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PREFACE 
 

The 7th International Conference on “Financial Markets within the Globalization of World 

Economy” was held on May 28. - 29. 2015 in Prague (Czech Republic). The theme of this semi-

annual conference was devoted to the present role of financial markets in the environment 

created by the process of globalization and its influence on financial markets development. 

The conference was held under the auspices of the Governor of the Czech National Bank 

(CNB) Miroslav Singer and rector of the University of Finance and Administration 

Bohuslava Šenkýřová. The conference key speaker was Pavel Řežábek, member of the CNB 

Bank Board. The conference language was English. 

The information on the conference was published on the University of Finance and 

Administration on its webside in English and in Czech (http://www.vsfs.cz/financnitrhy). 

Review process included at the first stage blind reviews of abstracts and at the second stage 

blind reviews of all accepted papers.  This Conference Proceedings include 28 selected papers. 

The conference offered to the conference participants from different countries and institutions 

the possibility of scientific discussion and the exchange of knowledge. The main goal 

of the conference was to assess key problems of the situation on financial markets in the Czech 

Republic and in the world and to analyse the presumable short-term and medium-term 

development of financial markets. 

The plenary session was opened by Petr Budinský, vice-rector of the Universityof Finance and 

Administration. The key note speech was given by Pavel Řežábek, member of the CNB Bank 

Board, on the role of Financial markets in global economy. His introductory presentation 

aroused great interest of the participants of the conference. In the last decades, the development 

of financial markets has accelerated, which generally led to higher risks. The role of central 

banks markedly increased and in the foreground of their activities we can find measures 

allowing the control of financial stability. However, the higher significance of the regulation 

brings about higher risks connected with low interest rates and risks induced by quantitative 

release. 

According to the conference programme 22 conference papers were arranged into three blocks 

and discussed on the conference plenary session; 6 papers were discussed separately on 

the students’ section to offer more time to the speakers. 

The conference agenda focused on the following main topics: 

Block 1 (General Issues of Financial Markets) Tadeusz Sporek (Poland) dealt with 

contemporary approaches towards the evaluation of the development of the globalization. 
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Conceptin this interesting paper on globalization and analysed the strong points of the recent 

papers of Polish authors related to these issues. Mojmír Helísek´s paper attracted considerable 

attention by indicating that the introduction of the euro is not possible without the consent 

of the relevant state. He also presented a comprehensive analysis of the development 

of the question related to the introduction of the euro in the Czech Republic since joining 

the EU and stressed that the negative approach towards the euro is mainly caused by political 

reasons anchored in the past. A presentation of Radim Valenčík, and the team of authors (Jan 

Červenka, Ondřej Černík and Jiří Mihola) received a positive response. Based on 

the application of the theory of cooperative games it presented an original interpretation 

of the evaluation of financial markets based on the model of supply and demand of investment 

opportunities and investment means on the financial market. 

Block 2 (Individual Segments of Financial Market) Petr Budinský analyzed the current 

situation of financial markets. He mainly focused on the diverse development of bond markets, 

stock market, oil market and observed changes in the sovereign rating of individual countries. 

During the assessment of the impacts of the so-called quantitative release he stressed some 

opposing effects of this process. Vladislav Pavlát focused on theoretical possibilities 

of the analysis of financial markets infrastructure which needs to be viewed as a complex 

system. His presentation also analysed the relationship between selected international 

organizations operating in the area of financial markets infrastructure. 

Block 3 (Regulation of Financial Markets) Malgorzata Dziembala (Poland) focused 

on the impact of the economy crisis on the economy of EU countries and presented an analysis 

of the cohesion funds of the European Union concluding that without their application 

the impacts of the crisis on individual states would have been far more radical. Otakar 

Schlossberger presented a comprehensive paper on the regulation of payment services 

in Europe where he analysed the current regulation of payment services in the Czech Republic 

in comparison with anticipated changes implemented as a result of the new EU Directive which 

shall allow higher quality and availability of payment services for general public. Jaroslav 

Vostatek in his paper critically approached the topic of current discussion issues of social 

models of pension savings and insurance and concluded that the pillars of pension funds 

urgently need reforms; some of the existing proposals are chaotic and non-transparent. 

 

Prague, September 2015 

Vladislav Pavlát and Otakar Schlossberger (editors) 
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FUNDAMENTAL CHARACTERISTICS OF THE NEW 

PARADIGM OF FINANCIAL MARKETS 

RAFIK BEDRETDINOV –  ŠTĚPÁNKA  HRONOVÁ  

Abstract 

The aim of the paper is an analysisof the search for a new financial markets’paradigm. The 

investigation of market structures and functions is followed by characteristics of the current 

paradigm (effort to achieve balance). The authors try to characterise and analyse 

the main assumptions and reasons why the search for a new paradigm started. The basis 

of the paper is to research the essence and the characteristics of the emerging new paradigm 

of financial markets. 

Keywords 

Idea of balance, A. Smith´s invisible hand, Cournot - Marshall partial equilibrium, general 

equilibrium theory of Walras, criticism of the static principle, fractal theory 

JEL Classification 

G01 

Introduction 

In the previous article [1, 2] we were examining the current state of financial markets and we 

defined the necessity of changing the current economic paradigm. Now, we are interested 

in the attributes which such a new paradigm shall have. 

The dominant model of thinking (in other words - a paradigm) sets a certain scheme and points 

out successes as well as limits of our present options in cognition of reality. It is possible to say 

that the paradigm performs a specific selection, a choice of the current information 

in accordance with overall direction of modern thought processes. At the same time, new 

knowledge - which does not correspond with the existing theories - digresses. Consequently, 

we are literally losing the ability to perceive new, atypical phenomena. Current limitations 

prevent us from seeing new markets, strategies, ideas, possibilities and opportunities. To be 

able to see clearly and distinctly, it is necessary to rebuild consciousness; in particular, to 

change the paradigm. 

1 Lessons from History 

When we turn to history, we can see that all great scientific discoveries and technical inventions 

were accomplished as a result of having refused the conventional stereotypes of thinking. Past 

experience sooner or later loses its topicality and current status. Such a situation has occurred 

several times during the evolution of human cognition. Therefore, in order to understand and 
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accept the new situation, the transformed reality, it is necessary to find a new approach, a new 

paradigm. 

For almost 24 centuries (starting with Aristotle), the mankind has presumed and supposed up 

to the present day that in the economy and on the financial markets in particular, such 

a paradigm has to dominate which would approve of the fact that all markets are aiming at 

balance/ equilibrium. This idea found its clear reflection in the major economic policies and 

concepts (Cournot - Marshall partial equilibrium or Walras aggregate equilibrium). But to what 

degree is this reputable draft corresponding to the reality? What possible reasons are to name 

that would prove why and how the given paradigm arose? 

1) The first notion which made a base for the idea of balance, was a conception of such a state 

of an economic system that would allow the system to stay vital, stable, and at the same 

time unchanging. 

2) An intuitive concept of balance is - by almost all economists - reduced to the following 

allegation: some forces exist (for example, the supply and demand) acting in antithetical 

directions among which a compromise or a balance will be established sooner or later.   

3) A basic draft evoking the rise of the paradigm of balance was a mechanism of an invisible 

hand (originally described by A. Smith), disclosing self-regulating properties of the market 

economy (redounded by the general equilibrium theory of L. Walras). These ideas formed 

the basis for the theory of competitive equilibrium which is now understood as a starting 

point for the analysis of the entire economy.  

4) Balance as a category can be easily expressed mathematically. Firstly, as an intersection 

of the supply and demand, secondly as a result of an optimization of the economy. The 

balance as such became to serve as a countdown point, a warranty of scientism and verity 

of any economic research. Economic science found its sense in searching for formal 

methods to prove the existence of the balance, describing conditions for the rise 

of steadiness (for example, Pareto Effectiveness of Equilibria), and interpreting the states 

of balance. These directions of cognition were and are the distinguishing symptoms 

of the 'strict' and authentic economic theory. 

Nevertheless, in the course of time, in a process of deepening the understanding 

of the equilibrium theory, many conceptual problems arose, which were substantial for 

development of the economic science and, at the same time, these ills were undermining 

the steadfastness of the prescribed postulate, namely: 

 It is very rare to observe balance/ equilibrium in real life – market prices and demand 

quantity have a peculiar propensity to oscillate. 

 The most important problem of the given concept is its fundamental inclination to 

the static principle. An analysis of economic conditions in the short and long term was 

proposed as a possibility to overcome the above unfortunate phenomenon. A temporary 

balance proposed by J. R. Hicks is a bridge connecting these two periods [2, 374]. 

 The essence of the problem lies in the fact that the concept of balance does not make sense 

if it cannot be explained how and why economic processes come to the equilibrium over 

time. Although it is impressive, the web model does not necessarily have to correspond to 
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reality. A pivotal role in this dilemma should have been played by the concept 

of expectation (M. Friedman and R. Lucase jr.) that is associated with time characteristics 

in economic theory, which, as it seemed, makes it possible to “dynamise” the theory 

of equilibrium. However, what does this lead to? We are interpretingeconomic changes with 

the help of the above mentioned artificial apparatus and only post factum. So, heuristic 

value of such a theory is rather doubtful.   

 And that is not all. The paradox of the equilibrium situation lies in the fact that 

in the balanced system, in which the economic entities perceive and accept prices as given, 

almost nothing can happen. So that we might explain the variability of prices and their 

dynamism, it is necessary to introduce a special, additional mechanism, such as 

the “invisible hands” by A. Smith or auction markets by L. Walras, tuning the prices – 

instead of the market! – in response to surplus of demand or supply. What is the sense 

of seeking an equilibrium as a state of a market, if a market factor leading the system 

towards the balance is missing? 

On the basis of the above, it is possible to assert that the term balance is often understood as an 

intellectual construction, and thus – it is given a role of a cognitive tool rather than 

a certain actual state of things which should be described and explained. In other words, 

the notion of balance itself stays a special theoretical creation of speculative nature. 

If we criticise the current paradigm, we should suggest some solutions. 

2  Possible Solutions 

If there is an antagonism between the reality and the theoretic construction (the paradigm), then 

in order to deepen our knowledge and use adequate practice, it is advisable to change 

the existing theory. Therefore it is supposed that when the dominant paradigm is exchanged, 

a breakthrough in science can occur. Change of the “paradigm of balances” must take place as 

a result of fracturing the existing worldview only when economists are convinced that 

the existing concept does not reflect reality. G. Soros [3, 67] proposes to simply surrender 

the paradigm of balances. According to him: “a conception of the financial markets which are 

being able to regulate themselves and inclining to balance, stays a dominant paradigm which 

makes a base for various synthetic instruments and evaluation models, playing a dominant role 

right on financial markets. It is possible to claim that the existing dominant paradigm is false 

and there is an urge for replacing it by a new one.” [4, 25]. 

The overthrow of the existing views and traditions draws a revolution in knowledge, increases 

knowledge and helps to move forward. As at every turning point, such a change meets powerful 

resistance from conservative forces, interested in maintaining the current system of world 

views. Conservative thinking is comfortable, it refuses a revaluation of a going conception; it 

matches standards of usual thinking. Rebuffing new ideas is often built upon the argument that 

the old theory has been consecrated by decades, sometimes centuries and that it became 

a tradition. This way of thinking cosily naturalized in consciousness of people, who prevent it 

to be accepted and who face changes perseveringly. Therefore, even in the current economic 

science it is very difficult to give up the paradigm of balance. 
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3 Paradigm of Balances and Fractals 

For a start we have to understand, and accept an idea that the new paradigm exists. Only so we 

will be able to affect it and – if necessary – replace it by another. It is not odd to ask, what can 

be the new economic paradigm? G. Soros sees it in a form of reflexivity (theory of reflexivity) 

[5, 41]. Its principle can be described as follows: a priori and synchronously an object and 

a subject are changing and transforming, i. e. the identifying, variable subject reflects 

the dynamic object. To obtain the determined result, a function must have an independent 

variable, but in our case the independent variable is one of the functions and depends upon 

transformations of the second one. Instead of a determined result, we have a mutual interaction, 

whereof the situation itself, andthe thinking of participants are depend variables. A primary 

change speeds an entrance of other changes, both in the situation and in opinions of participants 

alike. I call this mutual interaction reflexivity (accented by R. B.). At the same time I use 

the word reflexivity by which the French mark a verb, a subject and an object which are 

in agreement. With the use of a simple mathematical apparatus, it is possible to introduce 

the reflexivity as a few recursive functions (emphasized by R.B.) The recursive functions is 

such which entails a function containing itself or referring to itself: y=f(x)   x=g(y) that is why 

y=f[g(y)]  x=g[f(x)]. 

“This is a theoretic rationale of my approach. Two recursive functions do not lead to balance, 

but to a never terminated process of changes.” [6, 149] 

The above listed opinion is an interesting attempt to express economic processes with the help 

of recursive (self-similar) functions. Here however, a question is rubbing in on how to capture 

and display this endless process of changes? For instance the Forex market – there it is possible 

to catch a sight of the fact that everything depends on our contemporary standpoint, i. e. in what 

way we are recognizing and learning about a given phenomenon. If we endeavour for linearity, 

then we will not see the real market, but a mere process of chaotic transformations. Our 

purpose, however, is to find a fixed point of our approach to Forex. This time, a fractal theory 

can help us. 

Definition of fractal was brought by B. Mandelbrot, and it is as follows: "Fractal is a structure 

consisting of parts that in a certain sense resemble the whole" [7, 254]. B. Williams said about 

the importance of fractal: “…fractal analysis held a real coup in science; it is a new paradigm”. 

[8, 38]. 

The basic idea of this new paradigm is the argument that for the development of economic 

system and its existential retention it is necessary to be far from a state of equilibrium. 

An illustrative example: in human organism, thousands of self-similar structures exist, ones, 

from of which they wither away and die, and the others on contrary. If organisms wooed for 

balance, they would evidently fail to retain viability in variable conditions of the surrounding 

world. An organism permanently adapts to varied conditions of the environment and other 

changes in their surroundings, which never aims at finding balance. The same situation appears 

in economy, where existence all sorts of general trends (supply and demand) makes it possible 
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for the system to develop and to be far from the balance. Crisis on one of the factors (for 

example demand) does not necessarily lead to bankruptcy of the second factor, and system will 

exist henceforth. 

Benoit Mandelbrot and another scientist Ilya Prigogine discovered that on the borderline 

of conflicts of the opposite trends, there is no birth of chaotic, mixed structures, as set up earlier, 

but that there is a structure of a higher level which appears spontaneously. Not only that 

the constitution of those textures mismatch, and does not correspond to schemes by Euclid and 

Newton, but that a new type of arrangement appears, that is not static, but dynamic. 

Now we consider a simple example. Any pair of market forces has its own structure, form and 

movement trends. The question arises: can we determine the exact dimensions of evolution 

of the above pair? Apparently, it is very difficult for us to say which direction and at what speed 

they will move (although we can predict the speed, if information about the goods, costs for 

advertising and technological advances is available). At the same time, however, we clearly 

know that the early demand will grow, its growth will slow down and eventually it may even 

stop. All of these parameters directly depend on the extent to which the goods meet the needs 

of customers, the extent to which advertising is effective, etc. If you know of all the above 

parameters, we can more or less predict the certainty with which the goods will be bought. 

However, we do not know where and how the demand will move. 

Conclusion 

Today's trading methods and even the interbank foreign exchange market are mainly based on 

a linear basis: certain changes one independent variable must match the corresponding changes 

of a different dependent variable. Although many examples of the linearity of our world can be 

traced, whole nature cannot be gripped into the framework, rigorous or harmonious, but 

unfortunately a too ideal scheme. Linear system is not able to describe a sharp rise, saturation, 

or oscillations of demand and supply. There is nothing except for a steady and continuous 

growth, or equally balanced and equally perpetual decline. Linear paradigms posit that without 

external influence any system, including the currency market is heading towards 

the equilibrium: demand equals supply, everything is stable, and the disturbing trends do not 

appear. But it is not so far. If the market does not undergo deformations from the outside, it will 

operate and evolve anyway. It will develop mainly chaotically and in directions that it will put 

in order through systems that were extracted from its past. This means that the economy and 

the market are not directed towards equilibrium, but develop on the basis of the theory 

of fractals. 
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THREATS OF VIRTUAL CURRENCIES 

MICHAL BEZVODA  

Abstract 

The topic of this paper is current threats of virtual currencies from the state´s perspective. The 

paper is mainly focused on money laundering, anonymous terrorism financing, unregulated 

gambling, gray market and financing the sales of drugs and addictive substances. Further 

evaluation of virtual currency and its susceptibility, controllability and the possibility or 

impossibility of confiscating accounts, control financial flows and forced inflation. And last but 

not least the possibility of forced termination of the virtual currency as an alternative currency. 

The aim of this paper is to analyze the potential threats to the state and propose solutions or 

countermeasures. 

Keywords 

virtual currency Bitcoin, risks, state regulation 

JEL Classification  

E5, F39, F65, G19 

Introduction 

First virtual cryptocurrency appeared at the end of 2008 in an online cryptographic forum. The 

design and first functional draft has been set up by Satoshi Nakamoto. It presented 

a decentralized cryptocurrency working with its own network. The main difference 

in comparison to other digital cryptocurrencies was the implementation of blockchain that 

provides confirmations of all transactions and prevents counterfeiting of the currency. Satoshi 

Nakamoto called this currency Bitcoin. 

There was more than thousand virtual currency based on more or less similar technology like 

Bitcoin in next six years. The main common features of these cryptocurrency are that they are 

tamper-proof and that there is no central point able to control them. Further the method 

of issuing new coins1 depending on time is given exactly. 

                                                           
 

 

1 A coin means a basic unit of virtual currency. 
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Germany was the first country that accepted the virtual currency (specifically Bitcoin) as an 

official currency and established a tax method. However most of the other developed countries 

have still not adopted any position to this issue. 

This paper deals with serious threats of virtual currencies and possibilities to defend against 

them. It also suggests how to partially control and significantly reduce them. 

1 Threats to the State 

1.1 Legalization of money obtained from illegal activities  

One of the biggest risks for the state is the opportunity to legalize money very easily. Nowadays 

there are three commonly used methods. 

Method Exchange-Mixer-Exchange 

In the first method an entity2 that wants to legalize money from illegal activities establishes two 

entirely separate accounts at the exchange e.g. at the Russian exchange BTC-e3. The first 

account is registered to a fictional person or company. The second account belongs to a real 

person who taxes this return properly. 

Firstly, the entity sends to the exchange amount of money which he wants to legalize. Then he 

exchanges the money for Bitcoins4 and forwards them to mixer, e.g. bitmixer.io5. Mixer mixes 

up a lot of Bitcoins coming from many sources and after that it sends different coins back to 

the entity (reduced by 0.5% commission fee) so there is no way to find a link between these 

new Bitcoins and the original account. As next the entity sends Bitcoins to his second account 

exchanges them to fiat currency6 and withdraws to a current account and taxes 15% as capital 

gains7. 

                                                           
 

 

2 In this paper the word "entity" is used to represent a person who wants to legalize his money from illegal 

activities. 
3 https://btc-e.com 
4 The most transactions of virtual currencies are performed in Bitcoin because it has the highest capitalization. 
5 https://bitmixer.io 
6 Fiat currency is currency is determined its value from government regulation. 
7 Capital gains is 15% in Czech Republic 
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Figure 1: Mixing coins 

 

Source: https://bitmixer.io/how.html 

In 2012 there was a pressure on exchanges to require verification of the owner at bigger 

financial volumes with an electronic copy of his ID or passport and an utility bill e.g. bank 

statement or mobile operator invoice. However the counterfeiting of utility bill is very 

simple – all a man has to do is to modify a real invoice in any graphic program, print it and scan 

it. There is almost no chance to recognize it. In opposite to forger an ID or a passport is more 

difficult. Despite all warnings Russian exchange BTC-e accepts scans of low quality even 

though they are easier to falsify. 

As an alternative to mixer it is possible to exchange Bitcoin to other virtual cryptocurrency, 

such as DASH that enables anonymous and untraceable transactions and also a transfer back to 

Bitcoin and fiat currency. This way it gets more expensive due to low liquidity of other currency 

and costs 1-10% more. 

Method Local-Mixer-Exchange 

The second method eliminates such complications as the need of creating a fictional person or 

company but it is slower. People from the local area interested in selling are used to 

obtain Bitcoins e.g. at LocalBitcoins8 portal that serves as a local marketplace where anyone 

can offer to sell or to buy Bitcoins. The most frequent payment for Bitcoin is in cash or via bank 

account. Cash is limited only by the law on holding cash. But in case of legalizing money this 

restriction becomes irrelevant. The only complication is to find people willing to sell enough 

Bitcoins. The advantage is to pay cash to get a lot of Bitcoins which allows to buy them 

separately in smaller amounts. The entity is in contact with many individuals which may 

present a certain risk. Bitcoin obtained this way are sent to mixer and then forwarded to 

the exchange account belonging to a real person or company. And it is taxed obviously. To sum 

up the chance to identify the original financial sources is almost non-existing. 

 

 

                                                           
 

 

8 https://localbitcoins.com 

https://bitmixer.io/how.html
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Method Bitcoinmat-Mixer-Exchange 

Another option is to use a Bitcoin ATM9 – Bitcoinmat. There are currently six such devices 

in Czech Republic. The disadvantage of these machines is their limit – 10 000 to 25 000 CZK 

per transaction. However the allowed number of transaction is endless limited so the entity is 

limited only by financial stocks of this machine. A high service fee that ranges between 5-10% 

is also a disadvantage that makes this way more expensive. Consequently it is again possible to 

use mixer then transfer "clean" Bitcoins to a real person’s exchange account, withdraw it and 

tax it. 

Every possible step to prevent such process is very complicated. The simplest way is to forbid 

the mixer but those are owned by very capable computer experts who know how to disguise 

any tracks leading to them. Different solution is to block a mixer domain name10 which will 

lead to a global adaptation and transition to another domain within a few hours. Also tightening 

the requirements for exchange offices to withdraw and receive virtual currencies is an option. 

Though there remains a problem with risky exchanges e.g. operating in Russia or China. In 

those countries are absolutely no possibilities to take the certain steps for other states. Last and 

most efficient option is to make this method unfavorable like to set higher tax revenue from 

virtual currencies e.g. 35%. 

1.2 Financing of Terrorism 

Another risk associated with virtual currency is to support terrorism. A person that wants to 

support a terrorist organization exchanges its money to Bitcoin using Bitcoinmat, local market 

or exchange. Bitcoins are then send to the mixer where they lose their connection to 

a certain person. Consequently, it is not possible to trace any funds or their final destinations. 

When confronted, this person will defense itself with such argument like investment into virtual 

currency etc. There is no possibility to disprove that statement because of none existing link 

between certain person and any wallet11of virtual currency. The only effective solution to this 

problem is to prohibit or terminate virtual currencies. 

1.3 Untaxed and unregulated gambling  

Electronic gambling with virtual currency showed up lately, especially during last three years. 

Casinos accept and do their payments only in virtual currency, most frequently in Bitcoins. 

Moreover they are not registered anywhere the owners are unknown and a very advanced 

technology of anonymization like a TOR is used. Therefore, it is very difficult to trace them.  

The owners have a profit from commissions in Bitcoins and they can easily convert it to fiat 

                                                           
 

 

9 Automatic Teller Machine 
10 A domain name means an identification computer or server connected to internet, f.e. “google.com”. 
11 A wallet means a program to store virtual currency e.g. in personal computer. 
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currency via Bitcionmats and avoid the taxation. Due to those reasons any regulation is very 

complicated and there is no effective solution. 

2 Control and influence of the State 

2.1 Virtual currencies accounts and citizens  

It is necessary to determine citizen’s amount of finances to verify that he pays his taxes properly 

and does not participate in any illegal activities. Therefore, all wallets in his possession must 

be found. Here arises a problem with many methods of storage of virtual currencies. A wallet 

in a private computer, a cell phone application, electronic purses on websites or at various 

exchanges belong to the basic options.  These accounts are established fast and easily. They 

often do not even require any authentication by identification of users. More sophisticated 

technologies like Trezor: Bitcoin safe encrypts all processes what left no way to define such 

wallet without owner’s specific access passphrase. If government wanted to identify any wallets 

in these circumstances, a citizen himself would have to admit all of them and allow an access 

to them. 

There is a way how to find connection between individual citizens and their exchange accounts 

because there is an existing financial cash flow of fiat currency that enables to identify them. 

Further government can define which wallet a citizen owns e.g. when he pays for goods. 

Unfortunately exchanges often reside abroad and foreign companies are not obligated to 

provide this information what causes problems. If government set a duty for companies to 

report individual transactions this issue would be solved. 

2.2 Forced inflation of virtual cryptocurrency  

Firstly, it is necessary to mention that all transactions of any sum of virtual currencies are 

mathematically based and multiplying or falsification of coins is practically impossible. 

There are two basic types of virtual currencies – Proof-of-Work and Proof-of-Stake. In the case 

of Proof-of-Work the emitted amount of the currency in every point of its existence is known. 

Figure 2 shows development of Bitcoin in individual years. 
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Figure 2: Total Bitcoins over time 

Source: Own processing 

In opposite Proof-of-Stake means that all coins are emitted at the very beginning 

of the currency and no coins develop later like NXT. NXT is actually very slightly deflationary 

due to a natural "loosing" of coins in the form of lost access to the wallets. This loss leads to 

"withdrawal" of coins from circulation. 

In both cases it is not possible to perform an intentional inflation because the final amount 

of coins is set. However there is an opportunity to cause a forced inflation due to defined 

volume of coins hold in exchanges. If state purchased a supply big enough it would allow it to 

set an inflationary environment. The disadvantage is in a very high capital appreciation 

of the virtual currency that becomes first during making the reserves.  

2.3 Termination of virtual cryptocurrency  

The actual termination of virtual currencies is a problematic issue. Firstly, let's focus on it from 

a technical point of view. The network works on p2p currency which means a complete 

decentralization. There is no central point that could close the whole network in case of shut 

down. Clients are functional unit of the network and the disappearance of one of them do not 

cause anything because there is a lot of others remaining. And of course the process of storage 

would be very expensive. 

Network of virtual currency works with specific ports12 which can be worldwide prohibited 

in certain circumstances like the end of 2013 when China did it. Bitcoin community has 

                                                           
 

 

12 Port means an unique number from 1 to 65535 that enables communication between different computers. 
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adapted during hours – they changed the port. This way of termination of virtual currency is 

rather complicated and its benefits are probably very low. 

“Money has value because people believe and agree that it does, but when a society decides 

to switch from one system of currency to another, the original currency loses all of its 

value.”13 

Users and owners of virtual currency actually set its value as they state how much are 

the willing to pay to buy or to sale. This is the critical weakness which could be used. If 

the environment of virtual currency became unattractive, citizen would not be interested 

anymore – that would lead to significant decrease of value and they would return to fiat 

currency. 

Inconsiderable option would be to modify the presentation of virtual currency in media. If 

media focused only on the problems associated with virtual currency, most of clients would 

start to doubt about them and would not trust in them anymore. However, is it morally right to 

misuse media to promote government’s opinion? 

3 Four directions of influence 

As mentioned above the technology behind virtual currencies is very advanced and coins are 

designed in a way when nobody can affect their state or perform inflation. 

However there still remains a human element that is impressible. In my opinion, there are four 

directions to affect the virtual currency. A prerequisite for these trends it to know the fiat 

accounts of currency exchanges. 

The first direction focuses at the entry to the world of virtual currencies. It is possible to record 

the payment to currency exchange offices. Also there is only a few currency exchanges with 

acceptable liquidity and incoming transactions differs especially in their designation. Therefore 

it is possible to register most of payments from local fiat accounts. If government active 

controlled these financial flows, the method of money laundering “Exchange – Mixer – 

Exchange” would be reduced. 

The second direction affects the outcome. There could be watched all payments from 

the accounts of currency exchanges. This way does not prevent the legalization of money, but 

it enabled to check if all profits are taxed properly. 

The third direction suggests persons standing behind this cryptocurrency to register and to be 

partially responsible in case of currency's collapse etc. The developers could be motivated with 

offer to accept virtual currency of registered developers by government, if they behaved by 

                                                           
 

 

13 BIJLEVELD, Erik. The psychological science of money. Heidelberg [u.a.]: Springer, 2014, VIII, p. 267. ISBN 

1493909584. Page 98 
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rules. Otherwise cryptocurrency with non-identified developers could be prohibited and their 

user and creators could be punished by law. This step would establish partial control and would 

begin with creation of more stable environment of virtual currencies. 

The fourth direction is internal. It means identification of individual transactions and tracing 

pathways of cash flow. In this case it would be possible to partially define the owners of wallets 

and get a limited overview of the property of certain individuals or companies. This method 

would probably financially cost most. 

Thanks to these four directions would be possible even though only partially identify 

the participants of virtual casinos, persons trading at the gray markets and financing terrorism 

and also the persons or companies involved in the legalization of money. 

Conclusion 

In general the virtual currencies are a threat for the state that currently has no effective solution 

to defend against them. 

This paper aims to identify the major threats to the state associated with virtual currencies and 

to suggest moves against them. As the most important threats were discussed possibilities 

of legalization of money coming from illegal activities, uncontrolled electronic gambling, gray 

markets and financial support to terrorist organizations. 

The most efficient presented solution is to repress virtual currency, especially via adding high 

taxes to make them unattractive for citizen. 

I also designed a model “Four direction of influence” that might lead to partial regulation when 

entering and leaving the system and also in registration of developers and in identification 

of individual wallets and transactions. 

However, the important question remains – is it a natural development and shall the advantages 

of cryptocurrency exceed the disadvantages and problems associated with them or shall they be 

a blind end? Anyway the state must respond and set the baseline for this financial area. 
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ON THE PRESENT SITUATION ON LONG-TERM  

BOND MARKETS 

PETR BUDINSKÝ  

Abstract 

This article deals with the development on world long-term bond markets. The author 

successively analyses important aspects of the situation in selected segments of the global 

credit markets. It deals with a very low bond yields, rise in prices on the stock markets, high 

price volatility on commodity markets. It goes from the characteristics of selected exchange 

rates of selected countries to the state of their sovereign rating; both of which are deemed to be 

aspects relevant to the investment decisions of potential investors to the extent that they 

facilitate the choice between investing in long-term bonds and investing in depositary 

certificates. The author analyses these phenomena in the broader context of the situation 

in the euro area in terms of overcoming the economic depression. 
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Introduction 

In retrospect, it seems almost unbelievable that the world financial and economic crisis that 

broke out initially in the US was not expected by almost anybody. 

However, there was quite enough of warning signs. National market control systems 

of individual countries and the existence of international agreements, notably Basel II, seemed 

to be sufficient protection against crisis fluctuations. 

The outbreak of the crisis and its rapid worldwide spreading made the most developed countries 

in the world combined in the G-7 and G-20 to adopt a number of crucial decisions that led to 

major reforms both within the financial sector and in other areas already in 2008. Besides other 

things, the measures related to financial crimes were tightened, new methods and tools 

of regulation as well as a number of new national and international institutions were created, 

their task is to strive for financial stability. 

All these changes are naturally reflected in the situation on the world markets.  When analysing 

the development of these markets, regulatory measures should be taken as one of the decisive 

factors influencing market developments. 
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The aim of this article is to shed light on the development of some segments of global markets 

since the outbreak of the global crisis until now and to highlight the characteristics of selected 

segments. The development of bond markets, the development of stock markets, changes on 

commodity markets, changes on currency markets and the markets for financial derivatives are 

characterized in this article. The procedure of selecting some typical products significantly 

influencing the development of the given market segments was used for the analysis. 

The analysis does not address a short-term development but, in most cases, the development 

during a monitored period (2007-2015). The development of prices of these products and 

relations between some of them give new features to the current world market which was not 

characterized by them before the global crisis. Regarding the area of bonds, the development 

of Germany 10Y bond yields, the European Eurostoxx index and the Dow Jones (DJIA) index 

are followed.  The development of oil price (Brent Oil Price) is monitored as a typical 

parameter of the commodity market. 

Within the field of the currency market, the development of US dollar relation to Euro and 

the development of the sovereign rating of selected countries are followed. An important 

indicator is also the development of ten-year bond yields and the range of depositary 

certificates (CDs) monitored for six countries: Germany, the Czech Republic, Italy, Spain, 

Greece and Russia. The article is based on data from international statistics. 

1 Capital Markets 

The development trend of the long-term bond segment (i.e. ten-year bonds of GERMANY 10Y 

bond yield in this case) significantly differed from price movements on the stock markets 

during the monitored period of more than 7 years (2009-2015): while the overall trend 

of the monitored bond yield development had been descending, on the contrary the price 

development of the stock market had been upward. 

All 3 of the stock indices (the Eurostoxx 50 during the period of 2009 to the end of 2014, 

the S&P 500 and DJIA 500 indices) clearly show a continuous upward trend since they have 

risen from the bottom. 
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Figure 1: GERMANY 10Y bond yield 

 

Source: Bloomberg and author 

Interest rate outlook in the euro area remains on zero values within the one-year horizon, 

mainly due to the ongoing quantitative ECB releasing with a hint of a possible extension 

of asset purchases. In case of the Fed, an earlier move to raise interest rates can be expected; 

yet the September meeting did not indicate whether the Fed makes the move still in 2015 or 

later. 
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Figure 2: EUROSTOXX 50 INDEX 

 

Source: Bloombergand author 

However, the development of the stock market observed indices was considerably 

differentiated. While the Eurostoxx did not reach a pre-crisis level even in 2015, both US 

indices significantly exceeded it. If we proceed from the hypothesis that the above indices are 

representative for the compared market segments of the capital market, then, on the basis 

of the above mentioned facts, it can be concluded that, first, the long bond yields fell very 

deeply, and second, that the prices of the shares included in the indices pursuing mostly US 

companies exceeded the pre-crisis level, while prices in the index with a predominance 

of European companies increased, but did not yet reached the pre-crisis level. 
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Figure 3: DJIA INDEX 

 

Source: Bloomberg and author 

2 Commodity Markets – Oil 

There is no need for emphasising the strategic importance of oil in the world today. It is not 

only an important representative of the commodity markets for the world markets, but its 

development in certain situations may indicate a possible development in other segments 

of the global markets, including foreign exchange and credit markets. 
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Figure 4: Brent Oil Price 

 

Source: Bloomberg and author 

To illustrate, the development of oil since the beginning of 2014 to May 2015 is provided. The 

price of oil had been soaring to a peak of USD 114-114 per barrel until July 2014, it fell below 

USD 50 in February 2015 and in May, it began to rise again and is approaching USD 70. In 

addition to international political events that undeniably impacted this development, it is 

necessary to take into account also technological factors.  Oil price development reflects a high 

volatility on commodity markets, currently characterizing some other segments of commodity 

markets as well. An important factor of the increase in volatility is the considerable fluctuations 

of supply and demand relations. The increase of price volatility on commodity markets is one 

of the new characteristics of these markets. 

3 Currency development 

The development of the relation between the American dollar and the common European 

currency – EUR – has a significant importance for the development of the world trade and 

the financial markets. The figure illustrates the development trend in the last 18 months. 
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Figure 5: USD/EUR 

 

Source: Bloomberg and author 

If we compare this development with the data of the development of the relationship 

EUR/USD from 2007 to 2013, we may say that the relation remains relatively stable.14 

Table 1: Relation EUR/USD 

Year 2007 2008 2009 2010 2011 2012 2013 

Relation EUR/USD 0,73 0,68 0,72 0,75 0,72 0,78 0,75 

Source: http://forecast-chart.com/usd-euro.html 

Note. For ensuring comparability there are historical data stated in the chart concerning 

the relation EUR/USD in the years 2007 (the beginning of the world financial crisis) to 2013. 

According to CF (Consensus Forecast) the relation USD/EUR is not changing considerably 

during 2015,15 there are only minor fluctuations up and down due to supply and demand.16 

                                                           
 

 

14  Euro to USD Currency Exchange Rate Forecast  Accessible from: http://forecast- chart.com/usd-euro.html 

(Accessed 27.9.2015) 
15 Euro to USD Currency Exchange Rate Forecast  Accessible from: http://forecast- chart.com/usd-euro.html 

(Accessed 27.9.2015) 
16 ČNB.GEV – March 2015, s. 14. Accessible 

from:http://www.cnb.cz/miranda2/export/sites/www.cnb.cz/cs/menova_politika/gev/gev_2015/gev_2015_03.pdf 

/(Accessed 27.8.2015) 
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In the yearly horizon, however, the American dollar should slightly strenghten against the euro. 
17 

In relation with the evaluation of the position of the American dollar in the world scale Karel 

Komárek states that “…even though the USA are no longer such a dominant economic 

superpower, the American dollar clearly performs the function of world currency and 

in the near future it will not lose its dominant position.” 18 

The so called sovereign rating, i.e. the riskiness of the credit environment of particular 

countries which affects investment decisions of foreign investors, plays a substantial role 

in currency development and the development on credit markets.19 

For illustrating the situation in credit sphere the data of sovereign rating of currencies of seven 

states, that were published by three greatest world rating agencies, are quoted below. This rating 

shows the firm position of the USA and Germany, and the weak position of Italy, Spain and 

Greece. 

Table 2: Sovereign rating of particular countries 

 

Source: Data from SaP, Moody´s and Fitch agencies 

All major rating agencies consider identically the credit reliability of the first three countries 

from table 2 as stable. 

                                                           
 

 

17 ČNB. GEV – September 2015, s. 8. Accessible from: 

http://www.cnb.cz/miranda2/export/sites/www.cnb.cz/cs/menova_politika/gev/  gev_2015/gev_2015_09.pdf  

(Accessed 27.9.2015) 
18 ČNB.GEV – March 2015, s. 14. Accessible 

from:http://www.cnb.cz/miranda2/export/sites/www.cnb.cz/cs/menova_politika/gev/gev_2015/gev_2015_03.pdf 

/(Accessed 27.8.2015) 

A sovereign credit rating is the credit rating of a sovereign entity, i.e., a national government. 

http://www.cnb.cz/miranda2/export/sites/www.cnb.cz/cs/menova_politika/gev/gev_2015/gev_2015_03.pdf%20/
http://www.cnb.cz/miranda2/export/sites/www.cnb.cz/cs/menova_politika/gev/gev_2015/gev_2015_03.pdf%20/
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4 Long-term bond yields versus spread in certificates of deposit 

(CDs) 

Long-term bond yields of many countries (including the countries mentioned in this paper) fell 

dramatically in 2011. The American central bank (FED) reacted to this with quantitative release 

policy. Even though this policy brought positive results in the USA, there were some doubts 

about implementing this tool in EU. It was not even in theory sufficiently clarified whether 

the quantitative release policy will not entail an increase in inflation. 

Under pressure of the situation that developed after r. 2012 in Europe (the problem 

of depression, crisis in Greece, Ukraine, and civil war in Syria), the European Central Bank 

in September 2014 decided on the use of this method. This decision was announced by 

the Governing Council of the ECB in January 2015.20 

The European Central Bank (ECB) in coordination with the national central banks launched 

in early March 2015 purchases of government bonds, aiming to boost the economy and ward 

off price deflation.  

The Eurosystem intends to purchase government bonds and other assets and so pump monthly 

into the euro area economy about 60 billion euros (1.6 trillion CZK). It intends to continue 

the purchases at least until September 2016. The European Central Bank assumes that 

increasing the volume of money in the financial system will lead to greater lending activity 

of commercial banks, which would support the economy and increase pressure on price rise. 

