to
M2, up to 9.9% in the last year 2013.

Table I-2: Monetary aggregates by the ECB (in EUR billions)

2004 | 2006 | 2008 | 2010 | 2011 | 2012 | 2013

Monetary aggregate M3 6,535 | 7,711 9,407 | 9,295 | 9,504 | 9,787 | 9,852
Monetary aggregate M2 5,570 | 6,631 | 7,356 | 8,420 | 8,609 | 8994 | 9,197

M2-M1 2,660 | 2,954 | 3,518 | 3,711 | 3,803 | 3,885 | 3,852
Monetary aggregate M1 2,910 | 3,677 | 3,838 | 4709 | 4,807 | 5,109 | 5,346
Currency in circulation 456 578 320 801 844 864 910
Overnight deposits 2,454 | 3,099 | 3,518 | 3,908 | 3,963 | 4,245 | 4,480
Source: ECB

The Federal Reserve (FED), in accordance with the CNB, monitors two aggrega-
tes: M1 and M2 (see Table I-3). As of the end of 2006 the currency/M2 amoun-
ted to 11% compared to 13.5% in the Czech Republic and 9% in the EMU. The
comparison did not change in 2013: the share of the currency to M2 fell to

10.5% - see Figure I-2.

Table I-3: Monetary aggregates by the FED (in USD billions)

2004 | 2006 | 2008 | 2010 2011 2012 2013
Monetary aggregate M2 6,411 | 7,021 | 8253 | 8849 | 9,692 | 10,491 | 11,062
Monetary aggregate M1 1,375 | 1,366 | 1,604 | 1,865 | 2,208 2,505 | 2,646

Currency in circulation 698 750 829 920 1,003 1,092 1,160
Traveler’s cheques 8 7 6 5 4 4 4
Demand deposits 343 306 471 534 787 959 | 1,008
Other deposits 327 303 315 406 419 450 475

Source: FED
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TabulkaI-4:Monetarniagregaty ve stfedni Evropé a EMU na pi‘elomu tisicileti (2000)

Ceska Republika
MO M1 M2 L
Obézivo MO M1 M2
Vklady v CZK Terminované vklady v CZK Statni pokladni¢ni
na béznych poukazky a poukazky
uctech CNB drZené nebank.
Depozita s vypovédni Ihiitou subjekty
v CZK
Depozitni sménky a ostatni
dluhopisy
Cizoménova depozita
Madarsko
M1 M2 M3 M4
Mince M1 M2 M3
a bankovky
mimo banky
Vklady Terminované + usporné vklady | Cenné Statni cenné papiry drzené
na vidénou v HUF papiry mimo banky
a bézné ucty emitované
v HUF resident.
uveér.
institucemi
Cizoménova depozita Domci dluhopisy mad.
u rezidentnich finan¢nich centralni banky drzené
ustavi mimo banky
Polsko
MO M1 M2 M3 M3 rozsirené
Obézivo Obézivo M1 M2 M3
Bézné Vklady Terminované vklady v PLN Depozitni certi- | Splatny trok
ucty bank | na vidénou v PLN | nebankovnich subjektti fikaty (negocio- | nebankovnich
(nebankovnich vatelné) subjekti
subjektl)
Vklady Terminované vklady v jinych ménach | Dluhopisy bank
na vidénou nebankovnich subjektt
v jinych ménach
(nebank.
subjektd)
Sporitelni knizky | Depozitni certifikaty
domacnosti
Spotici dluhopisy
Repo operace nebankovnich subjektt
Evropska ménova unie
M1 M2 M3
ObézZivo M1 M2
Denni vklady Termin. vklady (splatnost do 2 let) Cenné papiry
i cizoménové penézniho trhu,
repo
Vklady s vypovédni lhtitou Podilové listy/
(do 3 més.) i cizoménové akcie penéznich
fondi
Dluhové cenné
papiry (splat-
nost do 2 let)

Zdroj: Autori na zadkladé Dvorakova (2002)
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Table I-4: Monetary Aggregates in Central Europe and the EMU (2000)

Czech Republic
MO M1 M2 L
Currency | MO M1 M2
Deposits in Time deposits in CZK T-bills held by non-
CZK on current bank institutions
accounts
Deposits redeemable at notice
in CZK
Deposits bills of exchange and
other bonds
Foreign currencies depo
Hungary
M1 M2 M3 M4
Coins and M1 M2 M3
banknotes out
of banks
Current accounts Time depos and saving Securities | Government bonds held out
and demand accounts in HUF issued by of banks
depos in HUF residential
credit
institutions
Foreign currencies depo by Hungarian national bank
residential financials bonds held out of banks
Poland
MO M1 M2 M3 M3 broad
Currency Currency M1 M2 M3
Current | Demand depos in | Time depos in PLN Negotiable Due interest
accounts | PLN (non-banks) certificates of | payments
deposit
Demand depos | Time depos in foreign currencies Bank bonds
in foreign
currencies
Saving accounts | Certificates of deposit
Saving bonds
Repurchase agreements of non-banks
European Monetary Union
M1 M2 M3
Currency M1 M2
0/N deposits Time depos (maturity under 2 years), | Money market
all currencies securities,
repos
Depos redeemable at notice Shares,
(maturity under 3 months), all participations
currencies of money
market funds
Bonds
(maturity
under 2 years)

Source: Authors, based on Dvorakova (2002)
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Obrazek I-2: Podil obéZziva na M2 v CR, EMU a USA
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11.2 SOUCASNA VS. BUDOUCi HODNOTA (EASOVA HODNOTA PENEZ)

Jednim ze zakladnich koncepti ve financich je koncept soucasné hodnoty (PV),
podle kterého koruna dnes je cennéjsi nez koruna zitra. Pomoci PV se ocenuji
rizna aktiva (napt. projekty, dluhopisy a akcie). Pfi vypoctu soucasné hodno-
ty se diskontuji ocekdvané budouci vyplaty vynosovou mirou, kterou nabizeji
srovnatelné investi¢ni alternativy (viz Rovnice I-1).

Rovnice I-1
& CF,
PV ()=
~ (1+r)
kde:
PV(I,) - soucasna hodnota investice
CF, - vyplata z investice v Case t
r - diskontni sazba

Vynosova mira r se asto oznacuje jako diskontni sazba nebo alternativni naklad
kapitalu. Alternativnim nakladem se nazyva z dtivodu, Ze volbou jiného projek-
tu (alternativy) vznika usly vynos, odtud naklady ptilezitosti.
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Figure I-2: Ratio Currency/M2 in the Czech Republic, EMU and USA
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1.1.2 PRESENT VS. FUTURE VALUE: TIME VALUE OF MONEY

The concept of the present value (PV) is one of the key concepts in finance. In
other words, the value of the crown is higher today than tomorrow. The aim
of the PV is to estimate a value of assets such as projects, bonds and stocks. To
calculate PV, expected future cash flows are discounted by the rate of return
offered by comparable investment alternatives (see Equation I-1).

Equation I-1

N
PV (10)= St
o (A+r)
where:
PV(l,) - presentvalue of investment at time 0
CF, - cash flow from investment at time t
r - discount rate

The rate of return, r, is usually denoted as a discount rate or the opportuni-
ty cost of capital. It is called an opportunity cost because when investing in
the chosen project, the return on another project (alternative investment) is
forgone.
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1
Diskontni faktor definovany jako 1, . zohlednuje riziko investice, a proto

cti dalsi princip ve financich: Jista koruna je cennéjsi nez koruna rizikova. Logi-
ka je jednoducha:

vyssi riziko investice

4
vys$s$i ndklad kapitalu (?r)
g
nizsi Cista soucasna hodnota investice (NPV) definovana v Rovnici I-2:
Rovnice I-2
N N
NPV (I,) =CF
(o) =CFo 2 r)f 2 r)f
kde:
NPV - Cistd soucasna hodnota
CF, - vyplatazinvesticev case0
CF, - vyplatazinvestice v Case t

I, naklad investice v case 0
r diskontni sazba

NPV, rozdil mezi souc¢asnou hodnotou investice PV(I;) a poCatecni investici I,
méri pridanou hodnotu realizované investice. Odtud také plyne pravidlo NPV:
akceptovat investice, kde existuje pridana hodnota, tj. NPV>0. Pri hodnoce-
ni investice lze rovnéz vyuzit pravidlo vynosové miry: akceptovat investice

Vs v

s vynosem vysSim nez je alternativni vynos kapitalu (viz také dalsi ¢ast).

1.1.3 USPORY (ODKLAD SPOTREBY) VERSUS INVESTOVANI
(OKAMZITA SPOTREBA)

Koncept soucasné hodnoty je diilezity pro pochopeni rozdilu mezi aspora-
mi a investovanim. V pripadé aspor (odloZena spotreba) se jedna o obétovani
dnesSni hodnoty s cilem ziskat budouci bohatstvi - hodnotu, ktera je neurcita
v Case a tudiz rizikova. Na druhou stranu, investice znamena okamzitou spotre-
bu bohatstvi. Pro zobrazeni téchto vztahi se pouzivaji intertemporalni modely
pro obdobi 0 a 1, ve kterych jsou mozZné tfi typy investic: financni investice,
realné investice a jejich kombinace.

MozZnost finanéniho investovani je zobrazena na Obrazku I-3. Pocate¢ni
vybaveni spottebitele je [E,F], tj. bud mtZe dnes spotiebovat OE nebo OF v pris-
tim obdobi, Zddna jind kombinace neni moZna. Nicméné malokdo bude spo-
kojen s touto kombinaci, proto se pokusime najit kombinace mezi sou¢asnou
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1
The discount factor, defined as 147 reflects risk evaluation and therefore

mirrors the other principle of finance: Safe Czech crowns have a higher value
than riskier ones. The logic is simple:

higher risk of investment
U
higher cost of the invested capital (?r)
4

Lower net present value (NPV) of an investment as defined in Equation I-2:

Equation [-2

N N
NPV (I,) =CF, +E CF, =-I, + CF.
& (1+r) o (+r)
where:
NPV - net present value
CF, - cash flow from investment at time 0
CF, - cashflow from investment at time t
I, - cost of investment at time 0
r - discount rate

The NPV - the difference between the present value of the investment PV(I,)
and an initial investment [, - measures a net contribution to the value of the
investment. Hence we can use an NPV rule: go for investments accruing value,
i.e. NPV>0. Alternatively, we can apply a rate of return rule: go for investments
that offer rates of return higher than the alternative cost of capital (see below).

1.3 SAVINGS (FOREGONE CONSUMPTION) VS. INVESTMENTS
(CURRENT CONSUMPTION)

The PV concept is useful for understanding the difference between savings
and investments. In the case of savings (foregone consumption) we sacrifice
a certain present value for a possibly uncertain (therefore risky) future value.
On the contrary, an investment means the immediate consumption of wealth.
Inter-temporal models for periods 0 and 1 are used for illustrating these rela-
tions. Three types of investments are possible: financial investments, real
investments, and their combination.

The possibility of a financial investment is depicted in Figure I-3. An indi-
vidual has the initial endowment [E, F]: he or she can consume either OE today
or OF tomorrow, and no other combination is possible. However, only a few
individuals will be satisfied with such a combination. Hence, let’s try to find
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a budouci spoti‘ebou pro riizné spotiebitele s riznymi preferencemi. Za pred-
pokladu existence moznosti vypijcovani a zapljcovani na kapitalovém trhu
(pro zjednoduseni za stejnou sazbu r), spotrebitel se miize pohybovat libovolné
na pirimce kapitalového trhu AB. To znamenj, Ze kdyZ se spotiebitel rozhodne
sniZit spotiebu dnes o jednu jednotku, jeho spotieba v priStim obdobfi vzros-
te o 1(1+r). Podobné kdyz se rozhodne pro nulovou spotiebu dnes, v priStim
obdobi mize spotirebovat mnozstvi 0B.

V redlném Zivoté spotiebitelé mohou investovat nejen na kapitalovém trhu,
nybrZz mohou i kupovat stroje, vybaveni a dalsi redlna aktiva. KdyZ usporadame
investice podle vynosnosti, dostaneme kiivku investi¢nich prilezitosti na Obraz-
ku I-4 (kiivka investi¢nich prileZitosti srovnavd mozné investi¢ni alternitivy
zprava doleva). Ze sklonu kiivKky je zfejmé, Ze dochazi ke Kklesajicimu meznimu
vynosu z kapitalu. To znameng, Ze mezni vynos z dodatecné jednotky investova-
ného kapitalu je mensi jako mezni vynos z predchazejici jednotky, a tudiz kazda
dodatec¢na jednotka investovaného kapitalu je ¢im dal méné vynosna.

