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ASSUMPTIONS OF STRUCTURAL AND 
CYCLICAL INFLUENCES ON BANKING SECTOR 
PROFITABILITY (1994-2003)
Several econometric studies have been con-
cerned with the topic of structural and cyclical 
influences on the income of banks. Some of them
say that if GDP growth increases, the growth 
of net interest income should also increase by 
means of increased demand for loans [Calza, 
Manrique, Sousa, 2003; Mendez, Abreu, 2003]. It is 
also mostly assumed that the growth of the long 
term interest rate should negatively affect the ra-
tio of non-interest income to gross income from 
financial activities, because if income from gover-
nment obligations is higher, demand for profe-
ssional services provided to the depositor by the 
bank decreases [Albertazzi, Lambarcota, 2006]. 
The authors Mendez and Abreu (2003) have sta-
ted in their study that the annual growth of con-
sumer prices should have a positive effect on the
number of non-interest income due to a higher 
number of transactions. However, they found out 
that it also influences the growth of costs.

Athanasoglou, Brissimis and Delis, (2005) have 
pointed out that capital refers to the amount of fi-
nancial resources available for the support of bank 
trades and therefore it works as a guarantee in the 
case of unfavorable developments. It is expected 
that after the euro introduction the spreading of 
cross-border contagion resulting from shocks on 
the domestic market among large banks will in-
tensify and their risk will rise through a more inte-
grated money market [Gropp, Duca, Vesala 2007]. 
It is expected that, even though the similarity 
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of banking sector riskiness was increasing from 
1999, it was caused by an increased significance
of specific components of the European banking
system rather than by macroeconomic shocks 
[Brasili, Vulpes 2006]. As previously mentioned, 
the increasing level of capital should be a gua-
rantee of higher income also in the event of crises 
brought by the years 2001-2002.

So much for some connections between cycli-
cal and structural variables and the profitability of
the banking sector as shown by various studies. 
However, the total influence on the profits in the
given periods will depend on the extent of the 
impacts on individual items. Before we started to 
work with panel estimates, we had tried to ex-
plore these relations in more detail by means of 
correlations between the individual aggregates 
we found important during the 1994–2003 pe-
riod in the banking sectors of 14 countries. We 
have also taken into account the situations before 
and after the euro adoption.

Based on our survey, we assume a strong posi-
tive influence of the annual GDP growth on the
growth of loans provided to clients which will be 
reflected in higher interest income. The expec-
ted positive correlation should continue to hold 
throughout the period. The higher interest income 
should also signalize a positive effect on profits, if
the cost of the creation of adjusting entries for 
loans were not too high in the given periods.

In the given period, long-term interest rates 
showed a negative correlation with loans and 
later on also with interest income.1 We thus ex-
pect that due to a decline in the long term inter-

1 In general, a common convergence 
of the average interest rates set by 
banks towards EMU levels has been 
recorded. This had been fostered by 
low inflation and decreasing interest
rates. This structural development 
connected with EMU convergence 
has been important in Ireland, Italy 
and Portugal. ECB (Feb. 1999), ECB 
(Dec. 2000).
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est rates interest income will also raise by means 
of higher demand for loans provided by a bank. 
We also expect a positive reaction of profits to a
reduction of interest rates. This relation had been 
frequent, mainly before the introduction of the 
euro in a given country, but after the euro adop-
tion many changes in the correlations of both the 
banking sectors of euro area countries and Swi-
tzerland set in.

During the entire period, the correlation of the 
growth of consumer prices with the level of non-
interest income and later on of pre-tax profits was
different. Therefore we expect this variable not
to be significant in panel estimations either. The
same problem appeared in case of the number 
of credit institutes, or subsidiaries, and their influ-
ence on the cost-to-income ratio of the banking 
sector. It cannot be said unambiguously, if the 
lowering of their number also has had a nega-
tive impact on the level of the ratio of operating 
costs to gross income from financial activities. As
for the capital to assets ratio and capital to profit
ratio we have also detected no significance of the
correlations because of the low value and distinct 
nature.