In March 2015, the market reacted on this measure by a strong decline in bond yields to record 

lows. 21In September 2015 there was another decline when for example German 10-year Bund 

yields, which set the standard for euro zone borrowing costs, fell 9.4 basis points to 0.594 

percent. Most other euro zone yields were down 5-9 bps.22 

In the current difficult situation on the credit market, when the long-term bond yields are around 

zero or become negative at low interest rates,23 and when there is still the danger of depression 

with its negative influence at low growth rate, the investors have a very difficult decision to 

make how to proceed. Certain – but to some extent controversial investment alternative – is 

investment into certificates of deposit.  The yield of these financial instruments is constituted 

by the difference of their purchase price and nominal value (spread).  If this difference is higher 

                                                           
 

 

20 Annual report ECB 2014. Preface, p. 7. Accessible from: 

www.ecb.europa.eu/pub/pdf/annrep/ar2014cs.pdf?...(Accessed 27.9.2015) 
21 Purchases of ECB lower bond yields of Euro countries at new lows. 10.3.2015. Accessible from: 

Financninoviny.cz 10.3.2015 
22 Euro zone bond yields drop in anticipation of more ECB stimulus. Accessible from: 

http://www.reuters.com/article/2015/09/22/markets-bonds-euro-idUSL5N11S30220150922 (Accessed 27.9.2015) 
23 Euro zone bond yields drop in anticipation of more ECB stimulus. Accessible from: 

http://www.reuters.com/article/2015/09/22/markets-bonds-euro-idUSL5N11S30220150922 (Accessed 27.9.2015) 

https://www.google.com/url?q=http://www.ecb.europa.eu/pub/pdf/annrep/ar2014cs.pdf%3Fc219fb99d6864ce93a8c3c24b0bb2b46&sa=U&ved=0CAgQFjABahUKEwjBzseqppnIAhWM1h4KHbPEAUs&client=internal-uds-cse&usg=AFQjCNH2ShbufZF1KP-EgOy40fn2xIACjw
http://www.ecb.europa.eu/pub/pdf/annrep/ar2014cs.pdf?...
http://www.financninoviny.cz/
http://www.reuters.com/article/2015/09/22/markets-bonds-euro-idUSL5N11S30220150922
http://www.reuters.com/article/2015/09/22/markets-bonds-euro-idUSL5N11S30220150922
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than the expected yield of long-term bonds in the given period, certificates of deposit may be 

prefered.24 

However, it is important to address the specific situation both with regard to the exchange rate 

of the currency in which the certificate was issued and to the prospect of the exchange rate, and 

with regard to existing sovereign credit rating and forecast of its development. Possibilities 

include other authentication options of advantages or drawbacks of a potential purchase at 

a given time instance based on the predictions of financial stability.25 

The outlined basic process has the advantage of relative simplicity, given by the availability 

of needed information. 

Conclusion 

The development of bond trading in the international market is not, for sure, without problems. 

During the monitored period of 2007 to 2015 the bond trading gained very specific features, 

which would not be right to monitor individually only for this market segment.  The reason is 

that, those changes surely reflect into the other market segments such as: price development 

in commodity markets and also vicariously into the currency market. 

By evaluating the international bond market development is important to point out 

the difference in dynamics of bond prices development and shares in USA and in Europe.Also 

it is important to point out the increase of volatility in commodity markets, which in many cases 

are vicariously, in reverse, negatively reflected in to the bond market development. 

The remaining positive feature is maintaining relatively stable development of sovereign rating 

of USA and Germany. 

With the low development pace of European economy the overall danger of depression 

remains, despite of the quantitative easing policy, which was taken on board by Central 

European Bank. The policy will be, from now on, continuing. 

The data from the 1st half of year 2015 prove that the development of bonds trading 

in the international markets continues to complicate the investor’s decision making. 

                                                           
 

 

24 „Even instruments like certificates of deposit, which generally offer higher rates in exchange for locking up 

savings for an extended period of time, have seen yields slip to historic lows—some lingering below savings 

account rates.“ Guzman, Zack. Will CD savers ever earn a decent return? Accessible from: 

http://www.cnbc.com/2015/08/27/(Accessed 27.9.2014) 
25 International monetary fund signalled the increase of risk with regard to the impairment of international 

financial stability already in 2014. See: IMF. Global Financial Stability Report.A Report by the Monetary and 

Capital Markets Department on Market Developments and Issues. Accessible from: 

http://www.imf.org/external/pubs/ft/gfsr/index.htm (Accessed 27.8.2015) 

http://www.cnbc.com/2015/08/27/
http://www.imf.org/external/pubs/ft/gfsr/index.htm
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While the international market with securities increased by 67%, the value of bonds market, 

in comparison with 2nd half of year 2014 decreased by 7%. 

The biggest drawdown of stock exchange market with bonds – by 20% – occurred in USA 

It is obvious, that for the next medium term, amore reliable prediction of bonds market 

development hardly can be expected. 
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Abstract 

The evolution of financial markets in a long-term perspective related to changes in the society 

is described and analysed by utilizing the theory of cooperative games, specifically the theory 

of games with transferable utility and various approaches to Nash bargaining solution (S, d). 

The paper presents an elementary mathematical model of the financial market, an analysis 

of assumptions it is based on, and its transformation in the form of a cooperative game. The 

utilization of these mathematical means is followed by the interpretation of real actions and 

phenomena in the area of financial markets development. The conclusion of the paper suggests 

other possibilities of applying the theory of cooperative games in the respective area. 
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Introduction 

We present tools to describe and to analyse the evolution of financial markets in a long-term 

perspective of dozens of years related to changes in society. We shall demonstrate that 

the theory of cooperative games can be effectively used to show the development of financial 

markets in overall social context. The core of our approach to the analysis of development 

tendencies of financial markets is a model based on the assumption of productive nature 

of consumption and non-existence of position investment: 

 We formulate this model through the apparatus of mathematical analysis. 

 We specify the conditions that the model is based on and point out their significance 

in the context of current problems and the current situation of the society. 

 The basic model will be transformed in a cooperative game and its solution will be analysed 

by utilizing the game theory tools.  

 Achieved results will be interpreted in terms of the current context of the development 

of financial markets. 

 We suggest prospective possibilities of utilizing the theory of cooperative games 

in the respective area, in particular in terms of wealth split in the society (as one 

of the standard problems of the cooperative games theory). 
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The approach we have decided to take stresses the interlinking of various levels of abstraction 

(formulating related issues as a form of axiomatic system, utilizing the mathematical model 

with defined assumptions, interpretation of mathematical results, creating concepts for utilizing 

mathematical tools). Practical meaning of this approach lies in a better understanding 

of the situation resulting from the long-term evolution of financial markets, and identifying 

of some essential phenomena which are connected with the development of financial markets. 

It also refers to one of the possible approaches to the issues of social wealth split, see e.g. 

complex concept of this topic in the work of H. Moulin (2003). 

1 Model of supply and demand of investment opportunities 

andinvestment means on the financial market 

We introduce a model of the financial market with two entities, either of which disposes 

of investment opportunities (where to invest) and investment means (what to invest). 

Combining a certain amount of investment means and a certain investment opportunity results 

in a certain yield. The current income the economic entities dispose of will be considered 

investment means. The future income obtained as a result of combining investment 

opportunities and investment means will be regarded their yield.  

We shall assume that both economic entities will maximize their future yield, which means 

exactly the same if we say that they are going to use investment opportunities in an order 

depending on their profitability, i.e. the function of marginal revenue from investment 

opportunities (whose variable is the sum of investment means), which are available to both 

economic entities, is a function non-increasing in its whole domain. The functions of marginal 

revenue from investment opportunities of both entities are connected, whereas the minimum 

of one of the functions is smaller than the maximum of the second function and the maximum 

of the first function is bigger than the minimum of the second function, see Graph 1: 

Graph 1: Supply and demand of investment means and investment opportunities 

 
Source: Own creation 

Here: 

* x1, x2 - x1refer to the sum of investment means which are available to both economic entities 

* y is the future yield in marginal quantities 
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* f(x), g(x), or g(x2 - x) non-decreasing connected functions of the marginal revenue from 

investment opportunities, g(x) is modified for a more suitable graphic formulation of a related 

situation 

* Arrows on functions f(x) and g(x2 - x) express the direction how the investment 

opportunities available to the respective entities are gradually used, the domain of both 

functions is a closed interval ⟨0, x2⟩ 

* E1(xE, yE) is a point where f(x) = g(x) = f(x2 - x) = g(x2 - x); this point uses all investment 

opportunities of both entities by the level of their profitability 

* The light-blue area shows the size of the maximum Pareto improvement as a result 

of financial market impact, where one of the entities gives up its less profitable investment 

opportunities and offers them to the other entity 

The total yield of the first (similarly the second) of the economic entity is: 

∫ 𝑓(𝑥)𝑑(𝑥) =  ∫ 𝑓(𝑥2 − 𝑥)𝑑(𝑥)
𝑥2

𝑥1

𝑥1

0

 

∫ 𝑔(𝑥)𝑑(𝑥) =  ∫ 𝑔(𝑥2 − 𝑥)𝑑(𝑥)
𝑥2

𝑥1

𝑥1

0

 

In case the price of investment means is defined by the equality of marginal revenues, i.e. f(x) 

= g(x), the investment opportunities of both entities will be used by the level of their 

profitability. The size of the compensation of the entity that offered its investment means to 

the second entity for the implementation of investment opportunities will be yE(xE - x1). 

In terms of mathematical analysis, the problem seems to be solved. It is a task which is 

a specific case of water distribution problem, however, with some specifying conditions. See 

e.g. (Beal et al., 2013), (Brink et al., 2011), (Houba et al., 2013). 

The problem lies in the conditions that this solution is based on. Those explicitly stated will be 

tackled in the next chapter. Transformation of the model in the form of a cooperative game will 

show other prerequisites. 

2 Interpretation of the assumption of non-decreasing functions f(x), 

g(x), i.e. the functions of marginal revenue as a result of combining 

investment means and investment opportunities 

With a touch of an overstatement and to get a better idea of the system, we can say that 

the prerequisite of non-decreasing nature of functions f(x) and g(x) contains other two not quite 

obvious prerequisites, either of which brings us in a world of a different economic system than 

the one we live in. 

Let us recall that we have spoken about "economic entities", intentionally to be able to interpret 

all our assumptions both on the example of the producer and the consumer (or even the state, 

in the sense of neo-classic distinction, or rather discursus which is applied during 
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the interpretation of the mainstream micro-economy). According to the current mainstream 

microeconomic theory, however, the consumer does not maximize his future income, but his 

utility. We may regard every act of consumption as a combination of the act of consumption 

(completed with joyful experience) as well as act of investing in the future income (resulting 

in increased future income). However, this implies that the order in which the consumer 

acquires property is not defined solely by the marginal revenue of the future income defined by 

the obtained property. The related two hidden (or not quite obvious) assumptions can then be 

formulated (as regards the actual meaning) as follows: 

1) The consumer´s decision-making is not generally defined by his preferences, but entirely 

by the size of the marginal revenue of the property which is acquired. 

2) The utilization of investment opportunities by one economic entity, i.e. e.g. by 

the consumer, is not related to the utilization of investment opportunities and the yield 

resulting from the utilization of these investment opportunities by another economic entity. 

(It is impossible to restrict the possibility to utilize investment opportunities of the second 

economic entity e.g. by investing in a certain type of property.) 

Let us have a look at both prerequisites in more detail: 

a) Issue of preferences In order to come up with a theoretical formulation of the problem 

of maximization of the consumer´s utility in line with his preferences, the most difficult aspect 

is considered the way of adequately formulating the utility in a form of a representation, i.e. 

issues related to the relation between the ordinal and cardinal formulation of the utility. 

However, the problem lies in the interpretation of the very nature and essence 

of the „maximization of utility“. If we fix something as the source of utility, we can verify 

through our self-reflection that everything that helps us achieve the desired utility also brings 

a certain appreciable utility (in the sense of individual feeling), which can even be more intense 

than the obtained final utility. Whatever helps us achieve the utility may have a form 

of a situation we are experiencing, activities we perform and the tools we are using. Our mind 

operates in such a way that it transfers the joyful experience from the final achievement 

of the utility to the intermediation implicating the achievement of the original experience. A 

typical example is when a certain activity focused on obtaining the utility (e.g. fishing) 

becomes something we are immersed in and we start to consider our preferences. The 

phenomenon which can be described as the transfer of utilities to intermediating activities, 

means and situations implicating the achievement of the utility is not rare but omnipresent. 

From this point of view, the target aspect of human behaviour may be viewed not as 

the „maximization of the utility in compliance with preferences“, but as the maximization 

of the future income where the mechanism of experience is the mechanism of decision-making 

on the most suitable alternatives of the maximization of the current value of the future income. 

A mechanism which may fail sometimes, a mechanism which (even if it does not fail) is not 

quite precise but it is the most suitable mechanism which allows a relatively effective on-line 

decision-making. If we say that one maximizes his future income or the current value 

of the future income through mechanisms operating in his mind (connected among others with 
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his experience), we oversimplify here. However, we do not simplify that much if we say that 

one maximizes his utility (viewed as a complex of experience) in compliance with his 

preferences. Rational decision-making then means that it can respond to changing conditions 

and choose such alternatives that bring about the highest value of the current income. In this 

context, M. Friedman (1957) regards the target orientation of consumers´ behaviour as 

the formation and operation of assets comprising human as well as non-human capital by 

the level of their profitability in order to maximize the current value of the future income. 

Subsequently, we can identify various types of our rationality restriction in the abovementioned 

sense, such as time delays, incomplete information, failure of preferences etc. 

b) Issue of mutual independence during the utilization of investment opportunities by 

various entities. Economic theory tackled the abovementioned issue in connection with 

the phenomenon of the so-called position goods, see e.g. (Mlčoch, 2007), (Štika 2009). Our 

approach views the acquisition of these goods as one of the forms of position investment, or 

the investment in economic position. The goal of the investment in economic position by one 

economic entity is to restrict the possibility to utilize investment opportunities for the other 

economic entity and this way to increase the yield from the implementation of one´s own 

investment opportunities of the first economic entity. Position investment deepens social 

inequality of opportunities and in some cases it results in various forms of economic 

segregation. Not the operation of the market (mechanisms based on free exchange), but 

the position investment is the cause of phenomenon called „the rich growing richer and 

the poor growing poorer“. 

Besides the position investment, there is also an opposite phenomenon – utilization 

of investment opportunities by one economic entity creates conditions for the creation or 

utilization of investment opportunities of the second economic entity. A standard example is 

the investment in a firm that provides job opportunities as well as opportunities to enhance 

the qualification of employees etc., or the investment in innovations that will launch an 

innovation wave and offer a room for other innovators to assert themselves. 

From the methodological perspective, it is reasonable to ask whether it is meaningful to work 

with our “pure model” which neglects the existence of position investment, or rather it excludes 

it. The answer is yes. The main reason is to demonstrate the real evolutionary dynamics 

of financial markets. 

3 Interpretation of the elementary model of supply and demand 

of investment opportunities and investment means as cooperative game 

Each point in the closed interval ⟨0, x2⟩ corresponds to certain split of revenues among 

economic entities. We determine that: 

y(1) is total revenue (hereinafter referred to as „salary“) of the first entity (player)  

y(2) is total revenue (hereinafter referred to as „salary“) of the second entity (player) 

If x moves in ⟨0, x2⟩, all achievable combinations of salaries will be on F(y(1), y(2)), where 
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Graph 2: Salaries of players (total revenues of economic entities) 

 
Source: Own creation 

Where: 

* Starting point if x=x1, je (y(1)1, y(2)1) 

* Point (y(1)E, y(2)E) is the point of maximum sum of salaries. 

* Point (y(1)2, y(2)2) are salaries of players after the compensation under conditions specified 

in Chapter 2. 

Graph 2 demonstrates that both players received a higher salary, which corresponds to what is 

shown in Graph 1. If both players achieved in point (y(1)2, y(2)2) maximum salary with prices 

of investment means moving in Graph 1 in a closed interval ⟨y1, y2⟩, individual rationality 

would be enough to consider point (y(1)2, y(2)2) an intuitively acceptable solution 

of the relevant cooperative game. However, this may not be the case, see Graph 3: 

Graph 3: Salaries of players in caseof changing prices of investment means 

 
Source: Own creation 

The figure on the left shows an increased salary of the first player and the second player with 

the price of investment means yi. The next picture shows a possible change if the price 

of investment means changed from yi to yE. The salary of the first player would decrease 

compared with the salary of the second player. That is quite an important moment. It shows that 

the condition of individual rationality may not be enough to find a definite solution. It is 
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therefore suitable to transform the encountered problem in the form of Nash (S, d) bargaining 

problem. 

Graph 4: Salaries of players in caseof changing prices of investment means 

 
Source: Own creation 

Here: 

S is a set of possible splits of salaries if maxy(1) and maxy(2) are smaller than y(1)E and y(1)E 

S´ is a set of possible splits of salaries if maxy(1) and maxy(2) are bigger than y(1)E and y(1)E 

If we indicate inversion function to function y=f(x) as x=f-1(y) and similarly y=g-1(x) inversion 

function to function y=g(x), then the values of Pareto improvement are (as functions of y, which 

represents here the price of investment means): 

𝛥𝑦(1) = ∫ 𝑓(𝑥)𝑑(𝑥) −  𝑦𝑖(𝑥𝑖 − 𝑥1) 
𝑥𝑥𝑖

𝑥1

 

𝛥𝑦(2) = 𝑦𝑖(𝑥𝑖 − 𝑥1) − ∫ 𝑔(𝑥2 − 𝑥)𝑑(𝑥)
𝑥𝑥𝑖

𝑥1

 

Respective functions of Pareto improvements are in Graph 3. The full curve shows a case where 

maxy(1) and maxy(2) are smaller than y(1)E and y(1)E, the dashed curve shows a case where maxy(1) 

and maxy(2) are bigger than y(1)E and y(1)E. In the first case (provided that the price 

of investment means is constant and all investment opportunities with revenues higher than this 

price are used) the solution of the respective cooperative game is unequivocally determined by 

the condition of individual rationality. In the second case, trouble (our term) during 

the utilization of investment opportunities, far from it and there is a number of possible 

approaches to the solution.  
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4 Outline of position investment model 

The achieved result may seem too “gentle”, i.e. describing too insignificant details of financial 

markets operation. In our opinion, this objection is not justified. Let us recall one 

of the main prerequisites of the starting model. That is that the utilization of investment 

opportunities by one entity does not depend on the utilization of investment opportunities by 

the second entity. Chapter 2 points out the phenomenon of position investment, i.e. 

the investment in one economic entity, or players, until the restriction of the possibility 

of utilization of investment opportunities of the second player with the objective to achieve 

increase in the profitability of one´s own investment opportunities. This phenomenon may take 

various forms. One of the possibilities to express this phenomenon or to depict it is to dynamize 

our model. 

We will assume that after the financial market has been used to a certain extent under a specific 

starting situation, as well as those investment opportunities which could not be used without 

the influence of the financial market, subsequently then resulting in a certain split of revenues 

(salaries of players), players will play another game with new starting conditions. The amount 

of investment means available to either of the players will change as well as the function 

of marginal revenue from investment opportunities that they are offered. 

There isa number of situations that may arise. Either the role of position investment may grow 

(thus the trouble which occurs during the utilization of investment opportunities as described 

in Chapter 3), or on the other hand the role of expanding the area of contracts which allows 

a bigger utilization of investment opportunities offered to individual players. Besides, it needs 

to be taken into consideration that the utilization of investment opportunities by one player may 

expand the area of investment opportunities available to the other player. (A standard example 

is the creation of job opportunities, i.e. conditions for investments till the increase in the income 

of the future employee through acquiring housing facility in the respective area or promoted 

education.) 

We know little of the future (some say that one-way time flow is conditioned that we do not 

remember future), but everyone creates a certain idea based on their past experience. This 

idea is then reflected in our willingness or reluctance connected with concluding contracts 

where one party offers investment means and demands investment opportunities, whereas 

the other party demands investment means and offer investment opportunities. These contracts 

may take various forms. They may occur in the area of investments in firms and investments 

in people (human capital), human relations (social capital) as well as in decreasing transaction 

cost of different kind or obtaining information. 

5 Discussion 

The reflection of results presented in our paper and the related discussion will be led through 

an outline of challenges resulting from the abovementioned issues. 
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The issue of position investment needs to be analysed in more detail and a suitable model needs 

to be found which would correspond to the real process of projecting the idea of players 

of the future split of salaries in the decision-making of the players on the current split 

of salaries. The basis of this model may be the connection of the typology of different 

modifications of the basic (initial) cooperative game in a follow-up and context ultimate game. 

During the decision-making process as to whether the players will or will not accept 

a certain split (which is in a way an ultimate game), they anticipate the split in the follow-up 

cooperative game where the position investment may or may not prevail. 

Subsequently, it will be necessary to specify the relationship between the position investment 

(resulting in one player restricting the possibility to utilize investment opportunities by 

the second player) and its opposite, i.e. a case where the utilization of investment opportunities 

by one player creates conditions for the creation and utilization of investment opportunities by 

the second player. This shall resolve whether and to what extent the phenomenon of trouble 

will manifest itself during the utilization of investment opportunities. Here, it will be necessary 

to investigate specific cases and to put together their full listing (if possible). E. g. to distinguish 

a case where the restriction or on the other hand the creation of investment opportunities 

of the second player through a spontaneous or intentional action of the first player. 

We may formulate a hypothesis that in terms of a long-term social development there are often 

tendencies, where the utilization of investment opportunities by one group of players creates 

conditions for generating and utilizing investment opportunities by other players. At present, 

the fulfilment of this tendency may be related to creating conditions for the investment 

in human capital. As part of this long-term tendency there are also periods where for various 

reasons the evolution of financial markets „stutters“ (among others it shows the total effect 

of trouble phenomena during the utilization of investment opportunities) and where 

the position investment starts to prevail, leading to the culmination of social conflicts. 

From this perspective, the solution to the cooperative game modelling the financial market may 

be found in the idea that the investment opportunities available to both players are used by 

the level of their profitability, i.e. such a solution where the players do not anticipate 

the influence of position investment and prefer the utilization of all current investment 

opportunities to the maximization of their own income. The reason is that there are prevailing 

positive effects of creating conditions for mutual generating and utilizing investment 

opportunities among players. 

There are also other solutions to the cooperative game which is used to model the financial 

market. They correspond to different stages of the financial market development, or to excesses 

that occur on this market. These solutions can also be described through a relevant system 

of axioms which corresponds to one of the “possible worlds”. The formulation of the real issues 

this way is most contributive as we can anticipate the continuity of the real world. In this 

context, the comparison of prerequisites on which different models are based is priceless for 

the understanding of real development tendencies in the area of financial markets. 
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So far we have discussed only two economic entities, or rather players. Most tasks can easily 

be generalized to more players, which we decided not to do in order to ensure simple 

interpretation. There are also some tasks that need to take into account the possibility 

of the formation of coalitions and their influence on the split of salaries. However, these tasks 

belong to a relatively separate area of research and applications. 

Conclusion 

Financial markets modelling through the apparatus of mathematical analysis can be 

transformed in the form of several types of cooperative games. This form helps to highlight 

certain significant aspects of their functioning.  It involves cooperative games with transferable 

utility, some of which may have the form of Nash bargaining solution (S, d) and some are 

similar to the water distribution problem (water-problem). The choice of the adequate model is 

directly connected with the interpretation of what we want to express and what task is being 

solved. The trouble phenomenon plays a significant role during the utilization of investment 

opportunities. 

The apparatus, which we have developed, allows to presentthe issue of the operation and 

evolution of the financial markets as part of a more general type of tasks that focus on 

the solution to the issue of social wealth split. The comparison of this apparatus with other 

approaches (including those and especially those that are applied as part of the theory 

of cooperative games) allows to identify some of the current key problems. 

From the methodological perspective, this outlined approach delivers significant information 

concerning the solution to real problems by utilizing the methods of different levels 

of abstraction and transitions among them. 
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REFLECTION ABOVE SOME PROBLEMS OF THE 

AMENDMENT OF THE ACT ON INSURANCE 

INTERMEDIARIES 

MIROSLAV ČERVENKA  

Abstract 

The paper reflects on some provisions of the amendment to Act No. 38/2004 Coll., on insurance 

intermediaries and on Independent Loss Adjusters of insured events. The amendment to 

the amended quite fundamentally used terminology in the area of insurance mediation, 

in particular, however, puts on a par with insurance and reinsurance mediation. The proposed 

amendment to the Act also occurs to reduce the insurance intermediary bodies, there are 

obvious practical problems in the activities of separate providers, it is proposed the deletion 

of the activity of insurance agents and brokers as persons that represent the client. The 

insurance of industrial risks, independent analyses of the competitive products etc. are not 

solved enough, too. In the area of the settlement of claims is proposed to weaken the position 

of independent loss adjusters, the strengthening of their undertaking, depending on 

the particular and the resulting weaker position of the client – the injured party. 

Keywords 

insurance intermediary, independent loss adjuster, insurance, insurance company, insurance 

broker, client, register 

JEL Classification 

G22 

Introduction 

This contribution reflects on some provisions of the amendment to the Act No. 38/2004 Coll., 

on insurance intermediaries and on independent loss adjusters. The proposed amendment 

significantly changes the terminology being used in the area of insurance mediation, but 

particularly equates the mediation of insurance and reinsurance. 

1 Way out of the Amendment of the Act on Insurance Intermediaries 

According to the explanatory memorandum to the amendment to the Act No. 38/2004 Coll., on 

insurance intermediaries and on independent loss adjusters (hereinafter “the Act”) submitted by 

the Ministry of Finance, the aim of this proposal is to respond to the incompatibility with 

the regulatory principles applied in other financial market sectors, ineffective customers’ 

protection, ineffective supervision and low credibility of insurance distributors. 
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In Ducháčková’s [1] own words insurance is the specific economy sector dealing with 

insurance, reinsurance and mediation activities in the area of commercial insurance and other 

related activities. Institutions that are involved under the term of insurance: 

 Insurance and reinsurance undertakings 

 Insurance intermediaries 

 State Supervision over Insurance Sector 

 Insurance Companies Associations, Associations and Unions of Intermediaries 

 Independent Loss Adjusters 

 Financial institutions also dealing with insurance (e.g. banks) 

 Consulting and other companies in the area of insurance 

The present proposal of the amendment to the Act is properly based on the facts that currently 

in the insurance area there is a big, internally closely linked market where the customer is 

entering into and therefore it is desirable to have uniformed legal customer standards and 

uniformed regulatory architecture through the whole financial market [2]. The proposal also 

says that “...domestic insurance intermediaries currently may register themselves in five 

different positions”. This largely artificial categorization doesn´t have clear unifying element. 

Existing arrangements of distributing activities in the insurance sector can be called as 

“distributive discriminatory” …The concept of consumer protection… is inadequate and 

largely formal. Reserves can be seen namely in the specification of requirements on 

information obligation of banks and insurance intermediaries in relation to their customers and 

in adjustment of conflict of interests emerging from commission mechanism of rewarding 

of insurance intermediaries and negatively acting “misseling”. Lack of transparency of key 

information about some insurance products (so called “reserve making life insurance”) and 

about primary functions which these products have to or don´t have to perform together with 

high costs of negotiating certain insurance contracts objectively lead up to the situation that 

significant proportion of contracts are terminated by customers before the end of the insurance 

period [2]. 

2 The Goal of the Amendment and its Problems 

The proposal defines the desired objective of this amendment as: 

a) overall improvement in customer’s position, particularly by the way of emphasis on 

information obligation 

b) strengthening of credibility of insurance distributors through deepening of requirements on 

their expert qualification and ensuring proper professional care, 

c) removal of unjustified differences in external (intermediaries) and internal (employment) 

insurance distribution, 

d) creationof conditions for more efficient execution of supervision, e.g. through more 

transparent categorization of insurance intermediaries that decrease the number 

of supervised objects. 
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Despite the fact that this part of the proposal is relatively crucial it is not addressed enough and 

the amendment eliminates the indicated problems only partially. 

If we look at the proposed changes of relevant provisions of the Act, primarily, we can reproach 

the amendment for putting insurance on a par with reinsurance, while reinsurance is a highly 

specialized activity which presumably cannot be performed by intermediaries – individuals 

in practise. 

The Section 3 of the Act contains terms definitions and customer is defined as „person 

interested in insurance or reinsurance, policyholder or insured person“. For intermediary and 

loss adjusters a customer can mean also beneficiary, e.gin a case when a customer is 

represented by insurance intermediary in the matter of insurance compensation.  In this case 

the amendment would result in a worsening of a situation of some customers which is not 

in line with the stated purpose of this amendment. 

As categories of expertise is besides other things indicated offering or mediation of non-life 

insurance, while this activity has a very wide scope [3] when particular special fields assume 

some degree of professionalism, that a suggested one type of intermediary (individual 

intermediary, today agent or broker) might not have. 

It would be desirable these expertise categories being derived from the annex to the Act No. 

277/2009 Coll. on Insurance. Reduction of groups of intermediaries (to a tied insurance 

intermediary and independent intermediary26) may be confusing for costumers. A customer will 

not be able to find out whether an intermediary concerned is authorized to offer (to mediate – 

also in this case terminology is not unequivocal) e.g. loan insurance or high risk insurance 

(including drawing up of risk reports). Having only one group of intermediaries will be unclear 

for costumers. 

According the proposer this amendment is also response to relatively easy approach to 

the insurance sector and high number of registrations which allegedly limit effectiveness 

of state supervision performed by the Czech National Bank and ability to have realistic view 

of a real number of persons who are active in this sector actually. 

Today this is a problem on the side of a regulator, thus the Czech National Bank. According to 

the current legislation when a subordinated insurance intermediary (new tied agent) commits 

illegal activity, the Czech National Bank is authorized to penalize both an intermediary and an 

agent or a broker whom he is working for. Tied agent will be newly required to work for only 

one person (usually independent intermediary) while considering its legal form may be 

represented by a member of statutory body, an authorized representative or an employee. The 

amendment to the Act doesn’t deal with an illegal activity committed by a tied agent 

of insurance or reinsurance undertaking. They should bear the same responsibility as an 

                                                           
 

 

26 From names of intermediaries it is not obvious to customer that itis going on the insurance area. 
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independent intermediary. In the opinion of the author of this reflection currently the biggest 

problem are employees of some insurance undertakings and of intermediaries but the proposal 

doesn’t response to this issue hardly at all. This refers particularly to employees of the Czech 

Post while most of them have only basic education but also to employees of banks who are 

trained in the area of banking products and cannot compete with specialized insurance 

intermediaries as regards expert knowledge. Employees of the above mentioned institutions 

remain out of the supervision of the CNB. Educational requirements are stipulated only very 

general by the reference tothe implementing legislation. 

3 Problematical Client´s Protection 

In the opinion of the author neither in the area of a loss adjustment a customer protection will 

be increased. The proposal contains provisions stipulating that an independent loss adjuster will 

work on the basis of a contract with an insurance undertaking. There aren’t any reasons given 

why it is not possible to have a contract with a costumer, when a lost adjuster is certainly expert 

and skilled person, who may defend rights of a customer, who is a layman compared with an 

insurance undertaking. 

The most sophisticated part of the amendment is the area of providing customers with 

information contained in the Section 21a and following, although there are also comments on 

these provisions. There is a lack of requirement on information about remuneration in the case 

of a direct distribution by insurance undertakings. Compared to conclusion of an insurance 

contract in personal presence of a party there is inadequate regulation of conclusion of a remote 

insurance contracts, when a customer assume the risk of incorrect assessment and needs 

assessment in particular27, customer is not able to assess insurance compensation, without 

specialized education in this area, he is not able to assess insurance exclusions, he is not able to 

assess impacts of reserve-making insurance adjustment (without specific capital market 

knowledge). 

Completely outside the purpose of the amendment stated in the explanatory memorandum is 

the proposal to determine yearly prolongation of authorization for tied agents and individual 

intermediaries together with the obligation to pay administrative fee for this prolongation, as 

stated in Section 13b. Without an assessment of the qualification is this formality completely 

non-systemic and set inequitable conditions compared with another trade business, but also 

compared with other subjects operated at the insurance market (e.g. insurance undertakings 

don’t have the obligation to pay a fee after obtaining the license every year). This proposal has 

nothing to do with the customer’s protection. 

                                                           
 

 

27 E.g. the size of the liability in connection with limits set by the New Civil Code. 
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Conclusion 

Despite the objectives declared the amendment to the act on insurance intermediaries neither 

contributes to the overall improvement of the consumer’s position (except information 

obligation taking into account the above mentioned reservation) nor removes differences 

in the regulation of internal and external insurance distribution. The external distribution will 

be burdened with the new annual administrative fee as the only one group of subjects at 

insurance market. 

Most likely there will be decrease of the number directly supervised subjects, which is 

the benefit for the CNB but not for a customer. 

The proposed amendment will probably formally increase the expertise of subjects operating at 

the insurance market but at the same time will strengthen the position of insurance undertakings 

in relation to clients, namely in the area of loss adjustment. The author is of the opinion that 

the draft proposal should be discussed by the professional public and not be debated by 

the Parliament in the shortened reading on the contrary. 
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DEALING WITH CURRENT ECONOMIC CHALLENGES 

LACKS NECESSARY THEORETICAL SUPPORT 

JAROSLAV DAŇHEL  –  JOSEF BUDÍK  

Abstract 

The authors of the essay focus on the methods of economy-field research work. These methods 

differ greatly; quantitative methods with substantial utilization of the mathematical apparatus 

are preferred these days. For their research the authors decided to choose the mind mapping 

method which is suitable for logical organization of well-known facts as well as for deducing 

new connections resulting or deduced from well-known facts. The essay aims to demonstrate 

a few existing flaws in applying research methods and to suggest a direction of possible 

changes and their reflection in educational programmes. The methods discussed in this paper 

can be successfully applied for educational programmes on financial markets. 
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crises, economic research, accident, fundamental solution 
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Introduction 

With the world and national economies facing deep financial and economic crisis in the last 

decade, we were forced to observe that the current paradigms clearly fail to serve their purpose 

in the complicated global era. A part of it is due to a radical shift towards higher formalization 

and mathematization of economic science, aiming for higher rigorosity (maximization or 

optimization), thus for higher efficiency of normative prediction. 

In the presented paper, by utilizing the method of mental mapping the authors justify 

the necessity of a different kind of research work methods and introduce the vision of necessary 

changes while presenting research outputs and the subsequent positive impact on education. 

1 Research goal and summary of relevant literature 

Despite a relatively longer time period since the last world financial and economic crisis, 

economic experts have failed to reach a consensus concerning the opinion on the causes of its 

origin and course. They did not find a way of preventing crisis of similar nature and eventually 

the theoretical consequences for economic science paradigms. Not even the practical 

consequences for future economic policy have been worked out. Among others, one reason is 

certainly the fact that the last crisis showed a few brand new specific features (run bank on 

banks, role of innovative structured instruments, failure of rating agencies); differences could 
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also be observed between past crisis periods and the recession in 2007, 2008 and the subsequent 

years (still prevailing low interest rates, dysfunctional loan market, non-functional standard 

monetary stabilization of aggregate demand). These new aspects could not be scientifically 

absorbed and analysed yet. 

The scientific theory was tackled by Gill, J. and Johnson (1998) and a modern approach towards 

new thinking with a geyser of inspirations can be found in contemporary works of sceptical 

empiricist N. N. Taleb. With his publication (Black Swan) he focuses on the analysis 

of the phenomenon of "black swans", i.e. unpredictable phenomena and events with 

a significant impact on individual´s life or on the whole society. It refers to situations, such as 

the terrorist attack on 11 September 2001, phenomenal success of Google Company or 

the recent global financial and economic crisis. The author believes that the cause of our lack 

of preparation for similar turning point events mainly lies in inertia of our thinking in the form 

of excessive trust in statistics and prognoses, exaggerated categorization, searching for 

the "logic" of the development or focusing on particularities where we´d better think in general 

context. 

Similar approach is obvious of cognitive psychologists, behavioural economists, e.g. Daniel 

Kahneman (2011) and others. Their publications show the nature of philosophical or 

methodological contemplations on primary epistemic, gnoseological and ontological issues, 

nevertheless their applicability within the search for new economic paradigms is obvious.  As 

part of this paper´s plan, Taleb stresses the need for conscious humility while absorbing 

the criticism of human cognition. We should also try to completely change our approach 

towards cognition, which clearly enormously applies to economic science. 

The topic of new theoretical concepts synthesis is related to a relatively wide spectrum 

of knowledge that mainly come under the psychology of thinking, methods of resolving 

problems, creativity or imagination. These methods evoke other directions of thinking and links 

to new topics formally characterized by concepts – key words. Key words evoke other mental 

contents and according to Buzan they are the foundation of mental maps. An example 

of a mental map used during the research work is presented in Figure 1. 



54 
 

Figure 1: Mental map 

 
Source: Authors´ analysis 

The basic frame of the mental map is a graph, i.e. a relatively easily formalizable algebraic 

structure. 

2 Method 

For the purpose of determining authors´ interests in various topics, it is possible to use statistical 

methods derived from methods applied during bibliometric researches. In relation to 

the presented issue, authors were looking for some confirmation of the hypothesis that 

the authors and editors of expert books are more interested in quantitative analyses than 

in qualitative ones. 

Simultaneously, the authors applied the method of mental mapping by Tony Buzan (2007). It is 

one of the support methods of finding creative solutions, and the eventual solution in general – 

i.e. even conceptual solutions. Mental maps are a way of visualization of mental contents 

of that particular (and usually depicted in the centre of the map) topic and the way 

of visualization should allow expression in the broadest possible spectrum of mental and 

receptive modalities, whereas the frame of the mental map is an algebraic graph, which is 

a relatively simple structure demonstrating elements and their interactions. The algebraic graph 

is in this case the bearer of the semantic structure of the mental map. To a certain extent, it 

corresponds to the process of creative work during the development of a conceptual design, 

where we often proceed from a vaguely formulated idea to an unequivocal and clear result. 
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From a different perspective, the mental map is a clarification, depiction or externalization 

of mental representation of the given trouble area – mental representation which is useful 

during the search for a creative solution. In other words, we can say that the mental map 

restructures the context (background). 

Partly also in response to the information of the above-mentioned publications, it was 

necessary to specify our own analyses during the research work. The mental map turned out to 

be a suitable method as it graphically presents structured data – i.e. mainly the keywords. In 

line with the methodology, its centre contains the main topic consisting of branches that kept 

dividing into sub-groups (branches of the second, third etc. level). The lines and arrows 

demonstrate interrelations among individual ideas. The application of symbols, marks, colours 

and others helped clarify their significance and priority. 

3 Discussion 

The interest in methodology of science accelerated in the period of 2000-2009 as well as 2000-

2013. This period sees a substantial increase in the number of data bases entries. Database 

ProQuest shows increased number of entries searched for by keyword „methodology“ as 

presented in Table 1: Increased number of entries.28 

Table 1: Increased number of entries 

Period Increased number of entries 

1990-1999    175,966 

2000-2009    897,694 

2010-2013 1,215,714 

Source: Database Proquest dated 9 February 2015 

This was followed by an inquiry which was used throughout the whole database ProQuest by 

the authors for the search of entries with keywords „methodology and qualitative“. It showed 

345,901 entries, of which 222,676 were published in „scholarly journals“ and 195,172 of those 

were “peer reviewed”. The result was substantially changed when operator “not” was used for 

the search, i.e. „methodology and (qualitative not quantitative)“. In that case, the database 

showed 100,590 results, of which 74,732 in „scholarly journals“ and 64,368 of those were 

„peer reviewed“. 

The result has proved that the methods of research work are getting more attention and that 

the quantitative methods are represented in published expert works more often than 

the qualitative methods. 

Quantitative methods are well applicable in the era of stable economic development. However, 

the period of mass overconsumption in core world economies in the past years caused such an 

                                                           
 

 

28 Data of 2014 and early 2015 were not used for the analysis, considering their possible additional updates. 
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imbalance that the only remedy was possible through massive financial and economic crisis. It 

was ideologically sustained by the ideas of welfare state, prioritising short-term objectives by 

the spirit of Keynes´s bon mot „from the long-term perspective we are all dead“, thus 

perceiving the indebtedness as something more or less positive. It also laid foundations for 

the crisis of public finance connected with a bloated social state. 

Negative economic features of the current global world present their escalating reflection on 

the political level; with the absence of adequate recommendations of economic theory, 

bureaucratic machinery tries to enforce a higher level of state administration interference 

in the life of the society, particularly in economic affairs. Opening scissors of income polarity 

along with consolidation disturb social conciliation, radicalize a part of the political spectrum 

and to a certain extent challenge the very democratic social model and even erode the ideas 

of international and inter-branch integration. The fatigue caused by the relatively long crisis 

period furthermore escalates the competition and income polarity, which brings about social 

conflicts that are currently a frequent phenomenon in core European economies, in France, 

England and lastly even in Sweden. 

In an environment of decreased opportunities to apply for the instrumentarium treatment based 

on an expert well-founded conservative economic prediction, the politicians further increase 

their activities towards non-system discretionary intervention in the economy and 

the subsequent expansion of regulation because of the fear of chaos and uncontrolled 

complexity of the situation in the world. Real manifestations, often represented by legal 

regulations, in some respects speak against the business itself – we mean the inadequate 

increase in consumer protection factors, anti-discriminatory precautions in the insurance sector, 

etc. It practically results in an unsolvable conflict: regulatory measures taken for the benefit 

of the client, exceeding reasonable limits, basically increase prices of financial services for 

the clients, thus resulting in decreased efficiency, i.e. a completely opposite result than 

expected. 