Obrazek I-3: Kitivka finan¢éniho trhu

t
B Ktivka financniho trhu
z
F
0 E At

Zdroj: Brealey a Myers (1988)

Obrazek I-4: Kiivka investi¢nich piileZitosti

tl
Kiivka
investi¢nich prilezitosti
¢ &
0 A t

Zdroj: Brealey a Myers (1988)
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different combinations between the current and future consumption for vari-
ous individuals with different preferences. Assuming the existence of the capital
market, where individuals can borrow or invest their wealth (for simplicity’s
sake, let’s assume the same rate r), an individual can choose any combination on
the capital market line AB. This implies that if an individual decides to decrease
his or her consumption by one unit today, his or her consumption will increase
by 1(1+r) units tomorrow. Similarly if an individual decides not to consume
today at all, in the next period he or she will be able to consume an amount of 0B.
In real life, individuals can invest not only in capital market securities, but
also in machinery, equipment, and other real assets. If we sort real investments
according to their rate of return, we obtain the investment-opportunities line
seen in Figure [-4 (investment opportunities line compares the possible invest-
ment alternatives from the right to the left). As we can see, there is declining
marginal return on capital. This means that marginal return of an additional
unit of invested capital is smaller than the marginal return of the previous unit
invested. Hence, every additional unit of invested capital is less profitable.

Figure I-3: Financial market line

6
B Financial market line
=z
F
0 E At

Source: Brealey and Myers (1988)

Figure I-4: Investment opportunities line

tl
Investment
opportunities line
¢ &
0 A t

Source: Brealey and Myers (1988)
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Nyni uvaZzujme moznost investovani do finan¢nich a realnych aktiv na Obraz-
ku I-5. Pro jednoduchost predpokladejme soucasné vybaveni ve vysi [A,0].
V pripadé investice do financ¢nich aktiv, budouci hodnota bude 0B, resp. ve vysi
0C pro realna aktiva. Predpokladejme, Ze si ponechame 0X pocatecniho vyba-
veni a zbytek XA investujeme do redlnych aktiv aZ do bodu, ve kterém se kiivka
investi¢nich prilezitosti dotyka kiivky kapitalového trhu. V tomto optimalnim
bodé [X,Y] se mezni vynos kapitalu rovna diskontni sazbé.

Investovanim 0X na kapitalovém trhu mtzeme zvysit nasi budouci spotrebu
o YM. Alternativné, vyptijcenim 0Y na kapitalovém trhu mizZeme zvysit soucas-
nou spotirebu o XK. Jinymi slovy, investovanim XA do realnych aktiv a zapjce-
nim ¢i vyptjc¢enim na kapitdlovém trhu, mizeme zvolit jakoukoliv kombinaci
na piimce KM.

Obrazek [-5 lze interpretovat i z pohledu ¢isté sou¢asné hodnoty. Maximalni
soucasnou spotifebou z budoucich vyplat mize byt XK, coZ je sou¢asna hodnota
investice. Naklady této investice jsou XA. Cista sou¢asna hodnota investice je
potom AK, coZ je pridana hodnota z investovani do redlnych aktiv.

Obrazek I-5: Cista sou¢asni hodnota

AX — investice do realnych aktiv
0OM — max. budouci hodnota

0K — max. soucasna hodnota

XK — soucasna hodnota investice
XA — naklady investice

AK — max. ¢ista soucasna hodnota

M

C 0X — investice do finan¢nich aktiv
B
Y

NPV

Zdroj: Brealey a Myers (1988)

Ackoliv diskutovany model predpoklada dokonaly kapitalovy trh s mnoha ome-
zujicimi predpoklady (dokonald konkurence na vSech trzich, nulové naklady
vstupu na kapitalovy trh, volné dostupné informace, neexistence danf a stejna
zapujcni a vypljéni sazba), dvé zakladni - jiz vySe uvedena - pravidla pro roz-
hodovani finan¢niho manazera stale plati:
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Now consider the possibility of investing in both financial and real assets as
demonstrated in Figure I-5. For simplicity, let us assume the initial endowment
[A, 0]. When investing this amount on the capital market, we will obtain 0B, and
0C when investing in real assets. Suppose that we retain 0X of initial resources
and invest the balance, X4, in real assets just up to the point at which the invest-
ment opportunity curve touches the capital market line. At this optimum point
[X, Y] the marginal return on capital equals the discount rate r.

When investing 0X on the capital market, we can increase our future con-
sumption by YM. Alternatively, when borrowing 0Y on the capital market we
can increase our future consumption by XK. In other words, by investing XA in
real assets and borrowing or lending on the capital market, we can choose any
combination on the line KM.

We can interpret Figure I-5 from the point of view of the net present val-
ue. The maximum amount of the current consumption of future cash flows is
XK, meaning the present value of an investment. Since its costs are XA, the net
present value is AK meaning an excess of the initial resources from investing in
real assets.

Figure I-5: Net present value

M
C 0X — investments into financial assets
B AX — investments into real assets
Y OM — max. future value
0K — max. present value
XK — present value of investment
XA — costs of investment

AK — max. net present value (NPV)

0 X A K t

—
NPV

Source: Brealey and Myers (1988)

Although the presented model assumes a perfect competitive capital market
with several limited assumptions (e.g. perfect market competition, zero entry
costs into the capital market, free information, no taxes, lending rate equals
borrowing rate), two basic - already mentioned - rules for financial managers
can be still applied:
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1. Pravidlo ¢isté soucasné hodnoty: Investujte tak, abyste maximalizovali
Cistou soucasnou hodnotu investice.

2. Pravidlo vynosové miry: Investujte do bodu, ve kterém se mezni vynos
kapitalu rovna vynosu na srovnatelné investice na kapitalovém trhu.

I.2 PROSTREDiI PRO FINANCNi ZPROSTREDKOVANI
1.2.1 PRAVNi PROSTREDI

Finan¢ni investice (aktiva) jsou instrumenty vZdy ve formé urcitého kontraktu.
Jedna se o legalni reprezentaci prava na ziskani aktiva ¢i ocekavaného budou-
ciho prospéchu z néj za stanovenych podminek. Existuji rizné druhy kontrak-
tl - napt. standardni ¢i nestandardni, nebo zaknihované a listinné. Zejména je
tieba vénovat pozornost neuplnym kontraktlim, které vedou k frikcim a nedo-
konalostem finan¢niho trhu (ve vztahu k vlastnickym pravim). Klicovymi
vlastnostmi vlastnickych prav jsou jejich snadna prevoditelnost, vynutitelnost
a transparentnost.

1.2.2 DANOVE PROSTREDI

Dané hraji vyznamnou ulohu na finan¢nich trzich. Vysoké dané impliku-
ji dodatec¢né naklady finan¢niho trhu, a tudiz prispivaji k jeho nizsi efek-
tivnosti. Naopak nizsi nebo nulové zdanéni vybranych instrumenti vede
k jejich vy$$i atraktivnosti (napf. v CR nulové zdanéni vynosii z penzijniho
pripojisténi).

V riiznych zemich existuji riizné dainové systémy. Proto existuje snaha o har-
monizaci dani v mezinarodnim métitku, nicméné kazdy stat ma sva danova
specifika, a je proto velmi obtiZné najit strukturu dafiového systému, ktery by
byl vSeobecné akceptovatelny (napt. i v ramci USA existuje vicero danovych
systémii).

1.2.3 REGULACNI PROSTREDI

Banka je spolecnost s vysokou financni pakou, nebot jeji kapital tvoii malou
¢ast bankovnich pasiv banky (obvykle pod 10 %). Jinymi slovy, zdroje pochazi
od vériteld banky (napt. drobni stradatelé, korporatni vkladatelé, vladni insti-
tuce, dalsi finan¢ni instituce) a nikoliv od akcionaid banky. Vzhledem k tomu,
Ze klienti banky obvykle nemohou monitorovat chovani banky, je tireba ten-

to nelehky ukol delegovat na nékoho jiného prostrednictvim delegovaného
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1. NPV rule: Invest so as to maximize the NPV of the investment.

2. Rate-of-return rule: Invest up to the point at which the marginal return on
the investment is equal to the rate of return on equivalent investments on
the capital market.

1.2 FINANCIAL INTERMEDIATION ENVIRONMENT
.21 LEGAL ENVIRONMENT

Financial investments (assets) are instruments that are always in the form of
a contract. A contract (security) signifies the legal representation of the right to
receive expected future benefits from an asset under agreed conditions. There
are several kinds of contracts such as standard, non-standard, book-entry only
(BEO), and paper-based. We should pay attention to incomplete contracts,
which create friction and imperfections on financial markets with regards to
ownership rights. The key qualities of ownership rights are transferability,
enforceability and transparency.

1.2.2 TAX ENVIRONMENT

Taxes play an important role on financial markets. High taxes imply addi-
tional costs for the financial market and hence lower the system’s efficiency.
On the other hand, low or zero taxes make instruments more attractive. For
instance, in the Czech Republic zero taxes are imposed on returns from pension
insurance.

Different countries have different tax systems. Therefore, there are efforts
to harmonize taxes in an international context. However, due to national tax
specifics, one can hardly find a tax concept that will be accepted worldwide, and
even within the US several tax systems do exist.

1.2.3 REGULATORY ENVIRONMENT

A bank is a highly leveraged company because its capital represents only a small
portion of the bank’s liabilities, usually far below 10%. In other words, most
bank sources come from the bank’s creditors, such as retail and corporate
depositors, government agencies and other financial institutions, rather than
by the bank’s shareholders. Since the bank’s clients usually cannot monitor the
bank’s behavior properly, this challenging task is to be performed by some-
one else through delegated monitoring often complemented by a regulator
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monitorovani mnohdy s podporou regulatora (Dewatripont a Tirole, 1993).
Vice informaci o regulaci bank je uvedeno v Kapitole V a V1.

I.2.4 FAKTORY VYNOSNOSTI INSTRUMENTU

Cilem investora je obvykle maximalizovat vynos ve vztahu k likvidité a riziku.
Idealni instrument by tedy mél vysoky vynos, velkou likviditu (Ize rychle pie-
vést na hotovost bez velkych dodatecnych nakladti) a nizké riziko (volatilita
vynosu). V realité 1ze optimalizovat mezi témito tfemi proménnymi v rdmci tzv.
magického trojihelniku (Obrazek I-6).

Obrazek I-6: Magicky trojuihelnik

Vynosnost

Likvidita Riziko
Zdroj: Autofti

Obecny vypocet vynosnosti, ktery je jednim z faktort ovliviiujici vybér investi-
ce, je uveden v Rovnici I-3.

Rovnice I-3

kde:

W, - bohatstvi v Case 1
W, - bohatstvi v case 0
r - vynosnost
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(Dewatripon and Tirole, 1993). For more details about bank regulation see
Chapters V and VL.

1.2.4 FACTORS OF THE RATE OF RETURN OF FINANCIAL INSTRUMENTS

The basic aim of the investor is usually the maximization of the rate of return
concerning liquidity and the risk of an investment. Hence, an ideal instrument
would have the following features: high return, high liquidity (ability to con-
vert into cash without excessive costs) and low risk (volatility of returns). In
practice, the optimization within a magic triangle of these variables is possible
(Figure I-6).

Figure I-6: Magic triangle

Rate of return

Liquidity Risk

Source: Authors

A general formula for the calculation of the rate of return that influences an
investment decision is included in Equation I-3:

Equation [-3

where:

W, - wealth at time 1
W, - wealth at time 0
r - rate of return
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1.2.5 FINANENi TRHY

Ve vySe uvedeném intertemporalnim (mezicasovém) modelu, finanéni trhy
umoznily pirenaset spotirebu resp. uspory jednotlivce z jednoho obdobi do dru-
hého. Obecné, financ¢ni trhy umoznuji transfer zdroji od prebytkovych jednotek
k jednotkam deficitnim, coZ je znazornéno na Obrazku I-7. Je tieba zminit, Ze
nikdy nenf staticka rovnovaha mezi témi, kdo zdroje maji, a témi, co je pouZivaji.

Obrazek I-7: Piimé vs. neprimé financovani

e

Legenda

H '
H ]
H '
H '
Neprlme financovani : 1
H '
H '
H i
H '
il
[ -

Finan¢ni

zprostiedkovatelé

Zapijcovatelé/Utraceci

Zapujcovatelé/Spofici

Firmy
Vlada

1. Domaécnosti
2. Firmy

3. Vlada

4. Cizozemci

1.

2.

3. Domacnosti
4.  Cizozemci

Primé financovani

Zdroj: Autori podle Mishkin (2006)

1.2.6 HLAVNi FUNKCE FINANCNICH TRHU

Finan¢ni trhy plni nékolik funkci:
1. Provadi transfer zdroji deficitnim jednotkam, a proto jim umoziuji ziskavat
financ¢ni prostiedky pro financovani jejich aktivit;
2. alokuji a realokuji kapital dle efektivnosti vyuZiti (vybér projektt atd.);
3. vytvareji motivy pro tvorbu dspor domacnosti - mobilizuji a agreguji kapital
pro velké projekty;
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1.2.5 FINANCIAL MARKETS

In the above-mentioned inter-temporal model the financial market was enabled
to stabilize the consumption of an individual in different periods. In general,
financial markets transfer funds from entities with surplus funds to entities

with a shortage of funds as shown in Figure [-7. However, no static equilibrium
between lenders and borrowers exists.

