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ABSTRACT

Credit activities of banks are significantly conditioned
by the level of bank deposits as the main source of bank
financing, especially forbanks operatinginunderdeveloped
financial markets. A notably significant part of the bank
deposit base comprises household deposits, which in
the banking sectors of the Western Balkan countries
have a considerable share of total deposits. This paper
investigates the dependence of bank lending activities on
the total household deposits in the banking sectors of the
Western Balkan countries. The research was conducted
for the period from 2000 to 2021 for the banking sectors
in Republika Srpska and the Federation of Bosnia and
Herzegovina, for the period from 2002 to 2021 for the
banking sector in Montenegro and for the period from
2003 to 2019 for the banking sector in Serbia. The level
of total loans in banks represents the dependent variable,
while household deposits in the observed banking sectors
represent independent variables. This research has also
opened some new directions in research work in terms
of the intensity of the factors that can contribute to the
growth of household deposits as a source of financing
bank lending activities in the Western Balkan countries.

© 2024 ACE. All rights reserved

1. INTRODUCTION

Deposits, taken loans, issued debt and equity securities, and bank capital can be
used as sources of financing banking activities. In Western Balkan countries,
deposits are usually the most common source of financing banking activities,
while bank assets are mostly made up of loans which are one of the primary
sources of funding economic activities.
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Bank deposits can be owned by individuals, governments and government
institutions, financial institutions, non-profit organisations, public and private
companies and other entities.

This research pays special attention to the household deposits which are the
subject of deposit insurance and, as such, represent a stable source of financing
bank activities. More specifically, it studies the conditionality of bank loans on
household deposits as part of the total deposit potential. Deposits (especially, as
we will see, insured deposits) are a stable source of funding for banks.

In order to determine the dependence between changes in loans and household
deposits in banks, this paper researches how the level of loans in the banking
sectors of the selected Western Balkans countries changed in relation to household
deposits. The research covers the period from 2000 to 2021 for the banking
sectors of Republika Srpska and the Federation of Bosnia and Herzegovina, the
period from 2002 to 2021 for the banking sector of Montenegro and the period
from 2003 to 2019 for the banking sector of Serbia.!

This research aims to determine the correlation and degree of connection between
bank loans and household deposits in the selected Western Balkan countries.
The study proposes the hypothesis that loans in the observed banking sectors
are primarily conditioned by the changes in the level of household deposits. By
verifying the hypothesis above, this study paves the way for further research
directions. In addition, the findings from this paper can support decision-makers
by showing the importance of adopting measures that should contribute to the
growth of household deposits in banks and, thus, the bank credit potential.

2. LITERATURE REVIEW

Banks are the backbone of the economy. The simplest operational definition of
a bank is that it is an institution whose activities are related to granting loans
and receiving deposits from the public (Freixas & Rochet, 2008). By acting as
financial intermediaries, banks enable a smooth functioning of an economic
system. Financial intermediation represents intermediation between sectors
that have a surplus of financial resources (households, real economy, external
sources) and sectors that have a deficit of financial resources (households, real
economy, state) (Basic¢, 2012).

Constant banking activity manifests itself in the activities of accepting a deposit,
recording it and the obligation to return it. In terms of historically variable

1 For the banking sectors in Serbia and Montenegro, the research periods are somewhat shorter
due to the availability of comparable data, but still long enough to verify the hypothesis.
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features, the predominant ones are the change in the shape and requirements
of banking institutions, different subject of a bank deposit or the way in which
deposit safety is ensured (Miklinski, 2021).

Banks use their sources of financing to lend funds to those who need them. By
placing the aforementioned funds, banks build their own assets that can take
various forms, namely, liquid assets, loans, securities, tangible and intangible
assets and other forms of assets. That way, banks perform one of their fundamental
roles in financial markets: financial intermediation. Furthermore, bank credit
activities play a key role in determining the aggregate economic activity because
deposits are necessary for economic exchange and economic exchange is
required for production and consumption (Kumhof & Wang, 2021). The loan-to-
deposit ratio had a positive and significant effect on commercial bank deposits.
This result implies that when the loan amount is high, a large amount of money
circulates in the country. Therefore, this large amount of money in the country
can lead to an increase in commercial bank deposits (Teshome, 2017).