We expect higher non-interest income by 
means of better risk management as the standard 
of securities, including shares, increases. We have 
also detected a positive relationship between the 
annual GDP and the volume of securities. Prior to 
and after 1999, we expect a positive influence also
on the level of pre-tax profits because of higher
non-interest incomes announced in advance. 
We expect a positive influence of the amount of
the managed level of assets and financial invest-
ments on the profits of the banking sector on the
grounds of their mutual positive correlation.

As for the effect of openness of the economy,
its influence on the profit of banking sectors
is questionable. Micco, Stein and Ordez (2003) 
have pointed out in their study that the euro led 
to an increase in bilateral trade both between 
euro area countries and with other countries. The 
growth of openness between two economies of 
the Economic and Monetary Union (EMU) after 
the euro adoption, based on the results of Rose 
and Stanley (2005), was at the positive level of 30 
to 90%2. Higher openness of countries’ economic 
systems generally increases the propensity to 
crises with respect to foreign partners, but we 
assume that the banking sectors could benefit
from lower transaction cost and currency risk just 
after the euro adoption. We thus assume pre-tax 
profits to grow along with the rise of openness
by means of higher non-interest income, which 
has been partly also confirmed by a positive co-
rrelation between the indicator levels. And in the 
case of crises after the euro introduction, we hold 
that it was the more opened economy that has 
moderated their impact and benefited from the
advantages resulting from EMU membership. Sta-
tistical estimates analyzed in the part about panel 
data will show whether our assumptions have 
been correct and significant.

PANEL ESTIMATES OF THE INFLUENCE  
OF THE EURO INTRODUCTION ON BANKING 
SECTOR OF SELECTED COUNTRIES  
(1986 – 2006)

Motivation and data used
A correlation analysis has shown that there can 
be causal relationships between the profit of the
banking sector and other variables. Therefore we 
undertook to subject these data to a regression 
analysis, which can identify these relationships.

If analogous relationships in several countries 
are analyzed, we can define a systematic part of
the variance, which corresponds to common re-
lationships and an idiosyncratic part correspond-
ing to influences limited to only one country. We
have analyzed mainly the part corresponding to 
common influences for all countries or for most
countries of the euro area. 

For the analysis of these relationships, one can 
use independent estimates for individual coun-
tries or link all the observations and calculate 
one pooled estimate. Separate estimates are 
more general than a pooled estimate, but they 
are unable to sufficiently distinguish the syste-
matic part of the variance from the idiosyncratic 
part for the respective country. As a result of this 
disadvantage, a higher variability of estimates 
of the parameters corresponding to common 
influences between the countries can be ex-
pected. The statistical significance considerably
by-passes this problem because in this case the 
estimate of parameters corresponding to com-
mon relationships is also influenced by a part of
the idiosyncratic component that is missidenti-
fied. On the other hand, common estimates can
limit the estimated parameters by implicit re-
strictions, which do not have to be fulfilled (if, for
example, the given relationship is only valid for 
some, not for all, of the countries for example). 
Such a misspecified model can be revealed by
means of high standard deviations of parame-
ters and abnormal residuals. However, if the 
model is formulated correctly, the parameters 
corresponding to common relationships can be 
estimated in a more reliable way, because idio-
syncratic influences in individual countries tend
to cancel each other out. 

At first we attempted to estimate a series of
one-equation models on profit of bank sector
in selected countries in and outside the euro 
area [Austria (AT), Belgium (BE), Germany (DE), 
the Netherlands (NL), Portugal (PT), the United 
Kingdom (UK), Switzerland (CH) and the United 
States (US)]. We used annual data for the years 
1986–2006. We tried out the following aggregates 
as a regressors3: the spread between the average 
interest rates on loans and deposits, the ratio of 
the increase in financial investments to GDP, the
output gap (deviation of the logarithm of GDP 
from the linear trend), money market rates, long-
term interest rates (for the Maastricht criterion), 
the rate of inflation, the ratio of securities includ-
ing bonds to GDP, the ratio of the assets of the 

2 For Poland, an economically develo-
ping country, Borowski (2003) even 
found out that the amount of trades 
with the euro area should increase by 
40% to 60%.

