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HOUSEHOLD DEPOSITS, THEIR SUBSTITUTES,
INTEREST RATES, AND THE HOUSEHOLD SAVINGS
RATE IN THE ECONOMY

Viera Kollarova, Rastislav éérsky, National Bank of Slovakia

This year has seen a renewal of interest in household deposits following a long period of decline in
this form of saving. The cause of the steady growth in deposits can be viewed at two levels. Deposits
are being used to send and receive non-cash payments, and also as a means of saving. In other words,
the current increase in deposits is supported by strong economic activity accompanied by positive
developments in the labour market and the raising of interest rates by the central bank. This article deals
in more detail with these causes, the individual forms of deposits, their development trends, and their

substitutes.

Development trends in household deposits

Household deposits were reporting long-term
downward trend until 2005, which affected mainly
the less liquid deposits not included in the M3 mone-
tary aggregate. As regards the structure of M3 depo-
sits, the only increase reported during this period was
in deposits and received loans repayable on demand.
The main determinant of this development in the pre-
ceding years were relatively low interest rates and
the broadening appeal of money market fund sha-
res/units (MMF shares/units) as an alternative form
of saving.
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The development of household deposits turned
around at the beginning of 2006. They were still fal-
ling in December 2005 (year-on-year decrease by
0.2%), but by August of this year their growth was
already relatively sharp (year-on-year growth by
12.5%); the rising trend has affected not only depo-

Chart 2 Increase in deposits and their interest rate
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sits repayable on demand, but also less liquid depo-
sits. That includes an increasing volume of household
deposits with an agreed maturity of up to 2 years
(year-on-year growth by 14.9%) and a steeper rise in
deposits with a maturity of more than two years (their
average year-on-year growth for the first eight
months of 2006 was 14%, compared to 8% for the
same period of the previous year).

From the view of time structure, the increase in the
individual components of household deposits has ref-
lected the development of clients interest rates! and
their reaction to the steadily rising base rate of the
NBS. The highest rise has been reported in interest
rates on medium-term and long-term deposits. This
has led to the growth in deposits with an agreed
maturity of up to 2 years and more than 2 years, the

1 Interest rates on new household deposits.
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Chart 3 Year-on-year increase in household time deposits and savings
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Chart 4 Development of interest rates on new household deposits
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Chart 5 Year-on-year increase in household deposits (in SKK billion) and
growth in employment (according to a sample survey of the workforce)

and in nominal wages (in %)
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rates for which have risen by 2.3
percentage points year-on-year. As
rates have climbed since the begin-
ning of the year, so the gap betwe-
en them and the NBS base rate has
narrowed. In 2005, in respect of less
liquid deposits, the gap averaged
around 1.5 percentage points, and
by August 2006 it had decrease to
0.5 of a percentage point.

Household transaction
deposits

The substantial increase in hou-
sehold deposits is largely accoun-
ted for by overnight deposits, which
since 2005 have been recording
relatively high year-on-year growth.
The initial impulse for the accelera-
ted growth in the most liquid house-
hold assets was the small difference
in interest on deposits repayable on
demand and time deposits. House-
holds therefore sought a higher- ear-
ning alternative for their savings or
simply left them in current accounts.
The increase in household demand
deposits has been supported in
recent years also by high economic
activity, including positive develop-
ments in the labour market (growth
in both wages and employment).

As regards the structure of house-
hold deposits, overnight deposits
have increased their share while the
total volume of deposits has decli-
ned. In an environment of relatively
low interest rates, the share of cur-
rency in circulation and current
account deposits in household final
consumption have also risen (36.5%
in August 2006). The share of depo-
sits repayable on demand has incre-
ased more quickly than the share of
currency in circulation.

Less liquid household
deposits (time and savings
deposits)

The low interest rate on time
deposits and savings deposits of
households resulted in a substantial
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Chart 6 Deposits as a share of household final consumption
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was a partial shifting of house-
hold funds back to higher-yiel-
ding time deposits. Some of the

Source: NBS, Statistical Office of the SR.

Chart 7 Year-on-year increases in household deposits
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Chart 8 Shares/units of investment funds — balances
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funds from MMF shares/units
have been reinvested in the
shares/units of investment
funds other than money market funds (share funds
and mixed funds).

As for the structure of less liquid household de-
posits, the only increase has been in deposits with
agreed maturities (time deposits). This applied not
only to M3 deposits (with an agreed maturity of up to
2 years), but also to longer-term deposit products.
Their growth may to some extent be accounted for by
the intensive way in which these products were
advertised.

Savings deposits have long been holding back the
overall growth in household deposits. These deposits
consist largely of household funds deposited in pass-
books. Their trend decline is related to the low upta-
ke of this less attractive form of saving (with outdated
products).

Household savings rate in the economy
(deposits and fund shares/units)

The development of household deposits has also
affected the ratio of deposits to gross domestic pro-
duct; this fell by around 10 percentage points from
2003 until the beginning of 2006, since when it has
recorded upward trend. The decline in deposits was
substituted by higher investment in investment funds
(money market and others). But whereas deposits
have declined as a share of GDP, the ratio of fund
shares/units to GDP has increased. The development
of the aggregate ratio (household deposits and fund
shares/units) to GDP, in other words the household
savings rate in the economy, has been constant with
a recent slight increase, reflecting the renewed pace
of growth in deposits.

In comparison with the other V4 countries, Slovakia
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Chart 9 Less liquid household deposits
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Chart 10 Share of household deposits and MMF shares/units in GDP
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Chart 11 Share of deposits and fund shares/units in GDP
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has one of the highest ratios of hou-
sehold deposits (including money
market fund shares/units) to GDP.
After declining slightly up to and inc-
luding 2005, this ratio in Slovakia
remained stable this year, reflecting
the renewal of growth in deposits.
The Czech Republic has long had
the highest ratio of deposits and
MMF shares/units to GDP (approxi-
mately 40%), notwithstanding long-
time low deposit interest rates.

Conclusion

The development trend of house-
hold deposits is undergoing a chan-
ge. After recording a year-on-year
decline in 2005, it began to increase
relatively quickly in 2006.

In connection with the continuingly
high economic activity and favourab-
le developments in the labour mar-
ket, the growth in deposits repayab-
le on demand has increased. Less
liquid deposits have reacted to inter-
est rate changes, with clients alrea-
dy seeing rises in the NBS base rate
passed on to these deposits. This
has also stimulated a renewal of
growth in their volume and a shifting
of funds back out of MMF
shares/units, which were in previous
years their most important substitu-
te.

Deposits had not only been moved
into MMF shares/units, but also into
other investment funds, and so
when the ratio of household depo-
sits to GDP was steadily declining
(up to 2006), the household savings
rate in the economy remained more
or less stable.

The ratio of deposits and MMF
shares/units to GDP in Slovakia is
the second highest among the V4
countries, after the Czech Republic.
Its long-term decline came to an end
in 2006 with the upsurge of growth in
deposits.



