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Introduction and motivation 

• Consumer loans constitute a non-negligible part of loan portfolios 

of banks in the Czech Republic loans as for 2017 

 

 

 

 

 

• Under-researched topic 
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Introduction and motivation 

• Unexplored issues 

• Any dominant fixation (maturity) category? 

• The empirical distribution of client rates on consumer 

loans? 

• Is it normal or multimodal? 

• Dynamics over time? 

• General trends? 

• Recent evolution? 

• Drivers of client rates? 

 

 

 
4 

Drivers of distributional dynamics? 



Literature review 

• Distributional dynamics never studied before 

• Drivers of client rates on consumer loans 

1. Monetary policy 

• No evidence on the interest rate pass-through from market 

rates on client rates in the Czech context 

• No cointegration for consumer loans (Horváth and Podpiera, 2012; 

Havránek et al., 2016) 

• International studies: the pass-through is low and slow 

relatively to other loan categories (De Graeve et al., 2007; 

Egert and MacDonald, 2009; Aristei and Gallo, 2014; Gropp 

et al., 2014) 
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Literature review 

• Drivers of client rates on consumer loans 

2. Credit risk 

• Not assumed by Horváth and Podpiera (2012) but 

recommended for further research 

• Influences interest rate spreads for consumer loans in the 

Czech Republic (Hainz et al., 2014) 

3. Market competition/concentration 

• Recommended to be used in further research by Horváth 

and Podpiera (2012) and Havránek et al. (2016) 

• Van Leuvensteijn et al. (2013) find that increased market 

competition leads to better conditions for customers who 

take out a consumer loan 
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Literature review 

• Further recommendations from the literature: 

• Go for error correction models if your data are non-

stationary and cointegrated (e.g., Horváth and Podpiera, 

2012; Aristei and Gallo, 2014; Havránek et al., 2016) 

• Take into account the term-structure dimension of the 

analysis (e.g., Egert and MacDonald, 2009; Brůha, 2011; 

Havránek et al., 2016) 

• One should relate the client rates on consumer loans 

(with a certain fixation of the interest rate) to the market 

rates of a comparable maturity 
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Data 

• Monthly data, sample period: 2007M1 – 2017M12 

• New consumer loans, not the stock of consumer loans 

• Rates on the new loans reflect changes in the economic 

environment faster than client rates on the stock of 

consumer loans (Horváth and Podpiera, 2012; Hainz et al., 

2014) 

• Data sources: SNOB, ICD, ARAD 
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Data 
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• Dimensions of the analysis: 

• Mean vs. mode 

• Aggregate and bank-level data 

• Not all banks in the Czech Republic provide consumer 

loans – we only use data on 11 banks 

• Fixation categories (based on Brůha, 2011) 

 

 

 

Fixation category Market rates 

Up to 1 year (“short”) 3M Pribor 

1 year to 5 years (“medium”) 3Y Interest Rates Swap (IRS3Y) 

Over 5 years (“long”) 7Y Interest Rates Swap (IRS7Y) 



Volume: any dominant fixation category?  
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Mean interest rate: any dominant fixation category?  
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Fixation over 5 years: mean vs. mode 
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Proxies for credit risk, market concentration/competition 
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Hypotheses 

• Hypothesis #1: The empirical distribution of client rates 

on consumer loans in the long fixation category has not 

shifted in recent years. 

• Aggregate level, bank-level analysis 

• Kernel density estimation 

• Hypothesis #2: There are no statistically significant 

factors of client rates on consumer loans. 