Figure I-7: Direct vs. indirect financing
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Indirect Financing i m H
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Financial
Markets

1. Households
2. Firms

3. Government
4. Foreigners

1. Households
. Firms

2
3. Government
4. Foreigners

Direct Financing

Source: Authors, based on Mishkin (2006)
1.2.6 KEY FUNCTIONS OF FINANCIAL MARKETS

Financial markets fulfill the following functions:
1. A fund transfer from surplus to deficit entities, therefore financial markets
allow deficit entities to finance their activities;
2. capital allocation and the reallocation of capital according to its efficiency
(e.g. project selection);
3. an incentive for households savings - financial markets mobilize and aggre-
gate capital for large projects;
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zajistuji likviditu finan¢nich aktiv a diky alokacni efektivnosti vytvareji kon-
tinualné ceny finan¢nich aktiv, které slouzi jako dtlezité signaly pro ekono-
mické subjekty napt. z hlediska monitoringu skute¢ného vyuziti;

. vynucuji smlouvy, tj. zajistuji, aby ti co si ptjcili, téz splatili;
.umoziuji dale alokovat, pievadét, sdilet riziko investori a firem;
.umoznuji diverzifikovat riziko vzhledem k o¢ekavanému cash-flow z riiz-

nych projektd;

. snizuji naklady platebniho styku a finan¢nich transakeci viibec (tzv. operacni

efektivnost);

. hrajf vyznamnou roli pfi uréovani mnoZstvi penéz prostiednictvim penéz-

niho multiplikatoru;
umoznuji vykon vlastnickych prav pro Principal-agent model (nékdy téz
oznacovan jako Finan¢ni model - viz Mejstiik (2000)).

1.2.7 TYPY FINANCNICH TRHU

Finan¢ni trhy Ize rozclenit podle rtznych hledisek:

a)

b)

Doby splatnosti (zivota) finan¢nich aktiv: penéZni (splatnost instrumen-
tl do 1 roku - napt. pokladni¢ni poukazky) a kapitalové trhy (splatnost
instrumentd od 1 roku - napt. dlouhodobé korporatni dluhopisy);
Teritoria obchodovani: trhy narodni (instrumenty v domaci méné), zahra-
ni¢ni (instrumenty v méné urcitého teritoria - jedna se o ménu, z hlediska
zemé, ve které transakce probihd), eurotrhy (instrumenty v jiné neZ domaci
méné - napi. dluhopis denominovany v K¢ prodany v Londyné);
Rozvinutosti trhu: vyzralé trhy s ,Uplnymi“ kontrakty (napi. USA, Némec-
ko) vs. rozvijejici se trhy obvykle s netiplnymi kontrakty, nizkou likviditou
a efektivnosti (napt. Rusko, Argentina);

Predmétu obchodovani: akciové, dluhové (ivéry a dluhopisy), komoditni
(napt. zlato, kukurice, ropa) a ménové (K¢, americky dolar, euro); derivaty;
Obchodovatelnosti emise: primarni (vydany cenny papir je prodan prvot-
nimu kupci) a sekundarni (vydany cenny papir je obchodovan s dalsimi
kupci).

1.2.8 DYNAMIKA FINANGNICH TRHU

Prekotna dynamika finan¢nich trhli odrazi zna¢nou konkurenci produkti
na téchto trzich - relativni pokles bankovniho zprostiredkovani na finan¢nim
trhu ve prospéch nebankovnich instituci prostfednictvim investic do cennych
papird (disintermediation) - viz dale.
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. securing the liquidity of financial assets and create prices continuously

through the allocation efficiency of financial markets- an important signal
for economic subjects (e.g. monitoring the real use);

. enforcement of contracts, debtors must repay their debts;
. risk sharing - financial markets enable the allocation, transfer, and share of

risk with other investors and companies;

.risk diversification with respect to expected cash flows from different

projects;

. cost efficiency - financial markets lower costs of the payment system and

financial transactions in general, (so called operational efficiency);

. an important role is played in defining a money multiplier;
. support for ownership rights performance in the Principal-Agent model,

sometimes also called the financial model (Mejstrik, 2000).

1.2.7 TYPES OF FINANCIAL MARKETS

We can divide financial markets according to various criteria such as:

a)

b)

Maturity of financial instruments: money (maturity up to 1 year - e.g. trea-
sury bills) and capital market (maturity over 1 year - e.g. 5-year corporate
bonds).

A trading place: national (securities in domestic currency), foreign (secu-
rities in the currency of a particular territory), Euromarkets (securities in
a currency other than the domestic currency - e.g. a bond denominated in
CZK but sold in London).

Maturity of the market: mature with fully defined contracts, high liquidity
and efficiency (e.g. the US, Germany), and emerging markets with incom-
plete contracts, low liquidity and efficiency (e.g. Russia, Argentina).
Trading assets: stocks, debt (loans and bonds), commodity (gold, corn, oil)
and currency (CZK, USD, EUR), derivatives.

Tradability of the issue of an instrument: primary (a newly issued security
is sold to initial buyers) and secondary (the issued security is traded with
other buyers).

1.2.8 THE DYNAMICS OF FINANCIAL MARKETS

The rapid dynamics of financial markets reflect the significant competition of
products on markets - a relative decrease in banking intermediation on the
financial market in favor of non-banking financial institutions through invest-
ment in securities (disintermediation).
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Ptikladem finan¢ni inovace mohou byt malo regulované fondy penézniho
trhu (MMMF) s Sekovatelnymi vklady v USA. Nasledné lze pozorovat nejen rela-
tivni pokles rozvahovych obchodli bank ve srovnani s nebankovnimi financni-
mi spole¢nostmi, ale i relativni pfesun zajmu vefejnosti smérem k investicim
do cennych papirt v nékterych zemich.

Institucionalizaci investorti doprovazi globalizace (podpofena v posledni
dobé vznikem spole¢né evropské mény EURO a relevantni homogenizaci dosud
roztriSténych narodnich financ¢nich trhii) a technicky rozvoj (pocitacové site,
Internet, e-banking), ktery umoziiuje feSeni informac¢ni asymetrie a platebniho
systému bez bankovnich instituci. Stale se ovSem jedna o nedokonaly finan¢ni
trh. Naklady monitorovani zejména malych a strednich firem vylucuji vyuziti
cennych papirt (obligaci) k jejich uvérovani, tudiz dale zlistava nejefektivné;jsi
delegované monitorovani uvért bankami.

VySe uvedené faktory vyvolaly pocatkem 70. let 20. stoleti obecny trend
k despecializaci (¢asteCné univerzalizaci), deregulaci (napft. liberalizace
regulovanych urokovych sazeb, novych financ¢nich produkti napt. forward
rate kontrakt), ke sjednocovani norem bankovniho podnikani ve svété
av Evropé (bankovni smérnice EU v souvislosti s prechodem k Evropské méno-
vé unii - viz Kapitola VI).

Tim doslo do urcité miry ke smazani rozdili mezi riiznymi typy bank a sou-
Casna mezinarodni regulace Zadny typ nediskriminuje (v zadném pripadé vsak
nepovoluje zneuZiti insider informaci na zakladé ,¢inskych zdi“ uvniti bank).
Otevrely se dalsi technologické a pravni moznosti ke zvySovani velikosti (cel-
kové relativné klesajicich) obchodt ptipadajicich na jednu banku a k dosazeni
uspor z rozsahu a ze sortimentu (moznost na hlavnich pobockach poskytovat
klientlim Siroké finan¢ni sluzby - napt. bankopojisténi ¢i leasing). Projevilo se
to i v poctu aktivnich bankovnich fazi a akvizic (obvykle dochazelo k pasivnimu
prevzeti nékterych bank v upadku), v restrukturalizaci bank, jejich privatizaci
a kapitalovém propojovani v mezinarodnim meéritku.

1.2.9 ULOHA FINANCNICH ZPROSTREDKOVATELU

Finanéni zprostiedkovatelé neinvestuji do realnych, nybrz do finan¢nich aktiv;
tj. shromazd'ujf volné penézni prostfedky za tcelem jejich dalSiho pouZiti
na uvéry, investice do cennych papirt, zajistuji platebni styk, ovliviiuji mnozstvi
penéz v ekonomice (napf. rozsahem emisi uvért) atd.

Tabulka I-5 shrnuje hlavni finan¢ni zprostiedkovatele a zobrazuje jejich kli-
¢ovou ulohu pfi transformaci penéz resp. kapitalu.
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An example of financial innovation can be found in money market mutual funds
(MMMF) and checking accounts in the US, which are less regulated. We can see
a fall in banks’ balance-sheet operations in comparison with non-banking finan-
cial companies, and moving public interest towards securities in some countries.

The institutionalization of investors is accompanied by globalization, now
supported by the introduction of the common currency Euro and the relevant
homogenization of fragmented national financial markets, as well as with tech-
nical development (computer networks, the Internet, e-banking), which enable
a possible solution for information asymmetries and payment systems without
banking institutions. However, financial markets still remain imperfect. Moni-
toring costs for small/medium-large companies eliminate the use of securities
(bonds) for their financing; therefore bank-delegated monitoring is still the
most efficient.

Since the 1970s these factors have resulted in several trends: de-speciali-
zation (partial universalization), deregulation (e.g. liberalization of regulat-
ed interest rates, and new financial products such as forward rate contracts),
banking regulation unification in the world (BIS) and in Europe (EU direc-
tives as a part of the European Monetary Union’s set-up - see Chapter VI).

In this way, the differences between various types of banks were cancelled
to a certain extent and current international regulation does not discriminate
between any banking types, but it also does not permit insider information
abuse based on Chinese walls in any kind of bank. In addition, other techno-
logical and legal possibilities have resulted in: a) an increasing size of deals
per bank, b) economies of scale and scope - the possibility to offer a wide
range of financial services such as Bancassurance or Allfinanz including leas-
ing in bank branches. Furthermore, this was followed by a higher number
of active bank mergers and acquisitions (usually the take-over of banks in
liquidation), the restructuring of banks, their privatization, and cross-border
capital flows.

1.2.9 THE ROLE OF FINANCIAL INTERMEDIARIES

Financial intermediaries invest in financial assets rather than in real assets.
Financial intermediaries collect free money and use it as loans or securities,
provide a payment system and influence the amount of money in the economy
(e.g. by granting loans).

Table I-5 shows the main financial intermediaries and describes their role
when transforming money and capital respectively.
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Tabulka I-5: Hlavni aktiva a pasiva finan¢nich zprostiredkovateli

Druh zprostredkovatele

Hlavni aktiva

Hlavni pasiva

Vladni dluhopisy
Akcie

(uziti fondii) (zdroj fondi)

Depozitni instituce (banky)
Komer¢ni banky Firemni avéry Depozita

Spotrebitelské uvéry

Hypotéky

Vladni dluhopisy

Municipalni dluhopisy
Stavebni spofritelny Uvéry na bydleni Depozita
Druzstevni zaloZny Spotrebitelské uvéry Depozita
Smluvné sporici instituce
Pojistovny Firemni dluhopisy Pojistné

Penzijni fondy

Firemn{ dluhopisy
Vladni dluhopisy
Akcie

Piispévky zaméstnancl
a zaméstnavatel

Investicni zprostiredkovatelé

Finan¢ni spole¢nosti

Firemnf{ avéry

Komer¢ni papiry

Spotrebitelské uvéry Akcie
Dluhopisy
Podilové fondy Firemni dluhopisy Podilové listy
Vladni dluhopisy
Akcie
Fondy penéZniho trhu Instrumenty penéZzniho trhu | Podilové listy

Ostatni finanéni instituce

Hypotec¢ni banky

Hypotéky

Hypotecni zastavni listy

Leasingové spole¢nosti

Leasingové pohledavky

Bankovni uvéry

Faktoringové spolecnosti

Obchodni pohledavky

Bankovnf{ avéry

Zdroj: Autoti podle Mishkin (2006)

1.3 VELIKOST A STRUKTURA FINANCNIHO TRHU

VE SVETE

1.3.1 VELIKOST SVETOVEHO FINANENIHO TRHU

Finan¢ni trhy ve svété hraji dileZitou tlohu pti alokaci kapitalu. Jejich veli-
kost Ize mérit riznymi zpisoby. Napi. McKinsey Global Institute ve své studii
z roku 2013 za celkova aktiva svétového financniho sektoru povazuje zajisténé
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Table I-5: Primary Assets and Liabilities of Financial Intermediaries
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Tvoe of Intermediar Primary Assets Primary Liabilities
yp y (Uses of Funds) (Sources of Funds)
Depository institutions (banks)
Commercial banks Corporate Loans Deposits
Consumer Loans
Mortgages
Government Bonds
Municipal Bonds
Building society Housing Loans Deposits
Credit unions Consumer Loans Deposits

Contractual Savings Institutions

Insurance companies

Corporate Loans
Government Bonds
Stocks

Premium form policies

Pension Funds

Corporate Bonds
Government Bonds
Stocks

Employee and employer
contributions

Investment intermediaries

Finance companies

Corporate Loans
Consumer Loans

Commercial papers
Stocks

Bonds
Mutual Funds Corporate Bonds Stocks
Government Bonds
Stocks
Money market mutual funds | Money market instruments Shares

Other financial institutions

Mortgage banks Mortgages Mortgage covered bonds
Leasing comp. Lease receivables Bank loans
Factoring comp. Trade receivables Bank loans

Source: Authors, based on Mishkin (2006)

1.3 THE SIZE AND STRUCTURE OF THE WORLD'’S
FINANCIAL MARKET

1.3.1 THE SIZE OF THE WORLD'S FINANCIAL MARKET

The world’s financial market plays an important role in capital allocation. Its size
can be measured through various methods. For example, ina 2013 study from the
McKinsey Global Institute the world’s financial stock encompasses securitized
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a nezajisténé pujcky, vladni dluhopisy, soukromé dluhopisy a akcie. Hlavni zavé-

ry studie jsou nasledujici:

1. Globalni financ¢ni trh je obrovsky (ke konci 2011 ¢inil 218 biliént dolari
a prekona 225 biliént dolart v roce 2012 - viz Obrazek 1-8);

2. USA, Velka Britanie, eurozéna a Japonsko tvori vice nez 80 % globalniho

trhu.
3. Ackoliv globdlni finan¢ni trh prekonal predkrizové hodnoty z roku 2007,
tempo ristu se vyrazné zpomalilo (CAGR 2000-2007 8,1 % vs. CAGR

2007-2012 2Q 1,8 %).