3 We have taken the data from the 
databases: ECB Data Warehouse, 
Olisnet, Eurostat, from OECD publi-
cation Bank Profitability, Financial
Statements of Banks, 2002 and 
from data of national central banks. 
Pre-tax profit data is provided by
the OECD only until 2003, therefore 
we have worked mainly with data 
provided by national central banks in 
this part. As for Germany, deviations 
from the OECD data have occurred, 
nevertheless the results of tests and 
estimates have not disappointed out 
expectations, so that we have not 
considered further adjustments in 
this respect necessary.
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banking sector to GDP, openness of the economy 
(ratio of foreign trade sales volume to GDP at cur-
rent prices) and the time trend. By comparing 
these estimates, we were able to find out that the
idiosyncratic part of the variance has greater sig-
nificance than the systematic part in the used ob-
servation sets. Then we examined the stability of 
those models and tried to introduce dummy vari-
ables to take into account the structural change 
in1999. However, the quality of estimates did not 
improve. It was evident that the models for indi-
vidual countries did not take into account the fact 
there were analogous relationships within the 
countries with a number of common features. 
That is why we have continued by formulating a 
common model for all countries.

The model
We started with the formulation of a panel regre-
ssion with fixed effects. Let´s assume N groups for
i= 1 to N (that correspond to the countries) and 
T

i 
observations for the group for t= 1 to T

i .
In our 

formulation, every value of the dependent vari-
able Y

it
 variable is then a function of values of the 

values of the constant term β0, of fixed effects Fi, 
, such that  and K regressors of X

kit
 (all of them are 

specific for individual groups, the index of regres-
sors is k) and that implies a basic form of model:

Y
it
 = β

0
 + F

i
 + β

1
 X

1it
 + β

2
 X

2it
 + ... + β

k
 X

kit
 + u

it
 (1)

where u
it
 is the random component. We have 

used an autoregressive random component (u
it
 

= ρu
it-1 +

 e
it 

) to achieve a better dynamic speci-
fication, e

it
 being a random variable that follows 

a normal distribution and is uncorrelated to its 
previous values (the variance might be different
in the individual groups). We have thus used 
the weighted least squares method with different
weights for the individual countries.4 We have 
used the ratio of banking sector profits to nomi-
nal GDP (GROSSPROF/GDPN) as the dependent 
variable, and the ratio of the assets of the banking 
sector to GDP (QASSETS) and the long-term inte-
rest rate (LTIR) as regressors (except for the con-
stant and fixed effects). The form of the resulting
equation was as follows (Table 12).

The model parameters are statistically signifi-
cant at the 1% significance level (we do not indi-
cate the standard deviations due to lack of space) 
and have the expected signs. The coefficient of
determination RSQ, the standard error of the re-
gression δ and the Durbin-Watson test DW have 
been calculated from weighted data. The more 
assets are managed by banks, the higher the 
profit; a growing interest rate, on the other hand,
weakens economic activity and thus reduces the 
profit of banks.

We have then extended the basic model by 
adding dummy variables capturing the euro in-
troduction and their interactions with other va-
riables, as well as similar variables for countries 
that have not introduced the euro. The variable 
EURO is defined as 1 from 1999 for euro area
countries and is equal to 0 before, and it is equal 
to 0 during the entire term for countries outside 
the euro area. The variable NEURO is equal to 1 
from 1999 for countries outside the EMU, other-
wise it is equal to 0 and for euro area countries 
it is always equal to 0. The general version of the 
extended model takes the following form:

Y
it
 = β

0
 + F

i
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1it
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2it
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kit
 + 

+ γ
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1
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k
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kit
 + u

it
  (2)