Deposits act as the driving force of bank lending (Disyatat, 2011) as banks
use deposits as a primary source of funding for their lending activities (Gobat,
2012). For commercial banks, deposits are generally considered as low cost
finances (Pitonakova, 2016). Empirical studies suggest that banks with larger
increases in deposits expand their credit activities (Carletti et al., 2021).
Economic development via real GDP has a consistent influence on bank
deposits, so policymakers must target it and concentrate on the interest rate and
the re-discount rate as significant instruments for monetary policy in attracting
deposits and funding loans (Saleh et al., 2023). A bank with insufficient deposits
to finance lending loans must rely more heavily on non-deposit sources of funds
whose availability and price are much more sensitive to changing economic or
financial conditions (Disalvo & Johnston, 2017).

On the other side, the problem of credit shortages may be due to significant
credit risks that banks are not willing to take (Vyhovska, Lysenok, Hranovska
& Krykunova, 2021). The loss reserve and the liquidity ratio have a positive
effect on total loan growth. From a macro perspective, the inflation rate has a
positive effect on the total loan growth rate, while the interest rate has a positive
effect on total loan growth rather than a negative effect (Chun & Ardaaragchaa,
2024). The factors that determine the level of credit growth in Indonesia are
deposit growth, the ratio of nonperforming loans in the previous year, the bank
capital adequacy ratio, GDP, real growth, and the Indonesian benchmark interest
rate (Jessica & Chalid, 2021). Some researchers demonstrate the reverse effect
between macroeconomic indicators such as GDP per capita, the ratio of loans
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to GDP, the ease of doing business index and bank loan rates (Ivakhnenkov,
Hlushchenko & Sverenko, 2021).

The importance of researching the bank deposit potential stems from the existing
literature and studies indicating the importance of deposits as a source of financing
for banks, i.e. the riskiness of the funding from non-deposit potential. Generally,
banking strategies that principally rely on attracting non-deposit funding are very
risky and require maintaining relations with rather complex nonretail customers
and capital market participants (Demirgii¢-Kunt & Huizinga, 2010).

Literature suggests that a decrease in bank financing from deposits, along with an
increase in market financing, represents a negative factor for financial stability.
Market funding has proved to be less stable than customer deposits, and reliance
on market funding has thus made the banks’ liquidity positions more vulnerable
to external shock (Berg, 2012). Access to core deposits insulates a bank’s cost
of funds from exogenous shocks that may be caused by external shocks in the
financial markets (Berlin & Mester, 1999). The banks that relied more on deposits
for their financing in 2006 fared better during the crisis (Beltratti & Stulz, 2012).

Many banks predominantly rely on household deposits as a primary source
of funding. In many economies, households are the sector that saves the most
(Fredriksson & Staal, 2021). At the bank level, focusing on retail deposits
(consisting of household deposits and small business deposits) can produce a
more diversified and stable funding base which is generally less sensitive to
market changes (Han & Melecky, 2013). At an individual and household level,
savings support stability thus contributing to the stability of the financial system
(Cull et al., 2012).

The research for Bosnia and Herzegovina shows that the representation of
household savings was not that significant before the financial crisis of 2007
and 2008 due to the free inflow of capital that opened up a wide credit facility
for banks. After the crisis, there was a change in the strategy of the banks in
the direction of paying more attention to mobilising the household savings
(Vladusi¢, 2010). Such trends have led to the fact that household deposits in
Bosnia and Herzegovina in recent years have made up a significant part of total
bank deposits. In the other observed Western Balkans countries, the share of
household deposits in total bank deposits is also substantial.

Several factors influence changes in the level of household deposits. For
instance, research in Croatia has confirmed that the level of household deposits
can be influenced by factors such as financial, social, psychological, political,
organisational and technical conditions of banks, among others. However,
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without attempting to undermine the importance of those factors in creating
household savings, the most significant role is played by the achieved gross
domestic product, directly or indirectly (Jurman, 2008).

Research results in Slovakia show that the real interest rate, the elderly dependency
ratio, inflation and gross disposable income boost up deposits, while income
growth reduces household deposits. Outcomes indicate that elder generation tends
to increase financial wealth in the form of bank deposits (Pitonakova, 2016). The
most important role in the formation of deposit resources of households is played
by the level of their income, namely the number of wages received by household
members (Dubyna et al., 2022).

Research conducted in Ukraine resulted in proposed measures to increase
household bank deposits, as follows: reducing unemployment; creation of
favourable conditions for increasing the average monthly salary in the regions
and modifying household spending to make savings; formation of an appropriate
interest rate policy aimed at actively attracting temporarily available funds of the
population to commercial banks (Kichurchak, 2021).