Obrazek I-8: Vyvoj svétovych finan¢nich aktiv 1990-2012 (biliont USD)

219 218 225

206 206

1990 1995 2000 2005 2006 2007 2008 2009 2010 2011 2012

B Nezajisténé pljcky O Zajisténé pujcky B Soukromé dluhopisy
Finan¢ni dluhopisy VIadni dluhopisy Akcie

Zdroj: Autoti podle McKinsey (2013)

Obrazek I-9: Rozdéleni svétovych finanénich aktiv (1990-2012)
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Zdroj: Autoti podle McKinsey (2013)
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and non-securitized loans, corporate bonds, financial bonds, government
bonds, and equity securities. The main conclusions of the study are as follows:

1.

The global market is enormous, with USD 218 trillion in 2011 and more
than USD 225 trillion expected in 2012 (see Figure I-8);

The US, the UK, the Eurozone, and Japan account for more than 80% of glob-
al markets;

Although global financial assets have surpassed their pre-crisis totals
(2007), growth is slowing down (CAGR 2000-2007 8.1% vs. CAGR 2007-
2012 Q2 1.8%).

Figure I-8: Global financial stock development 1990-2012 (in trillions of USD)

219 218 225

1990 1995 2000 2005 2006 2007 2008 2009 2010 2011 2012

m Non-securitized loans O Securitized loans m Corporate bonds
# Financial bonds Government bonds HEquity

Source: Authors, based on McKinsey (2013)

Figure I-9: Composition of global financial stock (1990-2012)
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4. V pripadé mnoha rozvijejicich se ekonomik se tempo riistu financ¢nich aktiv
dostalo pod tempo ristu hrubého domaciho produktu (HDP).

5. Rdst svétovych finan¢nich aktiv je dan predevsim ristem soukromého
a vladniho dluhu.

Jak je patrné z Obrazku [-9, od roku 1990 do roku 2012 klesl podil nezajisténych
ptjcek ze 41 % na 28 %, zatimco podil dluhovych a akciovych instrumenti rostl.
Disledkem je vyssi likvidita svétovych financnich trhii (McKinsey, 2013). Tento
odliv vkladl z bank do nebankovnich instituci se nazyva poklesem zprostred-
kovan{ (disintermediation), coZ jsme jiZ zminili vySe.

Obrazek I-10: Finan¢ni hloubka vybranych regionti (2012)
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Zdroj: Autoti podle McKinsey (2013)

Obrazek I-11: Regionalni rozloZeni finan¢nich aktiv ve svété (2012)
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4. In many emerging markets, the development of financial systems has fallen
behind the pace of gross domestic product (GDP) growth.

5. The growth of financial markets is spurred by a rapid hike of private and
government debt.

Figure I-9 shows a declining market share of non-securitized loans from 41% in
1990 to 28% in 2012, while the share of debt and equity securities is increasing.
As aresult, the liquidity of the world’s markets has increased (McKinsey, 2013).
Such a deposit outflow from banks to non-banking companies is called a disin-
termediation (as mentioned above).

Figure I-10: Regional financial stock (2012)
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Figure I-11: Regional composition of global financial stock (2012)
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Obrazky I-10 a I-11 ukazuji regionalni rozloZeni finan¢nich aktiv ve svété
vroce 2012. NejvétSimi hraci na financ¢nich trzich méreno jako podil finan¢nich
aktiv na HDP jsou USA, Japonsko a zemé eurozény. Vice o tomto rozdélenti je
uvedeno v nasledujici ¢asti tykajici se miry financniho zprostredkovani.

1.3.2 MiRA FINANCNiHO ZPROSTREDKOVANI VE SVETE

Jak jiz bylo zminéno, velikost finan¢niho trhu lze mérit nékolika zptsoby
a podobné je to i s mirou finan¢niho zprostredkovani, které 1ze mérit napr.
v absolutnim méritku (objem trzni kapitalizace akcif) nebo v relativnim meérit-
ku (podil objemu trzni kapitalizace akcii na hruby domaci produkt). Na zakladé
porovnani urovneé zprostredkovani mérené objemem akcii a uvért, lze rozdélit
finan¢ni systém na dva subsystémy:
a) bankovné-orientovany systém,
b) kapitalové-orientovany systém.
Klicové rysy obou systémii jsou uvedeny v Tabulce I-6:

Tabulka I-6: Zakladni charakteristiky finan¢nich systémii

Transformace
likvidity

Bankovné-orientovany systém

Kapitaloveé-orientovany
systém

- Pres transformaci velikosti
a parametrd instrumentd

- Tok zdrojt do ekonomického
systému pres rizné investi¢ni
instrumenty (dluhopisy, akcie,
fondy, derivaty)

Transformace rizika

- Banky vyrovnavaji riziko

- Investofi vyrovnavaji riziko

- Proces vyrovnani rizik je
mezicasovy

- Proces vyrovnani rizika je
mezi sektory ekonomiky

- Omezen na nékolik malo
nositeld rizika

- Investori predpokladaji riziko
spolecné s jejich ochotou riziko
prijmout

Transformace
informaci

- Internalizace informaci
k bankam, duplikace informaci

- Externalizace informace pres
zprostiedkovatele a média

- Omezena informacni
transparentnost

- Vysoka informacni
transparentnost

Kontrola nad

- Orientovano na kontrolu (vztah

- Orientovano na likviditu /

dohliZecich organi

spolecnosti véritel-dluznik) maximalizace vynost
- Maximalizace hodnoty - Maximalizace hodnoty
stakeholderd (vériteld, akcionart
zaméstnancu, akcionaii atd.)
Ochrana - Silna ochrana véritelt - ZvySend ochrana akcionart
legislativnich/ a vkladatelti a investort

Zdroj: Autoti podle Credit Suisse (2005)
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Figures I-10 and I-11 show the regional financial stock distribution around
the world in 2012. As we can see, the biggest players - measured as a share of
financial assets on GDP - are the US, Japan and the Eurozone countries. We will
focus in more detail on these differences in the next section dealing with the
degrees of financial intermediation.

1.3.2 THE DEGREE OF FINANCIAL INTERMEDIATION AROUND THE WORLD

As mentioned, we can measure the degree of financial intermediation through
various methods - for instance, in absolute terms (stock market capitalization)
or in relative terms (stock market capitalization/GDP ratio). When comparing
intermediation through equities and debts, we can divide a financial system
into two subsystems:

a) Bank-market oriented system,
b) Capital-market oriented system.
The main characteristics of both financial systems are included in Table I-6:

Table I-6: Main characteristics of financial systems

Liquidity Bank-oriented financial system | Capital-market-oriented
transformation financial system
- Via transformation of lots and - Savings flow into the economic
terms cycle directly via various
investment instruments (bonds,
stocks, funds, derivatives)
Risk transformation | - Banks offset risk - Investors offset risk
- Risk-offsetting tends to be inter- | - Risk-offsetting tends to be
temporal inter-sectoral
- Restricted to a few risk carriers | - Investors assume risk in line
with their readiness to take
risks
Information - Internalization of information - Externalization of information
transformation by banks, leading to duplication via brokers and media

- Restricted information
transparency

- High information transparency

Corporate control

- Controlling orientation
(relationship lending)

- Liquidity orientation/
maximization of returns

- Maximization of stakeholder
value

- Maximization of shareholder
value

Legislation/ - Strong culture of creditor and - Increased level of shareholder
supervisory depositor protection and investor protection
authorities

protection

Source: Authors, based on Credit Suisse (2005)
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Obrazek I-12: Dulezitost ivérovych a kapitalovych trhi ve svété (2012)
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Systémy v Japonsku a kontinentalni Evropé — zejména Némecko - jsou obvykle
oznacovany jako reprezentanti bankovné-orientovaného systému zatimco USA
a Velka Britanie jako priklady kapitalové-orientovaného systému (Credit Suisse,
2005). Obrazky 1-12 a [-13 dokladaji toto rozdéleni. Nicméné je tieba podotk-
nout, Ze ani jeden z modell neexistuje v Cisté podobé. Napft. Velka Britanie je
sice kapitalové orientovanym systémem (podil trzni hodnoty akcii na HDP
138 %), ale objem bankovnich aktiv ¢inf 433 % HDP.

Obrazek I-13: Srovnani velikosti tivérovych a kapitalovych trhii ve svété (2012)
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Figure I-12: Overview of importance of credit and capital markets by country
(2012)
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In general, Japan and Continental Europe - notably Germany - are model exam-
ples of the bank-oriented system. On the other hand, the US and the UK are
denoted as capital-oriented systems (Credit Suisse, 2005). Figures I-12 and
[-13 support such a division. However, we have to mention that neither a pure
bank-oriented system nor a pure capital-market model exists. For example,
although the UK is a capital-market oriented system (share of stock market
capitalization on GDP is 138%), UK total bank assets reach 433% of the GDP,
signifying a large amount.

Figure I-13: Country comparison of credit and capital markets by country (2012)
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Obrazek I-14: Podil aktiv, vkladt a avéri bank na HDP (2013)
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Dalsi moznosti pro méreni miry finan¢niho zprostiedkovani je pomér vybranych
bankovnich ukazatelli (napt. sumy aktiv, depozit a avért) k HDP. Z Obrazku I-14
je patrné, Ze Ceska republika vykazuje nadpriimérné hodnoty ve srovnani s dal-
$imi zemémi stiedni a vychodni Evropy.

.4 CHARAKTER FINANCNIHO ZPROSTREDKOVANI -
PRIPAD CESKE REPUBLIKY

Koncem 90. let 20. stoleti ceské banky nedodrzovaly standardni pravidla obe-
zfetného podnikani a chovaly se podle doktriny ,prilis velka k upadku” ¢i podle
,prilis loajalni k ipadku“. Banky poskytovaly, dle nazoru CNB, dostate¢né zdroje
¢eskym spolecnostem. Nicméné tyto zdroje nebyly optimalné alokovany z divo-
du nedokonalych hodnoceni tivérového rizika a slabého institucionalniho ramce
(zejména neefektivni vymahatelnost prava, korupce a necestnost v kombinaci
s nedostate¢nym bankovnim dohledem). KdyZ doSlo k poklesu zprostiedkova-
ni ¢eskymi bankami (zejména z dtivodu velkého podilu klasifikovanych uvérd,
omezené vymahatelnosti zastav a vysokych drokovych sazeb po monetarni kri-
zi v kvétnu 1997), znamenalo to vyrazné omezeni prilivu penéz ceskym podni-
klim a rovnéz negativné ovlivnilo i makroekonomicky rust.

Ve standardni ekonomice by se tento problém vytesil alternativnim financo-
vanim pomoci kapitalovych trhi. Nicméné cesky kapitalovy trh nebyl rozvinuty
a byl ovladan ¢eskymi bankami a jejich dcerinymi spolecnostmi (vice v Mejstrik
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Figure I-14: Ratios of assets, deposits and loans on GDP (2013)
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Source: Authors, based on Raiffeisenbank (2014)

Another measurement of financial intermediation uses a bank’s variables (e.g.
assets, deposits, and loans) relative to GDP. As Figure I-14 illustrates, the Czech
Republic’s numbers are higher than the average of Central European countries.

1.4 THE NATURE OF FINANCIAL INTERMEDIATION:
THE CASE OF THE CZECH REPUBLIC

In the late 1990s Czech banks failed to obey the principles of prudent banking
and behaved according to the “too big to fail” or “too loyal to fail” principles.
Thus, the supply of liquidity to domestic companies as a whole was, in the opin-
ion of the CNB, more than sufficient. However, these financial resources were
not optimally allocated due to the inappropriate assessment of credit risk and
a weak institutional framework: inefficient law enforcement, corruption and
dishonesty combined with improper banking supervision. When the domestic
channel narrowed - mostly due to a high level of classified loans, limited fore-
closures and high interest rates after the monetary crisis in May 1997 - the
flow of money to domestic enterprises together with overall economic recovery
became rather difficult.