This fact results from the awareness of general axiom that the external world is unpredictable 

and the illusion of our belief that we understand the economic events is confronted with the fact 

that the incoming conditions shaping the world are more and more complex and random. In this 

context, methodologists point out an important aspect: In a new environment, some historically 

rooted definitions of economic categories do not fully express major aspects of definitoric 

grasped concept under completely new conditions; an example might be the very term 

of economic crisis and recession. Their last „different“ form obviously results from the failure 

of human cognitive skills and their new complex definition should most probably exceed 

the scope of economic science; it should become a category of general science methodology. 

This cognition, however, should be approached differently than so far. 

The contemporary hectic world, its volatility, arrival of phenomena of unbound randomness – 

this all results from the misunderstanding of stochastic conclusions based on our too seriously 

perceived knowledge and information obtained from those books we have already read. We can 

then use Taleb´s quotation: „Just as we need to stand library logic on its head, we will work on 

standing knowledge itself on its head“. 
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It is quite symptomatic to find out that approximately half of the research and academic articles 

representing months or even years of hard work for their authors are never read. The role 

of scientists and researchers and recognition of their outputs by expert public is highly 

connected with the unbound randomness. This statement generally applies to social sciences, 

markets, politics and the whole society; these disciplines and institutions are fundamentally 

unpredictable in their development, despite most questionable but still persistent efforts 

of economists, forecasters, mathematicians, statisticians and other academic experts and 

theoreticians. 

In this context, it is important to start discussions about current pressing economic problems, 

their methodological-philosophical foundation at an adequate professional level and at the same 

time to search for the answer why there is currently minimum theoretical support especially 

of the most topical economic events. One of the factors is the fact that the success 

of researchers, scientists, theoreticians is measured mainly by the number of speeches at 

scientific conferences and of publications in expert magazines. In this respect, most respected 

are the proceedings from conferences and magazines with high quotation index through 

the selection of presentations, which often decides on the career advancement of the researcher 

or pedagogue. These outputs, however, generally often suffer from the subjective approach 

of tutor´s evaluation as well as from other flaws, the most influential of which is 

the randomness factor.   

The negative impact is also attributed to the afore-mentioned shift of the last-decades economic 

theory towards higher formalization and mathematization of economic science. We believe that 

the present economic situation of the world including the ethical dimension quite truthfully 

reflects the inefficiency of the general economic theory mathematization and excessive 

emphasis on model formalization. In this respect, we can observe considerable 

inertia of opinion of the majority of expert public. Renowned economic magazines still prefer 

to publish articles of mathematizing economists; the expert level of articles is thus derived from 

the number of formulas, tables and graphs in the paper; papers based solely on empiricism and 

soft approaches are considered sort of handicapped by the publishers, regardless their cognitive 

value. 

Yet it is more and more obvious that there is no remedy against the economic instability 

of the world from the instrumentarium of hard scientific disciplines. Verification and validity 

of basic methodological ambivalences about the unpredictability of the external world is being 

repeatedly confirmed, thus related to most limited human capabilities of prediction and 

the basic methodological contradiction having the character of an axiom: how to make 

the future the object of scientific research if it does not exist as the object yet. It is important to 

discuss these facts and to revise resulting economic categories from this perspective. 

The existing enormously complex, yet global world is characterized by emerging highly 

improbable, unexpected events of all kinds with which mathematical model formalizations do 

not work due to their low probability and do not take into account their consequences. We 

believe that teaching the aspects of „unbound“ randomness, the consequences of which we 

should be mentally prepared for, should become a subject, starting in university classes up to 
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courses of enhancing financial literacy. In college classes, it might replace e.g. the persistently 

taught subject of portfolio theory which was crushingly criticized by Taleb who basically swept 

away the theory. 

The decreased possibility to currently publish in significant expert periodicals is usually 

affected by the considerable duration of the review process as well as by these magazines 

selected anonymous form of lecturer´s evaluation. In our opinion, the time necessary for 

the lecturer´s response and the subsequent final decision of the editorial board eliminate 

the contributions responding to serious topical economic events that have relevant theoretical 

consequences. The problem of anonymous evaluation is most noticeable in case there is 

a conflict of opinion between the authors of the paper and the lecturer. In that case, 

the viewpoint of the lecturer is subjectively made more favourable for no good reasons, 

in particular if it concerns a lecturer with „stabilized“ thinking. It is necessary to add that 

in some respects the controversial anonymous form of the evaluation is currently also used for 

the review and approval of research projects of grant agencies, thus for the allocation of funds 

for their support. 

The general quality of the theory is that even though it may be accepted by the majority, its 

practical application is always delayed; this phenomenon is substantially caused by the mental 

inertia of professional elite. The minds of theoreticians and academic researchers show 

prevailing opinion on the possibility of higher formalization of economic science, which is why 

Taleb´s and Kahneman´s concept schemes are accepted with caution and often with 

preconceived displeasure as well. 

Conclusion  

We observe more distinctly that without the transformation of the approach toward 

the cognition of economic events all around the world, especially the humility in front 

of the unbound randomness which is the decisive factor of political-economic events, we 

cannot move much closer to the fundamental solution of problems. 

University and research workplaces should get involved more efficiently in the search for 

the solution of problems of unprecedented nature from the historical perspective and 

in the search for new paradigms of economic science; practical utilization of the discussion 

within the plurality of opinion and researcher´s conclusions can be found in bigger flexibility 

of discussing and releasing the outputs at conferences and in renowned expert magazines. 

Theoretical economists and researchers have to try to modify paradigms of economic science 

with the shortest possible delay to make them sufficiently cognitive, thus allowing positive 

control of world economic affairs. 
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THE NEW ENVIRONMENT FOR FINANCIAL MARKETS 

JAROSLAV DAŇHEL  –  EVA DUCHÁČKOVÁ 

Abstract  

The paper deals with the current modification of environments in which financial markets 

operate. Primarily, it focuses on the consequences of financial and economic crises and their 

solutions through massive fiscalization of losses and a consecutive therapy through quantitative 

easing. Thus, in economies, in the newly emerging environment of liquidity surplus, current 

tools of monetary policy become ineffective, and, consequently, some of the so far valid 

functional paradigms of savings-investments relationship are becoming less effective. At the 

situation when safe instruments are used and the financial market yield return rates fluctuate 

around the zero point, the situation of institutional investors at the financial markets is becoming 

ever more complicated, as it can be observed mainly in banks and commercial insurance 

companies. The world economy and financial markets’ current situation show a low efficiency 

of the current state regulatory strategy consisting in the form of a rigid regulation of financial 

markets, again, mainly with banking institutions and commercial insurance companies. This 

raises the question of the potential return to the roots: to a higher level of market spontaneity 

and lowering the impact of regulatory intervention of state and multi-national institutions on 

financial markets and institutional investors. 

Keywords  

fiscal and monetary policy tools, quantitative easing, liquidity surplus, savings-investments 

relationship, institutional investors’ strategy, control/regulation 

JEL Classification  
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Introduction 

The current complicated global world of the last two decades has seen the development of a 

new economic environment for which it is not possible to apply the paradigms still valid not a 

long time ago. The last financial and economic crisis and the subsequent recession were, in 

many respects, different from the previous ones. 

The way in which the world and all national economies went through the financial and 

economic crisis showed that the up to now valid economic paradigms used by both ends of the 

opinion spectrum failed. Neither liberal, nor Kynesian approaches towards the economic policy, 

managed to identify in time the serious dis-balance of the world economy, and avert the gradual 

increase of crisis or, at least, its restriction. 
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1 New environment 

It is more and more evident that the complex science of economics does not include any 

essential theoretical instruments which could cognitively reflect the complexity of the global 

economic world full of striking elements of fortuities. The current economic environment does 

not follow the typical, historically known cyclical amplitude, it rather goes through the state of 

transformation and significant metamorphosis, which apparently puts the economic elite at its 

wit’s end. 

The current characteristic movements at the bottom amplitudes of an economic cycle of the 

world economy are further complicated by the high volatility of financial markets which show, 

in relation to real economy, the features of autonomy and virtuality. Currently, the exchange 

rates of euro, rouble and crown manifest extraordinary volatility, which is caused by the 

stagnating European economy, by high indebtedness and by an inability to solve efficiently the 

escalating political problems like war conflicts, terrorism, mass migration, economic sanctions, 

etc. 

In theory, an inadequate stress on excessively formalized economy and intensive 

implementation of mathematical approaches, mainly into the models of market regulation with 

the aim to maintain a mild volatility and stability of financial markets, was in the last two 

decades based on the theory of „risk based approach“. According to this approach is is possible 

to master the significant effects of fortuities on the world economy. This was supposed to be 

ensured through the robust database of historic data and a wide portfolio of sophisticated 

models. 

The current hectic volatility of the world economy and its financial markets, is an evidence of 

inefficiency of these „exact“ approaches which should have mastered or eliminated the risks. 

There has never been any „safeguard“ against uncertainty and instability of the world economy 

and thus it is even less possible there would be such for the recent days.  

The enormously complicated global world results in many kinds of highly unexpected and 

improbable events, which are not reflected in any mathematical formalized models due to their 

low likelihood, and thus no models count on their consequences. It is a fact that the results of 

prognostic models, issued by renowned institutions, do not sufficiently take into account the 

volatility of economic events and they are in sharp contrast with the current reality. 

2 Surplus of liquidity, quantitative easing 

The current state of the world economy mainly resulted in solving the crisis losses of financial 

institutions through massive fiscalizing and subsequently through applying a contradictory 

therapy of quantitative release. These interventions resulted in the surplus liquidity in most of 

the developed market economies. In the environment of the surplus liquidity, the classic 

monetary policy central banks tools practically stopped working. The revenue rates on financial 

markets are historically on the minimal level, of the technical zero or they show negative values, 

and thus they contradict some of the former economic paradigms. 
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More and more theoreticians think that the policy of quantitative release applied by central 

banks in combination with historically low market interest rates have created „a bubble of all 

bubbles“ on the market of bonds. 

Such a bubble has been created in cooperation with investors who, due to the liquidity surplus, 

have been looking for higher and more risky revenues. The strategy of zero interest rates and 

quantitative release practically means putting the current serious issues off until the bonds 

purchased by a central bank are payable – which can be regarded as a „ticking time bomb“. 

This way of pumping more money into the economy, in other words increasing the liquidity, 

is, according to central bankers, the only way how to ensure economic growth in the current 

world. 

There is a historical reminiscence – at the end of the Second world war Germany had a high 

volume of one-pound bank notes issued. These were not easily distinguished from the original 

ones issued by the Bank of England. The plan to input them in the circulation was not executed 

due to the loss of bombers which were to parachute the banknotes to England. It is interesting, 

in relation to the current opinion of central bankers, that the Germans intended to subvert the 

British economy by means of the surplus liquidity. 

There is another significant consequence of the technical zero interest rates. J. M. Keynes 

defined an interest as a bonus for giving up the liquidity, while the means which were put aside, 

instead of being consumed, were to be invested, and thus they ensured the future economic 

growth. 

However, the entities of the financial market evidently do not act in accordance with the 

Keynesian definition. Banks terminate deposit accounts of their clients while giving 

justification of not being able to generate any sources needed to guarantee the interest revenue 

for their clients. As some banks even charge a fee for the administration of deposits, which 

means a negative revenue for their clients, we can guess, whether such a situation– when time-

tested product design has been failing in the current economic environment – is not a market 

default. 

Banks have excessive liquidity, further catalyzed through quantitative release, while there is a 

very little interest shown by loss-making economic entities in free money. Such an environment 

contradicts the Keynes‘ assumption that the savings  represent a source for the development of 

investment activities. Therefore, the assumption of a benefit for giving up the liquidity is not in 

this case valid. Mr. Kysilka [6], the managing director of one of the foremost Czech banks 

accurately described this problem: „We are in a unique situation from the historic point of view. 

Money lost its value, which is manifested through the fact that we lend it for a zero or negative 

interest rate. If the banks are to keep, or at least slow down, the further decline in their 

profitability, they have to take measures which „compensate“ this trend. 
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3 Controversial regulation 

In a volatile environment inclining to moral hazards and negative choices, regulations from the 

site of politicians increase. Two aspects are controversial, though. On the one site, it is the 

increasing regulation requirements for banks in connection to a creation of relevant capital for 

absorption losses and recapitalization while capital adequacy including the MREL (Minimum 

Required Eligible Liabilities) concept should reach up to 36% of the bank capital within a few 

years. On the other site, quantitative easing is being issued by the central banks which increases 

surplus liquidity in economies and, as already mentioned, deforms the relationship between 

savings and investments. This critically disturbs the allocation functions of financial markets. 

This raises a question how will the bankers create resources for functioning of an institutional 

investor in economics, that is, how they will behave during the phase of accumulation of 

temporarily loose resources of clients. 

The Czech banking market, despite some problems in general position, is still demonstrating 

good results and in within the European integration belongs to the most stable [4]. However, 

the national insurance market is currently affected much more. Commercial insurance 

companies are institutionalized mainly through the functioning of life insurance system. This 

segment, while creating temporary free funds, has been increasing in the recent years, but has 

dropped last year for by seven-tenths. What is alarming is the decrease of production during the 

first months of this year. One of the reasons of the reduced demand for life insurance is a loss 

of product profitability conceived as an investment instrument. With regard to the technical 

zero in returns of conservative instruments, which are the only possibility for life insurers to 

invest their temporarily free funds of their clients, regulators tend to set the upper limits for the 

technical interest rate products to guarantee return. In the Czech Republic, the technical interest 

rate is set at 1.9%, while in Germany, it is only 1.25%. Life insurance as an alternative 

investment instrument for financing post-active clients to cover their life-span to a stipulated 

age becomes unattractive. All this, including the tax changes introduced at the end of last year, 

reflected in a reduced interest of clients and, and the loss of dynamics in life insurance. In 

addition, the insurance sector was also affected by higher costs associated with the 

implementation of the new Civil Code, by a so far unrecorded loss in liability insurance and by 

continued regulation that does not anticipate the specifics of the economy sector. In particularly, 

this relates to the controversial regulatory Solvency II project, which will become fully active 

for all EU members next year. 

It appears to be symptomatic, then, that the banking and insurance sector was in fact hampered 

by the modest growth of the Czech economy and the gross domestic product last year. Indeed, 

the output of both sectors fell compared to the previous year by more than ten percent, and thus, 

deprived the Czech gross domestic product by about half a percent. Improvements can hardly 

be expected, rather the contrary. 



64 
 

Conclusion 

The state of the global and national economies, as well as the world and national financial markets 

highlights the fact that the economic theory and politics cannot cope with the complexity of the 

current global trends. Without useful theoretical instruments and without a long-term political 

vision, current problems manifested in ambiguities in financial markets do not seem feasible to 

be resolved in the immediate future. The economic world is too complicated, and virtual and 

irrational in many ways. Therefore, restructuring the entire socio-political system toward 

simplification and reduction seems as a logical alternative. Complicated state interventions as 

well as rigid regulations do not lead to profit. This raises a question of a potential return to the 

roots: to higher market spontaneity and lower regulatory intervention of state and multi-national 

institutions on financial markets and institutional investors. 
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SOME REFLECTIONS ON THE ROLE OF THE EU 

COHESION POLICY IN SUPPORTING SMART, 

SUSTAINABLE AND INCLUSIVE GROWTH 
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Abstract 

The article presents implications of the global financial and economic crisis on the financial 

situation of the EU Member States and their territorial units. Therefore, in the years 2014-2020, 

financial instruments will be promoted in a wider range, including cohesion policy, which 

should mobilize public and private funds for investments stimulating the economic growth and 

employment. Changes introduced in cohesion policy concern not only the orientation of this 

policy, but also its implementation in order for it to become an effective instrument for 

implementing the Europe 2020 Strategy. 

Keywords 

financial and economic crisis, Europe 2020 strategy, cohesion policy, financial instruments 

JEL Classification 

F5, G01, R1 

Introduction 

Global financial and economic crisis has affected the economic situation of not only the EU 

Member States, but also their regions. Implemented policies to ensure the stabilization of public 

finances were related to the implementation of restrictive budgetary policies, which caused 

a reduction of investment expenditures in the EU countries, especially those with a pro-

development character. A number of measures were undertaken, which were designed to help 

to overcome the crisis through, among others, crisis response mechanism, reform of the EU 

financial system has been started, economic governance in the EU under the European 

Semester was strengthened29. Cohesion policy has become an important instrument for 

implementing the Europe 2020 Strategy for the development of smart, sustainable and inclusive 

growth. Effective implementation of this strategy should contribute to the entry of the EU onto 

a path of long-term growth and reduce negative consequences of the crisis. In order to improve 

                                                           
 

 

29 Podsumowanie realizacji strategii „Europa 2020” na rzecz inteligentnego, trwałego wzrostu gospodarczego 

sprzyjającego włączeniu społecznemu, Komunikat Komisji, Komisja Europejska, Bruksela, 05.03.2014, COM 

(2014) 130 final, p. 4-5. 
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the rationality and efficiency of public expenditures, appropriate solutions within 

the framework of cohesion policy, and modifications to the existing mechanisms and 

instruments of its implementation have been introduced. 

The aim of this article is to present the impact of economic crisis on the financial situationof EU 

countries and their territorial units, and its spatial implications. Solutions and instruments 

adopted within the framework of this policy will be discussed, which are expected to contribute 

to the achievement of the objectives set out in the Europe 2020 Strategy. It was hypothesized 

that the condition for further implementation of cohesion policy is to improve its efficiency and 

effectiveness.  

1 Implications of the economic crisis on the regions and their 

financial situation 

Financial and economic crisis has caused a reduction of expenditures aimed at promoting 

economic growth and employment30. The size of investment expenditures in the Member States 

has significantly decreased, because as indicated by the European Commission, they have been 

reduced by 20% in the years 2008-2013. While the decline of investment expenditures 

in different EU countries varied, and so e.g. in Greece, Spain and Ireland reduction of these 

expenditures amounted to approximately 60%. Had it not been for communicated transfers under 

cohesion policy during this period, a decrease in spending on investment projects would be far 

more serious. In some Member States the contribution of EU funds (with national-cofinancing) 

to the financing of public investments is significant, because in Slovakia it amounted to over 90% 

and to over 70% in Lithuania, Bulgaria and Hungary in the years 2010-201231(fig.1). 

Figure 1: Impact of cohesion policy on public investments in 2007-2013 

 

Source: Inwestycje na rzecz…, p. XV 

                                                           
 

 

30 Unless otherwise stated, this point was elaborated on the basis of: Inwestycje na rzecz wzrostu gospodarczego  

i zatrudnienia. Promowanie rozwoju i dobrego rządzenia w regionach UE i miastach. Szósty raport na temat 

spójności gospodarczej, społecznej i terytorialnej, Urząd Publikacji Unii Europejskiej, Luksemburg 2014. 
31 Inwestycje na rzecz..., op. cit., p. XV-XVI. 
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In this context, attention should be paid to the state of public finances of individual Member 

States. While in the years 2000-2008 budget deficit in the EU-27 accounted for an average 

of 1.9% of GDP, from 2008 it began to rise in order for to the situation through appropriate 

measures in this regard to begin to stabilize32. 

In 2011, the budget deficit in the EU-27 was 4.5%, while in 2014 it decreased to 2.9%  

of GDP. The situation of individual countries in terms of the budget deficit was diverse, since 

in 2009 a very high deficit was reported by countries such as Ireland (13.9%), United Kingdom 

(10.8%), Portugal (9.8%), Lithuania (9.1%), Romania (8.9%). In 2014 the situation in these 

countries in terms of the level of budget deficit improved and Cyprus had the highest budget 

deficit of 8.8% and a deficit in excess of 5% was recorded, except Cyprus, by Spain and 

the United Kingdom in the EU-27. However, given the fact that in some countries of  

the EU-27, the budget deficit was higher than the 3% of GDP, finding additional funds for 

investment activities seems to be difficult. 

In contrast, public debt in the EU-27 increased from 81% of GDP in 2011 to 86.8% of GDP 

in 2014. In 2009, public debt above the reference value of 60% of GDP was recorded in 10 

countries of the EU-27, and in 2014 in 16 countries this figure has been exceeded (including 

Croatia). This resulted in a reduction of public expenditures, that in 2010 accounted for 50.3% 

of GDP, 48.6% in 2013 and a year later it amounted to 48.1% of GDP. In 2014, in comparison 

to 2009, the share of public expenditures in GDP generally decreased except: Belgium, 

Denmark, France, Croatia, Cyprus, Malta, Slovenia and Finland33. The share of public 

expenditures, capital expenditures and budget deficit in relation to GDP in 2009-2014 are 

shown in Table 1. 

Table 1: The share of public expenditures, capital expenditures in 2009-2014 and the budget deficit in 2014 

in relation to GDP (in percent)  

Countries  

Government expenditures  

as a percentage of GDP 

Government investment expenditures  

as a percentage of GDP 

Budget 

deficit 

(in%) 

2009 2010 2011 2012 2013 2014 2009 2010 2011 2012 2013 2014 2014 

EU (27 countries) 50.3 50 48.5 49 48.6 48.1 : : 3.1 2.9 2.8 2.7 -2.9 

Belgium 53.2 52.3 53.4 54.8 54.5 54.3 2.2 2.2 2.3 2.4 2.2 2.3 -3.2 

Bulgaria 40.6 37.4 34.7 35.2 38.3 39.2 5.1 4.8 3.5 3.5 4.1 5 -2.8 

CzechRepublic 43.6 43 42.4 43.8 41.9 42 5.5 4.7 4.1 3.9 3.5 3.9 -2 

Denmark 56.8 57.1 56.8 58.8 57.1 57.2 3.1 3.3 3.3 3.9 3.7 3.9 1.2 

Germany 47.4 47.2 44.6 44.2 44.3 43.9 2.3 2.3 2.3 2.3 2.2 2.2 0.7 

Estonia 46 40.5 38 39.8 38.8 38.8 6.2 4.8 5 6.3 5.5 5.1 0.6 

Ireland 47.6 66.1 46.3 42.3 40.7 39 3.7 3.4 2.4 2 1.8 1.9 -4.1 

Greece 54 52.2 54 54.4 60.1 49.3 : : 2.5 2.5 2.7 3.8 -3.5 

Spain 45.8 45.6 45.4 47.3 44.3 43.6 5.1 4.7 3.7 2.4 2.1 2 -5.8 

France 56.8 56.4 55.9 56.8 57 57.2 4.3 4.1 4 4.1 4 3.7 -4 

                                                           
 

 

32 Inwestycje na rzecz…, op. cit., p. 137. 
33 Data were obtained from the Eurostat database (http://ec.europa.eu/eurostat/data/database).  
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Croatia 47.2 46.8 48.5 47 47.7 48 : : 3.5 3.5 3.7 3.6 -5.7 

Italy 51.1 49.9 49.1 50.8 50.9 51.1 3.4 2.9 2.8 2.6 2.4 2.2 -3 

Cyprus 42.6 42.5 42.8 42.1 41.4 49.1 4 4.2 3.7 2.6 2 1.8 -8.8 

Latvia 43.4 44 38.8 36.5 36 36.9 4.8 4.6 5 4.8 4.3 4.3 -1.4 

Lithuania 44.9 42.3 42.5 36.1 35.5 34.9 4.4 5 4.7 3.9 3.7 3.5 -0.7 

Luxembourg 45.1 44 42.3 43.5 43.6 44 4.3 4.6 4.2 4 3.5 3.8 0.6 

Hungary 50.8 49.8 49.9 48.7 49.8 50.1 3.4 3.7 3.4 3.7 4.4 5.2 -2.6 

Malta 41.9 41 40.9 42.4 42.3 43.8 2.4 2.2 2.8 3.2 2.8 3.8 -2.1 

Netherlands 48.2 48.2 47 47.5 46.8 46.6 4.3 4.1 4 3.7 3.6 3.6 -2.3 

Austria 54.1 52.8 50.8 50.9 50.9 52.3 3.4 3.2 3 2.9 3 2.9 -2.4 

Poland 45.2 45.9 43.9 42.9 42.2 41.8 5.1 5.6 5.9 4.7 4.1 4.4 -3.2 

Portugal 50.2 51.8 50 48.5 50.1 49 4.1 5.3 3.5 2.5 2.1 2 -4.5 

Romania 40.6 39.6 39.1 36.4 35.2 34.9 6 5.7 5.4 4.8 4.5 4.3 -1.5 

Slovenia 48.5 49.2 49.8 48.1 59.7 49.8 5 5 4 4 4.3 5.1 -4.9 

Slovakia 43.8 42 40.6 40.2 41 41.8 3.7 3.5 3.7 3 3 3.7 -2.9 

Finland 54.8 54.8 54.4 56.1 57.8 58.7 4 3.7 3.8 4 4.2 4.1 -3.2 

Sweden 53.1 52 51.4 52.6 53.3 53 4.5 4.5 4.4 4.6 4.5 4.5 -1.9 

United Kingdom 49.7 48.7 46.9 47 45.5 44.4 3.4 3.2 3 2.8 2.6 2.8 -5.7 

Source: Own compilation based on data from Eurostat (http://ec.europa.eu/eurostat/data/database) 

Public expenditures have been reduced, in particular for activities related to the development 

in the long run, education, research and development, ICT, transport infrastructure. In this 

context, the importance of cohesion policy as a major source of public investment financing is 

growing34. In particular, it is predicted that private investments will continue to decrease35. 

Global crisis has also had its implications on the financial systems of local government units36. It 

should be emphasized that the importance of the sector lower than national is growing 

in the incurred public expenditures. Authorities of regional and local levels increasingly engage 

in activities and public policies, because their share in public expenditures in EU-27 increased 

in the years 1995-2013 by 2 pp. However, depending on the type of country, the participation 

of regional and local authorities in incurred expenditures is diverse, because in Denmark, Sweden 

and Spain - the authorities of lower level rather than national are responsible for about 50% 

of the public expenditures. It should also be noted that approximately 55% of public investments 

in the EU-28 was carried out by the authoritiesof a level lower than national in 2013. However, 

after 2000 the share of lower level units rather than national in public investment declined and 

this applied to 14 EU countries. Along with the crisis and undertaken, consolidation measures 

ended the period of sustainable growthof these bodies’ public expenditures. There was also 

a decline in public investments undertaken by local and lower level government units37. 

                                                           
 

 

34 Inwestycje na rzecz…, op. cit., p. 137. 
35 Inwestycje na rzecz…, op. cit., p. 142. 
36 On the financial system of territorial units in the EU countries: M. Poniatowicz, Wpływ kryzysu gospodarczego 

na systemy finansowe jednostek samorządu terytorialnego na przykładzie największych miast w Polsce, CeDeWu 

Sp. z o.o., Warszawa 2014, p. 17-32.  
37 Inwestycje na rzecz…, op. cit., p. 142-150. 
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Expenditures implemented in individual sub-sectors have decreased, and at the same time there 

was a growth of transferred expenditures within the framework of social security funds (fig. 2). 

Figure 2: Expenditures of individual sub-sectors in the years 2006-2014 in relation to GDP in the EU-27 

(in %) 

 

Source: Own study based on the data: Eurostat 

Different regions have experienced the consequences of economic crisis in a different way. 

Metropolitan regions that in 2011 were inhabited by 59% of the EU population, which are also 

important centres of employment and economic activity, have experienced the greatest impact 

of the crisis, including the decline in employment38 (table 2). 

Table 2: Change of GDP/capita, level of productivity and employment per capita in different types 

of regions in the EU-28 (annual average change) and the size of GDP/capita  

Types of regions  2000-2008 2008-2011 2011 

GDP/ca

pita 

Productivi

ty 

Employm

ent 

GDP/ca 

pita 

Productivity Employ

ment 

GDP/capita 

(SSN) index, 

UE-28=100 

Regions         

Urban 1.5 0.9 0.7 -0.8 0.2 -0.9 122 

Intermediate regions 1.5 1.0 0.5 -0.4 0.4 -0.9 90 

Rural  1.7 1.5 0.2 -0.3 0.7 -1.0 74 

In total 1.6 1.1 0.5 -0.5 0.4 -0.9 100 

Regions        

Capital metropolitan 

region 
1.9 1.0 0.9 -0.7 0.5 -1.2 - 

Second tier metropolitan 

region 
1.6 1.0 0.6 -0.6 0.1 -0.7 - 

Smaller metropolitan 

region 
1.3 0.8 0.5 -0.5 0.2 -0.8 - 

Non-metropolitan region  1.6 1.3 0.3 -0.5 0.5 -1.0 - 

In total  1.6 1.1 0.5 -0.5 0.4 -1.9 - 

Source: Inwestycje na rzecz…, op. cit., p. 17-18 

                                                           
 

 

38 Inwestycje na rzecz…, op. cit., p. 17-21. 
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2 Financial instruments used as a part of cohesion policy 

As it is clear from this considerations, the financial crisis has limited investment opportunities 

of EU Member States, their territorial units, as well as private entities. In order to create 

additional impulse stimulating the EU economy for the growth and employment, on 26 

November 2014 the initiative Investment Plan for Europe has been presented. Key elements 

of this plan, which is to mobilize funds in the amount of EUR 315 billion between 2015-2017 

for additional investments, both public and private include: creation of a European Fund for 

Strategic Investment (EFIS) at European level. It is stressed that in individual Member States 

the implementation of actions in this direction should be performed through more strategic use 

of structural funds, investment funds and a wider range of use of financial instruments 

within these funds. Properly targeted initiatives, in order to allocate financial resources to 

the most important areas and to implement an appropriate action plan, will also be elements 

of this plan. This should contribute to an increase in EU GDP and to the creation of 1.3 million 

new workplaces. It should be added that EFIS resources are expected to reach EUR 21 billion, 

while EUR 16 billion will come from the EU's general budget, and the European Investment 

Bank will transfer EUR 5 billion39. This fund in its scope will be complementary to 

the structural and investment funds and ongoing activities within the framework of a given 

project40. 

In the Investment Plan for Europe the appropriate targeting of structural funds as well and 

investment funds to key areas is very important, because it can help to increase their impact. 

The total amount of funds available for investment under structural and investment funds will 

be an amount of EUR 450 billion in 2014-2020. In particular, it is advisable to move away from 

traditionally used grants for such financial instruments as: loans, capital share and guarantees 

which have a significant potential. The areas, in which they should be used, were indicated and 

these are: support connected with SMEs, energy efficiency, ICT, transport, R&D. The 

Commission also called Member States to make effective use of the EU funds and also support 

the investment plan41. 

The cohesion policy will gradually increase the importance of financial instruments, 

particularly in the context of implementation of the Plan for Europe. Financial instruments 

under cohesion policy, including in the form of loans, guarantees, etc. will also contribute to 

the implementation of objectives of the Europe 2020 Strategy. What are the benefits 

of implementing such instruments? They are connected not only with recirculation of funds, 

creation of leverage effect – by mobilizing additional public and private investments thereby 

increasing the impact of funds, involving private operators it increases the efficiency 

                                                           
 

 

39 Prepared on the basis of: http://ec.europa.eu/polska/news/141126_plan_pl.htm; Plan inwestycyjny dla Europy, 

Komisja Europejska, COM (2014) 903 final, Brussels, 26.11.2014.  
40 Panorama inforegio, European Commission, Spring 2015, No. 52, p. 8. 
41 Plan inwestycyjny dla Europy..., op. cit., p. 11-12. 
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of supported investments, and thus the offering of a variety of motivational factors is also 

profitable, they are flexible and adapted for needs42. The importance of this kind of instrument 

is also proved by the amount of financial funds that is allocated to them. While 

in the programming period 1994-1999 EUR 0.57 billion was allocated for financial instruments 

in cohesion policy, 1.3 in 2000-2006, in 2007-2013 EUR 12.6 billion was spent in EU-25 (until 

the end of 2012)43. 

In order to apply these instruments and improve the effectiveness of implementation 

in the years 2014-2020 in the general regulation concerning structural and investment funds, 

appropriate provisions were introduced44. 

Financial instruments can be implemented with respect to all thematic objectives 

in the operational programs and within all the funds. Rules that allow the connecting of these 

financial instruments with other instruments, including with grants have been introduced. 

However, the use of financial instruments is not always intentional, and therefore their 

implementation must be planned on the basis of ex-ante analysis. With the structural and 

investment funds the support may concern financial instruments created at EU level, which are 

managed by the Commission, as well as financial instruments created at the national, regional 

level. In the latter case the financial resources can support existing or newly created instruments 

as well as standard instruments. Another possibility are financial instruments, which consist 

of loans or guarantees, and are implemented by the managing authorities45. In order to 

disseminate information on the use of financial instruments, FI-compass platform was launched 

in January 2015 to represent the effect of collaboration of the European Commission and 

the European Investment Bank. This platform concerns consultancy services in the field 

of financial instruments, and the instruments of which are used under the structural and 

investment funds. It is to provide information on microfinancing within the framework 

of the Programme for Employment and Social Innovation. The indicated changes show that 

within the cohesion policy there is gradual withdrawal from grants for the use of repayable 

instruments46. 

                                                           
 

 

42 Instrumenty finansowe w polityce spójności na lata 2014-2020, Komisja Europejska, marzec 2014 r. 

(http://ec.europa.eu/regional_policy/sources/docgener/informat/2014/financial_instruments_pl.pdf); Inwestycje 

na rzecz..., op. cit., p. 253-254; Panorama inforegio, European Commission, Spring 2015, No. 52, p 8. 
43 Inwestycje na rzecz…, op. cit., p. 253-254; Panorama inforegio, European Commission, Spring 2015, No. 52, 

p. 10. 
44 Instrumenty finansowe w polityce spójności na lata 2014-2020 ..., op. cit.; art. 37-46 Rozporządzenie Parlamentu 

Europejskiego i Rady (UE) nr 1303/2013 z dnia 17 grudnia 2013 r. ustanawiające wspólne przepisy dotyczące 

Europejskiego Funduszu Rozwoju Regionalnego, Europejskiego Funduszu Społecznego, Funduszu Spójności, 

Europejskiego Funduszu Rolnego na rzecz Rozwoju Obszarów Wiejskich oraz Europejskiego Funduszu Morskiego 

i Rybackiego oraz ustanawiające przepisy ogólne dotyczące Europejskiego Fuduszu Rozwoju Regionalnego, 

Europejskiego Funduszu Społecznego, Funduszu Spójności i Europejskiego Funduszu Morskiego i Rybackiego 

oraz uchylające rozporządzenie Rady (W) nr 1083/2006, Dz. UE. L 347/320, 20.12.2013. 
45 Instrumenty finansowe w polityce spójności na lata 2014-2020..., op. cit. 
46 http://www.fi-compass.eu/;Panorama inforegio, European Commission, Spring 2015, No. 52, p. 10-11. 
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3 Cohesion policy as an instrument for the implementation 

of the Europe 2020 Strategy 

The cohesion policy is an important instrument for implementing the Europe 2020 Strategy. 

Changes implemented in the new period 2014-2020 are intended to make this policy more 

effective and efficient. In the new programming period, three categories of regions to be covered 

by co-financing were introduced and these are: less developed regions with a GDP/capita lower 

than 75% of the EU average, transition regions with a GDP/capita higher than 75% of the EU 

average and less than 90% of the EU average and better developed regions with 

a GDP/capita above 90% of the EU average. As a part of the budget of this policy about EUR 

100 million will be allocated to areas which are intended to contribute to growth. Therefore, 11 

thematic priorities were formulated in order to concentrate resources on key areas while 

the minimum amount of funds from the European Regional Development Fund and European 

Social Fund should be allocated for the selected priorities supporting the implementation 

of intelligent, sustainable and inclusive development (Fig. 3). For the benefit of young people 

the Youth Employment Initiative was launched. Certain conditions have been introduced, 

the fulfilment of which, among others, will ensure the effectiveness of implemented investments. 

The preparation of intelligent specializations strategies, transport strategies should be included to 

these conditions. In order to coordinate actions coming from different funds, including outside 

cohesion policy, i.e. The Rural Development Fund, Fisheries funds, the procedures for preparing 

joint general regulations for all funds have been simplified. This policy directs its activities to 

areas with specific features, which must be adapted to the requirements and needs of specific 

territories. In particular it is about the urban dimension of cohesion policy47. 

Figure 3: Distribution of cohesion policy funds 2014-2020 according to thematic objectives (EUR billion at 

current prices) 

 

Source: Inwestycje na rzecz…, op. cit, p. 259 

                                                           
 

 

47 This section was developed with the use of: Panorama inforegio, European Commission, Winter 2013, No. 

48, p. 8-13. 
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Conclusion 

Cohesion policy in the current programming period 2014-2020 supports all regions becoming 

a policy aiming at the realization of pro-development activities. The largest measures under this 

policy will be directed at promoting the sustainable transport and removing bottlenecks, 

innovation, research, development and promotion of low-carbon economy. As part of this 

policy, diverse financial instruments are implemented also to strengthen the efficiency 

and effectiveness of its implementation. Currently, in the face of financial difficulties of many 

countries and their regions, including the new Member States, measures of that policy may 

become an important source of financing for investment undertakings.  
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BITCOIN, WHAT TO DO WITH IT? 

VLADIMÍR  EZR  

Abstract 

The aim of the paper is to high-light selected questions of bitcoin emergence and its actual role 

of this virtual currency as an Internet payment network. Some of the advantages and 

disadvantages of this new payment instrument are analyse and discussed. The use of bitcoin in 

the Czech Republic is briefly described. The future of bitcoin is uncertain, as its practical use 

creates many difficulties, especially the potential high risks of its users. From the point of the 

current financial regulation, the bitcoin system (if it would expand) is considered to be 

a potential danger for financial stability. 

Keywords 

virtual currency, bitcoin, internet payment network, cryptomoney, bitcoin mining, virtual 

correncies´regulation 

JEL Classification  

E41, E42 

Introduction 

Electronics is slowly but surely getting into all human activities. Electronic banking in this field 

is developing in two directions – both officiall electronic banking, which is supervised by the 

central banks, but on the other hand, even an unofficial way – different digital cryptocurrency. 

According to the World Bank's outlook is roughly till 2030 to expect the disappearance of 

money from the cashmarket. The future electronic payment system, undoubtedly, will include 

cryptocurrency as well. But mostly not yet resolved is the situation where all egedly the majority 

of operations in cryptocurrencies is being misused for money laundering. 

My essay aims to provoke discussion among expertson how a significant proportion of the 

world's population will cope with the increasing volume of transactions in cryptocurrencies 

most famous being Bitcoin. On some of the current issues my article tries to give an answer. 

1 Characteristics of Bitcoin 

Bitcoin is an online virtual currency, or Internet payment network. It is designed so that no one 

could in any way affect the movement of currencies, manage cash flow and cause inflation. 

Outside the game are therefore all central banks. 
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Bitcoin holders are completely anonymous. The total amount of currency is not limited, 

the upper limit of the number of Bitcoin is set at 21 million. The network has been operating 

since 2009, when it was created by a person or group of people under the pseudonym Satoshi 

Nakamoto. Broader interest, the network has received in 2011 from this year on Bitcoin hold 

regular professional conferences. [1] 

Bitcoin currency is completely independent of traditional currencies. Bitcoin value is based 

solely on supply and demand in the market, it is not backed by gold or any other commodity. 

In many countries in the world Bitcoin´s ATMs already are working, where it is possible to 

exchange this internet currency for real money. 

In the Czech Republic are those ATMs in Prague, Brno, Ostrava and Pilsen. Pay with 

Bitcoin can be in the Czech Republic in an increasingly companies but also one university at 

Prague. 

Prague is one of the first European cities with a bitcoin own machine. Since May 2014, it 

launched the company Marlyle. The company is also preparing additional services for users 

of virtual currency. The company site is located on the corner of Arbes Square and street 

of Eliška Peškova, Prague-Smíchov. 

The basic principle of the new currency is as follows. Currency is designed so that it could 

influence the government or the central bank. Cyber coins "mined" network of computers with 

specialized software programmed so that it releases the new coins stable, but still at 

a decreasing rate. 

2 Imminent dangers of virtual currencies 

The number of coins in circulation has eventually reached 21 million, which should be around 

the year 2140. Bitcoin valued by many users for its anonymity. On the other hand, critics point 

out that just because anonymity is the currency was misused for money laundering. [3] 

This results in certain actions of state authorities, which, however, are nervous about 

bitcoin market. Let us cite one of examples from France: 

French police cancelled the illegal exchange with Internet bitcoin currency and seized a total 

of 388 Bitcoin worth around 200,000 euros (5.5 million dollars). French police intervention is 

the first abolition of illegal bitcoin exchanges in Europe, said French prosecutor. 