There is an interesting research that analysed the impact of remittances from
abroad on bank deposits. Remittances do not appear to promote utilising
financial services such as bank savings accounts. One possible explanation is that
remittances are spent on consumption rather than saved or invested. However,
fees for remittance services are an additional factor. Considering the high transfer
fees, poor migrants avoid using banks for money transfers (Cekrezi, 2022).

Previous research has shown a significant correlation between bank loans and
deposits, emphasising that bank deposits essentially determine credit activities.
The reverse effect of loans on deposits is not significant, suggesting it could be
that depositors do not hold their funds in banks due to their efficiency but due
to other factors such as security and specific benefits (Nguyen & Tripe & Ngo,
2018).

Research on developing countries has confirmed that bank deposits and loans
play a key role in the process of monetary transmission in the economy (Kassim
& Majid, 2009). Research in Republika Srpska has shown that there is a very
strong positive correlation between changes in the volume of bank loans and
changes in the gross domestic product (Curié, Popovi¢ & Basié, 2021).

The importance of the research on the relationship between loans and deposits is
also reflected in contributing to the findings of the earlier studies, which showed
that there is a causal connection between interest rates and the volume of deposits.
When interest rates are reduced, investors reduce their investment in deposits
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because their return on invested funds diminishes, and it is assumed that they
are looking for other investment opportunities (Ozen, Vurur & Grima, 2018.). In
such conditions, the reduction of the deposit base in banks has an impact on the
lending activities of banks which contribute to the economic development of a
country.

In case there is a decrease in the demand for deposits, not only do the costs of
bank financing increase, which directly decreases the supply of bank loans, but
it also decreases interbank lending, thus reducing the demand of companies for
loans (Berlin & Mester, 1999). Demand deposits, savings and time deposits,
according to the study and discussions, have a positive and significant impact
on the credit offer of Regional Development Banks in Indonesia (Zufikar, 2024).

Research at the European level has shown significant differences in loan-to-
deposit ratios in certain European countries, suggesting a different degree
of reliance on deposits as a source of bank financing in the countries of the
European Union. From 2007 to 2019, that ratio ranged between the minimum
amount of 0.75 (France, the Netherlands, Belgium) to the maximum amount
that Denmark, Sweden and Finland had, that is 2.87, 2.23 and 1.59, respectively.
Significant differences in the relationship between loans and deposits in European
countries suggest that the importance of deposits as the main source of financing
varies across banks in different European countries. Banks in the Scandinavian
countries prefer to provide significant sources of funding in the financial markets
rather than in deposits. Until the second half of 2008, the average loan-to-deposit
ratio of European banks grew, given that banks had considerable market funding
available for lending activities (Beijer, 2020).

3. DATA AND METHODOLOGICAL FRAMEWORK

In this research, multi-year time series data relevant to the applied methodological
framework were used. Sources of data on loans in banks and household bank
deposits, which are observed variables in this research, are the officially
published reports of institutions that supervise the operations of banks, i.e.
banking supervisory authorities.

Determining the interrelationships and relationships between two or more
observed phenomena is the subject of regression and correlation analysis, and
the goal is to quantitatively express the average ratio of the observed phenomena
if such a relationship exists. At the same time, the degree and direction of the
interconnectedness of the observed phenomena is expressed. If two phenomena
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are observed, then it is a simple regression and correlation analysis (Komic,
2000).

This paper determines the relationship between household deposits and total
loans using a simple linear regression analysis. Household deposits in banks
represent an independent variable, loans in banks are a dependent variable, and
they are observed in the aggregate amount at the level of the banking sector
of Republika Srpska, the Federation of Bosnia and Herzegovina, Serbia and
Montenegro. Therefore, there is a functional connection between household
deposits and total loans in banks and it is shown as:

Y=f(def ,X)

The simple linear regression model can be written as:
Y=B+Bx+e i=12,...N

Where:

Y: means dependent variable, in this analysis, total loans;

x: means independent variable, in this analysis, household deposits;
B, and B, are unknown constants or regression parameters;

¢, is a stochastic member or a disorder, or accidental error, and

N means the size of the base set.

The estimates of the parameters in the regression equation are obtained using the
least squares method (Lovri¢ et al., 2006), and it is shown as follows:

DY D XIN
Loy ()

b,=y—bx

0

The parameter b, shows the expected value of the dependent variable Y if the
independent variable X has the value of zero, while the parameter b, shows the
average change of the dependent variable with a unit increase of the independent
variable.
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For this analysis, the econometric program EViews was used. The obtained
coefficient of determination shows that the applied model is representative, that
there is a strong connection between the observed variables, and that the applied
model is good at forecasting trends.