The specification of this is equation is chosen to
answer two questions:
1. Did the parameters change in 1999? If no pa-

rameter changed (not even the constant term),  
that would mean that the euro introduction had 
no effect on the profit of the banking sector.5 
However, if some of the parameters changed, 
another question ensues logically:

2.  Have the changes of 1999 been caused by the 
euro adoption? We expect that if changes set in 
all countries, no matter if they have introduced 
the euro or not, it is the influence of some other
factor. However, if the parameters in the euro 
area countries changed and remained un-
changed in countries with their own currency, 
we can attribute those changes to the effect of
the introduction of the euro. 
We have also tried to introduce in the basic 

model variables that previously had not occurred 
in the model. Most of the variables were statisti-
cally insignificant. After the stepwise elimina-
tion of insignificant variables, the basic model

4 This procedure was motivated by the 
results of one-equation estimates, 
where the residual variance differed
considerably among individual 
countries. The weights are construed 
in such a way that the higher the 
residual variance of the given 
country, the lower the weight of 
the pertaining observations. If we 
did not take into account this fact, 
the random components would be 
heteroscedastic and the quality of the 
estimates would suffer.

5 To rule out the possibility that the re-
versal occurred significantly sooner or
later, we have added up two models 
analogous to the extended model. 
The dummy variables in these test 
models had non-zero values from 
1996 or 2001 (the change for the 
years 1997, 1998 and 2000 would be 
too small compared to the original 
version). All variables were significant
at a sooner time of reversal, but the 
coefficients of determination (both
weighed and not weighed) decreased 
compared to the original version. 
In the case of a late reversal, the 
t-tests of parameters corresponding 
to dummy variables decreased and 
the coefficients of determination fell
too. We conclude that the reversal 
really occurred in 1999.For the 
purposes of sensitivity analysis, we 
have estimated the basic model also 
without countries outside the euro 
area. The parameters of this model 
do not differ from the original model
in the text by more than twice their 
standard deviation. 

Table 12 Parameters of the basic model 

Variable Parameter
Constant term 0.0154

QASSETS 0.0043
LTIR -0.0011

ρ 0.4266
Fixed effects Fi

AT -0.0073
BE -0.0095
DE -0.0089
NL -0.0019
PT 0.0043
CH 0.0254
US -0.0019
UK -0.0007

RSQ 0.8771
σ 0.0041

DW 1.92

Source: Own calculations.
Note: QUASSET – Assets-to-GDP ratio; DSHARES – Increase in in-
vestment securities; OPEN – Ratio of foreign trade sales volume 
to GDP; LTIR – Long-term interest rate; RSQ – The coefficient of de-
termination – R squared; σ – The standard error of the regression; 
DW – Durbin-Watson test.
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extended by adding the dummy variable EURO 
and its interactions with ratio of the increase in 
financial investments to GDP and openness and
interaction of the NEURO variable with the assets-
to-GDP ratio was left over. Parameters of the ex-
tended model are presented in the Table 13.

All variables of the model were statistically 
significant at least at 5% significance level. The
signs of the newly introduced parameters can 
be interpreted as follows: The euro introduc-
tion caused a fixed decline in profits by way of
growth of costs, which was compensated by 
the fact that banks gained more opportunities 
for operations related to foreign trade and to fi-

Table 13 Parameters of the extended model

Variable Parameter
Constant term 0.0165

QASSETS 0.0036
LTIR -0.0012

EURO -0.0113
EURO*DSHARES/

GDPN 0.1349

EURO*OPEN 0.0082
NEURO*QASSETS 0.0020

ρ 0.3125
Fixed effects Fi

AT -0.0057
BE -0.0095
DE -0.0064
NL -0.0011
PT 0.0067
CH 0.0219
US -0.0028
UK -0.0011

RSQ 0.9145
σ 0.0037

DW 2.00

Source: Own calculations.
Note: QUASSET – Assets-to-GDP ratio; DSHARES – Increase in in-
vestment securities; OPEN – Ratio of foreign trade sales volume to 
GDP; LTIR – Long-term interest rate; RSQ – The coefficient of de-
termination R squared; σ – The standard error of the regression; 
DW – Durbin-Watson test.

nancial investments. The fact that openness and 
the ratio of the increase in financial investments
to GDP are significant only after the euro intro-
duction can be interpreted in such a way that 
the euro has brought about a growth of income 
rather than a fall of costs related to these fac-
tors. The change in countries outside the EMU 
related to the assets-to-GDP ratio has probably 
had a similar effect.

