
EURO currency implications on the Czech financial institutions 
sector 
Written by Tomas Lhotak 

 

Introduction 
The purpose of this paper is to provide basic information on the structure of the 
Czech banking sector and once having done so, demonstrate main areas of changes 
in EU area with respect to the very same financial markets and banking industry. It is 
obvious that even Czech financial institutions and banks as a part of the non-EU 
state, along with the banks in the EU area and around the world, have been 
experiencing new situations, problems and development relating to euro long before 
the euro currency was even released in January 1999. 
 
The purpose of this paper is to compare changes in EMU and Czech banking sectors 
for the last 5-10 years, trying to determine what portion of the changes can be directly 
or indirectly addressed to the euro currency. Subsequently, banking activities are 
analyzed and compared in the Czech Republic and in Euro area, with the objective to 
reformulate the experience and forecast what the Czech banks will look like after the 
EU accession - and later in EMU - takes place. 
 

Part I   Learning from the EU area’s history 
In this part of the document, we will take a look at the banking sector and markets in 
Euro area, trying to determine what the major implications of the euro implementation 
were. Having analyzed the historical development and structural changes in the 
markets as described below, following conclusions can be made: 
 

1. Markets started to change and absorb euro implications before euro was even 
released. 

2. Hurdles of cross-border transactions were lowered. 
3. Pan-European interbank deposit market and a corporate bond market 

emerged. 
4. Better risk and return trade-offs for asset managers. 
5. In equity market risks pricing, industrial sector specific effects have surpassed 

security specific effects in importance. 
6. European companies have been able to raise funds in the bond and equity 

markets at unprecedented rates, signaling a reduced role for bank loans, 
which had been their primary source of funding in the past. 

7. Diverging  market  practices  heavily influenced by  historical precedent  and 
legal and taxation frameworks  present obstacles to the development of a pan-
European collateral money market.  A reluctance to  change  local practices 
and rules combined  with unresolved regulatory incompatibilities have been 
hampering the creation of a pan-European equity trading platform. 

8. Arguably the single most important influence of the euro, and one that is likely 
to have a more lasting effect,  is its impact on investors and fund raisers 
whose attitudes change towards capital market financing. 

 



Part II   Macroeconomic influences 
Many of the above noted conclusions have been made long before euro currency 
was even given a birth. In general, implications of euro currency have always been 
quite easy to predict as the ECB wisely supervised the changeover in small and 
careful steps. Financial institutions were supplied with a detailed methodology and 
step-by-step procedures in every single activity including the currencies trading, 
billing and accounting systems. This all was supported by an extensive campaign 
that educated the clients of those financial institutions and diminishing the risks of 
misunderstandings and flaws to the very minimum.  
 
There are many macroeconomic issues that will clearly affect the economics and 
shape of the banking business in Europe in much bigger extend than we can expect 
from sort of a technical and formal change of the currency in the payment system.  
One of the very important factors that will affect the development of Czech banking 
sector after joining EU and development of European banks in general, is change of 
the demographic structure of those areas. From the pictures below it is obvious that 
major changes in the population and substantial rise of an average age for the 
countries will have not only problems with public finance, health care systems and 
other. Banking will have to recognize the effects as well, by changing their product 
portfolios, client management, investment preferences etc. 
 

 

 



 

 

Part III   Integration issues 
Among demographic issues, cheap labor forces in joining countries and political 
challenges, bank will also experience integration influences and tendencies. 
Indicators of integration can be reviewed for three product areas: wholesale, capital 
market related and retail. The evidence points to the emergence of a strongly 
integrated market in wholesale banking services as far as the predominant 
unsecured instruments are concerned. Integration is clearly less complete in the repo 
segment, mainly because of clearing and settlement obstacles in cross-border 
collateral transactions. The “two-tier” structure, based on major banks dominating 
cross-border transactions and smaller institutions trading with domestic banks only, 
does not appear to be hampering the equalization of market conditions throughout 
the euro area, as banks can take advantage of any pricing anomalies in local 
markets.  
 
As regards capital market-related services (corporate finance services, and asset 
management and trading), a transformation of previously segmented national 
currency-based markets into a significantly integrated area wide market can be 
observed, in particular in the case of intermediating bond issues. This may be 
concluded from the replacement of the leading role of domestic intermediaries by 
international ones. US investment banks, in particular, have significantly increased 



their share of the euro area market. Even though a similar increase in integration was 
observed for equity issuance and syndicated loans, these two segments present 
clear differences. Intermediating equity issuance and large-scale lending have 
remained more local, probably because of the greater need for local information and 
risk assessment than in the case of bonds.  
 
From the perspective of asset management and trading, the fragmentation of the 
European clearing and settlement structure still significantly complicates post-trade 
processing of cross-border securities transactions relative to domestic ones. 
Complications arise because of the need to access many national systems, with 
differences in technical requirements, market practices and fiscal regulations acting 
as additional barriers to an efficient delivery of clearing and settlement services. 
These factors constitute major impediments, notwithstanding the fact that portfolio 
diversification across borders seems to have significantly increased according to the 
data presented in this study.  
 
Market segmentation remains strongest in the retail area. For instance, discrepancies 
in lending and deposit margins across the euro area indicate that integrated retail 
banking markets are not yet in place. Such segmentation results from the fact that 
closeness to customers is still important in dealings with retail counterparties 
(households and small and medium-sized firms). Nevertheless, some convergence in 
margins can be observed, in particular in household lending. 
 
Thus, the general picture is that integration has progressed fastest in the areas 
where professional market participants have the resources to overcome or 
circumvent the existing obstacles to integration (i.e. in the wholesale and capital 
market area). By contrast, retail clients do not usually have such resources, the 
outcome being a slower pace of integration.  
 
 
 
 



Description of Czech Banking Sector 
 
 

 
 

 

 
 



 
 

 
 



Description of Euro Banking Sector 
 
 

 

 



 

 

 
 



 
 

 
 



 
 

 
 
 
 



 
 



 
 



 
 

 



 
 

 
 



 



 

 
 



 

 

 
 

 



 

 

 
 
 