4. RESULTS

Household deposits have the most significant share of total bank deposits in the
observed banking sectors. Table 1 shows graphs with the shares of household
deposits in total bank deposits.

Regarding the banking sector of Republika Srpska, a significant decrease in the
share of household deposits in total deposits occurred in 2007 (from 31% to
24%), following an increase in deposits of government institutions that resulted
from the sale of state-owned enterprises.?

As for the banking sector of Montenegro, more significant changes occurred
in 2017, when there was a decrease in the share of household deposits in total
deposits (from 53% to 38%). These changes were possibly influenced by the
introduction of temporary administration in two banks, which had significant
funds deposited by the citizens.® After 2017, the share of household deposits
in total deposits did not recover its share from previous periods. Excluding the
banking sector of Montenegro, in other sectors, it is evident that in recent years,
the share of household deposits in total bank deposits has been around 50% or
above.

2 During 2007, the deposits of government institutions increased by about 5 times or by 1.4 billion
BAM and the share of these deposits in the total deposits of the banking sector increased to 39%.
At the same time the share of household deposits decreased to 24% as of the end of 2007 in total
deposits (Report on the situation in the banking system of Republika Srpska for the period from
January 1, 2007 to December 31, 2007).

3 In the annual macroeconomic report of the Central Bank of Montenegro for 2017, the amount
of household deposits for 2017 was stated as EUR 1,705, but later in the report from 2018,
this data for 2017 was EUR 1,232 (https://www.cbcg.me/me/publikacije/redovne-publikacije/
makroekonomski-izvjestaj-cbcg/godisnji-izvjestaj). The assumption is that the changes were made
for the sake of easier data comparison, because in 2018, temporary administration was introduced
in two banks in Montenegro, which probably had an impact on a significant decrease in household
deposits within the banking system of Montenegro on the observed dates (www.cbcg.me/me/
javnost-rada/aktuelno/saopstenja/uvedena-privremena-uprava-u-atlas-i-ibm-banci?id=1452).
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Table 1. The graphs of the share of household deposits in total deposits
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Considering that household deposits as a source of financing banking activities

have a significant share in total bank deposits in the observed banking sectors
and that they form a safe deposit basis, this research analyses the impact of

4 Source: The reports on the situation in the banking system of the Republika Srpska (https://
abrs.ba/izvjestaji/), Information on subjects of the banking system of the Federation of Bosnia and
Herzegovina (https://www.fba.ba/bs/publikacije-subjekti-bankarskog-sistema-federacije-bosne-i-
hercegovine), The reports of the banking sector in Serbia (https://nbs.rs/sr/finansijske-institucije/
banke/izvestaji-i-analize/), Macroeconomic reports of the Central Bank of Montenegro (https:/
www.cbcg.me/me/publikacije/redovne-publikacije/makroekonomski-izvjestaj-cbcg).
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household deposits on credit activities. A regression analysis was performed for
household deposits and total loans in banks in selected banking sectors of the
Western Balkan countries.’

4.1 The impact of household deposits on the level of total loans in the
banking sector in Serbia

Graph 1 shows how the relationship between loans and household deposits in
the banking sector of Serbia moved over a sixteen-year period. During 2008 (last
quarter), when household deposits were significantly withdrawn from banks, the
loan-to-household deposits ratio increased sharply. There was a growth trend in
the ratio between 2008 and 2010, after which it decreased and, after a few years,
returned to the level before the financial crisis.

Loan-to-Household Deposits
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2.05 1.98
2.00 1.85 1 78

250 229 236

1.84
174 162 163 1.68 171 166
1.50

1.00
0.50

0.00
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Graph 1. The relationship between loans and household deposits (Serbia)
Source: Author’s analysis®

The extent to which household deposits determine loans is shown through
the results of regression analysis, which suggests that in the banking sector of
Serbia, 94% of changes in loans in banks are explained by changes in the level
of household deposits (2= 0.944). At the same time, the coefficient for the
independent variable shows that an increase/decrease in the level of household
deposits by one observed unit leads to an increase/decrease in the level of total
loans in banks in Serbia by 1.61 units. The regression equation of household
deposits and total bank loans is shown in Graph 2.

5 The choice of banking sectors of the Western Balkan that are included in this research was
influenced by the availability of comparable data.