The effects of the euro introduction in the
euro area countries
Let us assume a linear function that can be writ-
ten in matrix form as y = Xb, where y is the vector 
of dependent variables, X the matrix of indepen-
dent variables and b the vector of parameters 
with the appropriate dimensions. Let us assume 
that both the variables of X and the parameters of 
b change because of an external factor. The total 
change of the dependent variable can then be 
expressed as Δy = XΔb + ΔXb, i.e. as the sum of 
changes associated on the one hand with chang-
es in parameters, on the other hand with changes 
in regressors. Using a one-equation model, how-
ever, it is only possible to identify the changes in 
parameters. Further models for regressors would 
be needed, bringing them in a direct connection 
with the euro introduction. However, the macro-
economic environment consists of many inter-
connected indicators, which have to be modeled 
in their mutual connections to achieve sufficient
explanatory power. Such a model would go be-
yond the limits of this study. In addition, the euro 
adoption is part of the broader economic policy, 
so that even if we identified some changes as
compared to the previous development, their 
direct allocation to the euro introduction is 
problematic. Therefore we will limit ourselves to 
the quantification of the part of the total effects
that corresponds only to changes in parameters. 
Using the extended model we then can quantify 
the effects of the euro adoption as the part of fit-
ted values that corresponds to dummy variables 
reflecting the introduction of the euro and their
interactions:

EFECT_EURO
it
 = – 0.011 * EURO

it
 + 

+ 0.13 * EURO
it
 * DSHARES

it
/GDPN

it
 + 

+ 0.008 * EURO
it
 * OPEN

it
 (3)

 

Table 14 The euro effect

Austria Belgien Germany Holand Portugal
1999 0.0009 0.0035 -0.0037 0.0035 -0.0042
2000 -0.0025 0.0040 -0.0019 0.0058 -0.0033
2001 -0.0017 0.0040 -0.0044 -0.0030 -0.0052
2002 -0.0026 0.0023 -0.0050 -0.0046 -0.0056
2003 -0.0015 0.0013 -0.0062 -0.0014 -0.0050
2004 -0.0023 0.0042 -0.0046 0.0003 -0.0051
2005 -0.0011 0.0042 -0.0044 0.0022 -0.0058
2006 -0.0006 0.0037 -0.0031 0.0035 -0.0041

Source: Own calculations.
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Chart 2 Effects of the euro introduction

Source: Own calculations.

Chart 3 The ratio of the profit of banks to GDP in selected euro
area countries

Chart 4 Significance of the effects of the euro introduction

Source: Own calculations.

Source: Own calculations.

After putting in the values of the appropriate 
variables we obtained the following values (Table 
14).

The fitted values of the extended model for
countries of the euro area can be divided in 
two parts: a part corresponding to the effects of
the euro and an autonomous part (the variable 
NEURO has zero values for these countries). The 
autonomous part corresponds to the expres-
sion 0.017+ F

i
 + 0.004*QASSETS

it
 – 0.001*LTIR

it
 and 

corresponds to the systematic component of 
the hypothetical profit the banks would achieve
without the euro introduction. The relative sig-
nificance of the effects of the euro adoption can
be assessed based on the those effects’ percent-
ages of the theoretical profit of banks, which
would exist without the introduction of the euro 
(if the variable euro equals zero after 1998, after 
adding the random component – the difference
between the dependent variable and the effects
of the euro):

rel. significante  =                           effect_EURO (4)
(GROSSPROF/GDPN) - effect_EURO