The prosecutor stated that the police arrested Friday, July 4, 2014 and is investigating two 

people from the cities of Cannes and Nice on suspicion that he ran a website on which illegally 

sell and lend Bitcoin. When raided the homes of suspects police seized Bitcoin, credit cards and 

computer hardware. "It's the first time in Europe, where the outcome of legal proceedings was 

illegal closing exchange for virtual currency," told Reuters the French prosecutor Olivier 

Caracotch. "It's also the first time in France, which were seized in judicial proceedings Bitcoin," 

he added [4] The detainees are suspected of possible: illegal banking, money laundering, and 

illegal operation of Internet Site gambling. 
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The biggest blow so far was bitcoin market crash prestigious bitcoin Exchange Mount GOX 

in Japan in February 2014. Prior to the collapse of the stock market developed as follows: 

Graph 1: Bitcoin Prices on Mount Gox Exchange 

 
Source: www.e15.cz, http://e-svet.e15.cz/it-byznys/bitcoinova-burza-mt-gox-celi-neduvere-investoru-

pada-o-desitky-procent-1061229/galerie?id=168488 

Volatility is a tax for Bitcoin currency without a central management, explains the ups and 

downs of virtual currency Marek Palatinus, founder of the server Bitcoin.cz. The current value 

of Bitcoin is highly volatile and can say that it is around about 7700 CZK. 

Now the high volatility, technical problems and unclear legal status prevents bitcoin yet 

become a credible opponent of world currencies. 

In addition to payments through bitcoin wallets installed on users computers automatic so-

called "miners" are used. Bitcoin fever from the former gold differs in that instead of pickaxes 

modern-day diggers pool their computers to networks which enable exacting 

bitcoin transaction. Using complex mathematical operation to acquire newly released Bitcoin. 

According to the opinion of Mark Gimein, the virtual currency probably is paving the way for 

to a real energy disaster. In one day the computers used "Miner" consume electricity at $ 

147,000, for which he can cash purse earnings to $ 681,000. "If dreams are filled with supporters 

and Bitcoin currency is widely used throughout the financial world, energy consumption for 

the "production" Bitcoin grows dramatically and can devastate the power systems of developed 

countries," warns Gimein. 

The European Banking Authority (EBA) recommends to banks to avoid bitcoin. 

3 Regulation of Virtual Currencies 

There has been no coordinated global approach to the regulation of virtual currency. EBA plan 

led by Danièle Nouy, Chair of the Council of Supervisors of the single supervisory mechanism 

of the European Central Bank (The European Banking Authority – EBA) to ban this currency 

is so very first general proposal. Virtual currency legal tender status was – up to now – given 

to bitcoin by any country. Banking regulators of all 28 EU countries approved 

the recommendation of EBA, told Reuters. [5] 

http://e-svet.e15.cz/it-byznys/bitcoinova-burza-mt-gox-celi-neduvere-investoru-pada-o-desitky-procent-1061229/galerie/?id=168488
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According to the latest data are the most interested bitcoin users are: Russians, Americans, 

Finns, Estonians and Czechs. And how it looks now, after the collapse of the Japanese stock 

exchanges Mount GOX in February 2014, and futile efforts of its clients for more than a year 

to find out where their money? [2] 

 

Venture capitalists pumped huge amounts of money into bitcoin startups in the last three years. 

According to the website CoinDesk, in 2012 bitcoin startups gained on its activities around two 

million dollars, one year later (2013) USD 94 million and in 2014 approx 314 million USD. 

This sharp increase in investment in bitcoin projects indicates that the virtual currency becomes 

a mass issue that has the potential to reverse the payment habits and the entire financial sector 

upside down. But something's wrong. While the volume of investments in bitcoin projects over 

the past three years has increased more than 150 times, the number of transactions carried out 

in the Bitcoin over the same period increased only about 18 times, while last year rose only by 

about half. Basically, bitcoin bewitched venture investors, the majority population but leaves 

cool. 

Bitcoin market conquers recently surprisingly Czech exchange BitStock. Clients put their trust 

in the stock exchange and BitStock few months Bitcoin traded for more than 20 million. The 

BitStock became the largest stock exchange in the Czech Republic, currently devour expansion 

into Europe, and is a highly significant investment by venture capital startup. BitStock manages 

its accounts in several Czech banks (FIO, mBank, AirBank, CSOB, Czech Savings Bank, 

Commercial Bank, GE Money, Raiffeisen Bank) to receive CZK payments and also manages 

the account in the Slovak branch FIO bank to receive EUR payments. BitStock is directly 

connected to the banking system in FIO bank, where every 5 minutes checks the status of your 

bank account. In the case of insertion (competently) is therefore payment of money, then what 

comes to FIO bank account BitStock, more than 5 minutes will be automatically credited to 

your trading account in BitStock. For accounts in other banks, credits are operated manually by 

the operator. 

The year 2014, was not much successful for the bitcoin owners. During the twelve months they 

lost about sixty percent of the value and now at the year. 

During January 2015, bitcoin exchange rate to the dollar on the exchange Bitstamp fell by 

almost 12%, to be followed by trading in this market due to hackers indefinitely suspended. Is 

Bitcoin awaiting better times? 

Elsewhere, however, are still having problems. The temporary suspension of trading with other 

Bitcoin exchange - Bitstamp wrote that in some virtual wallets users penetrated by hackers who 

have stolen nearly 19,000 Bitcoin for five million dollars. Their clients, however bourse assures 

that they will all be returned Bitcoin. 

Bitstamp is far more than the first bitcoin Exchange, which has become a victim of hackers. 

Probably the most common is the already mentioned the case of Japan Exchange Mt. GOX, 

which was founded in 2010 and two years ago it crossed over about 70% of all transactions 

in bitcoin. In February 2014 but was interrupted exchange trading, and a few days later admitted 



80 
 

that the accounts of her clients lost about 850,000 Bitcoin. In the Czech Republic again become 

a victim of cyber criminals Exchange Bitcash.cz, from which at the end of 2013 disappeared 

Bitcoins for several million. 

Graph 2: Bitcoin Prices on Bitstamp Exchange 

 
Source: http://bitcoincharts.com 

The year 2015 probably will show, whether cryptocurrencies will have a chance to survive. 

Conclusion 

Anyway, the future existence of all cryptocurrencies is uncertain. Many of the self-nominated 

“experts” seem to be quite optimistic. This “faith,” however, is not supported with reliable data. 

It is a question of a certain time, before the central banks and other regulatory institution all 

over the world will be prepared to regulate the (up to now) unregulated potentially dangerous 

new system to limit its risks, or to prohibit its use as illegal. 
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POLITICAL ECONOMY OF THE EURO INTRODUCTION 

IN THE CZECH REPUBLIC  

MOJMÍR HELÍSEK  

Abstract 

The paper discusses two issues. Firstly: Can the euro also be introduced without an approval 

of the given country? The paper examines rules for adopting the euro comprised within various 

EU documents as well as existing experience of the euro area member states. The resulting 

answer is negative. Secondly: How can we describe the Czech strategy in adopting the euro? 

The negative position towards the euro is not motivated by economic reasons (nominal and real 

convergence to the euro area), but rather by political reasons arising in the past. This 

phenomenon can be described as “euro- hysteresis”. 
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JEL Classification  
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Introduction 

As of April 2011, the period of the so-called reduced preparations for the euro introduction has 

been taking place in the Czech Republic. Discussions on the issue not only continue, but have 

been recently intensifying. They have been associated with concerns about potential euro 

imposition, irrespectively of the view and approval of the Czech officials. Discussions have 

continued, even though no new date has been set following the revocation of the originally 

foreseen euro adoption date in 2010. The paper focuses on two questions. Firstly: What role 

does the given country’s initiative play in the euro adoption process? Does the euro 

introduction require an approval of the Czech Government? Secondly: How can we describe 

the Czech strategy of postponing the euro introduction? Is this strategy common or is our 

approach of postponing the euro area accession unique? What motivates this strategy? 

1 Decision-making process concerning the euro area accession 

The Czech Republic committed to adopting the euro Article 4 of the Act concerning 

the conditions of accession of the Czech Republic, etc.: “Each of the new Member States shall 
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participate in Economic and Monetary Union from the date of accession as a Member State 

with a derogation within the meaning of Article 122 of the EC Treaty.”48 

1.1 Who decides about the euro introduction? 

The specific process of replacing the national currency with the euro with the so-called 

“Member States with a derogation” is described in the Treaty on the Functioning 

of the European Union (TFEU), specifically in Article 140 (former Articles 121 and 122): 

 According to paragraph 1, the European Commission (EC) and the European Central Bank 

(ECB) shall – at least once every two years (or at the request of a Member State with 

a derogation) – mainly examine the achievement of a high degree of sustainable 

convergence (commonly referred to as the Maastricht criteria); 

 Paragraph 2 specifies the euro adoption decision-making process: “After consulting 

the European Parliament and after discussion in the European Council, the Council shall, 

on a proposal from the Commission, decide which Member States with a derogation fulfil 

the necessary conditions on the basis of the criteria set out in paragraph 1, and abrogate 

the derogations of the Member States concerned.”49 

In case the so-called excessive deficit procedure is launched in respect of a Member State, 

the European Commission must first give its recommendation about the procedure end.  

The Treaty of Lisbon (Article 102(b)) resulted in the following amendments: “The Council shall 

act having received a recommendation of a qualified majority of those among its members 

representing Member States whose currency is the euro [so-called Eurogroup – note M. H.]. 

These members shall act within six months of the Council receiving the Commission's 

proposal.”50 

Furthermore, the ECB also issues its opinion on the euro introduction and the conversion rate 

– upon two requests of the Council. 

Subsequently, the Council (ECOFIN) issues: 

 Council Decision on the adoption of the euro by the given country;  

                                                           
 

 

48 Act concerning the conditions of accession. The derogation within the meaning of Article 122(1) of The Treaty 

Establishing the European Community: “If the Council has confirmed […] which Member States fulfil 

the necessary conditions for the adoption of a single currency, those Member States which do not fulfil 

the conditions shall have a derogation. […] Such Member States shall in this Treaty be referred to as ‘Member 

States with a derogation’.” Moreover, the scope of the derogation is namely expressed in the area of functioning 

of the national currency and monetary policy of the given country. 
49 Treaty on the Functioning of the European Union. The Council of the EU, in its Economic and Financial Affairs 

configuration (ECOFIN); the European Council consisting of the heads of state or government. 
50 Treaty of Lisbon.The Treaty has been in effect since 1 December 2009; therefore, the additional assessment 

has only been applied to Estonia, Latvia, and Lithuania so far. 
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 Council Regulation on including a new country in the list of the euro area member states;51 

 Council Regulation on the conversion rate. 

This euro introduction process52 leads to concerns about the fact that the euro introduction may 

also take place without the given country’s approval. According to P. Mach: “[…] The 

European Union may decide about the accession of the Czech Republic to the euro area even 

against the country’s will. […] In line with applicable treaties, the Economic and Financial 

Affairs Council will decide about the euro introduction and replacement of the koruna  

in the Czech Republic […], without any involvement of the Czech Republic. […] The EU may, 

at any time, decide about our accession to the euro area […].”53 

1.2 Views of the Czech Government on the decision to adopt 

the euro 

What are the views of the Czech Government about the euro adoption process? The primary 

document is The Czech Republic’s Updated Euro-area Accession of 2007. In the document, 

the Government states that the Czech Republic “has committed itself to introducing the euro 

and joining theeuro area in the future.” With regard to the euro area accession date, it states 

the following: 

 “In line with the previous Strategy, the decision to join this system must be based on an 

assessment of the outlook for the fulfilment of the Maastricht criteria as well as an 

assessment of the degree of economic alignment with the euro area. To retain the option 

of deciding flexibly on the adoption of the euro, it would be appropriate to continue 

conducting these evaluations at yearly intervals using the existing analytical tools.”;  

 “The euro adoption date will therefore depend on resolving these problem areas 

in a fundamental reform of public finances and on enhancing the flexibility of the Czech 

economy.”54 

Therefore, the Updated Strategy clearly indicates the Government’s intention to determine 

the accession date at its own discretion, based on its own assessment of the appropriate 

moment. 

                                                           
 

 

51 The list is enclosed to the Council Regulation (EC) No 974/98 of 3 May 1998 on the introduction of the euro. 
52 A transparent diagram of the process is shown in an Annex. A similar diagram, in Dědek, 2014, p. 151, 

contains some differences. 
53 Mach, 2012, pp. 62-63, 72. A similar statement of P. Mach was published by the server Zpravy idnes on 4 

August 2011: “The danger consists in the fact that nobody has to ask the Czech Republic, whether it in fact wishes 

to introduce the euro or not. Once we fulfill the Maastricht criteria, it will simply be imposed.” 

(http://zpravy.idnes.cz/eurozona-nas-vcucne-a-vezme-nam-250-miliard-bez-ptani-varuje-mach-p72-

/domaci.aspx?c=A110804_150141_domaci_jw) 
54 The Czech Republic’s Updated Euro-area Accession Strategy, 2007, pp. 1, 8, 9. 
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Another document that specifies the euro adoption process is the National Euro Changeover 

Plan for the Czech Republic (2007). According to the plan: “Decisions on the timing 

of the measures55that will ultimately lead to euro adoption are the responsibility of the Member 

State.56 However, the final examination of whether the conditions for adopting the euro have 

been satisfied will be made by the EU authorities.” Another section of the National Euro 

Changeover Plan states the following: “After the convergence criteria have been satisfied and 

the Czech Republic has expressed its will to enter the euro area, the Council of the European 

Union – acting on the recommendation of the European Commission – will decide on the Czech 

Republic’s entry into the euro area.“ (underlined by M. H.)57 Therefore, the National Euro 

Changeover Plan unambiguously indicates the Government’s intention to make a decision on 

the euro introduction date on its own as well. 

Another important document relating to the accession of the Czech Republic to the euro area is 

the annual Assessment of the Fulfilment of the Maastricht Convergence Criteria and 

the Degree of Economic Alignment of the Czech Republic with the Euro Area. This document, 

too, explicitly states: “However, setting the date for joining the euro area is within 

the competence of the Member State and depends on its preparedness.”58 

1.3 Euro introduction in new Member States  

The euro adoption process rules, as set out in EU documents, do not regulate the acceding 

country’s initiative within the process at all. How did the euro introduction take place in new 

Member States?  

According to the above mentioned Article 140 of the TFEU, the EC and ECB provide 

the Council of the EU (ECOFIN) their progress reports achieved by Member States in fulfilling 

their obligations relating to the their accession to the Economic and Monetary Union. The 

reports include evaluation of all nonmember states of the euro area, with the exception 

of Denmark and Great Britain which have a permanent derogation. Some of these reports are 

dedicated especially to the country acceding to the euro area; in other cases, no separate report 

is prepared for such country. Let us illustrate this on an example of the two most recent euro 

area members: 

 With regard to Latvia, which adopted the euro as of the start of 2014, the Convergence 

Report of the ECB of 2013 states the following: “This Convergence Report has been 

                                                           
 

 

55 It (implicitly) concerns measures such as entry to ERM II and request to EC and the ECB to prepare 

extraordinary Convergence Report.  
56 However, the National Euro Changeover Plan does not include any reference to specific EU documents, from 

which such competence results.  
57 National Coordination Group, 2007, pp. 9, 83.  
58 Ministry of Finance, 2014, p. 1.  
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prepared following a request for a country examination submitted by Latvia […].” 

(underlined by M. H.)59 

 Lithuania, accepted to the euro area at the beginning of 2015, did not apply for such report. 

The Convergence Report of the ECBof 2014 states the following: “In this report, 

Lithuania is assessed in more depth than the other countries under review, since 

the Lithuanian authorities have on various occasions announced their intention toadopt 

the euro as of 1 January 2015.” (underlined by M. H.)60 

The above mentioned “requests” for the preparation of a convergence report or “information on 

intention” may certainly be viewed as an expression of the given country’s interest in the euro 

introduction. 

Similar interpretation can also be found in other sources. According to Sychra: In March 2006, 

Lithuania and Slovenia “[…] submitted a request for examination of the degree of their 

convergence, thereby starting the process of accession to the EMU”, or the Slovak Republic 

“applied for examination of its preparedness for the EMU accession […], thereby launching 

the official evaluation process within the EU”.61 Similar requests were also submitted by 

Malta and Cyprus in February 2007. 

Therefore, based on the existing practice, there are no reasonable concerns about “forced 

introduction” of the single European currency against the will of the national political 

representations. After all, the notion of “forced introduction” of the euro leads to doubts 

regarding the likelihood of factual implementation of such “forced introduction” of the euro.  

2 Euro introduction in the Czech Republic 

2.1 Preparations for the euro introduction  

Many significant measures have been taken in the Czech Republic in the course 

of the preparation for the euro adoption. These measures were also officially acknowledged by 

the European Commission in July 2007. The Czech Republic was identified as a good example 

of timely preparation even without a set target date.62 

The main preparations for the euro introduction are as follows: 

                                                           
 

 

59 European Central Bank, 2013, p. 5. In addition to the fulfilled convergence criteria, the report also mentions 

the end of the excessive deficit procedure.  
60 European Central Bank, 2014, p. 5. Similarly, no separate convergence reports were prepared for Slovakia. “In 

this report, Slovakia is assessed in somewhat more depth than the other countries under review. This is due to 

the fact that Slovakia submitted a request for a country examination on 4 April 2008 in view of its intention to 

adopt the euro as of 1 January 2009.” (European Central Bank, 2008, p. 5.) 
61 Sychra, 2009, pp. 121-122, 127. 
62 Commission of the EC, Fifth Report, 2007, p. 10. 



87 
 

 Euro Area Accession Strategy and Updated Euro Area Accession Strategy (2003, 2007); 

 Institutional Arrangements for Introduction of the Euro (November 2005), which 

contain the establishment of the National Coordination Group (NCG) and of the national 

coordinator; in the period of 2007-2014, the NCG submitted nine reports on its activities to 

the Government; 

 Choice of Scenario for the Introduction of the Euro (2006)– in the form of a “big-bang” – 

i.e. one-step introduction of the euro for cash and noncash transaction; 

 National Euro Changeover Plan for the Czech Republic (2007); in the period of 2008-2010, 

the NCG prepared three Reports on the National Plan Fulfillment; 

 In February 2008, a website of the Ministry of Finance dedicated to the euro introduction 

was launched – Euro Introduction in the Czech Republic (www.zavedenieura.cz); 

 The Ministry of Finance prepared a draft General Act on the Introduction of the Euro 

in the Czech Republic(2008); 

 Act on the Czech National Bank (CNB) that governs activities of the CNB following 

the euro introduction in the Czech Republic; it was vetoed by President Klaus on 3 June 

2010,63 

 The Ministry of Finance and the Czech National Bank publish their annual Assessments 

of the Fulfillment of the Maastricht Convergence Criteria and the Degree of Economic 

Alignment of the Czech Republic with the Euro Area; 

 Each year (in the period of 2004-2014), the Government approves the Convergence 

Program of the Czech Republic, which is prepared by the Ministry of Finance and which 

mainly assesses the situation of public finance; 

 In the period of 2007-2009, the NCG prepared six methodology texts (rules for conversion 

and rounding of monetary amounts, procedures for dual assessment, financial sector 

preparation, price development monitoring following the euro introduction, estimate 

of budgetary expenditure, communication strategy64) as well as government material 

Preparing the legal environment (March 2009). 

As of April 2011, the period of the so-called reduced preparations starts, with further 

preparations only consisting in, for example, monitoring of foreign experience, informing 

the public through dedicated websites, etc. With regard to new methodology texts, the work has 

only consisted in the preparation of working versions of new texts, such as the crisis 

communication plan, adapting individual Ministries to the euro introduction, reference manual 

for municipal council members, etc.65 

                                                           
 

 

63 The new CNB Act – i.e. Act no. 227/2013 Coll. – does not deal with the euro; it only eliminates certain 

incompatibilities of the Act with the EU law and specifies the role of the CNB in terms of the financial stability 

management.  
64 The last of the specified texts has not been published. 
65 National Coordination Group, 2015, pp. 7-8. 
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2.2 Views on the euro introduction in nonmember states of the euro 

area 

Of the ten “original” new Member States of the EU (as of 2004), two thirds have already 

adopted the euro – specifically Slovenia, Cyprus, Malta, Slovakia, Estonia, Latvia, and 

Lithuania. What are the views of EU Member States outside of the euro area with respect to 

the euro introduction? Table 1 shows the overview of the euro area nonmember states. 

Table 1: Planned euro area accession date 

Country Original date  New date  Preparation stage  

Bulgaria  Not set (“as soon as possible 

following the fulfillment 

of the Maastricht criteria”)  

--- Practical preparations have 

not commenced  

Czech 

Republic  

1. 1. 2010; annulled on 25. 10. 

2006 

Not determined National Euro Changeover 

Plan (2007)  

Croatia  Not determined --- Practical preparations have 

not commenced 

Hungary  1. 1. 2010; annulled on 1. 12. 

2006 

Not determined National Euro Changeover 

Plan (updated in 2009) 

Poland  1. 1. 2012; annulled at the end 

of 2009 

Not determined; 

“as soon as 

possible following 

the fulfillment 

of the accession 

criteria”  

National Euro Changeover 

Plan (2011)  

Romania  2015 1. 1. 2019 Interdepartmental 

commission established  

Sweden  Not determined --- Preparations discontinued 

upon rejection of the euro 

in a referendum of 14. 9. 

2003  

Denmark  

 

Permanent opt-out with regard 

to the third stage of the EMU  
--- DKK involved in ERM II  

Great Britain  Permanent opt-out with regard 

to the third stage of the EMU 

---  

Source: European Commission, 2014 and previous reports 

Countries can be divided into several groups based on their attitude towards the euro 

introduction. 

1) The Danish economy is in fact part of the euro area – as a result of its fixed exchange rate 

to the euro with fluctuation band of ±2.25%, declared as participation in ERM II. 

2) Great Britain has been consistently expressing its reserved position towards the integration 

processes, including the monetary integration. With regard to monetary integration, 

the situation is identical in Sweden, as the country has not prepared for the euro introduction 

at all. 
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3) The three countries in Southern Europe do not show any factual interest in terms 

of preparing for the euro introduction (with slight exception of activities in Romania). 

4) The activities in Hungary and Poland document the countries’ efforts aimed at introduction 

the euro. Both Governments have repeatedly agreed with the euro introduction; however, 

within an uncertain long-term horizon. At the same time, both countries have been taking 

preparation measures. The preparations in Hungary are comparable to the situation 

in the Czech Republic. The National Plan is being updated in Poland. 

2.3 Euro introduction date in the Czech Republic  

In the Czech Republic, the euro introduction had already been planned; however, it was 

subsequently annulled. 

The Czech Republic’s Euro Area Accession Strategy (of September 2003) mentions 

the “horizon of 2009-2010”, later specified in the Institutional Arrangements for Introduction 

of the Euro (2005) to the “working date” of 1. 1. 2010. On 25 October 2006, the Government 

decided not to pursue the accession to the Exchange Rate Mechanism II (ERM II) in 2007, 

which resulted in the annulment of the originally planned date for the euro area accession 

in 2010. A new date has not been determined.  

The Updated Euro Area Accession Strategy (of August 2007) confirmed both the annulment 

of the original 2010 target date, as well as the absence of a new specific date for the planned 

euro area accession. As of 2006, the annually published Assessments of the Fulfillment 

of the Maastricht Convergence Criteria have contained the same recommendation for 

the Government – i.e. to not set a date for the accession to the Exchange Rate Mechanism 

(ERM II) and, consequently, to the euro area.  

The Czech Republic is not unique in terms of its position, with Poland and Hungary expressing 

similar views. On the one hand, it has already completed many of the above mentioned 

preparations for the euro introduction; on the other hand, it has been postponing the euro 

introduction on a long-term basis (since 2006). The negative view of the Czech political 

representation66 is expressed in the cautious formulation in the Policy Statement of the present 

Government of January 2014. It does not mention the euro adoption, but only about the fact 

that “the Government shall actively strive to create conditions conducive to the adoption 

of the euro“.67 

The economic conditions for the euro introduction in the Czech Republic – i.e. sufficient 

nominal and real convergence to the euro area – are a reality (with the exception of formal 

                                                           
 

 

66 The views of the Czech National Bank, one of the most significant opponents of the euro introduction, deserve 

special attention.  
67 Policy Statement, 2014. 
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involvement of the Czech koruna within the ERM II system).68 The cautious attitude 

of the political representation towards the euro is motivated by the public opinion – i.e. opinion 

of voters – in the Czech Republic. According to a poll carried out by the Center for Public 

Opinion Research in April 2014, the results were as follows in respect of the euro introduction: 

 “Definitely against the introduction” – 47% of respondents; 

 “Probably against the introduction” – 29% of respondents, 

therefore, three fourths of all respondents did not agree with the euro introduction.69 

What is this public opinion (vies of voters) based on? Does it rely on the study of expert 

economic analyses or is it rather affected by the views of the previous political representation? 

If the influence of the second factor prevails, the euro introduction process may be referred to 

as the “euro introduction hysteresis”. Hysteresis refers to a situation, where certain value 

develops under the influence of its own prior developments. The current rejection of the euro 

introduction results from the past rejection of its introduction.  

Conclusion  

The legislation of the European Union governing the euro introduction process in a country that 

is subject to a temporary exception from the euro introduction do not include the requirement 

for the given country’s approval. Is it thus possible to impose the euro introduction even without 

the consent of the given country’s political representation? Based on the existing practice 

of new Member States of the EU, the euro introduction process has always been initiated by 

the given country’s interest. 

Many measures aimed at the euro introduction have already been adopted in the Czech 

Republic. Moreover, the economic convergence to the euro area makes it possible to replace 

the koruna with the euro. The negative position reflected in the Czech euro introduction 

strategy is not motivated by economic reasons, but rather by political reasons arising in the past. 

This phenomenon can be described as “euro-hysteresis”. 

  

                                                           
 

 

68 Helísek, 2013, pp. 23-24.  
69 Center for Public Opinion Research, 2014. 
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THE NEED FOR BALANCE BETWEEN SELECTION OF 

PREMIUMS AND DAMAGES TO VICTIMS OF THE 

LIABILITY INSURANCE 

MILAN HRADEC  

Abstract 

Contribution analyzes the need for a balance between selection of premiums and damages to 

victims of the liability insurance of motor vehicle. It focuses on the fact that should be 

associated with the adjustment of the amount of the premium with this liability insurance. In 

the introductory section of the article There is described the fact that the selection and editing 

of this insurance affect from different perspectives. In the second part of the contribution there 

are analyzed the facts, which are clear indicators that the selection of insurance must be 

in balance with the paid damages to injured parties in liability insurance of motor vehicle. The 

results of these analyses are reflected up to the year 2050. 

Keywords 

the insured, selected insurance, accident, damage, damage health, damage to property 

JEL Classification  

G22 

Introduction 

I am moving in the field of insurance for several decades already, and the issue of statutory 

insurance of motor vehicles – currently, the liability insurance of motor vehicles – I deal with 

more than twenty years. During this time I had the opportunity to observe and draw on 

the experience gained from these types of insurance, both from a historical perspective, as well 

as from the economic, statistical, mathematical, legal and social point of view. They are 

infallible criteria, which makes me to ponder whether it currently is a selection of premiums 

from the liability insurance in the correct amount to the insurer is established. Already 

in the long term is to choose low insurance pointed out from different directions, and the result 

to set the correct amount of insurance premiums does not come on the contrary when 

the selection of the above insurance premiums reached the highest rank of a little over 24 

billion CZK, this insurance started to decline dramatically. Insurers are, however, aware of this, 

and there's nothing they don't want to do. It is warranted by the fact that this type of insurance 

product it helps get clients from other sectors of life and non-life insurance. In terms of their 

business strategy, I can't reply to them. But the statistics from which the Czech insurers ' Bureau 

(ČKP) is based on, talking about something completely different. In the long-term, low 

insurance selection is unsustainable. This legislation began to slowly increase the premiums, 
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because the claims for compensation from this liability insurance in all indicators increase, both 

in terms of property damage, as well as on health. 

1 Commissions 

A certain portion of the insurance premium is paid to insurance intermediaries. In the predicted 

calculations are calculated commissions from providers of written premiums in the amount 

of 15%. For the year 2013 is the amount of DEM 2 887 094 700 CZK. This amount is paid each 

year of insurance intermediaries. 

2 Development of insurance 

Since 2000 the development of selected insurance is monitored, as reported by the Czech 

Association of insurers in their annual reports. It is also monitored by the number of insured 

vehicles, these data are from Czech insurers' Bureau. In the table below we can see 

the evolution of average premiums on the insured vehicle. 

Table 1: Development of insurance 

Source: [2] Data of the Czech insurers ' Bureau (CKP), custom processing 

The premiums gradually rose and began to decline slightly in 2010, up almost to the level 

of what it was before the year 2000. However, the number of insured cars increased from 5 234 

100 cars, which were in 2000 to 6 874 035 cars in 2012. Number of insured vehicles in 2013 

had 6 990 587 cars, which was an increase compared to the year 2012. In contrast, the amount 

of the selected insurance premiums in the years 2012 and 2013 decreased by 392 343 000 CZK. 

For we know for the time being only in 2014 the number of insured vehicles, which rose to 

a value of 7 146 953 cars. 

Development of instance 

in years 

Number of insured 

vehicles 

Total amount 

of insurance 

Avarage Premium 

of the insured vehicle 

2014 7 146 953 N/A N/A 

2013 6 990 587 18 960 273 000 Kč 2 712 Kč 

2012 6 874 035 19 352 616 000 Kč 2 815 Kč 

2011 6 759 128 20 493 720 000 Kč 3 032 Kč 

2010 6 633 079 22 104 152 000 Kč 3 332 Kč 

2009 6 510 349 24 006 759 000 Kč 3 687 Kč 

2008 6 263 313 23 621 838 000 Kč 3 771 Kč 

2007 5 997 461 22 695 591 000 Kč 3 784 Kč 

2006 5 667 218 22 125 561 000 Kč 3 904 Kč 

2005 5 420 620 21 612 082 000 Kč 3 987 Kč 

2004 5 271 798 20 946 109 000 Kč 3 973 Kč 

2003 5 176 946 19 596 078 000 Kč 3 785 Kč 

2002 5 405 549 17 747 416 000 Kč 3 283 Kč 

2001 5 256 909 15 946 229 000 Kč 3 033 Kč 

2000 5 234 100 13 930 146 000 Kč 2 661 Kč 
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3 Flat-rate reimbursement of the costs of interventions of firemen 

From 1.9.2013 it was insurance companies imposed the obligation to pay the flat-rate payment 

of firemen. This is a fixed hourly rate in the amount of 5,600 Czk. This rate is paid for each 

hour, when the firemen intervene in accidents. Of this amount, shall be borne by the winding-

up and rescue costs. Specifically, it is the reimbursement for mileage accident for the technique 

used, material such as sorbent, extinguisher, clothing and also are paid salaries of firefighters. 

3.1 Fire brigade interventions cost prediction  

The prediction was drawn from the historical data of the number of traffic accidents since 

1993. This data was obtained from the annual reports of the fire brigade of the Czech Republic. 

The estimate is determined using a logarithmic regression function, where is the estimated 

development of the number of traffic accidents by 2050. According to the statistical yearbooks 

of the fire brigade in the South region of the year 2012 was the average time of 84 minutes. 

Because it is a flat rate calculated each hour, was in the estimated amount calculated with time 

2 hours. [ 4 ]  For each of the years from 2013 to 2050 was multiplied by the estimated number 

of accidents number of 2 hours, reaching the Fire Department for traffic accidents and a fixed 

amount of 5,600 CZK. For each year was estimated as the amount that will be paid from 

the insurance of liability from the operation of a vehicle fire and rescue forces. For the year 

2013, this amount is adjusted, because the obligation to pay a lump sum in the amount of 5,600 

CZK to firefighters is from 1.9.2013. [ 4 ]  Therefore, it is counted only a pro rata amount that 

will be paid. The total estimated cost of the interventions of firemen amounts more than 

250 000 000 CZK. In the year 2050 this figure will probably attain the amount to around 

300 000 000 CZK. When this amount we recalculate per policyholder, we will increase 

the premiums of CZK 35. 

Chart 1: Interventions of firemen for traffic accidents 

 

Source: [2] Data of the Czech insurers ' Bureau (CKP), [6] custom processing 
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Chart 2: An estimate of the costs for the intervention of firemen 

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

4 Average damage to property 

The average damage to property linearly rises of around 1% a year. We can say that 

the damages are rising more slowly than inflation. The data were used in the development 

of the Czech Office of insurance on which linear regression was performed to estimate 

the average damage to property in the coming years, namely until the year 2050. In 2050, 

the average damage is based on 62 773 CZK. The estimated average damage to property for 

the year 2014 is 34 015 CZK. 

Chart 3: Average damage to property  

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

5 Average damage to the health 

The average damage to health is assessed, as was estimated by analogy, the average damage 

to property. Linear regression was used again. Damage to health in the year 2000-2012 grew 

on average by 12%. [ 3 ]  

In the estimate, I used a linear trend and even though you need to count with the advent 

of the new civil code that can indemnity for damage to health will take over existing values. On 

the current development of the damages, it is apparent that the increase in average health 

damage begins to decrease. It is likely that it will take some time before people find out how 
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high the amount insurance companies can play in the case of damage to health. It is also 

expected that insurance companies will oppose the legal way, leading to a lengthy legal 

disputes. Meanwhile, insurance companies will be able to create a reserve for unpaid claims 

yet. 

The current amount of average damages to health in 2014 is 674 224 CZK, in 2050 it is 

estimated the average injury amounting to 2 060 368 CZK. Damage to health will rise more 

than 3 times as compared to the existing amount of damage. 

Chart 4: Average damage to the health 

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

6 Development of reported damages 

The historical development of the number of reported injuries has a high volatility, which 

gradually eases and the number of reported damages oscillates around the amount of 296 000 

damage. With this trend, it is counted in the estimated number of reported damage, where it is 

used in linear regression. In the year 2050 is estimated 297 981 damage, which represents 

a slight increase in the number of damage, namely less than 2 thousand of reported damages 

more compared to the year 2014. 

Chart 5: Reported damages 

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 
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For the reported damage to property is similar trend, as has been reported for the total damage, 

again at the beginning of the number of property damage were oscillating and then settled. 

Chart 6: Number of property damage  

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

Development of damage to health has a slightly increasing trend. The total number of damage 

to health will change the existing number of damage of 11 750 damage on 11 802 the damage, 

which are foreseen in the year 2050. [1]  

Chart 7: Number of health damage  

 

Source: [2] Data of the Czech insurers ' Bureau (CKP), custom processing 

7 Cost damage to property and health 

In the chart you can see how property damage (in RED) and damage to health (in GREEN) are 

rising. According to the estimation of the fracture occurs in the year 2022, when the proportion 

of damage to health will be bigger than the damage to property. This year it will be paid to 

the claims around 11.5 billion crowns. 
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Chart 8: Development of damage  

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

8 Development of administrative costs 

Administrative costs are defined as fixed on the basis of historical data, where an average 

of around 30% of the selected insurance premiums. I continued this trend in estimated costs. 

Administrative costs represent the cost of Commission agents, the cost of printing and 

distribution of forms, and are included in salaries and other personnel costs associated with 

the management of the insurance undertaking. 

Chart 9: Administrative costs 30% 

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

9 Development of selected premiums 

Selected insurance is calculated as the sum of claims costs, administrative costs in the amount 

of 30%, a flat rate for firefighters and Fund interventions barrier damage. Selected insurance 

according to the historical data decreasing, but this it gets cheaper the insurance companies get 

 -   Kč

  5 Kč

  10 Kč

  15 Kč

  20 Kč

  25 Kč

  30 Kč

2000 2010 2020 2030 2040 2050

A
m

o
u

n
t 

o
f 

d
am

ag
e

 in
 b

ill
io

n
s

Years

 -   Kč

 2000000 000 Kč

 4000000 000 Kč

 6000000 000 Kč

 8000000 000 Kč

 10000000 000 Kč

 12000000 000 Kč

 14000000 000 Kč

 16000000 000 Kč

 18000000 000 Kč

 20000000 000 Kč

1995 2005 2015 2025 2035 2045 2055

Th
e

 a
m

o
u

n
t 

o
f 

ad
m

in
is

tr
at

iv
e

 
co

st
s

Years



101 
 

into loss-making numbers and must cancel claims, upon which the tracks to the policyholder. 

On the graph you can see a noticeable decline in the selected insurance, which started in 2009, 

when insurance companies started decline insurance liability from the operation of vehicles. 

This decline is necessary to compensate the insurance companies to be able to settle claims 

in a relatively short time and in adequate amounts. 

Total selected insurance for the year 2014 should be nearly 26.5 billion CZK. In 2050, 

according to my estimate, the amount should be 63 billion CZK. 

Chart 10: Amount of insurance 

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

10 Development of average premiums 

The average amount of premiums is determined by the total of the selected insurance premiums 

and the number of the insured cars. On the graph to see how developed the average amount 

of premiums from 2000 to 2012. Since 2007, began the downward trend of development, but 

the insurance company found that the selected insurance is not adequate. Their costs on 

the indemnity, and their administrative costs, which include commissions began to surpass 

the selected insurance providers. Another reason for the increase in premiums is the new 

legislation, where insurance companies must pay the flat rate on interventions of firemen, also 

pays 3% of premiums into the Fund selected barriers shame finally brings the increase 

in the cost of the new civil code. 

The current average premium in 2013 should be 3651 CZK, which represents an increase 

of almost 30% over the previous year. If premium gets on this amount, then the premiums 

should rise by 2% a year. By 2050 should be the average amount of premiums of CZK 7669. 
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 Chart 11: Development of average premiums in 2010-2050 

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 

The chart below shows how to develop each of the factors affecting the amount of the selected 

insurance premiums. The chart shows the total amount of the selected insurance (in PINK), 

the cost of indemnity (in BLUE), fund on barrier damage (in RED), compensation for 

firefighters (in BLACK) and administrative costs in the amount of 30% of the selected 

insurance premiums (in GREEN). 

Chart 12: Comparison of the individual costs 

 

Source: [2] Data of the Czech insurers' Bureau (CKP), custom processing 
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Conclusion 

The study confirms the accuracy of the present data, and the need to focus on such a selection 

of premiums, which would cover the long term fulfilment all of obligations of the insurers 

in respect of its clients. This also is directly connected with the claims of victims on their 

compensation. For this reason, I drafted a prospective study until the year 2055, showing how 

the damage on both the property and the health and other costs related to the compensation will 

move. According to the statistics by 2014, this study has confirmed that the insurance simply 

must be adjusted upwards. Subsequent years will be carefully evaluated. I believe that for 

everybody raising the premiums is annoying, but it has to be adapted, regardless 

of the extra premiums and bonuses. The forecast is based on irreversible facts statistics. Even 

though the real development in the future may go in other directions, I consider the prognosis 

as the useful factor, which may affect the future development. 
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NEW RETAIL BANKS IN THE CZECH REPUBLIC 
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Abstract 

At present the financial sector in the Czech Republic is a profitable market, where there are 45 

banks and a large number of non-banking players. Despite the fact that competitive product 

portfolio and fast innovations are the key factors in the product policy of new „Retail banks“, 

the most important tool how to acquire new clients is the marketing communication strategy. 

The product policy is a tool for a sustainable increase of bank profitability in the Czech 

Republic. 

Keywords 

bank sector, communication strategy, financial services, low-cost bank, marketing mix, product 

policy, the Czech Republic 

JEL Classification  

G210 Financial Institutions and Services 

Introduction 

The banking system in the Czech Republic is a part of the financial market of the European 

Union. The Global Europe is influenced by traditional European players (UniCredit, KBC, 

Erste Group, Société Générale and Raiffeisenbank International) but also by new markets (such 

as Eastern Europe, China, Asia and Russia). In an international comparison, the Czech banking 

system is stable, profitable and well capitalized. Czech banks have a very good long-term 

liquidity position. "From the perspective of capital adequacy, the Czech banking sector is well 

equipped."[4]  

The innovative product offer, openness, communication strategy and simplicity based on 

modern technologies is something what the client wants. Indicator of a new client acquisition 

presents that “New Retail Banks” are competitive players on the retail market in the Czech 

Republic. Product portfolio and offered services of these new banks correspond to a demand of 

retail clients in the Czech Republic. They promote low-cost business model, which is based on 

the use of the internet platform. The main clients are youngsters – innovative clients who require 

modern products and new technologies.  