6 Source: The reports of the banking sector in Serbia (https://nbs.rs/sr/finansijske-institucije/
banke/izvestaji-i-analize/).
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Graph 2. The regression equation of household deposits and total loans (Serbia)
Source: Author’s analysis’

4.2 The impact of household deposits on the level of total loans in the
banking sector in the Federation of Bosnia and Herzegovina

During 2008 (last quarter), the withdrawal of household deposits from banks
led to an increase in the loan-to-household deposit ratio in the banking sector of
the Federation of Bosnia and Herzegovina. After 2008, the ratio of the observed
variables gradually decreased and, in the short term, returned to the period before
the financial crisis (Graph 3).

Loan-to-Household Deposits
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Graph 3. The relationship between loans and household deposits
(Federation of Bosnia and Herzegovina)
Source: Author’s analysis®

7 Tbid

8 Source: Information on subjects of the banking system of the Federation of Bosnia and
Herzegovina (https://www.fba.ba/bs/publikacije-subjekti-bankarskog-sistema-federacije-bosne-i-
hercegovine).
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The regression analysis results show the similarity of the banking sectors of Serbia
and the Federation of Bosnia and Herzegovina when analysing the dependence of
loans on household deposits. The coefficient of determination of 94% (12=0.941)
for the banking sector of the Federation of Bosnia and Herzegovina is almost
equal to the coefficient of determination in the banking sector of Serbia. The
coefficient for the independent variable shows that an increase/decrease in the
level of household deposits for one observed unit leads to an increase/decrease
in the level of total loans in banks in the Federation of Bosnia and Herzegovina
by 1.39 units, which is lower compared to the banking sector in Serbia (Graph 4).

20,000
y=1.3894x +
1771.8 R2 = 0.9406
15,000 =
10,000 ), o
5,000
0 T T T T T 1

0 2,000 4,000 6,000 8,000 10,000 12,000

Graph 4. The regression equation of household deposits and total loans
(Federation of Bosnia and Herzegovina)
Source: Author’s analysis’

4.3 The impact of household deposits on the level of total loans in the
banking sector in the Republika Srpska

In the case of the banking sector of Republika Srpska the loan-to-household
deposit ratio was significantly higher than the ratio in the banking sectors of
Serbia and the Federation of Bosnia and Herzegovina, in previously observed
years. In the banking sector of Republika Srpska in 2008, there was a significant
increase in the loan-to-household deposit ratio conditioned by the withdrawal
of the deposits mentioned above from the banking sector in last quarter 2008
(Graph 5).

9 Ibid
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Graph 5. The relationship between loans and household deposits (Republika Srpska)
Source: Author’s analysis'®

Regression analysis shows that in the banking sector of Republika Srpska the
degree of dependence of loan changes in response to changes in household
deposits is lower (r>= 0.87) than in the case of the banking sectors of Serbia and
the Federation of Bosnia and Herzegovina. The coefficient for the independent
variable shows that an increase/decrease in the level of household deposits for
one observed unit leads to an increase/decrease in the amount of total loans in
banks in Republia Srpska by 1.31 units (Graph 6).
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Graph 6. The regression equation of household deposits and total loans
(Republika Srpska)

Source: Author’s analysis!!

In the case of the banking sector of Republika Srpska, a lower degree of
dependence of changes in loans with respect to changes in household deposits
can be found in the way the Investment Development Bank of Republika Srpska

10 Source: The reports on the situation in the banking system of Republika Srpska (https://abrs.
ba/izvjestaji/)
11 Ibid
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operates (IDBRS). IDBRS is a state development bank that partly invests its
own funds through banks as financial intermediaries in Republika Srpska. Such
a relationship between IDBRS and banks leads to the creation of obligations
of banks for loans taken from IDBRS as a significant source of bank credit
activities.'?