• Bank-level analysis 

• The use of the mode measure to explain distributional 

dynamics 

• The bootstrap-corrected fixed effect model for dynamic 

panel data of De Vos et al. (2015) 
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Methodology 

• The choice of the model is based on the nature of our 

data 
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Source: based on Horváth and Podpiera (2012), Hainz et al. (2014), 

De Vos et al. (2015), Hayakawa (2015) 



Methodology 

• Baseline model: to account for all (potential) factors of 

client rates on consumer loans identified by the literature 

𝑐𝑜𝑛𝑠𝑟𝑎𝑡𝑒𝑖,𝑡 = 𝛼𝑖 + 𝛽1𝑐𝑜𝑛𝑠𝑟𝑎𝑡𝑒𝑖,𝑡−1 + 𝛽2𝑚𝑎𝑟𝑘𝑒𝑡𝑟𝑎𝑡𝑒𝑡 +

𝛽3𝑑𝑒𝑓𝑟𝑎𝑡𝑒𝑖,𝑡 + 𝛽4𝐻𝑒𝑟𝑓𝑖𝑛𝑑𝑎ℎ𝑙𝑡 + 𝜀𝑖,𝑡  

• 𝑐𝑜𝑛𝑠𝑟𝑎𝑡𝑒 is the mean or the mode measure 

• 𝑚𝑎𝑟𝑘𝑒𝑡𝑟𝑎𝑡𝑒 is the 7-year interest rate swap 

• 𝑑𝑒𝑓𝑟𝑎𝑡𝑒 is a proxy for credit risk 

• 𝐻𝑒𝑟𝑓𝑖𝑛𝑑𝑎ℎ𝑙 is a proxy for market 

competition/concentration 

• Split samples: 2007M1–2011M12; 2012M1–2017M12 

• Structural break in the series of the Herfindahl index 
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Results: aggregate distributional dynamics (2012–2017) 
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Results: aggregate distributional dynamics (2007–2011) 
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Results: bank-specific distributional dynamics (2015–2017) 
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Results: factors of client rates on consumer loans (2012–2017) 
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Results: factors of client rates on consumer loans (2007–2011) 
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Summary of results I 

• The location measures are strongly persistent in both 

time periods but no evidence for unit roots 

• None of the factors relevant in 2007–2011 

• Decreased market concentration (higher market 

competition) leads to lower client rates on consumer 

loans for both location measures in 2012–2017 

• The main factor behind distributional dynamics 

• In line with Van Leuvensteijn et al. (2013) 

• CNB (2017) reports that banks in the Czech Republic 

providing consumer loans have been forced to decrease 

their mark-ups on consumer loans since 2014 
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Summary of results II 

• Market rate (IRS7Y) is positively associated with the 

client rate on consumer loans for the mode measure in 

2012–2017  

• Accommodative monetary policy might have contributed to 

the shifts of the distribution to lower values in recent years 

• Size of the effect 

• 0.29 – the coefficient on IRS7Y (“short-term pass-through”) 

• 0.78 – the AR coefficient -> “long-term pass-through” might 

be (close to) complete 

• The evidence on the short-term pass-through consistent 

with the literature 

• Default rate not a significant factor in any regression 
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Robustness checks for 2012–2017 

• GMM estimator, baseline estimation + interest rate 

margin on mortgages, static model 

• Increased market competition is the major driver behind 

the decrease in the client rates on consumer loans 

• A proxy for monetary policy also has an effect, although 

only for the mean measure (GMM, static model) – not a 

particularly robust factor  

• Interest rate margin as an additional factor behind the drop 

in client rates on consumer loans 
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Conclusions 

• In recent years, most banks in the Czech Republic have 

started to provide new consumer loans with the fixation 

over 5 years for unprecedentedly low client interest rates 

• Decreased market concentration (increased market 

competition) and to some extent also accommodative 

monetary policy and changes in the market for housing 

loans and mortgages behind this development  

• Our results are in line with the international literature but 

are novel in the Czech context 
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Policy & research implications 

• Policy 

• Unprecedented development 

• Volume increasing, rates decreasing, the distribution of 

rates shifting to lower values 

• Interest rate income from consumer loans poses a 

significant share of profits of banks in the Czech Republic 

• A continuing pressure on the mark-ups (due to increasing 

market competition) might be a risk for their profitability and 

potentially also capital adequacy 

• Research 

• Take into account the term-structure dimension 

• Use distributional data if possible 
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The evolution of spreads 
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The evolution of market rates 
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Robustness check #1: system GMM 
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Robustness check #2: interest rate margin on mortgages 
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Robustness check #3: static model 
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Robustness check #4: static model + margin 
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