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Motivation

Big Picture

Deposit Insurance (DIS) and regulatory dilemmas: Public con�dence
vs. bank moral hazard incentives

This study

The dark side of Deposit Insurance in tight deposit market

Unique data on deposit terms for Insured and Uninsured deposit
products

Aggressive deposit-taking and regulatory dilemmas
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Chernykh and Cole (JBF, 2011); Karas et al. (JMCB, 2012) study
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Acharya and Mora (2012) document that �nancially constrained
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Russian DIS as a case study

1 The "bright side" of the de novo DIS in Russia introduced in 2004

Between 2004-2012 the total volume of household deposit grew from 2
to 13 trillion RUB, while Household deposits/GDP grew from 12 to
22%

2 During 2011-2012 due to European debt crisis the Russian banking
system is e¤ectively cut-o¤ from the international capital markets

Russian banks �nance only about 1.6% of assets through bonds with
bond yields averaging 8.6% in 2011

3 The "dark side" of DIS. Due to high domestic credit demand in the
household sector banks extend risky loans and aggressively compete
for domestic deposit funding

In January 2011-October 2012 period the total volume of loans to
households grew by 75.6% from 4.08 to 7.18 trillion rubles
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Russia DIS as a case study

The Central Bank introduced two policy measures to mitigate the
moral hazard problem of banks

1 In July 2009 it introduced the implicit interesting rate ceiling by
recommending banks to avoid setting the deposit rate above the
benchmark which is the average rate among the Top-10 banks+1.5%

2 In August 2010 it also introduced the monitoring of deposits volume in
aggressive deposit-taking banks if: (1) Household deposit/Asset >
25% and (2) Banks increase the volume of total deposits at a rate that
exceeds the local market rate by more than 1.3 times
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The data

Sample period: Apr 2011 - Feb 2012 (monthly)

Deposit-level data:

Source: Yandex.ru (NASDAQ: YNDX)

N = 78,959 monthly obs. of deposit products

Insurance status: above or below RUB700K

N = 371 unique banks (97% of deposit market)

Bank-level data:

Source: Central Bank of Russia disclosures

Monthly data on banks�balance sheets
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The data

Besides the exact deposit rate, deposit size and maturity, each deposit
product data contains 13 non-price contract terms in each sample
month, such as:

1 Add money option and/or partial withdraw option
2 Early termination privileges
3 Cross-selling with investment and insurance products
4 Multicurrency conversion
5 Interest rate compounding option
6 Internet access
7 Seasonal o¤erings
8 Targeting special socioeconomic groups (pensioners, veterans, etc.)
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The raw data example of the VTB24 bank
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Distribution of Household Deposits by Deposit Size
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Mean Interest Rates on Insured vs. Uninsured Deposits:
Study sample of 78,959 deposit products in 371 Russian
banks (Apr 2011 �Feb 2012).
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Bank-level data summary statistics
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Empirical speci�cation

We focus only on the cross-sectional variation and collapse the time
dimension (April 2011 �February 2012) of our panel by
�cross-sectionalizing� the data at the bank-deposit contract level

In all model speci�cations, the dependent variable is the deposit
product interest rate

1 We run separate regressions for insured and uninsured deposits on the
Full sample of banks and on a subsample of banks which are de�ned as
being aggressive on the deposit market according to the CB guidelines

2 We interact all major bank characteristics with the Uninsured deposit
product dummy variable
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Deposit product terms and deposit pricing: product level results
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Deposit product terms and deposit pricing: bank level results
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Speci�cation with an interaction terms

The next set of regressions are run on the whole set of deposit
products (insured and uninsured) with inclusion of the interaction
term for the insurance status dummy

The estimates for the deposit product variables are skipped

For robustness we run regressions on di¤erent subsamples of banks

Chernykh and Sokolov (Clemson and HSE) Deposit Insurance and Deposit Products HSE-LFE, Moscow, 2012 17 / 20



Speci�cation with an interaction terms

The next set of regressions are run on the whole set of deposit
products (insured and uninsured) with inclusion of the interaction
term for the insurance status dummy

The estimates for the deposit product variables are skipped

For robustness we run regressions on di¤erent subsamples of banks

Chernykh and Sokolov (Clemson and HSE) Deposit Insurance and Deposit Products HSE-LFE, Moscow, 2012 17 / 20



Speci�cation with an interaction terms

The next set of regressions are run on the whole set of deposit
products (insured and uninsured) with inclusion of the interaction
term for the insurance status dummy

The estimates for the deposit product variables are skipped

For robustness we run regressions on di¤erent subsamples of banks

Chernykh and Sokolov (Clemson and HSE) Deposit Insurance and Deposit Products HSE-LFE, Moscow, 2012 17 / 20



Regression with bank level interactions (product level regressors are not presented)
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Preliminary conclusions

Using detailed data from 80,000 household deposit products, we
document that banks use a broad variety of price and non-price
contract terms to compete in tight deposit markets

Consistent with the market discipline hypothesis, we �nd that interest
rates on uninsured deposit products are sensitive to bank risk pro�les
while the interest rates on insured deposits are driven mostly by the
product-level characteristics

From a regulatory perspective, our �ndings suggest that the deposit
rates monitoring and the deposit rate ceiling for preventing insured
deposit accumulation by risky bank could be ine¤ective as banks can
substitute price for non-price deposit contract terms
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