Based on these values, it can be stated that the 
euro adoption in Austria and Portugal has had 
a slightly negative effect (up to -20% from the
hypothetical profit for all years). In Germany, the
euro introduction has had a considerably nega-
tive effect (from -20% to -55% from the hypotheti-
cal profit). In Belgium, the effect of the adoption
of the euro has been moderately positive (from 0 
to +45% of the hypothetical profit). In the Neth-
erlands, the effects of the euro introduction have
been mixed (from -20% to +20% of the hypotheti-
cal profit). More detailed information is shown in
the following charts.

Possible effects of the euro on the
profitability of the Slovak banking sector
When reflecting on the effects of the euro in-
troduction in Slovakia, it has to be pointed out 
that we assume, in line with the framework of 
our model, that the effects depend on the open-
ness and the level of investment securities. On 
the other hand, we do not take into account the 
fact that banks in the original EU countries have 
acquired capital participations in the banking 
sectors of the new countries, and that this has 
increased the profitability in the banking sectors
of the original EU countries (taking into account 
this factor would virtually make it impossible to 
use the model from the previous part, it would 
be necessary to construct a model that would en-
able profit transfers between countries). The situ-
ation in Slovakia is being compared ex post with 
the banking sector in Belgium, where the effects
of the euro adoption have been positive and with 
Germany, where they have been negative.

It is evident from Table 15 that Slovakia resem-
bles Belgium in terms of openness, while the ratio 
of the increase in investment securities to GDP 
is lower. Profitability in Slovakia’s banking sector
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develops in a quite irregular manner. To calcu-
late the expected effects of the euro for 2009, we
need forecasts of those variables, which we for-
mulate as expert estimates for two scenarios (an 
optimistic and a pessimistic scenario). 

Due to the strong growth of financial invest-
ments in Slovakia in 2003, we expect a stagnation 
of financial investments in the optimistic sce-
nario. This quantity has a high volatility; therefore 
it is difficult to determine its value reliably. We
expect that, in the optimistic case, our economy 
will be even more open than in 2006. In the pes-
simistic scenario, we reckon with a certain de-
crease against the last known value, both for ratio 
of investment securites to GDP and openness. 
Profit-to-GDP ratio is difficult to forecast as well,
because it contains a saldo in numerator. It is as-
sumed to grow somewhat in optimistic scenario 
and to drop by certain amount against the last 
known value in pessimistic scenario. This quantity 
does not appear in the calculation of the effects
of euro, we indicate the quantity only in the cal-
culation of the values in the last column of Table 
16, which represent the importance of these ef-
fects, similarly to previous calculations.

We consider the optimistic scenario more likely 
due to the current development. It has to be also 
pointed out that the situation in Slovakia, where 
the amount of financial investment in one year
(2003) was growing at a high rate and was de-
creasing in the following years, does not occur in 
countries, in which we have estimated the model 
applied, leading to a decreased reliability of our 
model in this application. In addition, unlike the 
countries under review, Slovakia is catching up 

Table 15 The ratio of the increase in investment securities to GDP, openness and the profit-to-GDP ratio

Quantity/Year 1999 2000 2001 2002 2003 2004 2005 2006
Ratio of the increase in sec. to GDP (DE) 0.021 0.029 0.010 0.006 -0.003 0.006 0.004 0.009
Ratio of the increase in sec. to GDP (BE) 0.020 0.012 0.013 0.003 -0.003 0.016 0.012 0.006
Ratio of the increase in sec. to GDP (SK) -0.003 0.026 0.052 -0.007 0.093 0.016 -0.013 -0.011
Openness (DE) 0.579 0.664 0.676 0.669 0.674 0.715 0.762 0.847
Openness (BE) 1.463 1.664 1.661 1.604 1.576 1.628 1.696 1.728
Openness (SK) 1.259 1.431 1.534 1.491 1.549 1.531 1.596 1.760
Profit-to-GDP ratio (DE) 0.009 0.011 0.007 0.004 0.009 0.010 0.013 -
Profit-to-GDP ratio (BE) 0.015 0.017 0.013 0.013 0.014 0.018 0.018 0.019
Profit-to-GDP ratio (SK) -0.034 0.005 0.009 0.011 0.009 0.011 0.011 0.014