The professional goals of the paper are aimed at collecting the secondary data, dealing with 

them and interpreting them in order to research the status of the segment of small retail banks 

on the financial market in the Czech Republic, focusing on Air Bank plc, Equa Bank plc and 

Fio Bank plc. The analysis of their product policy is a partial goal of the paper.  Furthermore, 

the contribution will be based on data published on 1.4.2015. The methods of analysis, 
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synthesis, comparison in time and comparison of product strategy of big and small banks were 

used. The conclusion sums up the recognitions and discusses them.  

1 Czech Banking Sector 

Banking in the Czech Republic is an international market and it can be considered as a profitable 

sector with a high level of competitiveness. The structure of operating subjects has not changed 

in a long-term period, there are 45 banks in the sector right now. The essential role is played by 

a group of 4 large banks (Czech Savings Bank plc, Czechoslovak Trade Bank plc, The Czech 

Republic’s Commercial Bank plc, UniCredit Bank Czech Republic and Slovakia plc), which 

have CZK 250 mld. of all their assets. Then there are 8 middle-sized and 6 small banks (Air 

Bank plc, Equa Bank plc, European-Russian Bank plc, Fio Bank plc, LBBW Bank CZ plc, 

Wüstenrot Bank plc), 5 building societies and 22 bank branches of foreign banks. [5] 

Table 1: The structure of banking sector in the Czech Republic (31. 12. 2009 – 31. 12. 2014) 

  

LARGE 

BANKS 

MIDDLE-

SIZED 

BANKS 

SMALL 

BANKS 

BRANCHES OF 

FOREIGN 

BANKS 

BUILDING 

SOCIETIES DEFUNCT 

2009 4 4 8 18 5 0 

2010 4 4 9 19 5 0 

2011 4 6 8 21 5 0 

2012 4 8 6 20 5 1 

2013 4 8 6 21 5 1 

2014 4 8 6 22 5 0 

Resource: ČNB ARAD STATISTICS (own elaboration) [5] 

Since 2013 4 branches of foreign banks (MEINL BANK Aktiengesellschaft, Western Union 

International Bank GmbH Sumitomo Mitsui Banking Corporation Europe Limited and in the 

2015 BNP Paribas Personal Finance SA) have entered the domestic market. On the other hand 

AXA Bank Europe, the organization section, ended its operation in the Czech Republic. The 

predominating contribution to the amount of the fundamental capital is formed by foreign 

capital with the direct share (i. e. a direct foreign shareholder owns first-levelled shares). 

Despite the high degree of concentration there is significant degree of competition and banks 

of medium size (balance sheet total of CZK 50-250 billion) constantly strengthen their position. 

Ten banks are owned by foreign capital exclusively and it predominates in five other banks as 

well. The Czech capital predominates in two banks and six banks are owned by the Czech 

capital exclusively. [5] 
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Graph 1: The ownership structure in the bank sector (31. 12. 2009 – 31. 12. 2014) 

 

Resource: ČNB ARAD STATISTICS (own elaboration) [5] 

The Czech banking sector has a profit of CZK 161.4 billion, which is mostly made up from fees 

and commissions CZK 50 billion and interest profit CZK 105 billion. The largest share of profit 

generates a group of four major banks, which produce 65% of the total net profit of the banking 

sector of the country. [6] The graph below shows the evolution of profit from financial and 

operational activities of the whole banking sector in the Czech Republic over the last six years 

( there are six years because of the financial market crisis in 2009) and it is divided into profit 

from financial operations, fees and commissions, interest and dividend income. 

Graph 2: Profit from financial and operational activities (bank sector 2008-2013)  

Resource: Financial Market Report - Czech National Bank 2008-2013 (own elaboration) [6] 
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The graph shows that the product innovation and pricing policy (including the setting up of 

interest margin) is the most important. The reason is that the largest share of the operational 

and financing activities (2013) has interest income (63% of the total). The rest are fees and 

commissions (22%), dividend income (5%) and the other profit is from financial operations 

(10%). 

2 The Banking sector´s selected indicators 

Since 2010 the first retail, so called low-cost, bank has started its activities on our market. It is 

Fio Bank plc which has got 520,000 clients since its origin. The banking model is focused on 

direct low-cost banking. In 2011 two other banks started their operation. Air Bank plc, which 

had 216,000 clients on 31st December 2013, and Equa Bank plc, that has 110,000 clients now.  

The paper distinguishes these banks from ZUNO BANK, A. G. which is considered to be a new 

and low-cost one of a new generation but in fact it is just an organization section and a branch 

of a foreign bank. [2, 13] 

Their first step was to offer a fee-free bank account (it was charged normally at that time). 

Aggressive communication strategy focused on attracting new, mostly young clients. These 

banks communicate brand at first and then the comparative advantages of each product. We can 

say that this concept was very innovative and stood in the opposition to the 4 established banks. 

In 2011 they added an offer of high-interest rated savings accounts which have been followed 

with other product innovations, extending the range of products with consumer loans and 

mortgages, and firm consulting. They have always offered fee-free products or extra benefits. 

Clients have always been informed attractively and all the offers have always been promoted 

with trendy and modern advertising campaigns which have announced the innovations and 

attracted professionals as well as wide public. All the retail banks mentioned above have 

succeeded in getting new clients. 

The next step will be the analysis of the structure and the evolution of individual profit of 

mentioned banks. We can say that the new banks take over the client portfolio of large and 

medium-sized banks. It is necessary to mention here that Fio Bank plc reached the net profit 

CZK 36.2 mil., which is a very positive trend. On the contrary, Air Bank plc and Equa Bank 

plc reached the loss in 2013. The table below shows the basic economic indicators of new retail 

banks on 31st December 2013 compared to Czech Savings Bank plc which is considered to be 

one in four large banks on the Czech market. [2, 8, 10, 13] 
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Table 2: Basic Economic Indicators – new banks / The Czech Savings Bank on 31st December 2013 

 

DATE OF 

ESTABLISHM

ENT 

NET 

PROFIT/LOST 

(CZK MIO) 

BALANCE SHEET 

TOTAL (CZK MLD) 

VOLUME OF 

DEPOSITS (CZK 

MIO) 

Air Bank plc 1.11.2011 (- 80) 52,2 34,6 

Equa Bank plc 27.6.2011 (- 393) 18,2 16 

Fio Bank plc 5.5.2010 36,2 27,3 26,1 

Czech Savings Bank 

plc 30.12.1991 15 588 968 714 

Resource: Annual Reports - 2013 (own elaboration) [2, 8, 10, 13] 

Very interesting is the number of ATMs and branches. Table below shows the different product 

policy of new and current banks. New banks finance the little amount of ATMs. Their price 

policy is to offer free withdrawals even from ATMs belonging to other banks or they hire Sazka 

terminals (the Czech betting company) for these purposes. This type of transaction is a cost for 

a bank, being a fee necessary to be paid to the cooperating subject. The network of branches is 

also very important because of providing comfort to their clients. Fio Bank plc has got a very 

good network of them.  However, its number of subsidiaries cannot be compared to the large 

banks, e. g. Czech Savings Bank plc provides its clients with six times more subsidiaries. [2, 8, 

9, 10, 13, 15] 

Graph 3: ATMs and branches – new and current bank (2011 – 2013) 

 

Resource: Annual Reports 2011 - 2013 (own elaboration) [2, 8, 9, 10, 13, 15] 
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According to the analysis of the product lists of the banks it can be said that Fio Bank plc has 

got the widest range of products in 2014. This bank offers specialized services not only for 

retail clients, but also for entrepreneurs. Another important advantage is an extensive selection 

of foreign currency accounts (EUR, USD, GBP, PLN, HUF) and loans products – mortgage 

(classical or American version) or other short term loans. 

Table 3: Product Policy of New Banks 

  

 

Air Bank plc Equa Bank plc Fio Bank plc 

Czech Savings Bank 

plc 

ACCOUNT AND 

DEBIT CARD 
X X X X 

SAVING PRODUCT X X X X 

CONTACTLESS 

TECHNOLOGY 

(PAY PASS – CARD) 

X X X X 

CONSUMER LOAN X X X X 

CREDIT CARD N N N X 

MORTGAGE pilot X 
X (classical, 

American) 

X (classical, 

American) 

INTERNET/ MOBILE 

BANKING 
X X X X 

ACCOUNT FOR 

ENTREPRENEURS 
N N X X 

FOREIGN 

ACCOUNT / SEPA 

PAYMENTS 

X(EUR, USD) / N 
X(EUR, USD) / 

N 

X(EUR, USD, GBP, 

PLN, HUF) / X 

X(EUR, USD, GBP, 

PLN, HUF) / X 

INVESTING N N X (e-Broker) X 

ATM / DEPOSIT 

ATM 

48 + 4.300 (Sazka 

terminály) / X 

0 (free 

withdrawals from 

all czech ATM´s) 

142 653 

NUMBER OF 

BRANCHES 
23 10 + 8 kiosks 72 1. 530 

Resource: Bank Internet Product Offer (own elaborationí) [1, 7, 11, 12] 

From the analysis of the product portfolio of new retail banks are noticeable following trends: 

 Smaller portfolio and simpler fee policy than bigger players; 

 No client segmentation – defined products are offered to all; 

 They focus more on deposit products – they have only selected loans. 
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3 The clients´ point of view of retail banks 

And which productdoes the typical client want? “The spokesman of Raiffeisenbank Tomas 

Kofroň compiled the popularity rank of individual services for server iDNES.cz: 

 current accounts (including direct banking services, overdraft, savings account, debit 

card); 

 mortgages and consumer loans or credit cards; 

 term deposits.” [14] 

The marketing research, based on 304 respondents through a server www.vyplnto.cz (26. 1. 

2015 - 16. 2. 2015), also confirmed that over 90% of clients wanted current account and 

payment card. Very important is for them the Internet or The Mobile Banking services. [16] 

Graph 4: Clients Demand (304 clients) 

 
Resource: Synková, Market Research [16] 

The marketing research shows some other facts: [16] 

• Clients of low-cost bank are people of all ages - “New Retail Bank” is not just a bank for 

young people; 

• For this type of client is very important to have an internet banking in the current account 

package; 

• Bank branches are important for 30% of these clients, ATMs network for 60% of them; 

• They are mostly satisfied with range of services and pricing policy - this satisfaction is 

significantly higher than among clients of other banks." 

The number of new clients of all the new aforementioned banks was growing. Air Bank by the 

end of 2013 announced thatover the last year gained 126,000 new clients. Equabank gained 
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33,000 new customers, and Fiobank approached in 2013, 103,000 new clients. [2, 10, 13] From 

thegraph belowit is evident thatthe number oflow-cost bank customers in the period under 

constant rising and banks succeeded in meetingits objectives of expanding client base. 

Conversely, large banks declined and we can say that some clients have switched to small, low-

cost banks. 

Graph No. 5: The number of clients (2011 – 2013, in ths.) 

 

Resource: Annual Reports 2011 - 2013 (own elaboration) [2, 10, 13] 

Conclusion 

The numbers presenting annual acquisitions of new clients of new retail banks indicate that the 

concept of New Retail Bank based on low-cost model attracted and found its clients. However, 

for how long? The marketing communication is a fast developing environment and there is a 

question how long these new banks can afford such expensive campaigns and, more or less, 

financed products. Nevertheless, it is positive that they increase the competition in banking 

services in the Czech Republic, which makes traditional banks (Czech Savings Bank plc, 

Czechoslovak Trade Bank plc, The Czech Republic’s Commercial Bank plc, UniCredit Bank 

Czech Republic and Slovakia plc) improve the parameters of their products, optimize their 

processes and reduce the prices.  
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BEHAVIORAL FINANCE AND MARKET STABILITY. 

THEORY OF EFFICIENT MARKETS OR BEHAVIORAL 

APPROACH? 

ARNOŠT  KLESLA  

Abstract 

Behavioral finance is trying to understand and describe why the actors on the financial markets 

often behave irrationally. The traditional theory of efficient markets cannot explain the variety 

of situations and the resulting changes occurring in financial markets due to 

the behaviorof traders in the markets. The cause lies in the investor biases that can describe its 

methods and concepts of behavioral approach. It is a series of cases. Most markets are affected 

by the rule of a thumb, the gambler's fallacy,hot hand bias,bandwagon effect,decoy effect, 

liability to price bubbles, framing, subadditivity effect, overestimation of small 

probabilities,money illusion, overoptimism bias, overconfidence bias, illusion of control, 

choice – supportive bias, confirmation bias, regret aversion bias, cognitive dissonance bias, 

anchoring bias, mental accounting and disposition effect, underreaction and overreaction, 

conservatism bias, ambiguity aversion bias, availability bias, ownership bias, hindsight bias, 

self-attribution bias. Anyone wishing to invest rationally in the financial markets must cope 

with the understanding of the essence of those prejudices and in all situations strive for their 

elimination in the interests of effective outcome of its business and market stability. 

Keywords 

behavioral finance, irrational factors, concepts of behavioral approach, of efficient markets 

JEL Classification 

D03 

Introduction 

In the latter half of the 60´s of the 20th century Eugen Fama processed the efforts of his 

forerunners dealing with the understanding of the essence of the behaviorof the financial 

markets in a theory which he described for the first time in 1970 in magazine Journal 

of Finance in the essay „ Efficient Capital Markets: A Review of Theory and Empirical Workˮ 

[1]. It was the first time that he formulated the theory of efficient markets. He rejected 

the possibility of estimating market prices in the financial markets. Following the terminology 

of his colleague Harry Roberts, he divided the market efficiency into three groups – efficiency 

weak, medium and strong. Based on the theory of efficient markets, it has no sense to search 

for the opportunities of extraordinary revenues on liquid markets, for the arbitragers can 

eliminate potential difference between the intrinsic value and the market value. The theory 

of efficient markets assumes that the market prices of the assets reflect all the exchange-rate 
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forming information. Based on this theory, the financial markets are thus so-called information-

efficient, which demonstrates it is not possible to systematically achieve an abnormally high 

risk-free revenue compared with the market efficiency. 

The theory of efficient markets is generally based on three basic assumptions: i/ the investors 

are rational and rationally value the securities, which is why they show the correct value at any 

moment. ii/ If there are irrational investors, their transactions are purely accidental and 

reciprocally obstruct each other. iii/ If there are irrational investors acting similarly, their 

irrational behavior is counterbalanced by rational investors carrying out arbitrages, thus 

maintaining the correct value of the assets at any moment. 

As a result of these assumptions, the prices respond to new information immediately and 

accurately. Fama [2] believes that the number of exaggerated and inadequate responses is 

mutually compensated. However, the prices should not respond if the exchange-rate forming 

information is missing. 

1. The theory of efficient markets is based on the concept of the so-called random walk 

in stock-market prices. The random walk was analyzed by Bachelier [3] and Osborne 

[4]. The theory is based on two assumptions. i/ Price fluctuations are mutually 

independent, ii/ price fluctuations correspond to a certain probability distribution. 

According to Bachelier-Osborn model of random walk it largely corresponds to 

the standard probability distribution.  

However, in 2005 Eugene Fama declared: „Insufficiently informed investors may divert 

the market from the optimal trajectory and be misleading then added that the stock-market 

prices may be irrational to a certain extent [5]. 

1 Theoretical assumption 

Even when the new paradigm of the efficient markets was being designed towards the end 

of the 20th century, there were flaws of the new theory of efficient markets in the analyses 

based on empirical observation of the development on the financial markets, especially 

in the USA.  

For example, the assumption that the prices do not respond to anything but new information 

was disputed with the stock market crash in 1987. Havlíček [6] says that on one day index Dow 

Jones Industrial Average (DJIA) dropped by 22.6% with no obvious reason. Based on study 

Cutler, Poterba and Summers [7] it is impossible to justify 50 biggest daily fluctuations on 

American markets since World War II because the drop was not induced by releasing any 

crucial information which was supposed to cause similar profound and rapid changes. Another 

example was a surprising discovery that the prices of futures related to orange juice on 

the western coast of the USA respond to the weather forecast quite insignificantly [8]. It is 

the aspect of weather observed by the agriculturists that is supposed to have the safety effect 

against the lack of solar radiation as indicated in various textbooks on financial markets. 

Havlíček [9] examined the impact of weather on trading on the stock market in New York and 

in Prague. The goal was to verify the hypothesis whether the business strategies based on 
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the response to the change of the observed weather impact can bring about abnormal 

profitability, i.e. whether there is seasonal affective disorder – SAD effect and whether 

the observed weather impact may be the source of the so-called Monday and January effect. 

With most observed timelines, a statistically significant impact was not confirmed. An 

exception is index S&P 500, which confirmed the statistically significant relationship between 

rain, snow or fog and the profitability of the index. 

Another fact disproving the theory that the prices do not respond to anything but new 

information is according to Havlíček [6] the inclusion of the title in the share index. On 

the USA market, throughout the year a few shares are regularly excluded from index S&P 500 

due to merger and acquisition. On the other hand, a few new titles are included in the index up 

to 500. The shares of these firms after the inclusion in the index experience a reliable abnormal 

price growth. The cause of this phenomenon is not any new information but the efforts of index 

shares funds to replenish these new indexed shares in their portfolio. Based on the theory 

of efficient markets, such price fluctuations should not even occur. The price should be cut 

down by arbitragers or the current shareholders who should sell such shares profitably and 

immediately purchase substitutes. America Online shares demonstrated that this theoretical 

assumption did not apply. Towards the end of the 90´s it was speculated they would be included 

in index S&P 500. As a result, the price enormously increased by 18%. The worse substitutes 

these shares have, the higher the abnormal revenue in this case is [10]. A perfect example 

of the ambiguous influence of information on the share price was a pharmaceutical firm 

presented by New York Times with the information that it had invented a cancer drug. The 

shares of the pharmaceutical firm increased from 12 to 85 dollars. After the information had 

proved wrong, the shares dropped to 52 dollars. Based on the theory of efficient markets, 

however, it is impossible to explain the subsequent drop in share prices to 30 dollars only 

instead of the original 12 dollars during the following five months which brought no additional 

information about the company [11]. 

A separate chapter represents common mistakes of the investors, e.g. common share price 

fluctuations with a similar stock exchange abbreviation [12]. Shares with abbreviation MCI and 

MCIC showed price fluctuation during a period where the market brought information about 

only one of these firms. Similarly, Cooper, Dimitrov and Rau [13] pointed out that before 

the internet bubble burst, companies often changed their names to „dot com“ alternatives. This 

change of the name resulted in enormous revenues of their shares even though they had nothing 

in common with the internet. Early October 2013, Twitter company was about to enter the stock 

market. A number of investors confused this company with the bankrupt electronics seller 

Tweeter Home Entertainment Group. The share price of this company thus temporarily 

increased by more than 1 500% and the title saw the most dynamic trading in more than six 

years.  

2 Behavioral approach as the basis 

The aforementioned examples of price fluctuations demonstrate that the foundation for 

the theory of efficient market is the assumption that the traders of such markets are actors acting 
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100% as homo economicus, i.e. virtual beings who are perfectly rational [14] well-informed 

and fully focused on their own profit. Financial markets, however, are made up of real people 

of homo sapiens making decisions about transactions – sapiens whose mental stock is far from 

the perfection of the theoretical model of homo economicus [15]. They make irrational 

decisions during the trading process on financial markets, thus causing situations that the theory 

of efficient markets cannot explain. A solution lies in the behavioral approach based on 

prospect theory, [16] which is typical of three basic aspects [5]:  

1) Certainty aspect – refers to the fact that most people prefer a smaller but secured profit to 

higher, however, highly probable profit associated with certain risk. 

2) Reflection aspect – refers to the fact that most people do not choose a certain smaller loss 

but they accept a potentially higher loss, however, with a lower probability of occurrence.  

3) Isolation aspect – refers to the fact that most people (during the decision-making process) 

do not take into consideration those aspects which share the same alternatives but they focus 

on the aspects in which the alternatives differ. It may practically mean that the investors 

focus on risk or risk-free investments, however, they neglect the omnipresent threat 

of global risk. 

A separate field for financial markets is the so-called Behavioral finance which is defined as: 

„A field of finance that proposes psychology-based theories to explain stock market anomalies. 

Within behavioral finance, inform assumed that the informatics structure and the characteristics 

of market participants systematically influence individuals‘ investment decisions as well as 

market outcomes“ [17]. 

The approach of behavioral finance is based on the assumption that the decisions of investors 

are affected by their own mental processes influenced by the surroundings. As a consequence 

of a large number of systematic mistakes during the decision-making process of investors, 

the securities cannot be correctly valued. The impossibility to achieve rational 

behaviorof investors lies in the so-called heuristics. They are decision-making processes 

affected by previous experience, estimates or one´s own intuition described as fast thinking by 

Kahneman [18].  

a) Affect – a quick, almost immediate response to the stimulus. From the heuristics 

perspective, the affect can be described as reflex behavior, i.e. first we act and then we think.  

b) Availability – refers to an investor who completely believes in easy information and 

decision-making availability. He does not take other alternatives or procedures into 

consideration and his decisions cannot be regarded as rational.  

c) Representativeness – investors take decisions affected by the similarity of a certain 

situation which can be based on some historical events. 

Irrational investors´ behavior on the markets, however, can even be multiplied. Investors alter 

their level of irrationality depending on the price development on the market and on 
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the prevailing market climate. Investors are thus often willing to irrationally adjust their strategy 

to the current market climate. 

Behavioral financial theory basically defines two kinds of extreme behaviorof investors. 

Following the research of multiplication of systematic mistakes made by investors, the theory 

distinguishes two basic types of irrational situations [5]: 

1) Mass hysteria – a crowd in groups that give the feeling of security. On the markets, 

the mass hysteria mainly manifests through substantial and unexpected price fluctuations. 

If the market takes a certain direction, individual investors get worried about better 

awareness of the majority (market) and join other individuals hoping to achieve joint 

success. Thus the effect of the crowd or herd is created.  

2) High self-esteem – the issue of strong self-esteem mainly applies to new investors who have 

not experienced any substantial loss and retail investors, noisy traders. High self-esteem 

gives the investor the impression of exceptionality and above-average intuitive decision-

making. Investors then lack the aversion to risk and become even more aggressive and 

proactivein their business. This leads to increased transaction costs. Self-confident investor 

does not allow the possibility of loss, and maintains the loss positions for a longer period. 

In the end, this may have fatal consequences for the investor. 

The level of irrationality may be influenced by a number of factors, however, the strongest 

factor (based on the theory) is the decision-making affected by feelings. Feelings have a strong 

impact on attaching high importance to all new information that in effect may be irrelevant for 

the intrinsic value of the security. Such information is often preferred to information which is 

older, however, much more important in terms of the final price of securities. 

3 Criticism of the theory of efficient markets and anomalies on 

the market 

According to Havlíček [6], the criticism of the theory of efficient markets focuses on three basic 

areas. The first one applies to technical flaws of assumptions. Let us highlight the absence 

of the tax effect, the influence of transaction costs, transactions restrictions and availability 

of exchange-rate forming information. Investors´ decision is also influenced by the tax payment 

and there are differences in the level of knowledge among individual investors. These obstacles 

and restrictions may result in deviations of the market price from its basic value. 

The second area of the criticism is represented by the flaws in the theory of efficient markets 

in the form of inefficient phenomena – anomalies of rationality on markets that contradict this 

theory. These anomalies as a result of wrong perception and processing of information, 

inaccurate judgment and other psychical processes analyzed as irrational behaviorof investors 

on the markets, allow the rational actors to achieve abnormally high profitability in their 

business. Such a possibility is not allowed by the theory of efficient markets and cannot be 

explained either. 
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The third area deals with doubts on the system rationality of the investment field of the traders 

and the corrective mechanism of the arbitrage. This results in the inflation of price bubbles to 

which the theory of efficient markets cannot find satisfactory answer. 

Objections in the first group have a character of external objective conditions and restrictions. 

Their variability is high in terms of development and conditions on various financial markets. 

In the following part, we will therefore focus only on the second and the third area of objections 

and the criticism of the theory of efficient markets with the application of possibilities and 

approach of behavioral finance. 

The number of observed anomalies in the rational behaviorof investors on the markets exceeds 

150, which is why the following text will deal only with 26 of the most significant ones 

according to Havlíček and Stupavský [19]. 

Let us mention the characteristics of the main types of irrationality which occur as anomalies 

on financial markets, threatening their efficiency and stability. 

Rule of a thumb. It allows a fast, intuitive decision based on our previous experience. Our 

subconscious mind assimilates the decision-making issue to something we have experienced 

in the past. 

Gambler´s fallacy. The investor believes that the expected probability distribution will already 

show in a small sample of data. Gambler's fallacy is based on the psychological law of small 

numbers (as opposed to the law of large numbers). 

Hot hand bias. It is highly interlinked with the previous Gambler´s fallacy. Unlike it, however, 

instead of the efforts to see the change of the trend in a small sample of data, people in this case 

give in to the extension of such a trend. They view the past as a certain sequence the paradigm 

of which will continue in the future as well. 

Bandwagon effect. It is a form of mass behavior or groupthink (bandwagon effect). 

Nevertheless, it is not about spreading rational arguments among people, but spreading beliefs, 

trends or fashion. It does not necessarily have to involve investment, but it is applied in broad 

social context. 

Decoy effect. It means that when selecting between two options, people make different 

decisions if they take into consideration the third – positively inconvenient – option. This third 

option must be inconvenient in all parameters compared with one of the original choices, but 

compared with the second one it is inconvenient only in some of the parameters. 

Liability to price bubbles. The price bubble occurs when the current price reflects unrealistically 

optimistic expectations concerning the future development. Behavioral prejudice is then 

positive feedback trading, i.e. trading based on previous results. 

Framing. People make decisions which are not based on the contents of the information but 

more on its form. The way of passing information thus (co-)affects the result of the decision. 
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Subadditivity effect. It applies to subjective assessment of probabilities. If there are several 

different options, the sum of individual probabilities which are subjectively attributed to them 

is higher than the perceived probability of all options.  

Overestimation of small probabilities. Investors consider very small probabilities more 

probable than they really are.   

Money illusion. Investors view the value of money nominally, not within the reality. They do 

not take into account the inflation. The financial illusion grows with decreasing inflation and 

vice versa it decreases when inflation increases. 

Overoptimism bias. People overestimate their knowledge, underestimate risks and strain their 

skills to run the course of things. 

Overconfidence bias. People tend to overrate the probability that they are right or that their 

estimate is correct. 

Illusion of control. People believe they are able to control or at least to influence actions, events 

or results which are completely accidental or not quite accidental, nevertheless not in the power 

of the specific individual. 

Choice – supportive bias. People consider their decisions better only because they made that 

decision by themselves. They attribute only positive qualities to their own decisions whereas 

only negatives are attributed to alternative choices.   

Confirmation bias.Tendency to actively search for information, ideas and opinions which 

confirm the validity and correctness of previous opinions and decisions, as well as tendency to 

question and to ignore any contradicting evidence and information. 

Regret aversion bias. People try to prevent any psychical pain from regrets related to wrong 

decisions.  

Cognitive dissonance bias. Tendency to adjust speculations and opinions ex-post reality 

in order to justify past actions 

Anchoring bias. Focus on one thing only when making decisions – part of the information or 

one feature (mostly the price) – and ignoring broader context. 

Mental accounting and disposition effect. Investors´ tendency to sell profit positions too early 

and to keep loss positions for too long. People tend to separate different types of their 

investment positions in virtual isolated accounts and then they make decisions on each mental 

account separately. 

Underreaction and Overreaction. People systematically underestimate abstract, statistical and 

highly relevant information and overestimate obvious, unofficial and less relevant information. 

Conservatism bias. Investors do not want to change their viewpoints, previous decisions and 

they definitely do not want to accept any points of view which are different from theirs.  
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Ambiguity aversion bias. People are willing to act by their judgement and by their estimates if 

they feel more competent in a particular field. On the other hand, they try to avoid situations 

which are indistinct and uncertain.  

Availability bias. It is a certain guess based on easily available information, it is a mental 

shortcut or simplification allowing people to estimate the probability of a certain outcome by 

judging how common or familiar that particular outcome is in their lives. 

Ownership bias. People attribute higher value to their own things rather than if they did not 

possess them.  

Hindsight bias. Tendency to explain past development, which is often completely accidental, 

that it had been predetermined and moreover anticipated. 

Self-Attribution bias Tendency to attribute our own success to our knowledge or skills and our 

failures to misfortune and other unfavourable effects. 

All the aforementioned anomalies, however, should not reduce the efficiency and stability 

of the markets. They apply to the behaviorof irrational investors whose trading causes price 

differences on the market. On an efficient market, this situation should be advantageously and 

immediately used by rational investors to do profitable arbitrage business which would return 

the market price to the fundamental value. The arbitrage consists in purchasing the undervalued 

assets and in selling the overvalued equivalent assets (substitute). Rational investors should 

thus use the opportunity created on the market through arbitrage transactions with insignificant 

risk of loss. According to Havlíček and Stupavský [19], empirical studies, however, often 

confirm one of the main points of behavioral finance that the arbitrage is risky and limited. 

This, however, completely denies one of the basic speculations and points of the theory 

of efficient markets. Moreover, the paradigm on risk-free arbitrage trade is the cornerstone 

of the models for valuation of shares as well as e.g. options and it is also used for setting 

the capital structure of firms. 

According to Havlíček [6], one of the reasons for the arbitrage limitedness is the limited 

availability of substitutes. E.g. for futures and options, substitutes are more available (e.g. sale 

of futures for share index S&P 500 and purchase of 500 base shares which this index consists 

of. In case of specific shares, this represents a problem. The investor has no chance 

of purchasing the equivalent share as against the overvalued title. The arbitrager thus has 

limited possibility to secure his positions. Only the sale of such a title without equivalent 

purchase represents risk for him. If the arbitrager is risk-aversive, then such arbitrage is limited. 

Scholes [20] defines the substitute as asset with the same cash-flow in all situations 

in the world. However, there is practically no such asset in the area of shares on the markets.   

4 Noise trading 

The arbitrage risk is also enhanced by another destabilizing factor on financial markets, which 

is the so-called Noise trading. According to Veselá [20], Shleifer and Summers [21] based 

the theory of noise trading on the assumption that excessive fluctuation and anomalies from 



122 
 

the fundamentally correct exchange rates of securities on the market are caused by two different 

groups of investors. The first group is represented by the so-called sophisticated investors who 

have access to adequate information which they are able to process, to assess rationally and to 

use. This group of investors is often called „smart money“. The behaviorof this group 

of investors is substantially affected by their excessive risk aversion. The other group 

of investors is made up of investors who are incompetent, non-sophisticated, the so-called 

„noise“ traders, who usually do not possess necessary information as well as experience, 

knowledge and skills to be able to carry out an expert analysis. It is these „noise“traders whose 

actions markedly deflect the exchange rates of securities from their correct fundamental value. 

Their behavior shows activism, not foresight, based on the aforementioned anomalies 

of rationality. Through large-scale purchases for prices exceeding the fundamental value, they 

cause mass hysteria which they themselves fall prey to in the herd effect and they multiply 

the price growth without exchange-rate forming information. They thus initiate the bubble 

effect and create artificial imbalance on the market of securities. Havlíček [6] points out that 

the noise traders on the market expand the range between the market price and the fundamental 

value. The arbitrager thus exposes himself to the risk that if he purchases the truly undervalued 

asset on such „inefficient“ market and sells an overvalued one, the difference between them 

will increase even more and he will suffer a loss. When opening the position, the arbitrager 

bears a risk that the difference between the market price and the fundamental value will 

increase even more due to noise trading, and as risk-aversive trader his position is thus limited. 

Even if it is certain that the value of these assets will be equal someday in the future, or it will 

approximate the predetermined ration, it is not certain how long it will take before this 

convergence occurs. 

Havlíček [6] interprets this problem on a widely-publicized example of noise trading of shares 

of Royal Dutch a Shell). „Based on a predetermined ratio 60:40, all cash flows free of corporate 

tax were divided between the firms. This agreement was entirely public and all traders on 9 

stock markets in Europe and the United States, where the shares were traded, were informed. 

Company Royal Dutch primarily did business in the United States and Shell mainly in Great 

Britain. Based on the aforementioned ratio, it should thus apply that after taking the transaction 

cost into consideration, the Royal Dutch shares should be traded for one and a half multiple 

of the market price of the firm Shell. In reality, however, the priceof bothshares markedly 

diverged from this parity. Specifically, the shares of Royal Dutch were traded at the range 

of bonus 10% to discount of 35%. Following the theory of efficient markets it would be 

inexplicable since in terms of risk level these assets are fully identical and arbitragers should 

thus purchase currently cheaper shares and sell the more expensive ones. These arbitrage trades 

should then approximate the prices to the designated parity. For the abovementioned reasons, 

however, their arbitrage was limited and risky. And one of the risks is the risk of noise trading, 

where the traders increase the absolute difference of the share price from the parity. Arbitragers 

cannot be sure that if they purchase cheaper shares and sell the expensive shares (in relation 

with the parity), that their position will not be loss-making in a certain time horizon.” 

Shleifer [23] pointed out that the noise traders cannot be ignored anyway and hope that 

the development on the market will eliminate them. Even though the noise (unprofessional) 
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trader goes bankrupt especially in the USA, he might still keep receiving main income from his 

job performance which will allow him to return to the market again. Besides, new noise traders 

are emerging every minute and their impact on the market should definitely not be neglected. 

5 Price bubbles – synthesis of anomalies and a significant factor 

of financial marketsvulnerability 

According to Veselá [24], the price bubbles are based on market anomalies induced by 

irrational behaviorof traders. It refers to a situation where the price markedly diverges from its 

intrinsic value. The driving force for another growth of the asset price is the anticipation 

of prolonging this trend, an anomaly based on the effect “positive feedback trading“ and on 

the subsequent wagon effect. Especially noise traders do business based on the past data in this 

situation, which contradicts the theory of efficient markets. These unsophisticated investors – 

activists often respond to new information with delay, for they wait for the trend confirmation 

they wish for via the information about the market growth. When the other data confirm 

the growing trend, the traders often overvalue this information. It is followed by the growing 

influence of anomalies such as exaggerated optimism, self-confidence or conservatism. 

Together with noise trading, it thus leads to the inflation of prices bubbles on the market. The 

arbitragers act against this development during the inflation of price bubbles. However, 

the arbitrage is in fact risky, which is why its impact is limited. In this context Havlíček [6] 

points out that the arbitragers can ironically become initiators of price bubbles. This occurs 

when the market presents surprising positive information about a certain firm or sector. 

Arbitragers then start to purchase these shares, thus sending a signal to noise traders who 

basically copy business decisions and procedures of sophisticated investors (Investor 

Sentiment). In such a situation noise traders often want to „ride on the wave“. Another 

exchange rate growth will attract new noise traders and the price bubble keeps inflating. The 

bubble is then inflated by derivatives as well, especially futures which allow to trade with 

leverage, thus influencing the price with less capital than during the standard business. Also, 

the expansion of the lines of credit for business on margin may have the same impact on 

the market prices. The danger of price bubbles, however, does not lie in their inflation, but 

in their deflation. A fast fall in prices is accompanied by economic, social and political 

consequences. 

According to Veselá [24], a very good example is the so-called technological (Dot-com) 

speculative bubble. In the second half of the 90´s, the prices of technological shares literally 

exploded on the markets not only in the USA. The exchange rate growth was typical 

of the stock market as a whole. The USA economy was growing in the second half of the 90´s 

by 3.2% per year on average, but the inflation and the rate of unemployment remained on a low 

level. The growth of GDP in the USA and of technological shares was so distinct that 

the economists started to talk about the so-called “new economy”. It seemed that the enormous 

increase in the labor productivity is the result of information and information technologies. An 

alternative explanation for the expansion of technological shares prices is presented by 

a hypothesis that the information technology and internet expansion led to the restructuring 

of companies and to a subsequent supply shock. The value of index NASDAQ Composite 
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exceeded the level of 5000 points in 1999. The index reached to top of 5049 points on 10th 

March 2000. Economic results released by companies of the technological sector in March 

2000, however, did not meet high expectations of the investors. It resulted in rapid decrease 

in the exchange rates of technological shares. The technological sector was affected by 

skepticism which like a disease spread fastin other sectors and branches. The technological 

bubble, which had been created since the half of the 90´s, deflated. 

Fig.1: Nasdag Composite and DJIA 1996 – 2014 [32] 

 

Source: http://www.nasdaq.com/ 

The investors in technological shares compared with investments in other sectors achieved 

extraordinary profit. Favourable conditions for further expansion of excessively profitable 

technological sector were ensured by the necessary supply of capital multiplied by 

the increased interest of other investors. The technological speculative bubble was growing and 

inflating as long as the companies with their real economic results could satisfy optimistic profit 

expectations of the investors. The failure to meet profit expectations was followed by 

disappointment and a wave of pessimism. The demand for shares then decreased, the bubble 

burst, the exchange rates of shares dropped and a massive sale of shares started in the spring 

of 2000. Due to the interconnection of financial markets, the plunge of shares exchange rates 

towards March 2000 quickly spread to other world and regional markets. Especially, 

the European markets were hit hard. 

Under A. Greenspan´s direction, FED responded to the sector crisis by substantial liberalization 

of monetary policy. This decision resulted in a situation which led to Global Economic Crisis 

2008-2010. The present situation on the USA market, where index Nasdag Composite attacks 

the price level of 2000 again, is threatening with the recurrence of the crisis development as 

a result of the new price bubble burst caused this time by FED monetary policy in the form 

of a massive the so-called quantitative liberalization. 

Veselá [24] points out that unless most investors respond to exchange-rate forming information 

in the way described by behavioral finance it will not be possible to prevent the existence 

of speculative bubbles. However, the truth is that thanks to the knowledge of the essence and 

influence of the anomalies of rationality on the markets, it is possible to identify their formation 

and inflation in good time before they burst, or at least under certain circumstances to mitigate 

their growth and subsequent unfavourable impacts of their burst through suitable regulatory 
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measures (e.g. restricting the transactions containing the financial lever), enhanced market 

transparency and a more strict monetary policy. 

The world financial markets have seen at least 12 big price bubbles since the 17th century, 

starting with „Tulipmania“ (1630-1637) and ending with the real-estate bubble on 

the American mortgage market early 21st century. The inflation of a bubble had always resulted 

from the anomaly and effect of positive feedback trading. Their emergence in any of these cases 

could not be prevented by the regulation, mainly because it came ex post, not ex ante. The 

destabilization of the markets and deepening of crisis phenomena in current conditions can be 

efficiently and in time prevented only by a change of the whole institutional regulatory and 

supervisory structure including its transnational interconnection and system. 

6 Possibilities of the market stabilization in the change in regulation 

structure 

According to Musílek [25], the occurrence and development of the Global Economic Crisis 

towards the end of the 1st decade of the 21st century clearly demonstrated how much 

the institutional and regulatory framework of the contemporary global financial market had 

fallen behind. National regulators, regulatory and tax dumping and the non-existence 

of a global operational creditor of the last instance in the period of the Global Economic Crisis 

as the main factors turned out to be not only an obstacle to an efficient solution to recurring 

regional financial and monetary crises and the market destabilization but also a significant 

factor of the 2008-2010 Global Economic Crisis. Its analysis generated a requirement that 

the global financial market corresponded to the global structure of the financial market 

represented by efficient global regulatory and supervisory system, limited possibilities of mass 

implementation of regulatory and tax arbitrages and a functional global system of the last 

instance creditor. A crumbled institutional financial system in the context of a global financial 

market can contribute to less efficient protection of external investors. Johnson [26] stresses 

a direct connection between the protection of external investors and the occurrence of financial 

crises. Insufficient protection of external investors and jump expansion of the investor 

pessimism following the period of growth and the existence of the price bubble cause massive 

sale of financial instruments by foreign investors, which results in the collapse of the market 

prices of investment instruments on the national, regional and even continental market. This 

development brings about existential problems of financial and investment mediators, mainly 

as a result of the leverage. The collapse of big market actors (Lehmann Brothers) is a starting 

point of the financial crisis outbreak. 