In a standard market economy, the problem would have been overcome
through a greater reliance on capital markets. However, in the Czech Republic
the financial markets were not only less developed, but also driven by large
domestic banks and their subsidiaries (Mejstiik, 2004). Thus, the domestic
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(2004)). Proto domaci kapitalovy trh nezvysil svoji dlohu pfi finanénim zpro-
stredkovani, ackoliv doslo k tivérové kontrakci. V obdobi 1998-2000 proto vét-
Sinu financ¢nich investic do ceskych spoleCnosti obstaravaly primé zahrani¢ni
investice (PZI). Autori odhaduji, Ze se jednalo o cca 375 mld. K¢ PZI v tomto
obdobi (z toho 20-40 % fyzickych investic).

Obdobi pasivni role velkych bank (ivérova kontrakce) pomohlo leasingo-
vym spolecnostem a nefinan¢nim subjektiim (napt. obchodnim fetézcim,
zastavarnam apod.) k vylepsSenti jejich pozice na trhu financ¢nich sluzeb (doslo
k nardstu trzniho podilu leasingovych spole¢nosti). Dale doslo k masivni viné
zakladani druZstevnich zaloZen v druhé poloviné 90. let 20. stoleti.
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capital market did not increase its role as a result of the credit squeeze. From
1998-2000, the main parts of financial investments to domestic companies
were channeled through foreign direct investments (FDI). We estimate that
CZK 375 billion came from FDI during this period (of which 20-40% accounted
for physical investment).

The period of big banks playing a passive role (or “credit squeeze”) helped
leasing companies and non-financial entities (such as chain stores, pawn-
shops, etc.) to improve their position on the market with financial servic-
es (a market share of leasing companies increased). Furthermore, there was
a massive wave of establishing small specialized savings companies during the
second half of the 1990s.
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¢ Financ¢ni zprostredkovatel
e Kapitalovy trh

¢ PenéZni agregat

e Penézni trh

¢ Penize

1.7 POUZITE ZKRATKY

o CNB (Ceska narodni banka)

e ECB (Evropska centralni banka)

¢ EMU (Evropska ménova unie)

e FED (Federalni rezervni systém USA)
e HDP (Hruby doméci produkt)

¢ IMF (Mezinarodni ménovy fond)

e MMMF (Fondy penézniho trhu)

o NPV (Cista sou¢asna hodnota)

¢ PV (Soucasna hodnota)

e PZI (Ptimé zahrani¢ni investice)
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¢ Financial intermediary
¢ Financial market

e Monetary aggregate

e Money market

e Money

¢ Net present value

1.7 ABBREVIATIONS USED

¢ CNB (Czech National Bank)

¢ ECB (European Central Bank)

e EMU (European Monetary Union)

e FDI (Foreign Direct Investment)

e FED (Federal Reserve System of USA)
¢ GDP (Gross Domestic Product)

e IMF (International Monetary Fund)

e MMMF (Money Market Mutual Funds)
¢ NPV (Net Present Value)

e PV (Present Value)
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ZAKLADNI PRINCIPY
BANKOVNICTVI

1.1 BANKA A BANKOVNIi SEKTOR

1111 BANKA

Nez zatneme blize hovotit o principech bankovnictvi, je tfeba mit jasnou pied-
stavu o tom, co banka je a ¢im se zabyva. Exisuje nékolik vymezeni pojmu banka:

iy

2)

3)

Finanéni zprostiedkovatel i depozitni instituce soustiedujici do¢asné vol-
né penézni prostiedky a poskytujici je formou ptjcek nejriiznéjsim subjek-
tlim, nabizejici také radu dal$ich sluzeb, zejména platebni styk?.

Smérnice Evropského parlamentu a Rady Evropské unie 2013/36/EU2
a souvisejici Narizeni ¢. 575/20133 definuji pojem Gvérova instituce (coz
banka je) jako a) podnik, jehoZ Cinnost spoc¢iva v prijimani vkladi nebo
jinych splatnych prostredki od verejnosti a poskytovani uvérd na vlast-
ni ucet, nebo b) instituce elektronickych penéz ve smyslu Smérnice
2009/110/EC.

Podle zakona ¢. 21/1992 Sb o bankach je banka pravnicka osoba se sidlem
v CR, zaloZen4 jako a. s., ktera piijima vklady od vefejnosti, poskytuje Givéry

Pllpan a kol. (1998).

které timto nahrazuji Smérnice 2006/48/EC a 2006/49/EC Evropského parlamentu a Rady Evropské
unie.

Znamé predevsim oznacenim ,,CRD IV a CRR" tedy ,Capital requirements directive and Capital require-
ment regulation”.
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111 BANKS AND THE BANKING SECTOR
1111 A BANK

Before we start discussing banking in more detail, we should first define a bank

and outline its business:

1) A bank is a financial provider, credit institution, or deposit institution
collecting free money and offering loans to different subjects as well as
services (mainly connected to a payment system)?.

2) Directive 2013/16/EU? of the European Parliament and of the European
Council and Regulation No. 575/20133 define the term “credit institution”
as: a) an undertaking whose business is to receive deposits and other repa-
yable funds from the public and to grant credits for its own account, or 2)
an electronic money institution within the rubric of Directive 2009/110/EC.

3) According to the Act on Banks, No. 21/ 1992 Coll,, a bank is a joint-stock
company accepting deposits from the public and granting loans, licensed by
the central bank of the Czech Republic, the Czech National Bank (CNB).

1  Pilpan akol. (1998).
This directive replaces Directive 2006/48/EC and 2006/49/EC of the European Parliament and Euro-
pean Commission.

3 Known mainly as “CRD IV and CRR® this indicates “Capital requirements directive and Capital require-
ments regulation”.
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aje k vykonu téchto ¢innosti vybavena povolenim (licenci) od Ceské narodni

banky (CNB).

Pod pojem ,banka“ zahrnujeme rizné typy bank (s vyjimkou centralni
banky).

Zahraniéni banky mohou ziskat od CNB povoleni (licenci) piisobit jako ban-
ka v CR prostiednictvim bankovni pobocky. Banky ze zemi EU licence jiZ z{ska-
vat nepotrebuji.

Po vstupu CR do EU (od 1. 5. 2004) mohou banky (na zakladé § 5c zakona
o bankach) licencované v nékterém ze clenskych stati EU plisobit v ostatnich
Clenskych statech na zakladé zjednoduSené narodni procedury (,princip jed-
notné licence*). Ke konci roku 2013 piisobilo v Ceské republice 20 pobocek
zahranicnich bank v rezimu jednotné licence a pres 330 zahrani¢nich bank
s notifikaci o preshrani¢nim poskytovani sluzeb (také v rezimu jednotné licen-
ce, bez zaloZeni pobocky).

Zakladni pozadavky na organiza¢ni uspofddani banky, principy fungovani,
rizeni rizik a kapitalové pozadavky jsou dany mezinarodnimi standardy, které
jsou zpravidla prevedeny do evropské a nasledné narodni legislativy (v pripadé
pozadavki na banku vydava doporuceni Banka pro mezinarodni platby (BIS),
prostiednictvim svého Vyboru pro bankovni dohled (BCBS), evropska legisla-
tiva je vydavana formou smérnic a narizeni Evropské unie a narodni legislativu
navrhuje a vydava narodni regulator, v na$em ptipadé tedy Ceska narodni ban-
ka). Silici vliv na regulaci a technické standardy pro fizeni rizik ziskava a vydava
i Evropsky organ dohledu (,EBA", European Banking Authority). Podrobnéji se
oblasti rizeni rizik bank budeme zabyvat v Kapitole IV a dale VII-IX, oblasti
regulace a kapitalovych pozadavki v Kapitole V a VI. Nékteré zakladni pozadav-
ky na organizac¢ni usporadani banky nalezneme v Kapitole IL.S.b.

11.1.2 FUNKCE BANKOVNIiHO SYSTEMU

Na tomto misté jeSté kratce zrekapitulujeme zakladni funkce finan¢niho systé-
mu (vice viz Kapitola [.2.2):

e zajiSténi a vyporadani plateb,

e agregace a disagregace fond,

e transfer fondq,

e zpracovani informaci,

e prekonavani nejistoty a risk management,

e prekonavani problému principal - agent.

Jak jiz vime, tyto funkce plni i banky jako vyznamné instituce finan¢niho
sektoru. Nasledujici tabulka ilustruje vyvoj poctu bank a strukturu jejich vlast-
nictvi v Ceské republice v letech 1990-2013.
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The term “bank” encompasses several types of banks aside from a central
bank. Foreign banks can operate as a branch upon authorization (license) given
by the central bank.

Banks coming from the EU can operate a branch without receiving a license
from the Czech National Bank.

Since May 1, 2004, when the Czech Republicjoined the EU, the simplified pro-
cedure (“the single banking license”) following § 5c of the Act on Banks) enabled
foreign banks licensed within EU Member States to exercise the freedom to pro-
vide services within the territory of the Czech Republic on a cross-border basis
without the establishment of branches. At the end of 2013 there were 20 sub-
sidiaries of foreign banks in the Czech Republic under the single banking license
regime, and more than 330 foreign banks offering cross-border services (also
under the single banking license regime, but without creating a local subsidiary).

Basic requirements of a bank’s organization principles, risk management
and capital requirements are set by international standards, which are usually
transferred to European law and subsequently to national legislation. Recom-
mendations are issued by the Bank for International Settlement (BIS) through its
Committee for Banking Supervision (BCBS), European legislation is formulated
in the directives and regulations of the European Union, and national regulation
is governed by the national regulator; in the case of the Czech Republic it is the
Czech National Bank. Another subject with increasing influence on the regulation
and technical standards is the European supervisory body: the European Bank-
ing Authority (EBA). Principles of risk management are covered in more detail
in Chapters IV and VII-X; regulation and capital requirements in Chapters V and
VI. For more information on organizational issues in banks, see Chapter I1.S.b.

111.2 THE FUNCTIONS OF THE BANKING SYSTEM

Here we quickly recapitulate the basic functions of the financial market (see
also Chapter 1.2.2):

e clear and settle payments,

e aggregate and disaggregate wealth and flows of funds,

¢ transfer funds,

e process information,

¢ manage uncertainty and control risk,

e provide ways for dealing with agency problems that arise in financial contracting.

As we already know, these functions are also fulfilled by banks as important
components of the financial sector. The following table shows the development
of the number of banks and structure of their ownership in Czech Republic
between 1990 and 2013.
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Tabulka II-1: Poéet bank v Ceské republice 1990-2013

Operativni
banky 1990 | ... | 1995 | ...| 2001 | ... | 2006 | ... [ 2010 | ... | 2013
k31.12.
Struktura bank podle vlastnictvi
Statni
finan¢ni 4 1 0 0 0 0
instituce
Banky Statem
s rozhodujici | vlastnéné 1 6 3 2 2 2

Ceskou ucasti | banky

Banky
s rozhodujici 4 25 8 6 6 6
ceskou ucasti

Banky
Banky s rozhodujici - 13 16 16 14 15
s rozhodujic{ | Zahr. Gcasti
zahrani¢ni Pobotky
Gcasti zahraniénich | - 10 10 13 19 21
bank
Banky celkem 9 55 37 37 41 44
Banky
v nucené 0 0 1 0 0 0
spravé

Zdroj: www.cnb.cz

Z tabulky je zjevné, Ze statni banky byly jiz na pocatku devadesatych let 20. sto-
leti prevedeny z formy statniho podniku na akciové spolecnosti (avSak stale
ve vlastnictvi statu) a teprve poté postupné privatizovany, a to do rukou zahra-
ni¢nich bank.

Na konci roku 2005 mél stat podil uZ pouze ve dvou bankach, v Ceské
exportni bance (CEB) specilizované na financovani vyvozu a ¢eskych investic
v zahranié¢i a v Ceskomoravské zaruéni a rozvojové bance (CMZRB) specializo-
vané na podporu malého a stredniho podnikani.

Zatimco v roce 2000 banky kontrolované zahrani¢nim kapitalem a pobocky
zahranic¢nich bank ridily 70 % celkového kapitalu bankovniho sektoru, s dokon-
Cenou privatizaci Komer¢ni banky vzrostl primy i nepirimy podil aktiv pod
zahrani¢ni kontrolou na 94,2 % celkovych aktiv sektoru. Zprava o dohledu nad
finan¢nim trhem za rok 2013 konstatuje, Ze ke konci roku 2013 celkova aktiva
pod zahrani¢ni kontrolou dosahovala 95,7 % aktiv bankovniho sektoru.