Source: OECD, National central banks.
Legend: sec. – security, DE- Germany, BE – Belgium, SK – Slovakia

Table 16 The optimistic and pessimistic scenario with the corresponding effects

Scenario

Ratio of 
investment 
securites to 

GDP

Openness Profit-to-
-GDP ratio

Effect  
of the euro 

introduction

Ratio of the 
effect of the euro
introduction to 

profits
Optimistic 0.00 1.8 0.015 0.003462 30.0%
Pessimistic -0.02 1.6 0.009 -0.000875 -8.9%

Source: Own calculations.

with the developed countries and market econ-
omy mechanisms are not yet the same as in the 
original EU countries and it is possible that our 
model overestimates the influence of investment
securities on the profit of the banking sector.

In sum, it can be expected that the effect of the
euro introduction on the profit of banks is likely
to be positive in Slovakia6 due to the high open-
ness of our economy. In the case of a decrease 
in the level of investment securities, our model 
indicates negative effects, but due to differing
conditions of the banking sector in Slovakia and 
in other euro area countries, this result has to be 
taken cautiously.

SUMMARY AND CONCLUSIONS
We have dedicated the study to the issue of the 
impact of the euro introduction on the euro area 
banking sectors from an informative and empiri-
cal point of view. In doing this, we have compared 
the results with countries outside the EMU and 
have tried to apply the possible effects on the
situation of the banking sector of Slovakia after 
the euro adoption using yearly aggregates.

A direct influence on profitability items in the
year of the adoption of the euro as a single cur-
rency has been recorded by six euro area coun-
tries in the reduction of non-interest income. In 
general, however, based on the periods under 
comparison 1994 – 1998 and 1999 – 2003 we 
can claim that on average banking sectors in 
countries of the EMU and outside the EMU have 
improved their profitability and despite of grow-
ing operating costs the cost-to-income ratio has 
remained constant or even improved. However, 

6 Additional information on the 
Analysis of the impacts of the euro 
introduction on the Slovak financial
market can be found at : http://www.
nbs.sk/DFT/PUBLIK/ANALYZA/ANALE-
UR.PDF.
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we had to look at the issue at hand in more detail 
from an empirical point of view, with a short list 
of the euro area banking sectors within a wider 
period of time from 1986 to 2006.

When detecting the effects of the euro intro-
duction, we first estimated a basic model with an
assumption of the constant parameters, which 
we then extended so as to take into account 
changes that occurred in 1999. We have found 
out that there has been an autonomous decrease 
in profit in 1999 and the sensitivity of the profit
to the ratio of the increase in financial investment
to GDP and to openness increased. Because these 
changes did not repeat in countries that have in-
troduced the euro, we attribute them to the euro 
adoption.

We have identified the effects of the introduc-
tion of the euro as the part of the fitted values
that corresponds to dummy variables reflecting
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the euro adoption and their interactions. After 
putting in the values of independent variables in 
these expressions, we found out that the effects
of the euro introduction were positive in Belgium, 
mixed in the Netherlands, and negative in Austria, 
Germany and Portugal.

We have also tentatively quantified the effects
of the adoption of the euro in Slovakia in 2009. 
We have obtained the necessary values for open-
ness and financial investments by a combination
of extrapolation and expert estimates. The per-
formed calculations indicate that the effect of the
euro introduction on the profitability of banks is
likely to be positive, but if there is a negative de-
velopment of openness and a decrease in the 
level of investment securities with deposits, there 
is also some risk that the effect will be slightly
negative. However, we consider such a scenario 
less probable.