„The holders of the financial supervision in highly developed states, however, are various 

national bodies and institutions which have a different degree of autonomy but they are also 

funded differently. The theory of financial regulation, e.g. Abrahams and Taylor [27], Čihákand 

Podpiera [28] has not presented any distinct and conclusive research evidence so far which would 

produce an ideal model of the institutional system of the financial supervision. Due to national 

divergence (historical development, tradition, structure of the financial system, size 
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of the economy and financial market) there are also different alternatives of the institutional 

integration of the supervision over the financial market in highly developed states.” Musílek [29] 

Despite the fact that the globalization effects distinctly show on financial markets with 

increasing strength, the regulation of the national and regional markets in terms 

of interconnection strongly falls behind. The positive trend, however, was initiated 

in the previous decade. We can claim that there are global trends to reduce the number 

of independently operating supervisory institutions in order to establish united integrated 

supervisory institutions, to enhance the role of central banks in the area of caution supervision 

and to enhance the significance of central banks when providing financial stability and 

the progress in the protection of financial costumers.  During the 2nd decade of the 21st Century, 

there was a response to the Global Economic Crisis in the regulatory structure of global 

financial markets, both on the global and regional level (especially in the EU). These changes 

are primarily based on the functional model of the institutional system of the financial 

supervision.  According to Musílek [25] this model is based on general micro-economic reasons 

which justify the interference of the state in the market mechanism (spreading negative 

externalities and the resulting instability of the financial system, information asymmetry, 

corrupt trade practices, defective competition). An important moment is the access to 

the formation of the new structure of regulation and supervision. The subjects 

of the supervision are no longer primarily financial institutions but individual functional 

elements of regulation and supervision, rectifying the market failure. This model is based on 

Goodhart´s [30] or Taylor´s [31] recommendation. The advantage of this system is the fact that 

it corresponds to the current development on financial markets and allows a higher level 

of specialization of the supervisory institutions. A substantial disadvantage of this system is 

the danger of overlapping the competences and the functions of supervisory institutions. 

Conclusion 

The financial theory from the end of the 20th century assumed that the investors were agents 

of their own or someone else´s capital, who take objective decisions to efficiently make use 

of offered opportunities. The theory of efficient markets assumes that all the investors have 

the same preference, perfect knowledge of all alternatives and are aware of the consequences 

of their decisions. As regards the behaviorof the actors on the market, the traditional approach 

assumes that the investors always behave rationally, without mistakes and emotions as if they 

were not humans but virtual beings of homo economicus. Empirical research and the analysis 

of human behavior on financial markets pointed out the schematismof this approach. They also 

revealed difficult applicability of traditional approaches towards understanding, analysis and 

utilization of repeated anomalies of rationality for timely prevention of destabilization 

phenomena that may result in financial crises. 

Behavioral finance is the so-called positive, descriptive economic direction which aims to 

determine, to analyze and to understand the functioning of financial markets in consequence 

of real and repeated manifestations of human irrationality. It thus supplements traditional 

normative financial theories, mainly the theory of efficient markets which aims to describe an 
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ideal development on the financial markets by applying unfeasible theoretical assumptions. In 

the past two decades, behavioral finance has increasingly become the topic of theoretical 

research and aroused interest of investors who take huge risks on financial markets on a daily 

basis. It does not specify how the markets should ideally function, but they primarily describe 

the reality and try to explain it. To that end, they use applications of extensive research 

in the area of cognitive psychology which deals with the conduct and behaviorof people 

in risky situations, i.e. in the real world. The strong point of behavioral economy primarily 

consists in outlining theoretical possibilities of the real situation on financial markets in terms 

of better understanding of the phenomena which occur here. It is mainly important for 

the correct set-up of regulatory tools and the organization of institutions ensuring market 

stability. In order to strengthen investors´ trust, market stability is the essential factor 

of reducing vulnerability and prevention of critical situations. 

Agreements of the representatives of the most developed G-20 states concluded in response to 

the Global Economic Crisis primarily mainly focused on the need to establish efficient 

institutions of regulations and supervision over the global financial market. In the past years, 

their implementation contributed to the formation of new institutions, especially in the EU 

(ESFS, ESM) with a view to supporting the integrity of financial markets (by restricting 

dishonest practices, preventing dishonest risks from uncooperative jurisdictions). The 

modification of the current structure of supervision and regulation also resulted 

in strengthening international cooperation (coordination of regulation and supervision, 

coordination of rescue programs and exchange of information). However, the high point 

of the efforts to change the global regulatory and supervisory structure should be the constantly 

postponed reform of international financial institutions in the years to come. This mainly 

applies to institutions such as IMF and Financial Stability Forum. These institutions should 

possess such tools which allow them to identify the vulnerability of the global financial system 

in due time and to foresee problems of market destabilization with a view to actively preventing 

the occurrence of financial crises. 
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TALENT MANAGEMENT IN HEDGE FUNDS 

M ILAN KOLÁŘ –  OTAKAR NĚMEC  

Abstract 

Human capital is today rated as the most valuable asset of the company. Global businesses are 

aware of the importance of investment in the development of its employees around the world, 

because people are a decisive factor in the competitiveness of individual companies. Every 

single employee plays a very important role both in the production (creative) chain 

of the company and share in the overall success of corporate organization. Positively inspired 

worker always spread a positive attitude in dealing with clients, in collaboration with 

colleagues and helping to shape a more positive corporate culture. Where the workers are 

demotivated or work only on the negative motivation, it is likely that the organization as 

a whole will be in descending productivity developments, employees will not want to take 

responsibility and the end result will most likely be very indistinctive, which in the long run 

irreversibly damaging corporate brand. This is the reason why all major corporate organizations 

invest in training, seminars or distance learning of their employees. It seeks to ensure 

the development of critical skills they need to perform at their best. 

Keywords 

knowledge management, hedge funds, talent management, employee training, human capital 

JEL Classification 

M53, M54, G24 

Introduction 

Human capital is nowadays rated as the most valuable asset of the company. It might be argued 

that large reputable brands have their greatest wealth hidden in the marks and carefully guarded 

know-how, manufacturing processes, but can be seen on the example of Coca-Cola (which is 

one of the most valuable global brands) from the 80s and 90s (3, Cola Wars, 2010), that this 

reputable company with outstanding products can endanger poor talent and strategic 

management. Global businesses are aware of the importance of investing in their staff 

development throughout the world, because people are the decisive factor 

in the competitiveness of individual companies. Each employee plays an important role both 

in the production (creative) chain enterprise, and in proportion to the overall success 

of the corporate organization. Handling an employee in such a way that it leaves a feeling 

of self-importance is the wrong direction in human resources management. Current trends 

in management are focused on the power of inspiration (hence could arise cyber hegemon like 

Google). Positively inspired worker always spread a positive attitude in dealing with clients, 

while working with his colleagues to help shape positive corporate culture. If employees are 
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demotivated or work only on negative motivation, it is likely that the organization as a whole 

is decreasing productivity developments, the employees do not want to take responsibility, and 

the end result will most likely be very lackluster, which in the long run irreparably damages 

the company's brand. The skills of employees are a force every entrepreneur, every 

organization. That is why all the larger corporate organizations invest in training, seminars 

eventually distance learning for their staff. The aim is to ensure the development of critical 

skills they need to perform at their best. 

1 Staff Development in the hedge funds 

Managers of hedge funds employ small teams of dedicated professionals who are highly valued 

and should have different business focus. Management fund ensures the selection 

of employees, so that: 

1) They will have the necessary level of knowledge and experience for operations and 

investment strategy, the fund will pay. 

2) They will possess sufficient risk management and long-term performance will be motivated. 

3) Their expertise will be continuously monitored. 

Senior management must be aware of key personalities depending on the fund, which can 

develop due to the relatively small over the executive team that will manage the fund at 

the beginning. Leading investment manager usually manages to his trading account for more 

than half of the available investment funds. For continuity of the functioning of the hedge fund 

introducing measures that prevent temporary deterioration in the performance of the entire 

fund. The main such measure is to provide pre-selection for any of the employees of executive 

roles in the fund – a member of the investment committee, risk manager, board member, senior 

trader. Fluency transactions must be ensured to the maximum possible level, since more than 

80% of cases is traded through automated trading systems (ATS) [1] are the financial sector 

with a relatively high staff turnover. Due to recurring cycles of the economy and the emergence 

of various bubbles in financial markets it is very important to have adequate insurance for 

liability. In order to ensure the suitability of new employees, management sets the conditions 

of the tender due to their vision and investment strategy. Typically, these procedures include: 

analysis of specific roles, the interview given to the future application (long / short, distressed 

debt, event driven, global macro, etc.),and due diligence checks of new employees. Inspection 

of due diligence involves finding formal links with selection procedures should include 

appropriate labour law, such as equal opportunities and anti-discrimination law. Employment 

may be subject to the approval of regulatory authorities. It depends on the jurisdiction and 

the prospective employee's liability in relation to the regulator. Established hedge funds have 

developed their own specific standards of employment and working conditions. All employees 

receive training in practice and are interested in continuing their professional development. 

Such training programs should be designed to bring employees into corporate systems, 

procedures and compliance management, and ensure that employees remain until the end of his 

employment contract, part of the corporate culture. In some jurisdictions, education is required 
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for all relevant staff, especially it concerns the issue of money laundering and terrorist 

financing. It is important that the management of a hedge fund to meet its legal obligations and 

maintain evidence of completion of the required training. The issue of financial research 

industry is in its closeness. Hedge funds are restricted to communicating with shareholders and 

regulatory authorities of various jurisdictions. It is therefore impossible to get a sufficient 

sample of data that could be carried out analysis of income / expenses on employee training. 

The most important areas for staff development in hedge funds are investment strategies that 

are preferred by the fund manager.Investment strategies are also available to investors; such 

communication usually occurs in marketing materials to prospective clients and includes an 

explanation of how their funds are managed, what factors will affect investment performance 

and the risks associated with a particular investment strategies. 

2 Differentiation of Employee Development in different institutions 

The differences between the employee development in different institutions is demonstrated  in 

Table 1. 

Table 1: Employee Development in hedge funds, compared with the bank 

Hedgefunds Bank 

High staff turnover Lowstaffturnover 

Achieve a leading position after an average of  

8 years (in most cases this happens founding its 

own fund) 

Achieve a leading position within  

5-6 years 

Emphasis is placed on self-acceptance, and 

corporate culture. The educational process takes 

the form of discussions, artificial conflict, 

questioning the market events.  

Career development is managed by 

bank. Own training centers. Own 

leadership programs. Conservative 

approach to education.  

High autonomy and responsibility for their own 

merchant account, where are inserted own and 

the investor's resources. 

Independence and responsibility 

in the context of fulfillment of work 

objectives. Hierarchical control type. 

Tightly defined organizational structure. 
Source: Own elaboration 

Development of staff expertise is seen as an asset in terms of competition. Organizations that 

pay enough and adequate care are becoming more resistant to the changing market environment 

and are faster in any adaptability than their competitors. Therefore, training and skills 

development of employees deemed indisputable competitive advantage. In the financial 

industry [2], each individual industry has its specific industry requirements. [3] Private equity 

the company is targeting employees who are economically and legally trained at a high amount. 

Conservative financial institutions, on the contrary tend to seek out employees with a wide 

range of interpersonal skills, the emphasis is on building long-term relationships with clients 

and other business partners. Hedge funds seek investment individuality able to tolerate high 

levels of stress and risk. Employees of hedge funds are known for thinking so "Out of the box", 

where on some philosophical practice trying to confront market realities with different 

economic ideas and funding models. The cost to educate people in hedge funds are not high, it 

is the largest investment trust clients a leading figure in the fund, which he builds his team 
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according to his investment style. This investment is very risky. Therefore, potential clients 

must count with complete loss of investment. 

Conclusion 

If we want to increase the performance and productivity of skilled professionals, we need to 

provide conditions for their personal development. Corporate organizations must understand 

that it is an absolute necessity to invest in training their employees and provide them with 

increasingly demanding tasks, so they can grow professionally. The fast pace of today's 

financial world in which we all compete with each other, its success depends on the ability 

of individual people to solve new and increasingly complex problems. Human capital is 

becoming the dominant asset that needs to be better developed. Ongoing training is essential to 

gain competitive advantage. If we want to retain talent is a gift of investments in education. 

Knowledge workers receive the majority of these challenges very positively, and only 

the increasing demands of various tasks we can develop talent and to take care of his growing 

internal motivation for professional growth. To strengthen corporate culture in hedge funds is 

needed to encourage diversity in thinking, as this sector of the financial industry is extremely 

competitive. Everyone is trying to develop such an investment strategy that would continue to 

provide a high valuation. The largest hedge funds in the world are often experts likened to 

secret societies for their extreme discretion, but you can peek into the thoughts of some the most 

successful hedge fund managers who publish George Soros [5] and Ray Dalio [4], and better 

orientation in their professional as well as visions of life. In hedge funds, it is important to create 

a physical space for people to make their work more affiliated to inspire each other with new 

ideas, new perspectives and the need to encourage innovative thinking. This procedure creates 

the uniqueness of each fund in the market competitive environment. 
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REGULATION OF RATING AGENCIES 

JANA KOTĚŠOVCOVÁ 

Abstract 

Doubts are very often raised regarding independence of assessments by rating agencies and 

rating impartiality and a potential conflict of interest is also mentioned. Weaknesses of external 

rating seen by regulators and entities operating in the financial market mainly concern 

methodology, rating independence, impartiality and conflict of interest. The external rating 

methodology may have, already by definition and design, certain loopholes and drawbacks. 

Despite that, if a methodology is acceptable and thus also approved, its application should not 

be a problem. However, surveys show that personnel of rating agencies use modified models 

for some contracts, without any documentation that would explain such modifications. 
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Introduction 

Rating agencies play a very significant role in current financial markets, because their ratings 

have a direct impact on activities of investors, borrowers, issuers and governments. A rating is 

in fact only an opinion of a specialised company on reliability and credibility of a certain entity 

(state, company or any other legal person) in relation to a certain financial instrument (e.g. 

bonds). For this purpose, a rating system is employed which is not uniform in all the agencies. 

A downgrade in the rating level of a company may have implications on the capital that a bank 

has to have and a downgrade in the government bonds rating makes loans of a given country 

more expensive. 

Frequent criticism concerns the system of production and distribution of ratings. There exist 

many studies saying that rating agencies rate higher countries in Europe and especially 

peripheral countries and thatcountries outside the EU in the same financial situation usually 

receive ratings even by six grades worse. [7] 

Moreover, some politicians (including politicians-officials in the Commission) impute blame 

to rating agencies (esp. the Big Three – Standard&Poor‘s, Moody‘s and Fitch) for the outbreak 

of the 2008 financial crisis which subsequently caused an economic crisis. Criticism against 

them was heard even for recent decisions on downgrading ratings of some indebted EU Member 

States. Despite adoption of the EU legislation on rating agencies in 2009 and 2010, the recent 
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development has revealed in the context of the Eurozone debt crisis that the existing regulatory 

framework is not good enough. 

Therefore, the Commission put forward proposals to tighten this framework further and to 

address persisting weaknesses. [4] 

The Commission’s proposals consists of a draft directive (COM(2011)746) amending 

the Directive 2009/65/EC on coordination of laws, regulations and administrative provisions 

relating to undertakings for collective investment in transferable securities (UCITS) and 

of Directive 2011/61/EU on administrators of alternative investment funds as far as excessive 

relying on the rating and of a draft regulation amending Regulation (EC) No. 1060/2009 on 

rating agencies.  

1 Current EU regulations related to rating agencies 

At present, there are two regulations in force on rating agencies in the EU: No.1060/2009 (CRA 

I or NORA I Regulation) and No. 513/2011 (CRA II or NORA II Regulation). The contents 

of the first norm were agreed de facto at the G20 summit in Washington in November 2008. 

However, already in May 2011, this regulation was amended to adapt to the newly established 

supervision by ESMA. The European Securities and Market Authority (ESMA) was established 

by Regulation No. 1095/2010 of the European Parliament and of the Council (EU) of 24 

November 2010 on establishing a European supervisory authority (European Securities and 

Market Authority), on amendment of Decision No. 716/2009/EC and on cancellation 

of the Commission’s Decision 2009/77/EC. From 1 January 2011, ESMA has taken over all 

the existing tasks from the Committee of European Securities Regulators (CESR) and has been 

also assigned many new tasks. In particular, ESMA should make efforts to: 

a) Improve the functioning of the internal market, including particularly a thorough, effective 

and uniform level of regulation and supervision, 

b) Ensure integrity, transparency, efficiency and a proper functioning of financial markets, 

c) Strengthen coordination of supervision at the international level, 

d) Prevent regulatory arbitrations and promote equal conditions of economic competition, 

e) Ensure that investing and other risks are regulated and subject to due supervision, and  

f) Strengthen consumer protection; 

g) Register and supervise rating agencies. [3] The existing regulations on rating agencies focus 

on registration of rating agencies, rules for performance of their activities and supervision 

of them. For a rating agency to be registered in the EU, it has to ensure independence and 

integrity of the rating process and improve quality of its ratings. At present, the supervisory 

authority ESMA (performing exclusive authorities of supervision of rating agencies that are 

registered in the EU since July 2011) has registered 28 rating agencies (many of them, 

however, belonging to the same group). 

When performing their activities, rating agencies should prevent conflicts of interest (e.g. 

a rating analyst employed by the rating agency should not assess an undertaking in which he or 

she has an ownership interest), should ensure a good quality of ratings and rating methodologies 
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(they have to be strict and systematic) and should be transparent (they should publish 

a transparency report each year). 

2 Objectives and key ideas of the EU proposals 

The measures proposed by the EU should ensure: 

a) that significance of ratings, or more precisely their impact on volatility of the economy will 

generally decrease,  

b) that competition among rating agencies will be keener and conflict of interest will be 

reduced,  

c) that transparency and precision of ratings of countries (or government bonds) will grow,  

d) that a “European framework for civil liability” will be created for situations of serious, 

wilful misconduct or gross negligence at issuing ratings.  

Competition among rating agencies should be ensured by making the rated undertakings 

(primarily those offering financial products) change “their” rating agency, at least once in three 

years (if they use two or more rating agencies already now, one agency should be changed every 

three years and the second and every other once in six years; no chief analyst is allowed to rate 

a country or a product for more than four successive years). 

Another of the measures proposed by Brussels is an obligatory rotation of agencies who are 

contacted by individual countries, banks or companies requesting a rating. This would prevent 

preferential ratings granted to “affiliated undertakings” in the past when although they got into 

financial troubles, their rating was not often affected by that at all. Moreover, comprehensive, 

structured financial instruments should require two ratings from two different rating agencies 

and a person or a company with a high share in the capital of one rating agency (over 5%) 

should not be simultaneously a major shareholder of another agency. Stricter rules for agencies 

aim to, for example, prevent a potential conflict of interest. [9] 

A person or a company will thus not be allowed to own more than five per cent in two 

competing rating agencies in parallel. Agencies will also not be allowed to rate shareholders 

who own more than five per cent of their capital. According to the Commission, companies 

producing financial products should also change their rating agency regularly every three years. 

[1] 

There are approximately 150 rating agencies in the world; however, the absolute majority 

of the market is controlled by three companies, when markets shares of S&P and Moody's are 

estimated at 40 per cent, while the Fitch’s share is about 14 per cent. A typical oligopolistic 

situation has arisen. As a result of that, services of rating agencies are relatively highly 

expensive and their profit margin sometimes reaches even 50 per cent. In addition to 

the oligopoly malady, there is an imminent risk that if two of the agencies make a mistake, it 

may confuse most of the financial market. [2] 
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If competition in the rating market were keener, a risk of mistake by one or two agencies would 

spread. Moreover, competitive environment would make a stronger pressure on quality of work 

of these agencies. Therefore, they would benefit from returning to the original system 

of operation when the investor, not the issuer paid for the rating. As far as a country rating is 

concerned, it should be carried out every six months and both investors and Member States 

should be notified of basic facts and assumptions of each rating. The countries should be 

notified of a rating to be published at least 24 hours in advance. To avoid market disruptions, 

country ratings should be published only after the end of trading and at least one hour before 

opening of places of trading in the EU. [5] 

The Commission is planning to ensure in the future that in some cases it would be possible to 

suspend the issuing of ratings of countries, especially those that are receiving foreign financial 

support, such as Greece, even temporarily (for up to two months). In the end, the Commission 

abandoned its plan to establish the EU’s own rating agency. The reason was mainly the costs 

that would, according to the Commission, amount to 300–500 million euros, but also 

creditworthiness of the new institution, since the rating agency would be financed de facto by 

the EU Member States that would be subsequently rated by it. Nevertheless, the Commissioner 

for internal services and market, [8] Michel Barnier did not rule out an establishment 

of a European rating agency in the future. That is exactly the institution which the EU needs, 

according to the second strongest group in the European Parliament – socialists 

3 Controversial items in the EU proposals 

Dislikes of the proposals (also from the Commission itself, e.g. by British and Swedish 

representatives) result mainly from the opinion that the financial, economic and debt crisis was 

not caused by rating agencies, but primarily by the EU Member States employing a wrong 

policy. On the opposite side of the spectrum, there are e.g. socialists in the EP saying that 

a single, independent rating agency of the EU is able to provide a rating independent 

of economic interests. 

According to some representatives of rating agencies themselves, the plan of the European 

Union to tighten the rules for these agencies is dangerous and will result in worsening in quality 

and independence of their work. According to critics, it is a reflection of obsession to cast 

doubts on the very process of production of rating grades. In their opinion, the proposals cannot 

ensure that investors will restore confidence and neither will they ensure that companies and 

European countries would regain access to credit markets. [6] The proposed changes will cause, 

in their opinion, that investors will have a smaller choice. An endeavour to disprove the granted 

lower rating may give markets a negative signal. Instead of calming down the situation, such 

measure may have an effect quite to the contrary and result in massive sales of shares and 

bonds. 

According to analysts, the proposal of new rating regulations, as it has been prepared, will not 

thus improve the situation. On the contrary, it may lead to thoughts whether the ban on 

publishing ratings at certain moments is not motivated by endeavour to hide some problem. 

Financial markets read the information on the credit risk of particular countries from a range 
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of further information. The EU would thus have to regulate not only rating agencies, but also 

to control markets of bonds and other financial instruments. 

Conclusion 

Doubts are very often raised regarding independence of assessments by rating agencies and 

rating impartiality and a potential conflict of interest is also mentioned. Weaknesses of external 

rating seen by regulators and entities operating in the financial market mainly concern 

methodology, rating independence, impartiality and conflict of interest. The external rating 

methodology may have, already by definition and design, certain loopholes and drawbacks. 

Despite that, if a methodology is acceptable and thus also approved, its application should not 

be a problem. However, surveys show that personnel of rating agencies use modified models 

for some contracts, without any documentation that would explain such modifications. 
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IFRS AND REGULATION OF ACCOUNTANCY 

IN THE CZECH REPUBLIC 

DANA KUBÍČKOVÁ  

Abstract 

Since the 2005 the firms listed on the regulated capital markets in the EU are required to 

prepare their financial statements in accordance with the IFRS. The adoption of IFRS was 

intended to improve the accounting information quality, to ensure greater comparability and 

transparency of financial reporting, to reduce information asymmetry, and to improve 

the quality of information for its users. 

Despite of these positive expectations, the implementation of IFRS into Czech accounting 

legislation and its practical use in terms of Czech companies is very low and slow. The causes 

of this fact can be seen on many levels. The aim of this article is to discuss the form of IFRS 

implementation into the Czech accounting system and the main reasons of the lack of interest 

in IFRS with a special attention to the area of SMEs.  
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Introduction 

The core of accounting harmonization can be characterised as the process aimed to decrease 

the differences in the accounting information coming out from the national economic and 

accounting systems, more preciously to set bounds to the degree of variations in accounting 

rules and procedures (Žárová, 2014, s. 17). Till now accounting developed as part 

of the national economic system within which it was under the influence of a number of local 

factors. The most important of these factors are the prevailing legal system, system of financial 

resources redistribution and relation to the tax system (Nobes, Parker, 2012). Although 

the general purpose of financial statements is similar in most countries, the national accounting 

systems and financial information provided revealing the company´s situation and performance 

differently. The main roots of these differences lie in the three main factors and many others 

lessdifferentiated. National accounting system is therefore unique, incomparable and not fully 

compatible with any other. 

The creation of a set of unified standards for financial reporting (IFRS) and its adopting into 

the national accounting systems have to ensure greater comparability and transparency 

of financial reporting, to improve the accounting information quality, to reduce information 
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asymmetry between the owners and managers, to create friendly and transparent information 

environment mainly for the investors. The effects of it is the increasing of the cross-border 

capital flows, but it can also enable and encourage the firms´ cooperation in the foreign trade 

area and other form of international cooperation. 

Since the 2005 all the Czech companies listed on the European capital markets were obliged to 

prepare their consolidated financial statements in accordance with the system IFRS since 

the beginning of the year 2005. The further amendments of the Act on accounting in 2010 has 

resulted in increasing the number of firms which are either obliged or permit to use IFRS for 

settlement of financial statements 

With regard to the different principles and attitudes which the system of IFRS represents and 

in comparison with the form and extent of regulation of reporting according to CAS used till 

now it can be concluded that the regulation and control how to report under IFRS is insufficient. 

More preciously, that the change in reporting was not support by the adequate regulation,at 

least until new procedures will be absorbed by the practice. We suppose that it may be one 

of the reasons of low effects of the IFRS adoption and slow practical use of it. In this article we 

discuss some of the reasons that are behind the need and the importance of regulation and some 

of the real consequences of this insufficient of regulation. 

1 Differences in accounting regulation 

1.1 Regulation in code law and common law system 

In the Czech Republic the system of accounting and its regulation were at all times under 

the dominant influence of Roman law (code law). The code law system has developed 

in the majority of continental countries in Europe. It is characterized by a wide set of rules 

which attempt to give guidance in all situations in the treated areas.  They take the form of laws 

that are enforceable and have punitive provisions.Validity of this legislation is tied to 

the territorial units, their possible updating is time-consuming. 

The accounting in the code law system is usually regulated by the detailed rules. It is prescribed 

not only the entities and their duty to keep the accounts, but also the rules for the keeping 

account during the accounting period, forms and layout of the statements, rules of valuation 

including the accounting book and chart of accounts and the way of records the operations with 

regard to the branch the firms´ activity. The financial statements in the continental model 

of accounting is prepared to meet the information needs of creditors, i. e. firstly of banks and 

other providers of capital, and in the same time for the fiscal purposes, i. e. for the tax 

calculation. 

As opposed to the code law is the common law that has developed and is the base of regulation 

of accountingin the Anglo-Saxon countries. In common law the regulation is done by setting 

of principles, which has to be the treated areas solved on. The situations are solved case by case, 

without prescribed detailed rules and taking into consideration the solutions adopted for similar 

cases in the past or with the best outcomes. 
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The accounting in the common law system is regulated by the standards. Standards are 

in position of recommendations that are voluntary compliance. As compared with the laws they 

do not have sanction provisions and are not legally enforceable. In contrast to the legislation 

the standards are not compiled bystate authorities. The accounting standards are compiled by 

professional and interest groups, composed of business and accounting practitioners (FASB 

in the USA, ICAEW or ICAS in UK). They are based on the experience of providers and users 

of financial information and the attention is focused primarily to financial statements, not to 

procedure how to keep accounts. The professional organizations in this system provide 

a relatively detailed instructions (in the form of "best practice"), how to implement these 

standards into the keeping the accounts (including the chart of accounts). 

The accounting system, which is developed in the common law based economies, has to 

provide information to the investor operating on capital markets and its decisions making. 

1.2 Czech accounting and specifics of its development 

In the Czech Republic the accounting was from the 19th century regulated by the Commercial 

Code, which obliged all the businessmen to conduct thoroughly and conclusively business 

books. This Commercial Code did not prescribe in details how to keep the accounts. It was 

the subject of the textbooks on accounting. During the period of centrally planned economy 

gradually expanded the number of details in the area of bookkeeping, which were adjusted by 

the legal regulations: classification of the long term assets, assets valuation, depreciation etc. 

The aim of this detailed regulation was the unification of the information for the purposes 

of budgeting and central planning. The subject of law prescriptions became more and more 

details of the accounting method and bookkeeping techniques. In this period was formed 

the base for different accounting procedures in the different sectors. Solution of common 

accounting operations derived from these detailed rules. 

Since 1990 accounting systemin the Czech Republic and its regulation undergo many changes, 

as a part of transforming process of economy from the centrally planned economy to 

the economy based on market principles.  The transformation was performed in various fields 

at different time during which there occurred other significant changes in the external economic 

environment: e.g. increasing globalization, development of information technology, 

development and influence of financial markets etc. All these aspect was necessary to 

incorporate into the new adaptations of the accounting system and its legislation. 

The process of economic transformation has been accompanied by some specifics. So called 

“voucher” privatization was intended to create a space for reestablishment of capital market. 

After a brief revival of the Prague Stock Exchange, however, there was a relatively rapid 

decline in trading volume, the number of listed companies as well as newly issued emission. 

Unlike the other countries with the transition economy, the capital market in the Czech 

Republic has not gained a more significant share of the redistribution of free capital resources. 

The form of privatization and subsequent property transaction resulted in the expropriation 

of formerly national companies by foreign firms. The share of enterprises under control 

of foreign companies was in 2013 more than 58%. These are two important aspects that 
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determine the role of the accounting system which was intended for to provide comparable and 

reliable information. The main users of accounting information thus remains the banks and 

state authorities and gradually in the greater extent the foreign companies, mainly 

in the position of business partners and in the less extent in the position of investors. 

1.3 The present system of accounting regulation in the Czech 

Republic 

The reform of accounting was undertaken through the Accounting Act coming into effect on 

January 1st 1992. This Act was a quite radical change of accounting ascompared with 

the previous stage.It significantly inclined to the needs of the new economic reality, i. e. 

business activities in all areas, although the system of accounting regulation remains based on 

principles of codified law. Given the recent strong influence of the state in regulating 

the accounting up to elementary details, prevailed also in this law a tendency to detailed 

regulation and efforts to decide how to record any potential process in various type 

of organization. 

The first important and extensive change of the Accounting Act was the adjustment by the Act 

353/2001 Sb. which was a response to the increasing harmonization efforts in the EU and was 

influenced by the existing system of IFRS. The next adjustment of the Act in the year 2003 

brought the first-ever inclusion of IFRS into the Czech accounting legislation. Some 

of the principles and procedures became a part of the Czech Accounting Standards, mainly for 

the financial sector. The new was an obligation for commercial companies-issuers the securities 

listed on regulated securities markets in the Member States of the European Union to prepare 

the consolidated financial statements pursuing the International Financial Reporting Standards 

adopted by European communities starting the year of 2005. And at the same time was allowed 

for those units which are listed companies, not only to prepare the financial statements, but also 

keep accounts under IFRS. The new wording of the law contains only the definition 

the companies which concerns the obligation or permition. There was not more detailed 

information on how to keep the accounts and other procedures (as is typical in the Anglo-Saxon 

environment, but with a big difference in the lack of background of professional institutions). 

This obligation to use IFRS for preparing the financial statements touched only a small number 

of Czech companies. The financial reporting of Czech companies, however, was affected 

indirectly – by requiring foreign companies to their subsidiaries to provide information for 

consolidation purposes in accordance with IFRS (in the research conducted in 2015 in the set 

of firms prepared their financial statements according to IFRS confirmed 91 per cent of firms 

doing so based on requirements of parent company). Czech companies-issuers the securities, 

that could keep account and prepare individual financial statement in accordance of IFRS, is 

very few. 

Since the year 2003 the regulation of accounting in the Czech Republic in the profit and non 

profit sector consists in the legislation on three levels: 



145 
 

1. Act on accounting – which describes the two main form of accounting (cash-based 

accounting and accrual accounting) and the entities which are obliged to keep the accounts and 

also in quite great details the principles and rules of keeping the accounts (including 

the structure and layout of the statements and the notes, methods of valuation, accounting 

procedures and archiving of the records etc.). 

2. Decrees – that respect the specifics of the firms´ activities in the accounting procedures: 

there were distinquished seven different sectors for the accounting purposes. As a part 

of the decrees was the framework chart of accounts. Each entity had to determine the accounts 

schedule according to their needs. 

3. Accounting standards – were issued separately for entities in the sectors according to decrees 

and determine in the more details the admissible accounting method and procedures in the four 

main sectors (profit sector, banks, insurance sector, public sector). 

The further amendments of the Act on accounting in the 2010 coming into force since 2011 

increased the number of companies which are either obliged or permit to use IFRS for 

settlement of financial statements. The adjustment allows prepare also the individual financial 

statements and other information in accordance with IFRS for the purpose of consolidation for 

the entities that have foreign parent company. And also allows use the IFRS for the other 

entities that can do it on voluntary base. 

The last adjustment extended the use of IFRS in more detailes clarified the use of IFRS with 

respect the situations where the obligation to use IFRS was changing over consecutive 

accounting periods, during the accounting period, before its beginning and after its termination. 

In the same time, however, it remains in force the provisions of the Income Tax, which 

stipulates that as a base for the tax calculation must be used profit determined on the basis 

of decrees and Czech Accounting Standards. For the accounting units it means the necessity to 

keep two parallel accounts and prepare to set of financial statements. 

With respect to the using of IFRS there can be distinguished three types of accounting entities 

(according to Žárová, 2014): 

Category I – includes companies-issuers of securities publicly traded on EU capital markets. 

These companies have both to account for their transactions and to prepare their financial 

statement (i.e. individual and consolidated) using the IFRS. These companies are not required 

to prepare their financial statements according to the Czech Accounting Standards (CAS). The 

financial statements in accordance with the IFRS are also accepted for the statutory purposes 

(the submition of the statement to the Business Register). To determine the tax base they are 

obliged to use the result (profit or loss) without influence international accounting standards, 

i.e. in accordance with CAS. 

Category II – includes diverse group of companies, usually small and medium-sized 

enterprises, which are not direct issuers of publicly traded securities. Some of these companies 

have its parents companies that are issuers of publicly traded securities. As subdidiaries they 

have to prepare their individual financial statements in accordance with IFRS for the purpose 
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of consolidation (sometimes only as a report of selected items). But in the same time for 

the statutory and tax purposes they have to prepare the financial statement in accordance with 

CAS.  In this group are also companies that use the IFRS voluntarily (i.e. companies that report 

to the parent company in accordance with IFRS and are allowed to account for their transactions 

and to prepare their financial statement in accordance with IFRS). But for these companies is 

compulsory for the tax report to compute pre-tax income based on rules defined by the CAS. 

And this group includes also the companies the obligation to use IFRS was changing over 

consecutive accounting periods. 

Category III – this category covers the small companies (micro entities) that are neither direct 

nor indirect issuer of publicly traded securities. They shall account for and prepare their 

financial statement in accordance with CAS (without clearly defined the possibility to apply 

the IFRS on voluntary base). 

This adjustment of the act on accounting has created a relatively large space for application 

of international accounting standards.If the set of units that have or may use IFRS is defined to 

such an extent, it is possible to say that in the Czech accounting area there are actually two 

different accounting systems. 

1.4 Detailed regulation of accounting in the Act on Accounting 

Act 563/1991 on Accounting as amended specifies relatively large scope of procedures and 

practices that preparation of financial statements implies and requires. It defines in relatively 

great details how the accounts should be kept from an accounting document to the consolidation 

of financial statements, including the definition of common principles underlying 

the accounting as a method of recording and measurement of business processes. 

If we compare these provisions of the Accounting Act with the content of publications that 

explain the basics of accounting method, we can find large similarity. Although the authors 

of these publications do not coincide in the list of elements of accounting method completely, 

for the purposes of this article we use for example this definition (Kubíčková, Schránil, 2013): 

a) general accounting principles, b) financial statements (financial statements), c) the balance 

principle (and a double entry method), d) the account records and accounts, e) accounting 

documents, f) books, g) inventory, h) valuation. 

Comparing with the content of the provisions of the Accounting Act as amended, it can be 

easily found out that the Act defines all elements of accounting methods. Moreover, it defines 

some elements that belong to the techniques of accounting records (transfer records, archiving 

etc.). On the other hand it does not give much information about the aim or purpose for which 

the financial information has to serve. The comparison of the accounting method elements and 

the provisions of Accounting Act are in the Table 1 (in the third column are indicated 

the elements which are handled differently). The differences has been found in every element 

of the accounting method. The equall detailed information on how to keep accounts according 

to IFRS is not available. 
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Table 1: Comparison of the accounting method elements and the provision of the Act on Accouting as 

amended 

Element of the accounting methods Act No. 563/1991 on  

Accountancy as amended 

IFRS-different 

solution 

Assumptions of the accounting method 

- true and fair view  

- going koncern 

- acrual principle 

 

 (§7) 

§7(3) 

§3(1), §3(2), (4), (6) 

 

* 

* 

* 

a) accountin principles  

- qualitative parametres   

- consistency of methods 

- principle of non-compensation 

- business entity conception 

- balancing continuity 

- historical cost 

- prudence 

 

§8(1), §8(5)  

§7(5), §7(4)  

§7(6) 

§1, §2 

 

§24, §25 

§24,§25 

 

X 

* 

*  

X 

X 

 

X  

X 

b) financial statements §18 X 

c) balance principle - double entries §3(1) * 

d) accounts - chart of accounts 

                   - analytical accounts  

§4(8), §14 

§16 

X 

X 

e) documents - definition 

                      - archiving 

§11 

§4 (8) §4a, §5, 

X 

- 

f) accounting books - keeping the record    

                                 - accounting period 

§4,§13,§16,§17,§33,§33a),  

§3(2), §3(4), §3(6)  

X 

 - 

g) inventorying §26, §29, §30, §6(3), §17 X  

h) measurement - measurement techniques                                        

                           - foreign currency 

§24, §25 

§4(12) 

X 

X 

Elements apart of accounting method 

concerning the technique of bookkeeping: 

- technique of records  

- transfer records 

- correction of records  

- subject of accountancy 

- accounting units 

- simplified accounting  

- offences  

- consolidation 

- aquisition,  mergers 

- audit 

- anual report 

- publication  

- application of IFRS 

 

 

§33 

§34 

§35 

§2 

§1,  

§9, §13a,  

§37, §37aa, §37ab 

§22, §22a, §22b, §23 

§3(3), 

§20 

§21 

§21a 

§23a 

 

 

- 

- 

X  

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Source: Own preparation 

Note: in the last column: „x“ - different solution, „-„ - is not solved, „*“- the same solution 
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2 Discussion 

The Act of Accounting in two paragrafs define the entities that are obliged to use IFRS, and 

the usage of IFRS when the conditions have changed. In comparison with the detailed rules for 

the keeping account according to CAS the regulation of the keeping account and prepare 

the financial statement according to IFRS seems to be very weak. This form of regulation would 

be acceptable in terms of the Anglo-Saxon accounting system, in which can count on 

the support of professional organizations that these processes are established. But 

the accounting profession is in the Czech Republic still very weak and does not fulfill this role 

(Žárová et al., 2014). This lack of information on how to keep account in accordance with IFRS 

may be one of the reasons of the very low and slow proces of real adoption of it in practice with 

all effects that are suppose (Brügemann et al., 2013, Procházka, Pelák, 2015, Leuz, 2010). This 

may be the base of some shortcomings that can be met in the Czech accounting practice when 

the IFRS is used for the compilation of financial statements. 

The most common one is that only in a very small number of firms are the statements – that are 

declared as prepared in accordance with IFRS – really based on the accounts that has been kept 

on the principles of IFRS. It has become common practice that the financial statements are 

prepared on the basis of the so-called conversion bridge. In this technique the accounts 

according to CAS are only reclassified to the other layout of items or completed of the leasing 

items etc. The resulting data of financial statements are not really in accordance with IFRS. The 

reason is in a large differences in the area of recognition, valuation, individual condititon that 

affect the records from their inception that are not taken into consideration. 

The other shortcoming can be seen in that the process of keeping the accounts according to 

the principles of IFRS is such very different and challenging, that it forces the firms to ask 

the consultancy servises. Close and knowledgeable person is very often the firm´s auditor. And 

thus the auditer is then acting as the consultant and as the auditor in one person. The knowledge 

of IFRS still remains the exklusive domain that allow to profit from this situation and use it as 

a source of extra income. The accounting service is thus very expensive and is not available 

especially for small and medium firms. 

Another shortcoming lays in the fact, that the bookkeeping is currently performed using 

accounting software for on the computer. Adjustment of accounting software to 

the requirements of reporting under IFRS is provided in most companies by the computer staff. 

They thus become the main guarantors that the accounts are actually conducted in accordance 

with IFRS principles. But they do not have large support in the requirements both 

of professional accountance and of legislature. 