4.4 The impact of household deposits on the level of total loans in the
banking sector in Montenegro

In the banking sector in Montenegro, there was a sudden increase in the loan-to-
household deposit ratio in 2008, which resulted from a significant withdrawal of
household deposits in the last quarter of 2008. What distinguishes the sector in
Montenegro from the previously analysed banking sectors is that after 2016, there
was a significant increase in the loan-to-household deposit ratio, which remained
at such a high level in the following years (Graph 7). The earlier mentioned
temporary administration in two banks and the exclusion of household deposits
of those banks from the system could have impacted the above. Nevertheless,
the retention of the loan-to-household deposit ratio at a high level even after the
mentioned period indicates that banks did not manage to restore the ratio to the
level sustained before 2017 and that their activities are financed to a significant
extent from sources other than household deposits.
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Graph 7. The relationship between loans and household deposits (Montenegro)
Source: Aauthor’s analysis'®

12 The reports on the situation in the banking system of Republika Srpska (https://abrs.ba/
izvjestaji/).

13 Source: Macroeconomic reports of the Central Bank of Montenegro (https://www.cbcg.me/me/
publikacije/redovne-publikacije/makroekonomski-izvjestaj-cbcg)
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The regression analysis results show a lower degree of dependence of loans in
relation to household deposits (r>=0.85) in the banking sector of Montenegro
in relation to banking sectors in Serbia and the Federation of Bosnia and
Herzegovina (Graph 8).
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Graph 8. The regression equation of household deposits and total loans (Montenegro)
Source: Author’s analysis'*

5. DISCUSSIONS

Modern times are characterised by doing business in an environment full of
uncertainties. The risks are high, making bank operations in such conditions
difficult. Inadequate risk management can lead not only to the deterioration of
the quality of the banking sector but also to the scenario of bank failure and the
negative consequences of such events on the entire economic development of
countries.

For instance, the global financial crisis of 2007 and 2008 led to significant
losses in the banking sector, bank failures, and macroeconomic problems such
as recession in certain countries. The crisis also led to the deterioration of global
liquidity conditions and the problem of the lack of sources of funding for banks.
The lack of appropriate sources of financing prevented the necessary level of
credit activities and caused additional negative consequences for the country’s
economic development.

On the one hand, there are different types of sources of bank financing, such as
deposits, loans taken, securities issued and bank capital. On the other hand, the

14 Ibid
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bank assets financed from the mentioned above sources can also take different
forms, such as liquid assets, loans, securities, tangible and intangible assets, and
other types of assets.

Traditional banking is usually explained as bank credit activities and their
financing from deposit potential. The percentage of lending from deposits can
differ significantly both between banking sectors in individual countries and
between banks themselves. Research has shown that the average loan-to-deposit
ratio in 10 European countries in the period 2008-2019 is 1.23, with significant
differences across countries. The largest loan-to-deposit ratio is in the banking
sectors of the Scandinavian countries, exceeding 2 (Beijer, 2020).

Comparing the observed countries of the region, we can see that these amounts
are significantly lower compared to the European average, especially compared
to the Scandinavian countries. In the observed periods for Serbia, Republika
Srpska, the Federation of Bosnia and Herzegovina and Montenegro, the average
loan-to-deposit ratio was 0.96, 0.88, 0.84 and 0.98, respectively'. The above
indicators confirm that the observed banking sectors of the Western Balkan
countries finance their credit activities for the most part from the deposit potential.

Furthermore, it is important to note that household deposits represent a significant
part of the total bank deposit base in the observed countries of the Western
Balkan, which suggests the importance of these deposits as a source of financing
for banks. Therefore, this paper additionally researched the correlation between
household deposits and total loans in the banking sectors of the Western Balkan
countries.

Previous research on the banking sector of Bosnia and Herzegovina has shown
that two key elements are crucial for citizens when deciding to invest funds in
a bank. These elements relate to the reputation of the bank and the interest rate.
Another important factor, which also represents a certain type of macroeconomic
measure, is the existence of deposit insurance (Kruni¢, 2016). The factors that
can also affect the growth of household deposits in banks refer to the trust that
depositors have in banks, but also in institutions that are members of the financial
safety net responsible for preserving financial stability.

15 Source: The reports on the situation in the banking system of Republika Srpska (https://abrs.
ba/izvjestaji/), Information on subjects of the banking system of the Federation of Bosnia and
Herzegovina (https://www.fba.ba/bs/publikacije-subjekti-bankarskog-sistema-federacije-bosne-i-
hercegovine), The reports of the banking sector in Serbia (https://nbs.rs/st/finansijske-institucije/
banke/izvestaji-i-analize/), Macroeconomic reports of the Central Bank of Montenegro (https://
www.cbcg.me/me/publikacije/redovne-publikacije/makroekonomski-izvjestaj-cbeg).
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This study also points to future research directions regarding the intensity of the
effect of interest rates on household deposits, as well as the conditionality of
the growth of household deposits by the level of insured deposits in the banking
sector.