Udaje z Evrospké unie hovofi o tom, Ze v nové piijatych zemich je ptiblizné
80-90 % bank privatizovano. Zaroven konstatuji, Ze je/bylo v regionu nékolik
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Table II-1: Number of banks in the Czech Republic 1990-2013

Operating
banks as of 1990 | ... | 1995 | ...| 2001 | ... | 2006 | ... [ 2010 | ... | 2013
31.12.
Number of banks by ownership
State
institutions 4 1 0 0 0 0
Czech- State-owned
controlled banks 1 6 3 2 2 2
banks
Czech-
controlled 4 25 8 6 6 6
banks
Foreign
controlled - 13 16 16 14 15
Foreign- banks
controlled
banks Foreign
bank - 10 10 13 19 21
branches
Banks, total 9 55 37 37 41 44
Banks, under
conservator- 0 0 1 0 0 0
ship

Source: www.cnb.cz

It is clear from the table that banks were transformed in the early 1990s
from state institutions to corporations with the state as the major stockholder,
and only then gradually privatized to foreign hands.

As of the end of 2005 the state was only involved in two banks, one spe-
cialized in export (Ceska exportni banka) and the other, a development bank
(CMZRB), focused mainly on small- and medium-sized enterprises.

While in 2000 the banks owned by foreign capital and branches of foreign
banks comprised 70% of the total capital of the Czech banking sector, with the
finished privatization of Komer¢ni banka the ratio of assets under foreign con-
trol increased to 95.7% of total assets within the banking sector as of end 2013,
(Financial market supervision report 2013).

The figures given for all new EU Member States indicate on average over
80-90% of privatized banks and groups of banks being consolidated regionally
by the same parent institutions such as UniCredit, KBC, Erste Group, Raiffeisen-
bank, Societe Generale and Citibank. Several of these parent banks represent
regional players (Erste Group, Raiffeisenbank International, KBC) that could
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velkych bankovnich skupin, a to UniCredit, KBC, Erste Group, Raiffeisenbank,
Societe Generale a Citibank. I tyto regionalni konsolidované skupiny (Erste
Group, Raiffeisenbank International, KBC) se mohou teoreticky stat predme-
tem fiize nebo pievzeti ze strany néjakého velkého globalniho hrace. V Ceské
republice k tomu v priibéhu minulych let doslo (fiize Bank Austria Creditanstalt,
nasledné fize s HVB a Zivnostenskou bankou a pfevzeni ze strany UniCredit).

111.3 ZAKLADNI OPERACE BANKY, ZDROJE A POUZITi FONDU

K zakladnim funkcim bank (maji-1i mit ekonomické opravnéni) patii tri funkce:

¢ Finan¢ni zprostiredkovani za uplatu (pfi existenci transakénich nakladt
a cile dosazeni ziskovosti) by mélo zajistit efektivni transformaci kapita-
lu (transformaci pasiv na finan¢ni aktiva) z hlediska (1) velikosti (agrega-
ce malych vkladt ¢i dezagregace velkych vkladii), (2) z hlediska pirekonani
informacni asymetrie dluznikd a vériteld (delegovanym monitorovanim
navrhovanych dluhovych-uvérovych kontrakttli, véetné prava navrhnout
dluznika k bankrotu, pokud nebude splacet (motivuji potencialniho dluz-
nika ke splaceni)), (3) z hlediska rozdilného rizika aktiv a pasiv (efektivni
selekce a diverzifikace aktiv, jeZ znamena i jejich efektivni alokaci, pojiSténi
drobnych vkladii)), (4) z hlediska doby splatnosti (odliSna ¢asova struktura
aktiv a pasiv), (5) z hlediska obchodovatelnosti, resp. likvidity, z (6) hlediska
teritorialniho a riznych mén.

¢ Emise bezhotovostnich penéz (vice viz Kapitola III).

e Provadéni platebniho styku (vice viz Kapitola X).

111.4 FINANCNi VYKAZY A UKAZATELE BANK

Jako kazda firma i banka sestavuje tyto tfi zakladni finan¢ni vykazy: rozvahu,
vykaz ziskii a ztrat a vykaz cash flow. DalSim zakladnim vykazem je vykaz
o zméné vlastniho kapitalu. U bank jsou tyto vykazy vyznamné odlisné
od standardnich podnikovych vykazi. Podrobnéjsi pohled na finan¢ni vykazy
nalezneme v Kapitole II.S.A.

Pro rozvahu banky (bilanci) plati zadkladni identita, kdy celkovd suma aktiv
(a to ve formé likvidnich aktiv a vynosovych aktiv, na levé strané rozvahy) se
rovna sume vlastnich a cizich zdrojt (na pravé strané rozvahy)).

Celkova suma aktiv bank s licenci dosahla v Ceské republice hodnoty
5 143 miliard K¢ (k 31. 12. 2013), coZ predstavuje priblizné 130 % HDP. His-
jeho aktiva v pribéhu 90. let 20. stoleti vyrazné rostla, avSak s potfebou tvorby
rezerv a opravnych polozek k nekvalitnim uvértim (a odepisovanim $patnych
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be acquired or merged by global players in the future. There has been such one
special case in Czech Republic in the past (serial merger) : the merger of Bank
Austria Creditanstalt, followed by the merger with HVB and Zivnostenska ban-
ka, and a takeover from Unicredit.

11.1.3 BASIC BANKING OPERATIONS, SOURCES AND USES OF FUNDS

There are three basic functions of banks that are the economic reasons for its

existence:

¢ Financial intermediation for payment (with existing transaction costs the
goal is to achieve profit) should guarantee the efficient transformation
of capital (liabilities into financial assets) from the point of view of: a) size
(deposit aggregation), b) information asymmetry of creditors and debtors
(delegated monitoring of debt contracts, in the case of default allowing the
debtor to go bankrupt), c) different risk of assets and liabilities (effective
selection and diversification of assets - efficient allocation, deposit insuran-
ce), d) maturity (different time structure of assets and liabilities), e) liquidi-
ty or marketability, and f) territory or currency.

¢ Non-cash money supply (see Chapter III).

¢ Providing non-cash payment services (see Chapter X).

11.1.4 FINANCIAL STATEMENTS AND RATIOS

As with every commercial company, the bank must report its balance (balance
sheet), profit and loss account (income statement), and cash flow in a finan-
cial statement. Another main financial statement is the statement of chang-
es in capital. There are major differences between the financial statements of
banks and standard corporate financial statements. For more detailed informa-
tion on financial reporting see Chapter II.S.A.

The balance sheet follows a basic form: Total Assets = Liquid Assets + Earn-
ing Assets (on the left side of the balance sheet) = Debt (Liability) + Equity (on
the right side of the balance sheet).

The total sum of assets of banks licensed in the Czech Republic has reached
a value of 5.143 billion CZK (as of December 31, 2013), which is approximately
130% of the GDP. The history of this figure was somewhat dramatic: with the
development of the banking sector in the early 1990s it increased strongly, but
with the increased need of the creation of reserves and provisions for low-qual-
ity loans (and also write-offs of bad loans, or its transfer to Konsolida¢ni banka,
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Gvért, popfipadé jejich prevodem do Konsolida¢ni banky, pozdéji Ceské kon-
solida¢ni agentury) na pocatku tisicileti klesla k hodnoté kolem 100 % HDP,
v poslednich letech zase velmi mirné roste. Presto je tato hodnota nejvyssi
v ramci zemi stfedni a vychodni Evropy a hovofi o relativni rozvinutosti nase-
ho bankovniho sektoru.

Obrazek II-1: Vyvoj poméru aktiv bankovniho sektoru k HDP, v Ceské republice
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Zdroj: Zpravy o finan¢ni stabilité 2004 - 2013/2014, www.cnb.cz

11.1.5 TRADIENi OPERACE BANK V RAMCI ROZVAHY

Aktivni bankovni operace (aktivni obchody) maji odraz v levé strané bilance
banky a souviseji s pouZzitim vlastniho a svéfeného kapitalu banky. Zahrnuji
tedy aktivity, pri jejichz realizaci je banka vii¢i svému partnerovi v pozici vérite-
le, resultuji z nich jeji pohledavky (ivérové operace, investice do cennych papi-
rd) a plynou z nich napt. vynosové/prijaté uroky.

Pasivni bankovni operace (pasivni obchody, ziskavani zdroji) se proje-
vi na pravé strané bilance. Pati{ sem zejména ¢innosti spojené s pozici banky
jako dluznika - se ziskavanim ciziho kapitalu (sbér klientskych vklad{, emise
bankovnich obligaci nebo depozitnich certifikatd, prijimani avért na meziban-
kovnim trhu), téZ tvorba vlastniho kapitalu emisi akcii a vytvarenim rezervnich
a jinych fondi ze zisku. Za zminku jisté stoji predevsim nizky podil vlastniho
kapitalu na celkovych pasivech, velmi typicky pro vSechny financni instituce.

Pfi analyze struktury bilance zjistime, Ze v pribéhu minulého desetileti
(i pres financni krizi) nedoslo k Zadné vyznamné zméné ve struktuie bilance.
Hlavni poloZkou aktiv (kolem 60 %) jsou a nadale by mély zistat tivéry klien-
tim. Nezanedbatelnou soucasti jsou pak nejlikvidnéjsi aktiva (hotovost a pohle-
davky vici centralnim bankam), dale mezibankovni piijcky a investice do cen-
nych papirt (jak korporatnich, tak predevsim statnich dluhopisi).
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later Ceska konsolida¢ni agentura) at the beginning of the 21st century bank
assets decreased to 100% of the GDP; in the last few years we have again seen
a slight increase. With the highest value in the Central and Eastern European
region, the 2013 figure of Czech bank assets is a favorable indicator of the Czech
banking sector’s development.

Figure II-1: The development of the ratio of banking assets to GDP in Czech
Republic
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Source: Financial stability report 2004 - 2013/2014, www.cnb.cz

111.5 TRADITIONAL BALANCE SHEET OPERATIONS OF BANKS

Active bank operations (active deals) impact the left side of the balance sheet
and are tied to the use of the bank’s own and entrusted capital. These activities
put the bank in the position of creditor with respect to its counterparties and
it results in revenues (from credit operations, investments to securities), e.g. in
the form of interest income.

Passive bank operations (passive deals, funding) are reflected on the
right side of the balance sheet. These comprise mainly of activities tied to the
position of the bank as a debtor - such as obtaining funds from other subjects
(collection of client deposits, bond issues or deposit certificates, or accepting
loans in the interbank market), but also the creation of its own capital by share
issues and creation of reserves and other provisions from profits. What is worth
mentioning is the low ratio of own capital to the total liabilities typical for all
financial institutions.

Despite the financial crisis there was no substantial change in the balance
sheet structure of the Czech banking sector. The main item on the asset side
(about 60%) is (and should remain) loans to clients. Another important item are
the liquid assets (cash and claims against central banks), as well as interbank
loans and investments to securities (both corporate and government bonds).
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Ve struktufe pasiv dominuji prijata klientska depozita (stabilné kolem
80 %), dllezitymi polozkami jsou i vydané cenné papiry (vlastni emise) a pfi-
jaté mezibankovni pijcky. Dalsi vyznamnou Casti této strany bilance je samo-

ziejmé vlastni kapital.

Tabulka II-2: Struktura rozvahy aktiv a pasiv (zavazku a vlastniho kapitalu)
bankovniho sektoru CR (k31.12.2012 a 31.12. 2013, v mil. K¢)

a vytrazované skupiny

31.12.2012 Podil 31.12.2013 Podil
(vmil. K¢) | naaktivech | (vmil. K¢) | na aktivech

Aktiva celkem 4633330 100 % 5142861 100 %
1. Pokladni hotovost
a pohledavky viici centralnim 423101 9% 705 600 14 %
bankdm
2. Financni aktiva 263 080 6% 201734 4%
k obchodovani
3. Finan¢ni aktiva v redlné
hodnoté vykazana do ziskid 25955 1% 21700 0%
a ztrat
4, Reallzovatelna finan¢ni 531581 11% 497 847 10%
aktiva
5. Uvéry a jiné pohledavky 2780080 60 % 3111689 61%
6. Finan¢ni 11_1vest1ce drzené 405 151 9% 403 676 8%
do splatnosti
7. ’Za]lstovaa derivaty s kladnou 47 421 1% 32516 1%
readlnou hodnotou
8. Kladné zmény realné
hodnoty portfolia zajistovanych 1030 0% 1323 0%
nastroju
9. Hmotny majetek 29 652 1% 29428 1%
10. Nehmotny majetek 15910 0% 15168 0%
11. Uéasti v ptidruzenych
a ovladanych osobach a ve spol. 76 605 2% 84 231 2%
podn.
12. Datiové pohledavky 2711 0% 4045 0%
13. Ostatni aktiva 30 127 1% 33767 1%
14. Neobézna aktiva 926 0% 138 0%
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The dominant item in the structure of liabilities is client deposits (with
a stable share of approximately 80%). Other important items are issued bonds
(bank’s own issues) and accepted interbank loans. Another important part of
the right side of the balance sheet is of course the bank’s own capital.