The problems in the regulation is considered as one of the causes of different effects of IFRS 

adoption and various problems in connection with the IFRS use that is observed 

in the transition countries. They can be defined on several levels: (adjusted acoording to Žárová 

at al. 2014, Meluzin, Zinecker 2009): 
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a) the causes rooted in the historical development of economy and accounting system (included 

absence of sophisticated equity capital markets, emphases to creditors protection, closely link 

to tax system, preference for detailed rules for keeping accounts). 

b) the causes in the sphere of accounting and auditing profession (consist of shortage of skilled 

accountants, not existing of sovereign and independent auditing and audit profession, only 

weak support of accounting profession for the improvement of the accounting system and its 

regulation, the difference of accounting principles which IFRS are based on in comparison with 

the continental base which the Czech accounting system based on till now). 

c) causes in the sphere of accounting regulation (included a dominant position of Ministry 

of Finance in the accounting regulation, accounting regulation performing by discredited state 

authorities, a small support for legislative processin the accounting profession). 

d) causes in the current state of the economy (consist of slow development/decrease 

of the capital market as a result of the ownership structure of economic entities, one-

dimensional branch structure of the economy, weak / imperfect protection of investors, 

imperfect legislation in connection with the capital market and securities etc., 

certain weaknesses of institutional environment, little importance that businesses attach to 

accounting and financial information). 

Conclusion 

With respect to the specifics of accounting development in the Czech Republic can be 

concluded that the sphere of accounting regulation play in the process of IFRS adoption 

in the Czech Republic greater role than in other countries. The insufficiently and inadequately 

regulation of this proces can be considered as a reason of low and slow implementation into 

the accounting practice, the reason of the shorcomings in the IFRS practical use as well as 

of the low level of the other positive effects. 

The forms of accounting regulation were in the Czech Republic always closely linked to 

the legislation. The professional bodies did not every play the role to be the regulator prepared to keep 

the role of standard setters and creator of the rules as in the anglosaxon model. Special role play 

the auditing firms, but they provide besides their main task the consultancy and education service. 

The core cause of the low interests in and low effects of IFRS adoption in the Czech Republic can 

be seen in the essential differences between the principles which IFRS are based on in comparison 

with these on which is based the CAS. The actual set of CAS, the principles, rules, approaches, 

views, as well as techniques, has acquired the form of social experiences, which is stored more than 

in legislations in everyday use, in views and approaches maintained in an unwritten form 

in the daily practice of accountant practitioners as well as other staff in economic practice. Between 

these roots and the current system of accounting regulation exists quite rigid connection. When 

the quite different set of standard are implemented in this condition, it is necessary the support it by 

the very detailed explanation and provisions. The whole accounting and business thinking as well 

as the infrastructure, that has formed in the past and creates the actually space for the accounting 
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and financial statements  can be hardly changed only by imposing the obligation to comply 

standards that are moreover significantly different from those previously in force. 
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FINANCIAL LITERACY OF POPULATION AND 

INFORMATION PUBLISHED BY SUPERVISORY 

AUTHORITY 

ELIŠKA KVAPILOVÁ  

Abstract 

At present, which is a period frequently called „information time“, there are lots of ways 

of obtaining information on the development on the financial market, however, it is not said 

much about how this information might be correctly used. One of the most important 

information sources of the global economic situation is the news published by the supervisory 

authority. This paper focuses on the options available for the supervisory authority in terms 

of enhancing financial literary of the population. The objective is to find ways to make 

the existing reports of the supervisory authority more interesting for the general public and to 

show the supervisory authority how to contribute to the enhancement of financial literacy 

of the population. Discovered possibilities are assessed in terms of efficiency, attractiveness for 

target groups, intensity of implementation and costs. Methods applied are those of brief 

questionnaires, analysis and synthesis.  

Keywords 

education, financial literacy, investing, public, supervisory authority 

JEL Classification  

G230, I280 

Introduction 

The present is often called „information time“. Theory and practice demonstrate that market 

trading is more efficient if investors have access to easily available relevant information. 

The information availability is interlinked with financial literacy of the population. In my 

opinion, this is a two-way linkage. The existence of verified sources of relevant information is 

necessary for the application of knowledge obtained in specialized courses. At the same time, 

the verified sources should be explicitly presented in these courses. 

In the area of financial markets, the supervisory authority has a privileged position. It has 

access to a number of available information about the market and the related subjects (it might 

be even considered the „etalon of knowledge“) – this level of market knowledge is essential for 

ensuring effective supervision. The supervisory authority also generates a variety of market 

analyses. In our area, on which this paper focuses, a high-quality source is represented by 

the published Global Economic Prospect of the Czech National Bank (CNB). 
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Here we have to deal with the possibility of interlinking the programmes of enhancing financial 

literacy of the population and the aforementioned information sources of the supervisory 

authority, available for the public. 

The objective of this paper is to find ways to make the existing reports of the supervisory 

authority more interesting for the general public and to show the supervisory authority how to 

contribute to the enhancement of financial literacy of the population. Discovered possibilities 

need to be assessed. To this end, they are assessed in terms of efficiency, attractiveness for 

target groups, intensity of implementation and costs. Methods applied are those of brief 

questionnaires, analysis and synthesis. 

1 Current situation and validity of the courses for the enhancement 

of financial literacy of the population 

Anybody who wishes to enhance his level of the financial literacy can basically choose between 

publicly available information and paid information. It is the free available information, 

however, which may result in problems. As a result of the internet boom, we may come across 

various information sources which use general information and present disordered facts – often 

chaotically or they are subjective.  

The participant of the course for the enhancement of financial literacy should become familiar 

with this danger as well as with the sources which can be used free of charge and which present 

high-quality and relevant information. 

The reports published by the supervisory authority are one of the most important information 

sources of the global economic situation. To what extent is there willingness to extent 

the existing platform of published information in relation to the courses for the enhancement 

of financial literacy? We may anticipate that the first step would have to be general demand for 

this kind of information from the public. 

Institutions operating on the financial market develop and apply new methods of trading. One 

of the most distinct recent changes is the abundant use of ATS (automated trading systems). By 

means of ATS – as separately trading programmes – business is done especially on commodity 

markets or Forex. They are also used by investment funds, brokers and other companies – they 

are popular with e.g. hedge funds [4]. 

Another trend represents creation of new and complex investment tools. As an example we can 

use marketable indexes, comprehensive investment tools of different kinds, differing in their 

structure of included weighted assets. Indexes are comprehensive financial tools and their value 

depends on all the included assets according to the weight which is set in the index. There are 

currently numerous indexes of different structure, weight of relevant components and 

the method of price assessment. A typical group is represented e.g. by commodity indexes 

including various types of commodities assigned with weights in the particular index. The 

index structure is continuously modified. The basic instrument used for index trading are futures 

contracts. With the so-called indexes of investment yield, the weight of the components 
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corresponds to the amount of the capital which was invested in them and the index also has to 

include the yield or loss from the rolling of futures contracts [2]. 

Despite this, unusual and new – as well as older though early not as frequently used investment 

tools are currently more often searched for. Due to minimum yields generated by savings 

accounts a lot of investors – even those with strong risk aversion – show more interest in other 

options of depositing their temporarily free financial means [1]. Now is a good time to offer 

other potential actors of the capital market a chance to be better informed about investment 

possibilities and new trading methods. 

2 Benchmark survey concerning the interest in the courses 

of financial literacy 

In an effort to concentrate on the demand for information sources, a short questionnaire was put 

together for potential applicants for the course for the enhancement of financial literacy 

of the general public. During this benchmark survey, respondents were asked to answer two 

questions: „Would you be interested in the courses for the enhancement of financial literacy 

of the population (regardless of their price)?“ and „Do you know Global Economic Prospect 

published by the Czech National Bank?“ The results of the sample of 60 respondents, which 

was represented by men and women of various age groups (25-70 years) and achieved 

education (secondary, secondary with A-levels, university), employed in different sectors are 

summarized in graph 1. 

Graph 1: Benchmark survey concerning the interest in the courses of financial literacy 

 

Source: Own elaboration 

The results of the benchmark survey indicate that a considerable part of respondents would be 

interested in such courses, whereas only one third of them is familiar with the Global Economic 

Prospect (GEP). In general, the familiarity with this periodical information material is 

surprisingly low. 
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Some respondents answering my question also explained what they had chosen certain answers. 

This was helpful for the formulation of some other findings related to the topic. 

If the course is attended by an employee in order to enhance his qualification at work, who 

however is engaged in the finance sector only marginally, he attends the course with no 

previous work experience but the course is intended for investors who already make a living 

this way. In that case, the course has no effect for such a participant as he would find it more 

beneficial to attend a course where he can learn basic procedures, possibilities and trading risks 

and not to be exposed to advanced topics. 

Participants who showed interest in the aforementioned courses were mostly interested 

in the amounts of financial means that would be suitable to invest, or in the minimum sum that 

is worth being invested. The survey also points out that the public is not generally aware 

of the suitable amount of investments. At present, the success in many forms of investment on 

the capital market is not conditioned by high initial investments. 

Moreover, people who have been operating as retail investors on the capital market, have often 

acquired necessary knowledge through self-study which they (often successfully) apply 

in practice and show no interest in the courses for the enhancement of financial literacy. These 

respondents also replied in the affirmative to the question whether they know GEP published 

by CNB. 

3 Concept of the course for the enhancement of financial literacy and 

options for the supervisory authority 

Based on the findings obtained while investigating this topic I can suggest that the course for 

the enhancement of financial literacy in the area of investment on the capital market should 

include following aspects in its basic concept: 

 The characteristics of the investment asset and the related existing investment tools – 

presenting possibilities how to utilize this asset in the investment area. 

 Presenting possible risks related to the investment in the respective asset – understood by 

means of the aforementioned investment tools. 

 Presenting possible and available systems of trading – through which institutions it is 

possible to enter the market and which trading systems can be used. 

 Suitable investment strategy and suitable amount of invested financial means. 

 Obtaining data about the market – where to find verified information about the market and 

where to find historical prices of assets; it involves various databases and financial webs 

offering graphs, indicators or data files.  

 Work with the obtained data – for the courses for the enhancement of financial literacy 

mainly includes suitable procedures of technical analysis (technical study of the graphs 

showing asset price changes during a certain period). Interlaying the graph by 

the connecting line can be graphically explained and the participant of the course can apply 

this method through the most widespread types of software. 
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 Possibilities of trading „in rough outline“ – becoming familiar with systems that offer this 

mode of trading. 

 Legislative amendment applying to the trading on the capital market – the list of the most 

important points that a new investor should know. 

From the didactics perspective it is necessary to divide the contents of the courses into three 

levels at least (in the logic basic – advanced – specialized). At the same time, given the market 

expansion and its possibilities, it is necessary to divide the subject matter by the areas 

of investment (stock and bond markets, derivatives markets, commodity markets etc.). The best 

method of learning is to learn from experience – one can remember up to 90% of his work – 

compared to what one reads or hears [3]. 

CNB as a supervisory authority has been given numerous possibilities in the area of 

intermediating information to the public – and it generously utilizes these possibilities. This 

directness does not seem to be appreciated by the public, considering the low level 

of knowledge of the published GEP of the interviewed sample of respondents. 

As part of the courses, it is possible to work well with the analyses currently published by CNB. 

However, if the goal is to bring this valuable information „closer“ to the general public, two 

suggestions might be presented. 

It is possible to consider another new kind of periodically published document for the general 

public which could appeal to a wider spectrum of people – even those who take interest 

in the financial market only marginally. As far as the distribution of this document is 

concerned, it is possible to utilize marketing tools. Classic marketing strategies, however, would 

be quite ineffective in this case – advertising cost may not bring the desired effect. Target 

groups (potential investors) might find the outputs of this activity interesting – given the fact 

that the absolute majority of respondents show potential interest in the courses and the majority 

in this group is not aware of the published GEP. This material would certainly be beneficial for 

those who are not interested in the courses, but they invest on the financial market and 

obtain their knowledge through self-study. In order to achieve lower cost, it might be possible 

to distribute the relevant material through social networking. 

The other option consists in publicizing the existing GEP. This option shall appeal to a limited 

number of potential investors as it involves expert essays, not non-fiction articles. Nevertheless, 

there is no need to draft a new type of a periodical – the implementation of this option is far 

less demanding. It would be efficient to reduce the distribution cost again – as in the previous 

case. 

Conclusion 

Due to low bearing interest of savings and time accounts and expanding market possibilities, 

where it is possible to do business on the most developed markets even from the Czech 

Republic, more people are likely to start thinking about an alternative way of investment. It 

may thus be anticipated that the courses for the enhancement of financial literacy 
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of the population might attract more interest. The courses need to be drafted in the logic 

of several levels of anticipated knowledge, preferably basic – advanced – specialized as well as 

with respect to market possibilities by the groups of marketable assets. 

Along with the enhanced interest in the investment on the market, there might also be higher 

demand for high-quality information sources. It is the area of information where CNB has 

a chance to markedly contribute to the effect of the aforementioned courses and secondary to 

the successful results of new investors. It is obvious that periodically published information and 

market analyses are not used by the general public, which is ineffective and the situation can 

easily be improved. Basically, there are two ways – to address the broadest possible audience 

or just to offer the information intended for the investors who already have basic knowledge 

of the market and trading. By clever application of contemporary marketing procedures, it 

would be possible to reduce the cost of possible popularization of analyses which are currently 

published by CNB. 
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Abstract 

In the paper questions related to the effectiveness of selected indirect instruments of monetary 

policy by the central bank are discussed. The paper focuses on the key interest rate utilized 

central bank and its impact on interbank interest rates in the banking sector. The text contains 

an analysis of the effects in the standard environment of the financial market and during 

the crisis disturbances. The analysis is based on interest rates data published by the central bank 

and commercial banks over the past ten years in the period from 2004 to 2014. 
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Introduction 

The monetary policy is implemented by the central bank by means of monetary policy 

instruments, especially by means of discount instruments and open market operations. In 

previous five years, the development in the financial market was influenced by crisis-related 

phenomena and the monetary liberalisation policy. A long-term surplus of liquidity is seen 

in the banking sector, showing particularly in small, open economies, including the Czech 

Republic. 

Consequently, use of transmission mechanism instruments of the monetary policy to achieve 

the monetary policy objectives is being re-evaluated as a result of achieving practically a zero 

level of interest rates used by the central bank. 

If the re-evaluation process of use of the monetary policy instruments is going on, let us raise 

a question what the current impact of the level of central bank interest rates is on inter-bank 

interest rates used in the banking sector.  

The purpose of the text is to analyse the topic of effectiveness of the central bank base interest 

rate on interbank reference interest rates of commercial banks in a standard regime 

of the financial market and at crisis-related phenomena. It also characterises behaviour 

of commercial banks when setting interest rates for non-banking institutions during a crisis and 

the relation to the central bank interest rate. 
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Methods of description, comparison, analysis and prediction were employed when preparing 

the text. 

1 Functioning of the central bank base interest rate 

The level of the base interest rate is under control of the central bank and every change of this 

rate is a serious monetary decision aiming to achievement of a monetary policy objective. The 

central bank usually endeavours to keep the repo rate for a rather long period of time to 

maintain an optimal level of supply and demand of reserve money, while taking into 

consideration the current status of liquidity surplus or lack in the banking sector. The central 

bank thus curbs high fluctuations of interest rates as a potential running response to abrupt 

changes in the supply and demand of money. [1] 

If the value of the base interest rate is not in accordance with the defined inflation target any 

more, the central bank considers changing it. A change in the interest rate is basically an 

in-house decision of the central bank which, however, has an impact on macroeconomic 

restriction of credit expansion or promotion of economic growth. [2] Prediction of an interest 

rate level is associated with uncertainty even if qualified analyses of economic trends are 

employed. 

2 Analysis of impact of central bank interest rates on inter-bank 

rates 

The data used are based on sources of the Czech National Bank for the period of 2004–2014, 

collected from summaries of developments in interest rates. Specifically, use was made 

of the two-week repo rate and the interbank interest rate PRIBOR 6M expressing the reference 

value of the rate in the interbank deposit market, namely their closing values in the periods 

of time under review. 

A ten-year summary of developments in the two-week repo rate and the reference rate PRIBOR 

6M in the values at the end of the period of time under review: 

Table 1: Development in the central bank repo rate and the interbank rate PRIBOR 

Source: Prepared by the author using a ČNB summary of interest rate time series 

Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

2W repo 2.50 2.00 2.50 3.50 2.25 1.00 0.75 0.75 0.05 0.05 0.05 

PRIBOR 2.67 2.33 2.67 4.09 4.01 1.90 1.57 1.45 0.68 0.49 0.41 
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Graph 1: Developments in the 2W repo and PRIBOR 6M interest rates in 2004–2014 

 
Source: Prepared by the author using the Czech National Bank (ČNB) data. 

<www.cnb.cz/cs/financni_trhy/penezni_trh/> 

It is evident from the summary above that the time series shows a radical change in the interest 

rate development around 2008 in relation to the onset of impacts of the global financial crisis 

and for that reason the time series can be evaluated dividedly when examining characteristics 

of these time series. A division of the interest rate time series in the period before and after 2008 

is also mentioned by the Czech National Bank in its analyses and comments. 

Before 2008, the financial market stability was understood as a consequence 

of the corresponding monetary policy of the central bank. In the subsequent period of time after 

2008, the global financial crisis impacted the open Czech economy as well. Interbank trading 

declined and the difference between central bank rates and reference interest rates deepened. 

Willingness of commercial banks to grant interbank loans dropped due to the risks to be run. 

As one of the first, the Czech National Bank decided to liberalise the monetary policy by 

decreasing interest rates; this measure, however, did not prevent a decline in economic 

performance. To boost the money market, liquidity-providing repo operations to banks were 

used and as a result of that, the financial market calmed down. 

The year 2008 was thus an obvious breaking-point for the Czech and global economy, raising 

discussions on the mandate and effectiveness of the central bank’s steps for financial stability. 

The standard period of time before 2008 can be characterised as a successful time 

of implementation of monetary policy objectives and the post 2008 period as the time when 

central bank interest rates fell to the technical zero and a weakening link started to show 

between the central bank interest rate and interest rates of banks for non-banking entities. 

3 Correlation analysis 

The degree of correlation between time series is set by the correlation coefficient. The 

correlation coefficient of 0.9-1 represents a strong, positive correlative dependence between 

0 

0.5 

1 

1.5 

2 

2.5 

3 

3.5 

4 

.4.5 

            2004     2005     2006     2007     2008     2009     2010    2011    2012     2013    2014 

2W REPO PRIBOR 



161 
 

the variables. The values of the correlation coefficient lower than 0.5 represent weak or even 

negligible correlations. 

Table 1: Correlation coefficients of interest rate time series 

 01/2004–12/2007 01/2008–08/2014 

  Correlation coefficient 

PRIBOR 1D and REPO  0.9826 0.9976 

PRIBOR 1M and REPO  0.9916 0.9916 

PRIBOR 1Y and REPO  0.9386 0.9756 

Source: Prepared by the author using the interest rate time series of the Czech National Bank (ČNB) 

in 2004–2014 

The correlation coefficients are positive, implying thus a positive correlative relation. We see 

a very strong correlation between the reference interest rate PRIBOR and the repo interest rate    

before as well as after 2008. However, the strongest correlation values are for PRIBOR at a very 

short maturity (less than 1M), then the dependence shows a downward tendency. 

The relation between the central bank base interest rate and the interbank interest rate proves that 

this monetary policy instrument has an impact on the banking sector at the time of standard 

conditions as well as at the financial market disruptions during a crisis. However, this interest rate 

instrument of the monetary policy has been gradually losing its effectiveness. The cause is 

the monetary policy liberalisation towards the limit of zero interest rates and other possibilities of its 

effect have been already exhausted. Limited effectiveness of these monetary policy instruments also 

relates to a surplus of commercial banks’ liquidity, the risks run and the costs of funds acquisition. 

4 Commercial banks’ behaviour at the time of crisis 

The level of interest rates of commercial banks in relation to non-banking entities depends on 

different behaviour of commercial banks as entrepreneurs at the time of economic stability or 

financial crisis. 

Typically, commercial banks’ interest rates are affected by, in addition to the central bank 

interest rates and the cost of the other financial resources in the financial market, the risk 

of banking operations, maturity of commercial banks’ instruments, volumes of bank trading, 

competition in the banking and non-banking sector. [3] 

Furthermore, commercial banks’ settings of interest rates are also influenced by the macro-

economic situation in terms of its cycles and unexpected disruptions. Then the structure 

of interest rates also includes another margin connected to the price fluctuation and availability 

of money to replenish and ensure the bank liquidity. 
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A commercial bank interest rate structure: 

Net interest margin 

Liquidity premium (at the time of crisis) 

Risk margin 

Base interest rate 

Source: Prepared by the author 

This brief analysis of the structure of commercial bank interest rate and its differences at 

the time of stability of the economic environment and at the time of crisis disturbances reminds 

us of the possibility of change in the environment in which commercial banks conduct their 

activities with impacts on the level of their interest rates. A potential contradiction arises 

between the decreasing of central bank interest rates to boost the economy and a potential 

tendency of commercial banks to increase interest rates at the time of crisis. 

Conclusion 

In the period of time after 2008, the monetary policy of the Czech National Bank went through 

difficult times. The central bank of the Czech Republic was one of the first in the world that 

started the monetary policy liberalisation. 

However, decreasing interest rates, strengthening liquidity of commercial banks via reverse 

repo operations did not save the Czech economy from its slump. The ongoing economic slump 

and the central bank’s decreasing interest rates to the level of technical zero called for 

application of another monetary policy instrument debated and criticised by many 

entrepreneurs and the public. 

Since 2013, the koruna exchange rate has been used as another instrument, namely its 

weakening by an exchange rate intervention in order to prevent worrying deflation tendencies. 

At present, an impact of this instrument cannot be clearly evaluated; real impact evaluation is 

a question of the future also in the context of accession of our country to the Eurozone. 
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Abstract 

The goal of paper is to high-light the changing institutional basis of financial markets 

infrastructures (FMIs). First chapter of the paper presents a brief survey of theoretical 

background necessary to understand the FMIs structure and the main interrelations between 

the FMIs elementary parts. In the second chapter, international organisations connected with 

the FMIs regulations are analysed. 

Keywords 

financial markets, financial markets infrastructures, international organisations 

JEL Classification 

F33, F42, F53 

Introduction 

After the world financial crisis, in many countries new governmental institutions in financial 

sector were set up. It was expected that they would be able to manage the existing new 

problems, as they were new and were not infected by the conservativism of the old institutions. 

At the same time, in the framework of financial reforms many re-organisations of the „old“ 

institutions were prepared. 

In different countries, the institutional changes were started in a different time and in a different 

extent. Many institutional changes in a number of important international organisations were 

planned and started. However, many changes consisted of a change of intern rule and/or their 

organisational structures. A number of new international organisations were created. 

The present „state of affaires“ can be characterized by a „co-existence“ of old and new 

institutions. The character of this co-existence is different: a successful co-operation connected 

with a co-ordination of procedures and with mutual consulting process, or – in some cases – an 

unwillingness to start any form of co-operation. Some of the old institutions were dissolved, 

however, the effect of these measures was not yet researched.  In many countries, the causes 

of the described changes had their roots in a different institutional structure of national 

economy, financial markets, banking structure etc. 

The paper is mainly based on international organizations documents (FSB, IOSCO, OECD). 

According to selected documents, definitions of FMI and of the notions 

“institution/organisation” are explained (Section 1), and a classification of international 
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organisations is presented (Subchapter 2.1). After a brief discussion, the main activities 

of important international institutions engaged on the field of FMIs are characterised 

(Subchapter 2.2). Applying the method of comparative analysis, the activities of international 

institution are identified, and – on the base of the analysis´ results – the character of their co-

operation is examined.  

1 Basic theoretical background 

Financial markets do not work in a vacuum – they operate within a specific time and place. 

Therefore, they require certain conditions to operate, referred to as the “financial market 

infrastructures”. In this regard, the financial market infrastructures can be defined as follows: 

1) As a set of material-technical conditions, required for the functioning of financial markets; 

2) As a set of activities, which must be performed to allow trading of financial assets on 

the financial markets; and 3) As a group of institutions and organizations necessary for smooth 

operation of financial markets. (PAVLÁT, 2014, p.1.) This is one of many academic FMI 

definitions. However, financial regulation of FM and FMI needs an operational approach.   

One of the most important international organisations involved in regulatory activities is 

the International Organisation of Securities Commissions (IOSCO). The IOSCO Technical 

Committee defines the financial markets infrastructures as “a multilateral system among 

participating financial institutions, including the operator of the system, used for the purposes 

of recording, clearing, or settling payments, securities, derivatives, or other financial 

transactions.” (CPSS – IOSCO, 2011, p. 7.)  

The concept of the financial market infrastructures defined by IOSCO focuses on the systems 

and institutions that affect the financial market directly; the basis for this focus is the effort 

aimed at limiting the financial risks of entities entering the financial market.  

According to the IOSCO classification, 5 basic types of the financial market infrastructures are 

distinguished: 1) Payment systems (PS); 2) Central securities depositories (CSD); 3) Securities 

settlement systems (SSS); 4) Central counterparties (CCP); 5) Central electronic databases 

of electronic transactions (Trade Repositories –TR). (CPSS – IOSCO, 2012; PAVLAT, 2014, 

p. 98.)   

The above mentioned classification newly classifies individual components of the financial 

market infrastructures in a new way; these components had previously been viewed 

independently, but nowadays they are viewed as a structured system. This new approach   

resulted from the problems invoked by the last global financial crisis. The new systemic 

approach to the financial market infrastructures means that individual FMIs have to be viewed 

as a structured system, i.e. individual components must be interconnected by consistent 

regulations and measures, differentiated for various groups of entities entering the financial 

market, for different financial products, as well as for different types of financial risk 

(counterparty risk, liquidity risk, newly systemic risks as well).  

It is necessary to stress that the above FMIs classification (based on the IOSCO definitions) is 

related only to specific institutions and financial products traded at financial markets. The 
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payments system can serve as an example: only a certain part of payments be – implemented 

through the different payments systems channels´ – is connected with financial products (i.e. 

not all payments). 

As the character of different financial products/services have their specific features, this 

payments have to be regulated in a different than payments for non-financial products. 

Therefore, in “Principles of financial services”, general principles are enumerated by means 

of which the safe financial products/ services can be guaranteed. The Principles are derived, on 

one side, from the specific character of different financial products, and, on the other side, from 

the specific risks connected with these transactions.    

In 2011, a list of 24 rules for FMIs was compiled by IOSCO. These rules can be applied 

in different financial institutions. The application of these rules enables to limit risks and to 

increase the efficiency of different FMIs. 

To resume: the IOSCO approach to the FMIs definition is – from the point of view 

of the institutional economy – neutral, which is very important for the FMIs regulation. The 

IOSCO approach is primarily “technocratic”, as it is based on technological possibilities 

of activities performed by different types of FMIs on financial markets. Therefore, this 

approach does not interfere with other approaches, such as transaction cost analysis, different 

institutions efficiency etc. 

2 International institutions engaged in the FMIs regulation 

A survey of the actual institutional FM and FMIs structure is outlined and a basic analysis 

of the present situation on this field is presented. The structural analysis is based on the fact that 

the globalisation tendencies in the area of financial markets institutions in the area of financial 

market infrastructure institutions – in a certain extent – differ: in some countries, institutional 

changes are copying (or modifying) the US institutional model; institutional changes in the EU 

are  subordinated to the needs of European integration; the rest of countries are – so to speak – 

inert and intact – their institutional structure of FM and FMIs is not substantially changing. 

To the main international organisations involved in the area of FM and FMIs, not only belong 

the IOSCO, IMF or OECD; there are a great number of other similar organisations. They 

principally differ in the accent on selected topics, on their goals, strategy, policy, impact of their 

regulatory measures etc. 

Generally speaking, majority of measures has a character of recommendations with no 

important sanctions. Up to recent time, the big countries concentrated the most important 

positions in hands of their representatives and/or managing staffs of most of international 

financial institutions. The modus operandi is simple: if the leading international institutions 

members respect the pronounced recommendation, majority of members mostly do accept such 

recommendations. 
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2.1 Introductory notes  

First of all, some methodological notes are presented. Worldwide, there are numbers 

of different bodies engaged on the field of FMIs monitoring, evaluation, standard setting or 

regulation. They consist of, monitoring, oversight, enforcement, technical and procedural 

standards setting, best practices recommendations, etc. 

There for, it is useful to start with a brief classification of the important international bodies 

which are the main players on the field of FMIs.  

Our classification is based on the following criteria: 1. the type of membership, 2. the type 

of prevailing agendas, and 3. the character of accepted obligations. Many more criteria could 

be elected, however for the purpose of this paper it was necessary to formulate a short list. It 

does not mean, of course, that other ones should be neglected.    

Ad 1. Usually, international bodies are divided into two categories/types, i.e. the inter-

governmental bodies (organisations/institutions) – the type /A/ and the non-governmental 

bodies (type B/. Our paper deals with the first type only.  The membership of the first group 

of bodies is limited to the representatives of the member states. But: there are international 

bodies members of which are representatives of other international bodies; it makes the process 

of communication between different international bodies easier and faster. A type /C/ could be 

defined as well; this type would include different kind of Committees, Task forces, or Think 

Tanks, and similar permanent or temporary (interim) bodies.  

There is another possibility as well: the membership can have a multilevel-character, i. e. 

different members divided into the ordinary members, associated members, and/or observers. 

These groups can be differentiated according to the voting-rights, member fees, regional or 

national origin etc. 

Ad 2. Every international body has its status which contains a definition of its goal, and its 

mission, and further on the organisational structure, the representative bodies and persons (such 

as presidents etc.), the main agendas, activities, procedures etc. There is a wide range 

of international bodies´ structural features, some of which are common, and other specific. The 

more different are the features, the wider the “distance” of potential communication, co-

operation, and eventual co-ordination. For the case of FMI, this point is very important. The 

different international bodies´ readiness for co-operation is not the same. 

Ad 3. Every international body produces different “products” of its activities. According to their 

force, they usually are divided into information, recommendations, or obligations. The 

importance of international bodies can be measured (inter alia) through the liability-character 

of these “products.” According to the character of these obligations, international bodies can be 

more powerful or weaker. In the quickly changing world of to-day, this fact can be decisive for 

the importance of different international bodies. In our Paper, the range of different 

international bodies is not specified: in many cases, it is changing very often. 
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In this Paper, several international bodies´ active on the field of FMIs were selected, namely: 

1. International Organization of Securities Commissions (IOSCO), 2. Financial Stability Board 

(FSB), 3.International Bank for Settlements (BIS), 4. Committee on Payments and Market 

Infrastructures (CPMI), 5. Joint Forum (JF), 6. International Monetary Fund (IMF), 7. 

Organization for Economic Co-operation and Development (OECD), 8. Financial Action Task 

Force on Money Laundering (FATF). ((IMF (2015a); IMF (2015b)) 

The main criteria for selection was the hypothetical significance of the above international 

bodies for FMIs technical and procedural standard setting, regulation setting and behaviour, as 

far as their inter-relations are concerned. Other international bodies were to be omitted, because 

of their greater “distance” from FMIs agendas. As a first step in the section 2.2, selected 

international bodies main characteristics will be compared; then, as the second step, the mission 

and main activities will be examined; the third step consists in an analysis of the types of their 

inter-relations. 

From the methodological point of view – last but not least – it is also useful to remind 

the different kinds of international bodies´ inter-relations through which the international 

consensus is step by step sought. 

As it already was explained, international organizations, institutions, boards, forums, task 

forces or other international bodies have a common interest: to strive for better international 

relations between their members on different fields (as they are defined by their Statutes and 

other documents), and for internationally accepted rules, standards  and regulations. 

At a first glance, it is obvious that international organizations have different goals and tasks; 

most of them are interested in FMIs problems in a partial way – so far as it has a direct or 

indirect (or a higher or lower) importance for achievement of their main goals and tasks. In our 

list, they are not ranged according to homogenous criteria. 

Broadly speaking, international contacts between national states´ different organisations and 

institutions developed in the following way: the first step was to start talks with neighbours 

(neighbour countries) about trading, payments, labour force movements, banking etc.; this step 

always is connected with information exchange which is an important pre-condition of any 

agreements. This is the stage of inter-state consultation; with growing numbers of partners 

the consultations, the information exchange will become international.  

Next step is the co-operation between national states, the result of which usually is an 

international agreement on co-operation on different fields of mutual interest. The process 

of international co-operation can be characterized as the process of working or acting together 

for  common/mutual benefit of co-operating subjects (as opposed to working in competition for 

selfish benefit. 

Co-ordination is the act of organizing, making different organizations and institutions to work 

together for a goal or effect to fulfil desired pre-defined goals. Co-ordination is a function 

in which different activities of the business are properly adjusted and interlinked. Co-ordination 

http://en.wikipedia.org/wiki/Financial_Stability_Board
http://en.wikipedia.org/wiki/International_Monetary_Fund
http://en.wikipedia.org/wiki/Organisation_for_Economic_Co-operation_and_Development
http://en.wikipedia.org/wiki/Financial_Action_Task_Force_on_Money_Laundering
http://en.wikipedia.org/wiki/Financial_Action_Task_Force_on_Money_Laundering
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means a situation in which all interested subjects can realize mutual gains, but only by making 

mutually consistent decisions. 

At the actual stage of the world economic development, the international co-operation on 

of financial markets and financial markets infrastructure development and its regulation 

practically represents the only way how to achieve creation of generally accepted rules and 

recommendations acceptable for all interested subjects. It is a stage which can be relatively 

stable, i.e. which allows for an agreed, reasonable level of the general financial stability. This 

stage corresponds to the degree of world economy internationalization. If we would analyse 

the development of FM and FMIs international regulation (mainly based on information 

exchange and a growing transparency), we would be able to discover the main trends 

in different FM segments, and a similar pattern of FMIs main components. 

2.2 Comparison of  selected international bodies´ activities on 

the field of FMI 

Seven international bodies active on the field of FMI were included in our analysis. (See Table 

1) Majority of these bodies are located in Europe (there is only one exception – the seat 

of FATF is not specified). Six bodies are “old”: the oldest body is the Bank for International 

Settlements (BIS), followed by OECD, IOSCO, FATF, CMPI and Joint Forum; the only “new” 

body is Financial Stability Board (FSB). (BIS (2015); OECD (2015); IOSCO (2015); FATF 

(2015); CMPI; JOINT FORUM (2015); FSB (2015)). 

Table 1: Main international bodies active on the field of FMI 

A - Name B – 

Head. 

C –  

Year 

D – 

Type 

E – 

Members 

IOSCO Madrid 1983 A    145 

FSB Basel 2009  A 24 (+2) 

BIS Basel 1930  A      60 

CMPI Basel 1990 B, C      30 

Joint Forum Basel 1996 B, C  

OECD Paris 1961  A   30 

FATF  … 1989  A    36 

Source: Official documents of selected international bodies 

Five bodies are classified as inter-governmental bodies; according to our classification, they 

belong to the type /A/ (see 2.1 above). Two bodies are classified as non-governmental bodies 

(type /B/), eventually type /C/ at the same time.  The number of members of the above bodies 

widely differs: these differences mainly reflect the type of organisation. 

In my opinion, the most importing feature of the compared international bodies is the goal/aim 

of their activity, because by using it, the basic orientation of every international body is pre-

destined. The primary orientation of these organisations usually is embodied in its Statute, or 

in an international agreement according to which the given body was set up in the past. I guess 

that this is the reason why the wording of “goals” differ: generally, the words “goal”, “aim”, or 

“objectives” are used; sometimes, the word “mission” can be found as well. 
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It is possible to differentiate the international bodies according to their goal, however, it is 

difficult, as no recognized criteria exist. At the first glance, the “goals” identifications (see 

Table 2) are heterogeneous, i.e. they hardly can be compared. Be it as it is, there is a possibility 

to compare the bodies´ differing “competencies”: some bodies have the right to pursue 

certain (specified) policies, other ones have the right of monitoring, but the most important 

right probably is the standard-setting and the right to prepare and to publish “recommendations” 

for the members. The criterion of “agendas” is applied in Table 3 (see). 

Table 2: Missions/Goals/Objectives of selected international bodies on the FMIs field 

International 

Body 

 

Missions/Goals/Objectives 

IOSCO The stated goals of the IOSCO are to: 

- Promote high standards of regulation for the sake of orderly and efficient markets. 

- Share information with exchanges and assist them with technical and operational issues. 

 -Establish standards toward monitoring global investment transactions across borders and 

markets. 

FSB FSB is an international body that monitors and makes recommendations about the global 

financial system. 

BIS The mission of the BIS is to serve central banks in their pursuit of monetary and financial 

stability, to foster international cooperation in those areas and to act as a bank for central 

banks. 

CMPI - The Committee on Payments and Market Infrastructures (CPMI) promotes the safety and 

efficiency of payment, clearing, settlement and related arrangements, thereby supporting 

financial stability and the wider economy.  

- The CPMI monitors and analyses developments in these arrangements, both within and 

across jurisdictions. It also serves as a forum for central bank cooperation in related 

oversight, policy and operational matters, including the provision of central bank services. 

Joint Forum To deal with issues common to the banking, securities and insurance sectors, including 

the regulation of financial conglomerates. 

OECD The mission of the Organisation for Economic Co-operation and Development (OECD) is to 

promote policies that will improve the economic and social well-being of people around 

the world. 

FATF The objectives of the FATF are to set standards and promote effective implementation 

of legal, regulatory and operational measures for combating money laundering, terrorist 

financing and other related threats to the integrity of the international financial system.   

Sources: official documents of selected international bodies 

To conclude the discussion of “goals”, it is important to register the fact that the above 

international bodies are “per agendas” connected with FMIs problems more closely or more 

loosely. This difference is crucial for the compared bodies´ significance for FIMs regulation. 

Table 3: Important Agendas of selected international bodies on the FMIs field 

International 

Body 

Important Agendas 

IOSCO Standard setting on the following agendas: 

-accounting, auditing and corporate disclosures; 

 -the regulation of stock exchanges (secondary markets); 

-the regulation of market intermediaries such as broker-dealers, investment banks, etc.; 

-cross-border securities law enforcement matters; 

http://en.wikipedia.org/wiki/Broker-dealer
http://en.wikipedia.org/wiki/Investment_banks
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-the regulation of mutual funds and other “collective investment schemes”  --credit rating 

agencies. 

FSB -cross Border Resolution 

-dealing with "too big to fail" 

-shadow Banking 

-regulating food and commodity markets 

-ensuring overall stability 

-tax justice 

-peer review and compliance 

BIS -fostering discussion and facilitating collaboration among central banks;  

-supporting dialogue with other authorities that are responsible for promoting financial 

stability;  

-carrying out research and policy analysis on issues of relevance for monetary and financial 

stability;  

-acting as a prime counterparty for central banks in their financial transactions;  

-serving as an agent or trustee in connection with international financial operations. 

CMPI -monitoring and analysing developments to help identify risks; 

-sharing experiences related to the performance of oversight functions; 

-establishing and promoting global standards and recommendations for the regulation, 

oversight and practices of arrangements; 

-monitoring the implementation of CPMI standards and recommendations; 

-supporting cooperative oversight and cross-border information-sharing, including crisis 

communication and contingency planning for cross-border crisis management;  

-maintaining relationships with central banks which are not members of the CPMI in order to 

share experiences and views. 

Joint Forum An international contact body 

OECD -sharing experiences and seek solutions to common problems; 

-measuring productivity and global flows of trade and investment; analysing and comparing 

data to predict future trends - setting international standards on a wide range of things, from 

agriculture and tax to the safety of chemicals. 

FATF The FATF is a “policy-making body” which works to generate the necessary political will to 

bring about national legislative and regulatory reforms in the areas of its objectives. 

Sources: Official documents 

Conclusion 

To be able to define specific intersections of the above analysed international bodies´ 

activities/agendas, a deeper comparative analysis based on specific comprehensive documents 

(i.e. not only Statutes etc.) issued by these bodies will be needed. 