The growth of the state’s wealth observed through the growth of the gross
domestic product can be a factor in the growth of household deposits in the
banking sectors, and the degree of this dependence is also an area for further
research.

6. CONCLUSIONS

Financial intermediation is one of the basic activities of banks. This activity
implies that banks collect funds from those who have surplus funds and distribute
them to those who need these funds. Funds collected from those who have
surpluses are bank financing sources, and in countries where financial markets
are not developed, they usually appear in the form of deposits. On the other hand,
placement of funds to those who need these funds most often appears in the form
of loans.

This paper studies the relationship between household deposits as a source of
bank financing and loans as a form of bank placements in the banking sectors of
some Western Balkan countries. The research confirmed a significant correlation
between household deposits and total loans in the mentioned banking sectors.
This dependence is higher in the banking sector of Serbia and the Federation of
Bosnia and Herzegovina but less so in the banking sectors of Republika Srpska
and Montenegro. The lower dependence between household deposits and loans
in the banking sector of Republika Srpska is explained by the fact that loans in
the banking sector of Republika Srpska are partially financed from the funds of
the Investment Development Bank of Republika Srpska.

The correlation between household deposits and loans in the banking sectors is
particularly important for research since the last decade has been characterised
by a significant share of household deposits in the total deposits of the banking
sectors of the Western Balkan countries.

From a long-term perspective, household deposits are, by their very nature, a
stable source of financing banking activities, which is why it is important to
strengthen the factors that lead to the growth of these deposits.

The main results of this research confirmed that changes in household deposits
significantly condition changes in total loans. Such results suggest that
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policymakers should conduct further research regarding the type and significance
of factors that can contribute to the growth of household deposits and, thus,
greater credit activities.
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APPENDIX
APPENDIX 1: Household deposits and total bank loans'®
Republika Srpska (in thousands of BAM)

HOUSEHOLD DEPOSITS (X) LOANS (Y) Y/X
2000 54 344 6.37
2001 112 377 3.37
2002 146 523 3.58
2003 227 728 3.21
2004 374 1,033 2.76
2005 554 1,509 2.72
2006 801 2,036 2.54
2007 1,095 2,720 2.48
2008 1,128 3,606 3.20
2009 1,254 3,700 2.95
2010 1,479 3,805 2.57
2011 1,690 4,149 2.46
2012 1,932 4,547 2.35
2013 2,217 4,876 2.20
2014 2,381 4,733 1.99
2015 2,643 4,847 1.83
2016 2,806 4,559 1.62
2017 3,083 4,870 1.58
2018 3,393 5,006 1.48
2019 3,690 5,463 1.48
2020 3,856 5,494 1.42
2021 4,180 5,705 1.36

16 The reports on the situation in the banking system of Republika Srpska (https://abrs.ba/
izvjestaji/), Information on subjects of the banking system of the Federation of Bosnia and
Herzegovina (https://www.fba.ba/bs/publikacije-subjekti-bankarskog-sistema-federacije-bosne-i-
hercegovine), The reports of the banking sector in Serbia (https://nbs.rs/sr/finansijske-institucije/
banke/izvestaji-i-analize/), Macroeconomic reports of the Central Bank of Montenegro (https:/
www.cbcg.me/me/publikacije/redovne-publikacije/makroekonomski-izvjestaj-cbcg).
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Federation of Bosnia and Herzegovina (in thousands of BAM)

HOUSEHOLD DEPOSITS (X) LOANS (Y) Y/X
2000 482 1,308 2.71
2001 1,334 1,724 1.29
2002 1,482 2,691 1.82
2003 1,737 3,450 1.99
2004 2,173 4,423 2.04
2005 2,717 5,545 2.04
2006 3,403 6,820 2.00
2007 4,202 8,875 2.11
2008 4,182 10,434 2.49
2009 4,507 9,797 2.17
2010 5,145 9,982 1.94
2011 5,531 10,488 1.90
2012 5,933 10,666 1.80
2013 6,366 10,852 1.70
2014 6,863 11,170 1.63
2015 7,465 11,611 1.56
2016 8,155 12,270 1.50
2017 8,501 13,179 1.55
2018 9,071 14,326 1.58
2019 9,877 15,221 1.54
2020 10,237 15,255 1.49
2021 10,833 15,891 1.47

Serbia (in millions of RSD)