Table II-2: Balance sheet structure of Czech banking sector (as of December 31,
2012 and as of December 31, 2013 in CZK million)

S Share on el Share on
AU total assets 2013 (in total assets
CZK mil) CZK mil)
Assets, total 4,633,330 100% 5,142,861 100%
1. .Cash and cash balances 423,101 9% 705,600 14%
with central banks
?(;f;‘;;igl assets held 263,080 6% 201,734 4%
3. Financial assets designated
at fair value through profit or 25,955 1% 21,700 0%
loss
;L.Sivtasllable-for-sale financial 531,581 1% 497,847 10%
5. Loans and receivables 2,780,080 60% 3,111,689 61%
6. Held to maturity investments 405,151 9% 403,676 8%
7. Derlvzjltlves - }.16.3dge ' 47,421 1% 32,516 1%
accounting (positive fair value)
8. Fair value changes of the
hedged items in portfolio hedge 1,030 0% 1,323 0%
of interest rate risk
9. Tangible assets 29,652 1% 29,428 1%
10. Intangible assets 15,910 0% 15,168 0%
11. Investments in associates,
subsidiaries and joint 76,605 2% 84231 2%
ventures
12. Tax assets 2,711 0% 4,045 0%
13. Other assets 30,127 1% 33,767 1%
14. Noncurrent assets and
disposal groups classified 926 0% 138 0%
as held for sale
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31.12.2012 | o4l 134 43 913 |  Podil
.. .. |nacelkovych . .. | nacelkovych
(v mil. K¢) . (v mil. K¢) .
pasivech pasivech
f;‘l‘;iz:;y avlastnf kapitdl 4633330 100 % 5142 861 100 %
1. Vklady, tivéry a ostatni
finan¢ni zavazky vici centr. 9633 0% 1 0%
bankdm
2. Finan¢ni zavazky o 0
k obchodovani 248 695 5% 294 461 6%
3 Financ¢ni zavazky v redlné
hodnoté vykazané do zisku/ 20946 0% 16 813 0%
ztraty
4. Finan¢ni zavazky v nabéhlé o 0
hodnoté (vklady) 3832403 83 % 4281574 83 %
5. Iilna,ncvmlza\{'azky spojené 0 0% 0 0%
s prevadénymi aktivy
6.,Za]1stovac1l derivaty se 25 956 1% 27 468 1%
zapornou realnou hodnotou
7. Zaporné zmeny redl. hodnoty 1757 0% 131 0%
portfolia zajistovanych nastroji
8. Rezervy 10230 0% 11322 0%
9. Danové zavazky 9265 0% 7762 0%
10. Ostatni zavazky 47 581 1% 40820 1%
Vlastni kapital celkem 426 865 9% 462771 9%

Pozn.: Uvéry jsou v &isté hodnot& (po odeéteni opravnych polozek)

Zdroj: www.cnb.cz, staZeno 3. 6. 2014

111.6 VYKAZ ZISKU A ZTRAT, MERENi EFEKTIVNOSTI

Vykaz zisku a ztrat bank se vyznacuje vyznamnym zastoupenim poloZek jinak
netypickych pro komer¢ni spole¢nosti, predevsim prijatymi a placenymi droky,
vynosy z poplatki a provizi a tvorbou a pouzitim rezerv a opravnych polozek
k uvértim. Vynosy a naklady bank jsou generovany jak rozvahou, tak podroz-
vahou. Tabulka II-3 prinasi prehled vyvoje hlavnich polozek vynosti a nakladt

v pribéhu minulych let.
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Share
Dec.31,2012 | ontotal |Dec.31,2013 Shfi‘;ii‘;i‘;i?st‘"
(in CZKmil) | liabilities | (in CZKmil) and equi
and equity quity

Liabilities and equity, 4,633,330 100% 5,142,861 100%
total
1. Deposits, loans and other
financial liabilities vis-a-vis 9,633 0% 1 0%
central banks
2. Fman.c1al liabilities held 248,695 50 294,461 6%
for trading
3. Financial liabilities
designated at fair value through 20,946 0% 16,813 0%
profit or loss
4, Fmanc.lal liabilities measured 3,832,403 83% 4,281,574 83%
at amortised cost
5. Financial liabilities
associated with transferred 0 0% 0 0%
assets
6. Derivatives - hedge 25,956 1% 27,468 1%
accounting (negative fair value)
7. Fair value changes of the
hedged items in portfolio hedge 1,757 0% -131 0%
of interest rate risk
8. Provisions 10,230 0% 11,322 0%
9. Tax liabilities 9,265 0% 7,762 0%
10. Other liabilities 47,581 1% 40,820 1%
Equity total 426,865 9% 462,771 9%

Note: Credits are net of loss loan provisions.

Source: www.cnb.cz, retrieved on June 3 2014

11.1.6 INCOME STATEMENT OF BANKS, EFFICIENCY MEASUREMENT

The profit and loss account/income statement contains several important
records that are not typical for other corporations, such as the interest income
and interest expenses, income from fees and provisions and creation and use
of reserves and provisions to loans. Income is generated by both balance sheet
and of-balance sheet. Table II-3 presents the development of the main items of
income and expenses in past years.


http://www.cnb.cz

78 ZAKLADNIi PRINCIPY BANKOVNICTVi

Tabulka II-3: Ziskovost a efektivnost bankovniho sektoru v CR

vunlllics, 1999 2003 2010 | 2011 | 2012 | 2013
pokud neuvedeno jinak
Zisk z finanéni a provozni .|157376 162 089|167 152 | 168 160
¢innosti, z toho zejména
Urokové vynosy 153550 |...| 99603 |../166962|172328 170378154879
Urokové naklady 96858 |..| 45300|...| 61655| 62393 | 62469 | 49406
Vynosy z dividend ..| 5859| 7578, 6607| 8823
Vynosy z poplatkti a provizi | 19959 |...| 35657 |...| 48369 | 50002 | 49151 | 49855
Naklady na poplatky 5320 .. 9314|..| 9876 10944 | 11876 12818
a provize
Tvorba rezerv, opravnych
polozek, ztraty ze 87 733 22277 | 26199 | 16900 | 22559
znehodnoceni
Spravni naklady 51067 |..| 47513 |..| 62381| 66049 | 66646| 65793
Zisk (ztrata) po zdanéni -5572|..| 30193 55656 | 53337 | 64307 | 61124
Zisk z finan¢ni a provozni
¢innosti/primérna aktiva 3,9 .. 3,62 3,78 3,76 3,62 3,50
(%)
Cisté urokové vynosy/
primérné aktiva (%) 2,52 2,53 2,30 213
Zisk (ztrata) po zdanéni/ _
primérna aktiva (%), ROA 0,24 |.. 1,21 ... 1,34 1,24 1,39 1,27
Zisk (ztrata) po zdanéni/ 432|..| 238|..| 2186 1932 2137 1839
Tier 1 (%)
Vynosnost pohledavek (%) 7,81 ... 392 .. 4,17 4,18 3,91 3,39
Nakladovost zavazka (%) 517 | .. 1,89 | ... 1,23 1,22 1,17 0,88
Urokové rozpéti v (%) 2,63 ... 2,03 2,94 2,96 2,74 2,51
Spravni naklady/
primérna aktiva v (%) 1,50 1,53 1,44 1,37
Spravni naklady/zisk
z finan¢ni a provozni 39,64 40,75 39,87 39,13
¢innosti (%)
Evidencni stav zaméstnancli | 45974 | | 39004|..| 39292| 40018 | 40308 40265
v bankovnim sektoru
Na 1 zaméstnance pripada v tis. K¢
Bilan¢ni sumy 47369 |...| 64806|../106610 (111839 (114948 127 725
Zisku z financni a provozni 1845|..| 2314|..| 4005 4050 4147 4176
¢innosti
Zisku nebo ztraty po zdanéni =27 ... 774 |..| 1416| 1333 1595 1518
Spravnich nakladd 1044 |..| 1218]|..| 1588| 1650| 1653| 1634
Nékladid na zaméstnance 804 844 854 852
Pocet bankovnich mist 2005 1670 ... 1993 2053 2102 2227

Zdroj: www.cnb.cz, staZzeno 3. 6. 2014, Zprava o bankovnim dohledu (2001, 2005)
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Table II-3: Profitability and efficiency of the banking sector in Czech Republic
In CZK million,
if not stated otherwise 1999 2003 2010 | 2011 | 2012 | 2013
Financial & operating income .1157,376 | 162,089 | 167,152 | 168,160
and expenses, out of it e.g.
Interest income 153,550 | ...| 99,603 |...|166,962 172,328 170,378 | 154,879
Interest expenses 96,858 |...| 45300|...| 61,655| 62,393 | 62,469 | 49,406
Dividend income ..| 5859| 7578| 6,607 8,823
Fee and commission income | 19,959 |...| 35,657 |...| 48,369 | 50,002 | 49,151 | 49,855
Fee and commission 5320|..| 9314|..| 9,876| 10944 11,876 12,818
expenses
Reserves and impairment 87 733 22,277 | 26,199 | 16,900 | 22,559
Administration costs 51,067 | ...| 47,513 62,381 | 66,049 | 66,646 | 65,793
profit (loss) after taxation, | 5575 | | 30,193 |..| 55656| 53337 64,307 61,124
Financial & operating income
and expenses/Total average 39 .. 3.62 3.78 3.76 3.62 3.50
assets (%)
Net interest income (without
hedge derivatives)/Total 2.52 2.53 2.30 2.13
average assets (%)
Profit (loss) after taxation/ B
Total average assets (%) 024|..| 121 134| 1.24| 139 127
Profit (loss) after taxation/ _
Tier 1 capital (%) 4,32 238 .. 21.86 19.32 21.37 18.39
Total interest income/interest
earning assets - client 7.81 392 .. 4.17 4.18 3.91 3.39
operations (%)
Total interest expenses/
interest bearing liabilities - 517 | .. 1.89 ... 1.23 1.22 1.17 0.88
client operations (%)
Interest rate spread (%) 2.63 2.03 ... 2.94 2.96 2.74 2.51
Administration costs/Total 150 153 1.44 137
average assets (%)
Administration costs/
Financial & operating income 39.64| 40.75| 39.87| 39.13
and expenses (%)
Number of employees in 48,924 ..| 39,004|..| 39,292 40,018 40,308 | 40,265
anking sector
Per employee in CZK thousands:
Financial & operatingincome | 47359 | | 64806 ..|106,610|111,839 |114,948 |127,725
and expenses
Profit or loss after taxation 1,845 | .. 2,314 ... 4,005 4,050 4,147 4,176
Administration costs =27 .. 774 | ... 1,416 1,333 1,595 1,518
Staff expenses 1,044 | ... 1,218 | ... 1,588 1,650 1,653 1,634
Number of banking units 804 844 854 852
Pocet bankovnich mist 2,005|..| 1,670|..| 1,993| 2,053| 2102| 2,227

Source: www.cnb.cz, retrieved June 3 2014, Banking Supervision Report (2001, 2005)
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Po nékolika letech recese bankovniho sektoru i ekonomiky jako celku na konci
90.let 20. stoleti se bankovni sektor v roce 2000 stal ziskovym (hlavné diky sta-
le vét$im transferim $patnych Gvéri do Konsolidaéni banky a nasledné Ceské
konsolidaéni agentury, CKA). Postupem ¢asu se datilo zvy3ovat (resp. v pos-
lednich letech (2010 - 2013) udrzet) pomérné vysokou ziskovost, a to i pres
finan¢ni krizi minulych let a sniZujici se hladinu trokovych sazeb.

Vyznamnym zdrojem pii{jmul bank jsou vedle tirokovych vynost i vynosy
z poplatkil a provizi. Souvisi to s rozvojem nabidky mimobilan¢nich instru-
mentd, které pro banky generuji primarné nedrokové vynosy, a také s obecné
se rozsitrujici nabidkou sluzeb bank. Vysoka droven poplatki byla také tercem
kritiky analyz vychazejicich ze zahrani¢nich srovnani. Je vSak hlavné tikolem
trhu a konkurence, aby se postaraly o priméienou droven poplatka.

111.7 PODROZVAHOVE OPERACE A DEVIZOVE OPERACE (FX OPERACE)

V minulych letech (pifedevsim od roku 2004) vyrazné vzrostla vaha podrozva-
hovych operaci. Jedna se predevsim o podrozvahové pohledavky a podrozvaho-
vé zavazky plynouct:

e ze zaruk garantujicich Gvéry poskytnuté tfetimi stranami,

e 7 akreditivi,

e zprodeje finan¢nich aktiv s postihem,

¢ ze spotovych operaci,

e 7z prislibid avérd a pijcek,

e 7 pevnych terminovych forex operaci,

e 7z opcCnich operaci,

e zurokovych swapi (IRS),

e ze zastav, z hodnot v ischové, spraveé a v uloZeni.

Obrazek II-2 ilustruje vyznamny rozvoj podrozvahy v uplynulém desetilet,
ale také zkroceni jejiho ristu v disledku finan¢ni krize 2008 - 2010. V soucasné
dobé jsou banky obezretnéjsi v poskytovani sluzeb souvisejicich s podrozvaho-
vymi transakcemi a redukuji v tomto ohledu obchody na vlastni ticet (resp. své
potencialni spekulativni obchody). Zpravidla je to jejich vlastn{ strategie rizeni
rizika, velmi ¢asto i podpotend Spatnymi zkusenostmi zahrani¢nich matet'skych
bank z doby finan¢ni krize.

Nejen ze zvysujicitho objemu, ale také ze struktury rozvahovych a podroz-
vahovych aktiv a pasiv 1ze vyvozovat urcité zavéry ohledné pokroku ve vyvoji
bankovniho sektoru. Objem podrozvahovych operaci dokazuje jistou flexibi-
litu bank v poskytovani novych produktl a zavadéni novych fidicich metod.
Obecné se da Fici, Ze pouziti derivatl (coZz je nejvyznamnéjsi polozka podroz-
vahy) zefektiviiuje Fizeni rizik, miiZe prispét k vylepSeni vynosi a redukci rizik



BASIC PRINCIPLES OF BANKING 81

After a number of years of deep recession in the economy and the banking sec-
tor in the late 1990s, the banking sector became profitable again in 2000 mainly
due to the gradual transfer of bad loans to Konsolida¢ni banka or Ceské konsol-
ida¢ni agentura (CKA, the Czech “bailout agency”). In the following years banks
have been successful in increasing their profitability and managed to maintain
it between 2010-2013 despite the financial crisis and decreasing interest rate
levels.

Besides the interest income the banks have a very important source of reve-
nues in fees and provisions, which are fostered by the widening of services
offered by banks in general. These high fee levels were also subject to criticism
with regards to international fee comparisons. However, it is market forces that
should verify these levels in competition for available clients.

111.7 OFF-BALANCE SHEET OPERATIONS AND FOREIGN EXCHANGE (FX)
OPERATIONS

The importance of off-balance sheet operations raised dramatically since 2004,
especially with claims and payables from:

e guarantees and collateral loans to third parties,
¢ sale of assets with recourse,

e spotoperations,

¢ loan and credit promises,

o Jetters of credit,

e futures,

e options,

¢ interest rate swaps (IRS),

e collateral, custody services.

Figure II-2 illustrates the vigorous development of off-balance sheet in the
past decade and also subsequent reduction resulting from the financial crisis
of 2008-2010. Currently, banks are prudent when offering services comprising
off-balance sheet transactions and they try to reduce the amount of trades for
their own accounts (speculative trades). This is typically implied by their own
risk management strategy, very often strengthened by negative experience of
parent companies from of the financial crisis.

We can draw certain conclusions about the development of the banking sector
not only from the volume of the off-balance sheet and on-balance sheet items,
but also from its changing structure. The volume of off-balance sheet transactions
proves a certain flexibility of banks in offering new products and services and
the introduction of new management methods. Generally, one can say that the
use of derivatives (main off-balance sheet item) increases the efficiency of risk
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Obrazek II-2: Velikost rozvahy a podrozvahy bankovniho sektoru
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Zdroj: www.cnb.cz, stazeno 3. 6. 2014

(v pripadé vyuziti hedgingu). Na druhé strané vyzaduje kvalifikovanéjsi a zku-
Senéjsi rizeni rizik. Vyuziti derivati je v zemich stredni a vychodni Evropy stale
menS$i neZ ve vyspélejsich zemich.

Nejvyznamnéj$imi zastupci derivat pouzivanych dnes v bankach jsou jed-
noznacne urokové swapy (interest rate swaps, IRS), kterymi se banka jisti proti
zménam urokovych sazeb (idi svou trokovou pozici). Dalsimi vyznamnymi
produkty jsou FRA (forward rate agreements, dohoda o budouci trokové saz-
bé), ménové swapy a kiiZzové ménové swapy, FX forwardy a také opce. Posledné
zminované derivaty vSak banky poskytuji spiSe jako sluzbu klientim a pomo-
ci protioperaci se zahrani¢nimi bankami si otevirené pozice z téchto transakci
uzaviraji.

Spolu s tim, Ze cizoménova aktiva a pasiva predstavuji témér zanedbatelné
procento bilan¢ni sumy bank, vyplyva z vySe uvedeného pomérné malé ménové
riziko, které ¢eské banky podstupuiji (¢ista otevirend ménova* pozice se pohybu-
je kolem 0,2 %-0,3 % kapitalu banky (2007-2012)), vice Kapitola IV.

Nyni by mohla jesté vyvstat otazka, jak porovnavat rozvahové a podrozva-
hové transakce (predevsim co do velikosti rizika), protoZe porovnavat nominal-
ni hodnoty objemu rozvahy a podrozvahy neni mozné. Existuje néjaky nastroj,
ktery umozni jejich srovnani? Pozdéji se budeme zabyvat konverznimi fakto-
ry a kreditnimi ekvivalenty, které pomahaji srovnat rizikovost jednotlivych
transakci (napt. pro potieby vypoctu kapitalové primérenosti, Kapitola VLS).

4 Rozdil mezi cizoménovymi aktivy a pasivy a podrozvahovymi aktivy a pasivy.
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Figure II-2: Banking sector assets and off-balance sheet asset and liabilities
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management, can foster the profits and reduce the undertaken risks (using var-
ious hedging techniques). On the other hand it requires more sophisticated and
experienced risk management. The use of derivatives in Central and Eastern Euro-
pean countries is still limited in comparison with the most developed countries.

The most important financial derivatives used in banks today are interest
rate swaps (IRS) that are used for the management of the bank’s interest rate
position by controlling for the effects of changing interest rates. Other important
products are FRA (forward rate agreements), currency swaps and cross-cur-
rency interest rate swaps, FX forwards and options - yet these derivatives are
typically only offered as a service for clients and the positions in these trades
are closed back-to-back with large international banks.

Together with the fact, that aseets and liabilities denominated in foreign
currency represent only small portion of the balance sheet, this explains the
very low currency risk that is undertaken by Czech banks (the net open curren-
cy position* has been near 0.2-0.3% of the banks’ capital in 2007-2012), more
on this see Chapter V.

Now you may be wondering about how to compare the riskiness of off-bal-
ance and on-balance sheet transactions as it is not possible to compare the
nominal sizes of balance sheet and off-balance sheet items. Is there any instru-
ment that relates the riskiness of different transactions? Later we will deal with
risk conversion coefficients and credit equivalents, and this may help answer
this question; for purposes of capital adequacy calculation see Chapter VLS.

4 Diference between FX assets and liabilities, and off-balance sheet assets and liabilities.


http://www.cnb.cz

84  ZAKLADNIi PRINCIPY BANKOVNICTVi

Tabulka II-4: Vyvoj podrozvahy bankovniho sektoru CR

¥ mil K& 31.12. 31.12. 31.12. | 3112 | 3112, | 31.12.
2004 2007 2010 2011 2012 2013

Uhrn poskytnutych
prislibii, zaruk 4641842 |..| 9646290 .. 6344182| 6704078 5795806 5850757
a jinych podrozvaho-
vych pohledavek
L. Poskytnuté prisliby - yoc 7971 | g47786| .| 731084 728998  685936| 719539
azaruky
1.1 Poskytnuté 368571|..| 627058|..| 506842| 491077| 456265| 462192
prisliby
1.2 Poskytnuté 111484 |..| 208447|..| 216518| 229450| 222329| 246430
zaruky aruceni
1.2.1 Uvérové
derivity 0. 0. 0 0 0 0
1.2.2 Ostatnizaruky | 111484 .| 208447 |..| 216518| 229450 222329 246430
1.3 Poskytnute 63 .. 275 | . 49 23 0 0
zaruky ze smének
L4 Poskytnuté 5608|.. 12006|..| 7676 8448| 7342 10918
zaruky z akreditiva
2. Poskytnuté zastavy| 7610 ... 1906|.. 9365 23128| 25067| 33526
3. Pohledavky ze 59086 .. 90916 .. 36331| 48490 23632| 30144
spotovych operaci
4. Pohledavky
2 pevnych 3773160 |...| 7723697 |..| 5137355 5513120 | 4760121/ 4768134
terminovych operaci
5.Pohledavky zopci | 196516 |..| 850171 |..| 365835| 316354 210591 230360
6. Odepsané 42192 .. 36691|..| 35090, 39428| 40852 39241
pohledavky
7. Hodnoty predané
k obhospodarovani 2| 0| 0 432 0 0
8. Hodnoty predané
do tschovy, spravy 77549 .. 95124 ..| 29121| 34129 49606, 29813
akuloZeni
Uhrn piijatych pii-
slibt, zaruk ajinych | /00500 | 119114738 | ...|9734393 10056841 |9 285 681 | 9890 446
podrozvahovych
zavazku
1. Ptijaté ptisliby

) 299422 |..| 470715|..| 524654 435806| 426325 472679
azaruky
1.1 Pijaté piisliby 10974|.. 95463 |..| 117453 25806| 16985 7968
1.2 Prijaté zdruky 277326|..| 348949 .| 398168| 402320| 401169| 452461

aruceni
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Table II-4: Development of off-balance sheet of the Czech banking sector

In CZK mil Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31, | Dec. 31,
2004 2007 2010 2011 2012 2013
Commitments, guar-
antees, derivatives |, 11 049 | 9,646,290 | ... 6,344,182 | 6,704,078 | 5,795,806 | 5,850,757
and other off-bal-
ance sheet assets
1. Commitments and
. 485,727 |...| 847,786/|...| 731,084 728,998 | 685,936| 719,539
guarantees given
1.1 Commitments
given 368,571 |...| 627,058]|..| 506,842 491,077 | 456,265| 462,192
1.2 Guarantees given | 111,484 |..| 208,447|..| 216,518 229,450 222,329| 246,430
L.2.1 Credit 0].. 0].. 0 0 0 0
derivatives
1.2.2 Other 111,484 |...| 208,447 |..| 216,518 229,450 222,329 | 246,430
guarantees
1.3 (%uaranteesglven 63l 275 | 49 23 0 0
on bills of exchange
1.4 Guarantees given
. 5,608 | ... 12,006 | ... 7,676 8,448 7,342 10,918
on letters of credit
2. Pledge given 7,610 | ... 1,906 | ... 9,365 23,128 25,067 33,526
3. Receivables from 59,086 .. 90,916|..| 36331 48490| 23632| 30,144
spot transactions
4. Receivables from
futures, forwards, 3,773,160 ...| 7,723,697 |...| 5,137,355 | 5,513,120| 4760121 | 4768134
swaps etc.
5. Receivables from
. . 196,516 ... 850,171 |..| 365,835 316,354 | 210,591| 230360
options transactions
6. Write-off 42192|.. 36691|..] 35090 39428 40,852 39241
receivables
7. Values given to 2l 0. 0 432 0 0
asset management
8 Valuesgiventothe | ;¢ gl | g5104| | 29121| 34129| 49606 29813
custody
Commitments,
guarantees, deriv-
atives and other 6,304,245 | ... (12,114,738 | ... |9,734,393 10,056,841 |9,285,681 [9,890,446
off-balance sheet
liabilities
1.Commitments and
. 299,422 |..| 470,715|..| 524,654 435806| 426,325| 472,679
guarantees received
1.1 Commitments 10974|..| 95463|.. 117453| 25806 16985 7,968

received
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akulozeni

¥ mil K 31.12. 31.12. 31.12. | 3112 | 3112, | 31.12.
2004 2007 2010 2011 2012 2013

1.2.1 Uvérove 0l.. 0 0 0 2590 2166
derivaty
1.2.2 Ostatni zéruky | 277326 ... 348949 398168 402320| 398579 450295
L3Prjatézdarukyze | joeol | 96014| | 8686 7508 8062| 12133
smének
1.4 Prijaté zdruky 549 | .. 90 347 173 108 117
z akreditivi
2. Prijaté zastavy | 1199403 |..| 1362269 ../ 1737930| 1827625| 1818556 | 2046986
3.Zavazkyze 59704|.. 92548|..| 39825 52073| 28281| 28825
spotovych operaci
& Zavazky zpevnjch | o0y e aa0l | 7694101 .. 5136070| 5535673 | 4757749 | 4779 406
terminovych operaci
5. Zavazky z opci 194774|.. 852007 .. 366130| 298146| 210585 230343
6. Hodnoty prevzaté | o 07| | 34755 57669| 61318| 64941 67950
k obhospodarovani
7. Hodnoty prevzaté
dotschovy, spravy | 779921|..| 1608344/ ..| 1872114| 1846201| 1979243 | 2264257

Zdroj: www.cnb.cz, stazeno 3. 6. 2014

11.1.8 KONSOLIDACE

Rozvaha je pouze dil¢i odraz bankovnich aktivit a navic staticky. Vykaz ziskd
a ztrat banky muze zahrnovat vynosy a naklady bilan¢nich i mimobilan¢nich
operaci. Pokud banka vlastni dceriné (zejména financ¢ni) spolecnosti, je nutné
vysledky konsolidovat za celou finanéni skupinu, aby bylo mozno omezit
manipulace se Spatnymi aktivy a zatajovani ztrat, resp. presouvani naklad
avynost, a tedy odhalovat vnitropodnikové transfery. Konsolidované i nekonso-
lidované hospodarské vysledky podléhaji pravidelnému (ro¢nimu) nezavislému

auditu.
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