HOUSEHOLD DEPOSITS (X) LOANS (Y) Y/X
2003 84,795 194,295 2.29
2004 126,687 298,497 2.36
2005 212,293 434,527 2.05
2006 294,269 545,481 1.85
2007 428,220 760,905 1.78
2008 466,956 1,027,581 2.20
2009 614,700 1,406,600 2.29
2010 779,100 1,840,600 2.36
2011 837,600 1,837,100 2.19
2012 969,900 1,923,100 1.98
2013 1,023,000 1,880,700 1.84
2014 1,095,500 1,902,155 1.74
2015 1,131,500 1,836,685 1.62
2016 1,209,800 1,972,815 1.63
2017 1,223,000 2,053,649 1.68
2018 1,329,100 2,267,162 1.71
2019 1,481,200 2,456,884 1.66
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Montenegro (in thousands of EUR)

HOUSEHOLD DEPOSITS (X) LOANS (Y) Y/X
2002 22 125 5.68
2003 45 201 4.47
2004 79 282 3.57
2005 176 376 2.14
2006 499 847 1.70
2007 1,010 2,246 2.22
2008 857 2,798 3.26
2009 843 2,398 2.84
2010 952 2,200 231
2011 1,034 1,956 1.89
2012 1,147 2,342 2.04
2013 1,238 2,414 1.95
2014 1,332 2,367 1.78
2015 1,440 2,386 1.66
2016 1,534 2,416 1.57
2017 1,232 2,701 2.19
2018 1,328 2,929 2.21
2019 1,317 3,062 232
2020 1,254 3,159 2.52
2021 1,443 3,360 2.33

YTUIAJ JEITIO3UTA CTAHOBHUIITBA HA KPEJIUTHE
AKTUBHOCTHU BAHAKA: 1IOKA3HU U3 OJABPAHUX
3EMAJBA 3AITATHOI' BAJIKAHA

1 T'opana Kpynuh, Arennuja 3a ocurypame aemnosura bocue n Xepuerosune, bocna u
XepueropuHa

CAKETAK

KpemurHe akTHBHOCTH OaHaka Cy 3HA4YajHO YCIIOBJbEHE HHBOOM OaHKApPCKHX
JICTIO3UTa Ka0 OCHOBHOI M3BOpa (pMHAHCUpama, MOrOTOBY KOja OaHaka Koje
MOCNyjy y HEIOBOJBHO pa3BUjeHMM (UHAHCHjCKUM TpxuiTUMa. [loceOHO
3HauYajaH JU0 JCIMO3WTHE OCHOBE OaHaKa YWHE JEMO3UTH CTAHOBHHIITBA KOjU
y OaHKapCKUM CEKTOpHMa JpraBa 3amaaHor bajkaHna umajy 3HauajaH yauo y
YKYITHUM JeTIO3UTHMA. [IpeIMeT OBOT HCTPaXKMBarha j€ YTBPHBarbe 3aBUCHOCTH
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KpEAUTHUX AKTUBHOCTU Oanaka Yy OAHOCY Ha JACMO3UTE CTAaHOBHUIIITBA
y OaHKapcKHMM CeKTopuMa JpkaBa 3ananHor bankana. HcTpaxkuBame je
cnposezieHo 3a nepuog 2000-2021. rogune 3a 6aHKapcke cekTope y Pemyonuiu
Cprckoj u Denepanuju bocue n Xepuerosune, 3a nepuox 2002-2021. ronune 3a
bankapcku cextop y LpHoj ['opu u 3a nepuox 2003-2019. ronuue 3a GaHKapCKu
cextop y CpbOuju. HuBo ykynmHux kpenuta y 6aHkama je oapelen xao 3aBucHa
Bapujabma, JOK Cy JEMO3UTH CTAHOBHUINTBA Yy IOCMAaTpPaHUM OaHKapCKUM
cexkropumMa ofipeljeHu kao He3aBUCcHA Bapujadiia. OBO HCTPAKUBALE j€ OTBOPHIIO
Y HEKe HOBE IPaBIle UCTPAXKMBAYKOT pajia y TIOMNIEAy HMHTEH3HUTETA JIjelIOBaAmbha
(axropa Koju MOTY Ja JOTPHHECY PACTy JEMO3UTa CTAHOBHHUIIITBA Ka0 U3BOpa
¢uHaHCHpama KPeJUTHUX aKTUBHOCTH OaHaka y JprkaBama 3anaaHor bankaHa.

KibyuHe pujeuu: 6anxapcxu oeno3umu, 6AHKApCKu 0eno3umu CMaHoSHUUMEda,
banKapcke KpeoumHe aKmugHOCMU.
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