We expect that the form and potential impact of these intersections is basically pre-destined by 

the goals, tasks and specific activities of the analysed international bodies. Actually, 

information exchange between the above international bodies already exists. Not all bodies are 

standard setters/regulators (see above). Some bodies are “contact bodies”, where problems 

of common interest are discussed (Joint Forum). However, this topic was not included in this 

paper, as it is the object of another research project (No. 7427). Anyway, the results of this more 

specific analysis could contribute to define the overlapping of some activities on one side, and 

missing of other activities on the other side. 

http://en.wikipedia.org/wiki/Mutual_fund
http://en.wikipedia.org/wiki/Collective_investment_scheme
http://fsbwatch.org/Program/cross-border-resolution.html
http://fsbwatch.org/Program/dealing-with-too-big-to-fail.html
http://fsbwatch.org/Program/shadow-banking.html
http://fsbwatch.org/Program/regulating-food-and-commodity-markets.html
http://fsbwatch.org/Program/ensuring-overall-stability.html
http://fsbwatch.org/Program/tax-justice.html
http://fsbwatch.org/Program/peer-reviews-and-compliance.html
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WHY MEN AND WOMEN BEHAVE DIFFERENTLY 

WHEN INVESTING 

CTIBOR PILCH  

Abstract 

All the relevant economic theories work on the assumption that a man in the market behaves 

rationally and tries to maximise his or her profit. Recently, however, new approaches to 

financial markets appear and develop as a response to the not quite satisfactory models 

of rational behaviour. They talk about people’s tendency for irrationality. They describe 

particular departures from rational behaviour and explain probable causes of such phenomena. 

At the same time, they also detect certain differences in behaviour of men and women. They 

are caused by multiple factors, the known ones and those not well decribed yet. Professional 

literature deals only little with different conditions in which men and women invest, as well as 

with different methods of their decision-making. Psychology of investors and their rational or 

irrational behaviour and differences between men and women when investing are also 

addressed by the results of the survey carried out by the author of this contribution. 

Keywords 

investing, risk behaviour, decision-making, psychology of investors 

JEL Classification 

G21, G23 

Introduction 

It is enough to realise some of the practical reasons that may influence different behaviour 

of men and women. 

With regard to most women’s obligations of motherhood, they work for slightly reduced 

working hours and therefore their income is lower than men’s income, on average. On 

the contrary, it is, however, true that women live by 5-7 years, on average, longer than men. In 

many countries they retire slightly earlier than men do. Consequently, they usually spend more 

time in retirement than men.  
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1 Discussion 

Many studies show that regarding financial matters, women consider themselves less competent 

than men; in this respect they subjectively feel a lower degree of self-confidence and therefore 

they are also less willing to take a risk [4]70, [3]71 . 

Consequently, women usually prefer assets with a steady, but lower yield. “But this strategy is 

a high risk with regard to the fact that women live, on average, longer than men and therefore 

they have to accumulate more funds for the time of retirement. If we look at demographic 

development forecasts, this trend will probably still deepen in the future. In view of the on 

average lower income, they should mainly opt for assets with a rather high yield. However, this 

requires from them to have better information about these assets and know how to evaluate 

the information. With regard to a high number and complexity of information, women apply 

simplified decision-making procedures that can be described as unprofessional. Application 

of such simple strategies is advantageous for women also for the fact that they do not have to 

process a great volume of information for a long time.”72 [1] What is likely different 

in the women’s way of thinking about money when compared to the men’s way of thinking: 

 They often associate the term ‘investing’ with greed;  

 They reproach themselves that they put family finances in danger; 

 They are of the opinion that to be able to invest they have little money and knowledge; 

 They usually ask a lot of questions and require detailed answers; 

 They reserve longer time to think it over; 

 They define investment reasons and objectives better than men. 

And although the main reason for investing is a relatively comfortable income for both genders, 

women mention it more frequently. Many investors, including men, do not look for information, 

because they do not know where to start. Not coincidently, women preferred information 

available on the Internet to printed brochures or they found them conveniently selected and 

explained more comprehensibly. Therefore, we can say that women make investment decisions 

at a higher degree of uncertainty than men and therefore they also opt for more conservative 

investment strategies than men, or when accepting high-risk solutions they require a higher 

investment premium. The investment bank Merill Lynch ordered a survey on investment 

                                                           
 

 

70 FIFEKOVÁ, E., NEMCOVÁ, E. 2005. Ellsbergov paradox: rozhodovanie za podmienok rizika a neistoty 

(Ellsberg’s paradox: Decision-making in risk and uncertainty conditions). In Ekonomický časopis,Volume 57, 

no. 3, pp. 213-229.  
71 BERNASEK, A., SHWIFF, S.,2001. Risk, and Retirement. In: Journal of Economic Issues, 2001,  

Volume 35, no. 2, pp. 345-357.  
72 BALÁŽ,V. 2008. Osobitosti investorských stratégií u žien (Particularities of Women‘s Investment Strategies). 

In: Investor. ISSN not assigned, 10/2008. pp. 24-27. 
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behaviour in 2005. The survey focused on a sample of 500 men and 500 women, from 

the middle-class. The annual income of their households was at least USD 75,000. 

The basic findings can be summarised as follows73[2]: 

 Women invest less and they also like it less; 

 They more accept advice from men (mostly not from their husbands), usually from financial 

advisors or colleagues at work; 

 Typical mistakes of men are excessive self-confidence and greed arising from that, 

impatience and frequent changes in the portfolio; 

 Men diversify less and keep loss-making investments for a pointlessly long time; 

 Men know more about investing and can evaluate some aspects more realistically (e. g. they 

evaluate historical inflation rates and their impact on the amount of the yield); 

 Men consider themselves experienced and successful investors. 

The fact that an average man knows about investing a bit more than an average woman does 

not mean that he knows enough. When investment results are compared, the differences are 

minimal or none. Excessive self-confidence of men, for example, causes that they make 

unnecessary mistakes, even repeatedly. Men who admitted that they had accepted an investment 

tip rashly and without sufficient consideration and the investment then did not succeed and who 

repeated this mistake accounted for 63%. Women’s share was 47%. 

Table 1: Investment behaviour of men and women (in %) 

 Men Women 

They are overly self 

confident 
33 20 

They are impatient 28 19 

They are greedy 32 16 

They dislike thinking about 

investing 
49 60 

They like investing 69 55 

They describe themselves 

as successful investors 
19 13 

They use financial 

advisors’ services 
50 70 

                                                           
 

 

73 Prepared based on BALÁŽ,V. 2005. Mars a Venuša investujú inak (Mars and Venus invest differently). In: 

Investor. ISSN not assigned,10/2005, pp. 50-51. 
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They know little about 

investing 
30 47 

They do trade too often 12 5 

They make purchases 

quickly and without 

thorough consideration 

24 13 

They diversify little 32 23 

They keep loss-making 

investments for a long time 
47 35 

Source: Own elaborationAuthor 

Only 47 per cent of women made a mistake of keeping loss-making investments too long, 

whereas men accounted for 63 per cent of such cases. 

Men were most sorry for the mistake that they had been hesitating too long to sell 

the loss-making investment. Women were most sorry that they had started to invest too late and 

made decisions slowly. 

However, it turned out that postponement of investment decisions by women has its positive – 

their decision-making was more responsible.  

2  Results of our survey 

One of the objectives of our survey was to compare results with already known results 

of similar surveys that had been conducted abroad. 

Questions in the first part of the questionnaire, which we deal with in this contribution, 

primarily relate to perception of risk, attitude to it and experience in investing. Deliberately, 

there are no questions concerning income and property, because these are areas on which 

the Slovak population hates to comment; moreover, the survey sample are university students 

who usually have little or no property. For this reasons it is impossible to say into what income 

bracket the respondents can be categorised. 

The size of the survey sample is comparable to the size of samples in standard statistical 

surveys. We can compare it with the data gathered in the grant project APVV-0004-07 “Slovak 

school of behavioural economy and finance”. This project was implemented by the o.i. “Slovak 

Survey of Investment Behaviour (Slovenský prieskum investičného správania). It focused on 

three big population brackets: The basic sample of the Slovak population, students 

of University of Eonomics without any special financial education, and a sample of Slovak 

investors with relatively good theoretical knowledge and practical experience in investing. In 

total, the survey covered more than 2,000 respondents of which 867 in the third part of it, at 
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the end of 200974.[5] The questionnaire contained 25 questions of which 10 concerned 

investors’ rationality. 

Our own survey was conducted over the past four years. The sample consisted of students 

of the fourth year of FNE of University of Economics, study programme Finance, banking and 

investments. The sample of 1,340 respondents also included students of the fourth year 

of the study programme Financial management from the Faculty of Management 

of the Comenius University and students of the fourth year of the Faculty of Economics and 

Administration of Masaryk University in Brno, the study programme Finance. The differences 

identified in behaviour od respondents from different schools are minimal (in the range of ca. 

1-2 per cent). The differneces among years were also minimal. We did not follow up these 

differences particularly. 

3 Evaluation 

The first part of the questionnaire, which I deal with in this contribution, focused rather on 

uncovering experience in investing and uncovering attitudes of potential investors to risk. 

The average age of the compared sample was 30 years (in our survey 23 years), 47% 

of the respondents with university education, 20% university students, 23% of the respondents 

with a lower education (in our case all of them were in the university student category) . For 

comparison purposes, we used five questions that were identical or similar to the questions 

in our survey. 

Question no. 1: Gender 

Man Woman 

48% 52% 

Question no.2: What comes first into your mind when you hear the word ‘risk’? 

Understanding of the term ‘risk’ in the second question by our sample reveals that our 

respondents show a higher risk tolerance than the compared sample. They understand risk as 

an opportunity to a higher extent and as a danger to a lesser extent. Women in our sample are 

more careful and less courageous that the average of both our and compared samples. The group 

of risk takers in the line “Risk as excitement” is not beyond the average. Behaviour of our 

sample supports the statement that people with higher education and younger people show 

a higher risk tolerance.  

                                                           
 

 

74 POKLEMBA, P. 2010. Profily a dlhodobé investičné stratégie slovenských investorov (Profiles and Long-

term Investment Strategies of Slovak Investors). Bratislava: Institute for Forecasting of the Slovak Academy of 

Sciences, dissertation 
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We regard risk as:  Our men Our women Compared 

sample 

Danger 14% 21% 18.87% 

Uncertainty 45% 47% 48.28% 

Opportunity   35% 28% 26.42% 

Excitement 6% 4% 6.44% 

Question no. 3: How would you characterise your experience in investing? 

In this question which looks into investors’ experience in investing, the comparison turned out 

as follows. 

Investment experience Our men Our women Compared 

sample 

I have not got any great experience yet 16% 34% 17.98% 

I have some experience 29% 24% 26. 30% 

I have reasonable experience and I have 

an idea of a profit I can expect from 

a certain type of investments 

44% 36% 42.95% 

I am an experienced investor, having 

enough knowledge about investing 
11% 6% 12.76% 

In this question, our sample respondents mostly admit less experience less than the compared 

sample, especially the female segment of the spectrum. However, if we exclude women from 

the consideration (the compared sample includes only 30% of women, our sample even 52%), 

we may say that our students overrate their experience and evaluate their experience 

unrealistically even with regard to a great percentage of experienced investors in the compared 

sample. The fact is also convincingly proven by comparison in the next question on personal 

experience, particularly regarding less known (other) financial products: 
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Question no. 4: What are the financial products you have personal experience of? (Multiple 

options can be marked off.) 

Personal experience 

with investing 

Our men Our women Compared sample 

I have a term deposit 

in a bank 
6% 22% 47% 

I have a life insurance 29% 26% 72% 

I have opened a building 

society saving account 
44% 46% 48% 

Other 19% 6% 87% 

Question no. 5: Imagine that you are to make a choice between a certain, but less paid job or 

a less certain, but more lucrative employment or entrepreneurship. Which option is closer to 

you? 

This question looking into preference of a lower, but more certain pay to uncertainty by contract 

turned out as follows: 

What do you prefer: Our men Our 

women 

Compared sample 

I prefer a certain, long-term job, 

although less paid 
3% 5% 6% 

I prefer a slightly less certain job, but 

with prospects for the pay to grow 
7% 12% 10% 

Preferably a less certain job, but with 

prospects for a higher growth 

of the pay 

56% 55% 62% 

The high-income possibility means 

more to me than the job certainty 
34% 28% 22% 

The high-income possibility is preferred to certainty by our respondents more than 

the compared sample (women as well). This data also confirms a higher risk tolerance of our 

respondents. It is related to a higher level of education and lower average age. 

Young people and childless people tend to behave more risky. It is rationalised by their low 

level of life experience and by the fact that if someone has not a family, he or she has almost 

zero responsibility for surrounding people. The survey sample is, on average, 24 years old, 

which means they are young from which we can deduce that they are childless. 
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Conclusion 

We have mentioned already in the instruction, that men have a higher inclination to risk than 

women. Some authors explain it by division of labour in the old days when men carried out 

more dangerous activities. We were also able to prove other statements by multiple authors 

mentioned in the introduction of this contribution. 

Probably also with regard to expected obligations of motherhood, women expect and usually 

have a lower income than men. They like investing less, due to a limited interest they also have 

less information and therefore women consider themselves less competent in financial matters 

than men, they subjectively feel less self-confident and consequently, they are less willing to 

take a risk. They take investment decisions at a higher level of uncertainty than men and 

therefore they opt for more conservative investment strategies than men do. Men regard 

themselves as more experienced and better informed. It is usually excessive self-confidence. 

Women’s decision-making is more responsible.  
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FINANCIAL MARKETS IN GLOBAL ECONOMY 
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Abstract 

This paper touches upon several aspects related to the globalizing financial landscape. Without 

the ambition of being exhaustive it provides some reflections on the very nature of world 

financial markets and identifies key challenges for the future. At the same time, it also covers 

historical developments and tries to dig up some relevant lessons from the past. 
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Introduction 

Bordo [1] argues that “globalization” has become a buzz word of the new millennium. 

However, steadily falling number of academic articles and internet engine searches with 

the related keywords suggests that globalization as a phenomenon has been slowly disappearing 

from our radar screen in the last decade. While this tendency can be partially explained by 

the emergence of more urgent issues (terrorism, global financial crisis and its world-wide 

effects), I would offer another simple explanation. The globalization has not disappeared; it has 

changed its status. Financial crisis laid bare the fact that we do not any longer live 

in the globalizing world. Rather, we already live in the globalized world where global 

environment forms a natural part of our economic system. Globalization has thus lost a part 

of its charm of the state-of-the-art phenomenon (which provokes some fascination) and became 

omnipresent everyday companion (which lives with us without too much attention). Putting it 

differently, globalization is gradually becoming an interesting subject-matter for economic 

historians rather than a hot topic for policy makers and economic researchers. However, if one 

epoch just creeps to its end and we approach the post-globalization era, it is the right time to 

take a hindsight look. It may help us better understand our current situation. 

This essay – taking a bird’s eye view on the past developments on financial markets – tries to 

bring some new reflections on the current state of affairs and discusses several stylized features 

of the global financial and economic infrastructure. In so doing, it does not aim at being 

exhaustive. The ambition is to bring together a suite of observations which may have passed 

unnoticed by the general audience. The first chapter contains a brief historical perspective on 

the evolution of financial markets and explores how they changed over the last century. The 

second puts forward some key features of the contemporary financial markets and documents 
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the most profound differences from the past. The third chapter discusses the changing role 

of central banks in the global system as well as that of the financial regulation. The final one 

concludes. 

1 Financial markets: brief historical excursion 

The landscape of international financial markets and its impact on the world economic climate 

have changed dramatically over the last century. Changes seem to follow exponential trend with 

the pace considerably accelerating since the 1970s. The momentum was so huge that some 

observers have already been dazzled by its size in the middle of eighties. A Nobel prize-

winning finance professor, Merton Miller, argued in 1986 [8] that no other twenty-year period 

in recorded history had witnessed even a tenth as much financial innovation. It remains 

a historical paradox that Miller himself in 1986 believed that the great wave of financial 

innovations was already subsiding. 

Arguably, the history of changes in the landscape of financial markets is that of financial 

globalization. Indeed, major shifts on financial markets and the process of globalization 

marched hand in hand over the last decades. The question of a principal forcing factor for 

the financial globalization is a difficult one. On the other hand, it is quite straightforward to rule 

out some common misconceptions. Process of globalization was not triggered by 

the emergence of the new financial instruments and new investment schemes. In fact, it was 

shown [4] than the history of almost every financial instrument is far longer than we generally 

imagine. It might be surprising to find out, for example, that futures contracts already existed 

back in Mesopotamia 5000 years ago and securitization, mutual funds and other forms 

of structured finance emerged in Holland no later than during 17th and 18th century (see Figure 

1). 

Figure 1: History of financial instruments 

Futures on silver and wood, Mesopotamia, 3000 years BC             Mortgage-backed security, Amsterdam 1786

 

Source: Goetzmann and Rouwenhorst [4] 

Similarly, there does not seem to be a one-to-one link between financial integration and 

financial globalization. Several studies document (see e.g. [9]) that the world economy was 

in a certain sense far more integrated before the World War I than it was in 1970s or 1980s. 
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These results are based on the ratio of foreign-asset exposures to GDP (both stock and net flows 

of foreign assets) but they also hold true when other measures of financial integration are used 

(see [1] for some additional measures, such as savings-investment correlations, covered interest 

parity or real interest parity). 

If the emergence of new financial instruments and financial integration do not stand for 

the immediate triggers of financial globalization, it would be an equal mistake to think that they 

are not an integral part of the story. The story just needed more pieces to find their right spot 

in order to work. The success of financial globalization is somehow similar to the very mystery 

of life: for its existence you need suitable conditions and sufficient time for evolution. Suitable 

conditions – a hardly predictable mix of many relevant and less relevant factors – occurred at 

the right historical moment. Let us recapitulate some relevant milestones that paved a way for 

financial globalization (see also [2] and [7]). 

 Collapse of the Bretton Woods regime: The collapse made developed countries abandon 

the policy of capital controls and led to the liberalization of capital flows. At the same time, 

many developed industrialized countries underwent necessary macroeconomic and 

institutional reforms. The release of capital restrictions was soon followed by 

the increasing cross-border financial activity. The collapse of the regime also gave rise to 

international financial risks which were practically non-existent within the Bretton Woods 

agreement (e.g. exchange rate risk due to fixed exchange rates). 

 Entrance of emerging and developing countries into the global capital markets: Facing 

new conditions on the Eurodollar markets developing countries were not left with too many 

options but to follow developed world and open their financial systems as well. This not 

only enhanced the size of the markets in geographical terms, but gave additional 

momentum to the globalization process. 

 Financial innovations: Development of (or rather standardization of) many new financial 

instruments was motivated by the need to secure against the nascent financial risks 

in international finance and trade. It is important to note that some of the instruments were 

designed to get around current regulations (no negative connotation meant). Socio-

demographic factors also played a role in a rising popularity of some forms of institutional 

investment (insurance companies, pension funds, mutual funds). 

 Advances in the IT: Modern computers greatly speeded up financial transactions and 

enabled efficient transmission of financial information. This resulted in enormous 

reduction in communication and transaction cost. In addition, computational power 

allowed individuals and institutions alike to quickly gather and process market information 

which naturally resulted in the rapid growth of financial markets. On the other side 

of the coin, computer-based technologies facilitated fast inflows and outflows of short-

term speculative capital and made it possible to design high-frequency trading strategies. 

 Policy of central banks: Starting in 1970s, central banks fulfilling their objective 

of the price stability managed to gradually lower the inflation rate (thus nominal interest 

rates as well)and maintain it within a low-inflation corridor. This policy however has some 

implications for the operation of asset markets. We will tackle this issue in greater detail 

in chapter 3. 
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 Surge in the supply and demand for financial assets: Both private and government debt has 

been gradually increasing since 1970s to reach unprecedented levels in the new 

millennium. Among other things (e.g. falling nominal interest rates, shift in investment 

habits of households), financial innovations also contributed to a higher debt issuance 

through their impact on the capital structure choices. The emergence of the elevated 

institutional (and partially retail) demand for financial assets had, however, no trouble to 

absorb budding financing needs. 

1 Key features of financial markets in the (post)globalization era 

If the previous chapter reads as a journey from the history to modern days, it is now the right 

time to ask how successful the journey was and where did it lead to. Should be our overall 

assessment of the globalization process positive or negative? Surely, there exist two opposite 

camps hardly willing to reconcile their views. Although the pendulum is perhaps swinging 

slightly to the side of pessimism in the light of the recent financial crisis, one can hardly deny 

the tremendous benefits that financial developments in the last decades have brought into our 

lives. On the other hand, our journey was definitely not a flawless achievement. Some really 

serious issues were added to our policy list. In the following, we discuss several (closely 

related) features that provide key characteristics of contemporary financial markets. Without 

taking any sides, we simply confine ourselves to state that they can be perceived as both: 

the challenge and menace. 

The globalization led to the rising inter-dependence between the world economies in economic 

as well as financial terms. This has made the world more effective in a certain sense, but also 

more vulnerable to shocks of various nature. Global markets contribute to the effective capital 

allocation under the usual circumstances, nevertheless in turbulent times they can become 

channels of risk contagion and spread the initial shock further into the financial system. 

Interconnectedness of financial institutions and exposures to common risks open doors to spill-

over effects. Such an environment also creates a fertile ground for negative loops between 

institutions and/or risks within the financial system (e.g. negative loop between bank balance-

sheets and sovereign debt). 

Global financial markets in the interconnected world are dominated by the institutional 

investors. Over the last five decades the nature of investment on financial markets has been 

constantly changing. While in old days, individual investors stood behind a vast majority 

of financial transactions, financial markets experienced a gradual shift towards institutional 

investment with the insurance companies and pension funds leaving little by little their share 

for mutual funds and later hedge funds (and central banks at last). The predominance 

of institutional investors had fierce implications on the operation of the financial markets (see 

Figure 2, left panel). Traders’ motivation is very different from that of a genuine owner of funds 

(e.g. due to their reward system). This setting discourages longer-term thinking and vastly 

shrinks the investment horizon [7] (Figure 2, right panel). Given the efficient trading IT 

infrastructure, shorter horizon inter alia relates to the massive flows of the short-term 

speculative capital around the globe and across markets for different financial instruments. 
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Consequently, it is possible to observe a substantial rise in the correlations between asset 

returns across countries (both developed and emerging) as well as across different classes 

of financial assets in the boom phase of the cycle. Since it is in the vital interest of many 

institutional investors to keep the buoyant market accelerating even when it has already reached 

excessive levels (little motivation to let the bubble burst), the financial system is – if left 

unheeded – more prone to the build-up of financial risks. 

Figure 2: Predominance of institutional investors and their trading strategies 

Share of institutional investors on the US stock market (%)      Average holding period of the US shares (years)

 

Source: [6], [10] 

The situation on financial markets can, however, completely alter during the periods of elevated 

stress. The famous quote of Mervyn King, the former governor of the Bank of England, says 

that global banks are global in life but national in death. In our view, his quote is also an apt 

description of how financial markets operate. While in booms the prices of many financial 

assets tend to commove and financial developments can be well explained by global forces, 

the markets can get considerably fragmented in recessions as institutional investors suddenly 

put the reverse gear and start to differentiate between individual markets (although some 

regional affinity can be still observed). We document this behavior by showing the recent 

developments in the interest rates for new corporate loans and the 10Y government bonds 

yields in some European countries (Figure 3). One can clearly observe a very different 

investment pattern during the expansionary and recessionary phase of the cycle with almost 

perfect correlations in booms and decoupling of the returns otherwise. 

Besides the market predominance of institutional investors, modern financial markets can be 

characterized by the ubiquitous presence of complex financial instruments that came into being 

with a recent torrent of financial innovations. It is true that principles of many financial 

instruments as we know them today can be traced back to quite a distant past. However, their 

significance rocketed upwards only after these instruments have obtained standardized form 

and their trading was backed by modern computer technologies. Advances in computational 

power and financial modelling made it possible to further combine several forms of contracts 

together and produce dizzily complex instruments. Although tailor-made financial instruments 

gave firms flexibility to better manage existing risks, their increasing complexity resulted 

in some firms issuing them for wrong reasons. As stated in [3] some companies do so to keep 

up with others in their peer group, and other to take advantage of loopholes in definitions 
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of rating and regulatory agencies. One might also add that agents do so as a matter of pure 

speculation. This is perhaps the reason which makes some observes to think that temporary 

financial markets are nothing more than a modern form of gambling endowed with 

the aura of higher mathematics. 

Figure 3: Market fragmentation on the EU markets during turbulent times 

Interest rates on the new loans – non-financial corp. (%)     10 Year Government bond yields (%)

 

Source: ECB Datawarehouse, Thomson Reuters Datastream 

The process of securitization added yet another layer to the complexity of financial markets. 

The recent financial crisis revealed that dangers resulting from financial instruments being 

pooled together and sold in a larger package were equally baffling to creditors as they were to 

the regulators and rating agencies. The failure to timely recognize the size of the problems 

points to the fundamental drawbacks in our contemporary conceptual framework. While we 

have already shown our excellence in modelling independent events on the one hand and causal 

relationships on the other, the universe between these two poles is still filled with the alarming 

void. Since this is exactly the area occupied by modern financial markets we would need 

a better grasp of the inter-dependence (or interactions) between individual – seemingly 

unrelated – events. Without any exaggeration, it remains one of the greatest challenges 

in the field of financial modelling. 

2 Central banking and its role in the global financial markets 

The expanding involvement of central banks in the operation of financial markets belongs to 

the important characteristics of the current setup. Central banks have been playing increasingly 

important role in many domains, however in the aftermath of the financial crisis they ascended 

– in the eyes of many – to the role of “the saviors of the world”. And frankly speaking, 

the central-banking community did not show too much reluctance to refuse the role. This 

naturally left a pronounced imprint on the conditions on financial markets. Because the return 

of the economy on the robust growth path became a main objective in the post-crisis period 

(and deflationary pressures represent a key threat to its restoration), central banks in many 

countries hurried up to substantially loosen monetary conditions (pushing interest rates to 

the zero-lower bound and later on using less conventional measures such as the quantitative 

easing). Even though the pursuit for the low interest rate environment has several positive 

merits, it can drag prices of many assets into undesirable territory. Let us summarize several 
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risk factors related to the ultralow interest-rate environment and highlight their impact on 

financial markets: 

 search for yield behavior, considerable incentives for financial institutions to accept higher 

levels of financial risks; 

 high risk of the emergence of asset-price bubbles (especially for the assets remaining 

outside the attention of inflation targeting regime); 

 cheap financing can encourage low-income households to take on more debt due to 

the illusion of the favorable long-term conditions and debt sustainability; 

 lack of motivation for implementing necessary structural reforms (governments may feel 

reluctant to change the status quo if they are able to obtain cheap funding); 

 the risk of market distortions (deformed prices of assets, mispricing of risks). 

With the above background in place, it is natural to ask how dangerous these risks can become 

in the real situations. The historical experience suggests that keeping the rates at low levels is 

by no means a free-lunch policy. Figure 4 illustrates this point using the historical 

developments on the US stock market (S&P 500 index). While the policy of low interest rates 

helps stimulate the economic activity (or reduce the unemployment rate), the flip side are its 

adverse effects on the financial system and its stability. To strike a balance between these two 

facets, we need to maintain a broader perspective and take macroprudential concerns into 

account. It might be argued that successful reconciliation of traditional central banks’ objectives 

with the macroprudential oversight can shape the state of the economy for many years to come. 

Figure 4: Low interest rates and their impact on financial markets 

 

Source: Optimal MRM Advisors Inc. 

It should be noted, however, that designing an operational nexus between monetary and 

macroprudential policy is more than a challenging task. We can make a lot of mistakes on 

the road to its accomplishment. One of the potential dangers is that macroprudential policy – or 

financial regulation more generally – will eventually grow too complex. Some degree 

of sophistication is fine, but we should recognize when it serves our interests and when it 

already starts generating too many negative side-effects (e.g. opaqueness of the risk assessment, 



189 
 

counterstrike of financial industry with institutions transferring their assets out of the reach 

of the regulation). We should not succumb to the illusion that complex things always require 

even more complex solutions. As stressed out by Andy Haldane [5], the rising star of the central 

banking community, complex regulation developed over recent decades might not just be costly 

and cumbersome but sub-optimal for crisis control. In financial regulation less is more. 

Similarly, it would be too complacent to think that the past experience has equipped us with 

a perfect foresight to tackle future problems. The more we focus on building the financial 

resilience against our past failures, the more likely we get into a situation when we start 

underestimating the existing “unknown unknowns” within the financial system.  

Conclusion 

The last century has seen amazing economic and financial developments. Financial markets as 

well as many other domains of economic life have entered the global arena. The global nature 

of financial markets contributes to a more effective capital allocation and provides firms with 

an array of financial instruments to hedge against risks. On the other hand, greater efficiency 

and interconnectedness of the world financial system lead to its higher vulnerability. The 

origin of modern financial crises may rest on the fact that efficiency and vulnerability are not 

weighted on the same scales. We should not forget that dormant risks are always there waiting 

for a chance to show their devastating potential. In order to be able to face these risks 

successfully in the future, many challenges are to be met. Since a retreat from global markets 

seems implausible, it is necessary to find a reasonable balance between global financial 

environment and its inherent fragility. One way how to achieve it may rest in a carefully 

designed mix of economic policies (including fiscal discipline) and macroprudential oversight. 

However, this also calls for our humbleness in approaching the task. There are probably still 

more things that we do not know about the complex systems than things that we actually do 

know. It thus remains an open question whether the current overreliance on the monetary policy 

actions and rather hastily prepared complex regulation can ensure an effective but sound 

economic operation in the long run. The cooperation with other policies will be necessary. After 

all, even Mr. Draghi has pointed out himself at many occasions that monetary policy alone 

cannot solve everything and there is no better protection against crises than sticking to structural 

reforms. 
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THE REGULATION OF PAYMENT SERVICES IN EUROPE 
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Abstract  

Payment system is one of the fundamental banks´ activities but also of other payment service 

providers specializing in that field. This activity belongs to another area that has been quite 

significantly regulated by European law since 2007. The aim of the paper is to conduct a partial 

analysis of existing regulations affecting the payment service provider in the Czech Republic 

with a comparison of the expected changes associated with the adoption of Directive 2014/92 / 

EU on the comparability of charges associated with payment accounts, change of payment 

account and access to payment accounts with basic elements. 
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Introduction  

The general source of law in the Czech Republic is represented here by acts and regulations75, 

as part of the European Union Law (hereinafter referred to as „EU“); this mainly applies to 

directives and guidelines, or possibly recommendations. The Act is generally a legally binding 

regulation (the so-called primary); a regulation is then a directive which implements 

the primary norm within the bounds set by the Act. The directive represents a source of the EU 

Law which is legally binding for all its members and is directly effective for all the members. 

Therefore with directives there is no so-called transposition of this norm in the rules of law 

of relevant EU member states. The guideline is also a legally binding norm for all the member 

states, however, in this case relevant EU member states are obliged to transpose the guideline 

in the rule of law of the respective country. During its transposition it is permitted (as a rare 

exception) to incorporate the so-called national variations in the national version; however, 

they have to be anticipated in that guideline. A recommendation is then a complex of provisions 

which the member state is not obliged to transpose or even observe. It often involves issues 

                                                           
 

 

75 See. e.g. Gerloch, A. Teorie práva. Plzeň: Vydavatelství a nakladatelství Aleš Čeněk, 2009. ISBN 978-80-

7380-233-2 
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resulting from „Best Practises“ and their practical application should facilitate the correct or 

best procedure in the given area.   

The area of payment system, accounting and providing payment services is thus regulated as 

other areas of the financial market, i.e. amended with several legal norms,  not only of national 

significance. The procedure during the analysis of the legal regulation of payment 

system/payment services is as follows: it starts with the presentation of important EU 

regulations76 which are related to the payment system or providing payment services, and only 

then are we presented with characteristics of important legal norms at the national level. In 

conclusion, this paper will introduce other foreseen regulations in the context of European law. 

1 Foundations of direct EU regulation in the area of payment 

services 

As for the regulations which are important in terms of payment services, it needs to be pointed 

out: 

Regulation of the European Parliament and Council (ES) No. 1781/2006 dated 15th 

November 2006 on Information about the payer attending the transfers of financial 

means 

This regulation amends EP and Council´s Directive 2005/60/ES dated 26 October 2005 on 

the Prevention of the use of the financial system for the purpose of money laundering and 

terrorist financing which was transposed within the Czech Republic in Act No. 253/2008 Coll., 

on Prevention of legalization of proceeds of criminal activity and terrorist financing. This 

document defines the duties of banks and other institutions transferring financial means to 

present during the procedure such information or data which can always clearly specify 

(identify) the real payer. The whole version is revised in order to comply with the demands 

of all institutions performing this function and also includes a number of exceptions, where this 

information need not be revealed. It basically means that the institution which receives this 

transfer and considers it suspicious should succeed in identifying the payer of such a transfer 

in the shortest time possible, either based on the information accompanying this transfer or by 

the so-called unique identifier which always has to accompany this transfer77. 

As regards this regulation, we can conclude that it defined the limit of minimum transfer 

amount, for which the institutions are not obliged to provide information about the payer. It 

concerns 1,000 Euros, or in certain cases 500 Euros per one transfer78. 

                                                           
 

 

76 Legal regulations valid and effective as at 1 April 2015. 
77 Schlossberger, O. Platební služby. Praha: Management Press, 2012. ISBN 978-80-7261-238-3, p. 20. 
78 This limit has been reduced e.g. for transfers for foundations or endowment funds etc. 
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European Parliament and Council´s (ES) Regulation No. 924/2009 dated 16 September 

2009 on cross-border payments within the Community andthe annulment of Regulation 

(ES) No. 2560/2001 (hereinafter referred to as „Regulation 1“) 

This legal norm is one of the basic sources of the European Law for the implementation 

of transfers in Euro or other currencies. It characterizes some basic terms in the area of payment 

services and specifies duties of the member states related to price policy during the transfers as 

part of the national or cross-border payment system. This Regulation 1 also amends 

the procedure of the member states during the so-called direct collection. 

Regulation 1 replaced the original regulation which was published under 2560/2001, and which 

introduced a principle for proper cross-border transfers in Euro determining that the charges for 

cross-border payments in Euro are the same as the charges for corresponding payments 

in the member state in Euro or SEK and RON. This regulation applied to all payment orders 

in those currencies up to 50,000 Euros or its equivalent in SEK or RON79. 

Regulation No. 2560/2001 applied to cross-border transfers and cross-border electronic 

payment operations. In compliance with the objective of Directive No. 2007/64/ES, on Payment 

services on the internal market to allow cross-border collection, it was practical to expand 

the area of the effect of Regulation No. 2560/2001 in the cross-border collection and its 

charging. However, it still is not practical to apply the principle of equal charges for means 

of payment that are based mainly or exclusively on paper forms, e.g. cheques, for due to their 

form they cannot be processed as effectively as electronic payments of cashless payment 

system. 

The principle of equal charges is applied to payments which were started or completed 

in written form or in cash if they were processed electronically during the payment, with 

the exception of cheques, as well as to all charges connected directly or indirectly with payment 

transactions, including charges related to the contract and with the exception of charges for 

currency conversion. Indirect charges can then include charges for issuing a standing payment 

order or charges for utilizing a payment card or a debit card or a credit card, which should be 

the same for the domestic and cross-border payment transaction within the Community80. 

Regulation1 also recommended (unlike Regulation No. 2560/2001) utilization of IBAN and 

BIC during cross-border transfers. „In this respect, it is necessary to support standardization, 

                                                           
 

 

79 The Kingdom of Sweden and the Republic of Romania voluntarily supported (in accordance with the relevant 

regulation) the observance of the same principle in the area of price policy as in countries with domestic payment 

system in Euros. 
80 Pursuant to Art.6 Preamble of the European Parliament and Council´s (ES) Regulation No. 924/2009, on Cross-

border payments within the Community. Compare: „If it is acceptable, the provider of payment services provides 

the user of payment services with his international bank account number (IBAN) and his bank identification code (BIC“). 

The original version „With the effect as of 1 July 2003 the institution quotes on the bank statement of each client 

or in its Annex its IBAN and BIC“. The source of (ES) European Parliament and Council´s Regulation No. 

2560/2001, on Cross-border payments in Euros, art. 5 par. 3. 
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in particular if it involves the utilization of the international bank account number (IBAN) and 

the bank identification code (BIC). It is therefore suitable that the providers of payment services 

provide the users of payment services with IBAN and BIC related to the respective account“81. 

As a result we might deduce that the utilization of IBAN and BIC for the cross-border payment 

was not obligatory, however, the provider of payment services puts his user at risk of higher 

charges from the recipient´s provider of payment services who requests IBAN and BIC for 

the automatized processing82. The reason for this situation can be found in the relation 

of Directive on Payment services on the internal market and Regulation 1. The directive 

extended the scope of provided payment services in selected areas for new entities, e.g. 

payment institutions or providers of small-scope payment services. These entities, however, 

cannot be direct participants of payment systems with irrevocability of charging, which is why 

they cannot become SWIFT members. It implies that they cannot be allocated BIC. If 

Regulation 1 prescribed the utilization of BIC and IBAN, it would deny the very idea  

of Directive in terms of the payment system to create a competitive environment with 

the objective to improve the payment services. Nevertheless, the situation partially revised 

the publication of another regulation, specifically by the European Parliament and Council´s 

(EU) Regulation No. 260/2012 dated 14 March 2012, which determines technical and 

commercial requirements for payments and collections in Euros and which amends (ES) 

Regulation No. 924/2009 (see below). 

Regulation 1 in detail focuses on the explanation of utilizing the collection form of payments 

even as part of cross-border payment systems. At present, the existing domestic collection 

systems use different business models. In order to launch a facile collection system, it was 

essential to implement a joint business model and to ensure higher legal certainty if it involves 

multilateral bank-to-bank charges. In terms of cross-border collections, it was possible to 

achieve this by specifying the maximum amount of the multilateral bank-to-bank charge for 

one transaction for a temporary period. The parties of the multilateral agreement, however, 

would be allowed to set a lower amount or to come to agreement on a zero multilateral bank-

to-bank charge. For domestic collections, it was possible to use the same domestic bank-to-

bank charges or other approved bank-to-bank payments between the providers of payment 

services of the recipient and the payer which existed at the domestic level prior to the date on 

which Regulation 1 came into force and became effective.   

In order to accomplish the collection transaction, the payer´s account has to be accessible. In 

order to promote successful implementation of collections, it was most important that all 

payers´ accounts were accessible as in case of the existing domestic collections. If the payer´s 

account in the collection system is not accessible, the payer (debtor) and the recipient (creditor) 

                                                           
 

 

81 European Parliament and Council´s (ES) Regulation No. 924/2009, on Cross-border payments within 

 the Community, par. 9 of Preamble. 
82 For more information about this topic, Schlossberger O.: IBAN and BIC utilization with cross-border 

transfers, Banking No. 10/2010. 
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will not be able to use new opportunities, which present themselves, in terms of collection 

payments. 

That is especially important if the recipient suggests the collection in the form of multiple 

payment orders (e.g. monthly or quarterly payments for the electric power or other bills). 

Regulation 1 also states that if the accessibility was not obligatory for the provider of payer´s 

payment services, the effectiveness of collection will not be complete and the competition at 

the all-European level might be thus limited. Given the particularities of the collection between 

the users of payment services, however, this provision should be effective only in the basic 

collection system between consumers and micro enterprises, not in the collection system as part 

of the so-called business model (collection payments between corporate bodies or others than 

micro enterprises). The obligatory accessibility, however, also includes the right of the provider 

of payer´s payment services to reject collection transaction in compliance with the rules 

of the collection system, e.g. for non-acceptance, refusal or return of transactions. Moreover, 

the obligation of accessibility should not apply to the providers of payment services, who were 

allowed to provide and perform collection transactions, however, who do not carry out these 

functions commercially. 

European Parliament and Council´s (EU) Regulation No. 260/2012 dated 14 March 2012, 

setting technical and commercial requirements for payments and collections in Euro and 

amending (ES) Regulation No. 924/2009 (hereinafter referred to as „Regulation 2“). 

Even though Regulation 1 mentions SEPA project (Single Euro Payment Area) only marginally 

and as regards its significance of its support of the collection-like payment, Regulation 2 

anticipates its reference and calls for its direct support. The preamble explicitly says: 

„Due to the implementation of open joint payment norms, rules and procedures and through 

integrated processing of payments SEPA should provide the citizens and enterprises 

of the Union with safe, price-competitive, user-helpful and reliable payment services in Euros. 

This should apply to SEPA payments effected in the member states or across their borders, 

under the same conditions and with the same rights and obligations regardless their status 

in the Union“83. 

This provision of the generally binding legal regulation of the European Union openly regulates 

the civil-law project of commercial entities providing cross-border as well as domestic payment 

services provided in the member states of the Eurozone, or in EEA countries. Regulation 2 

states in its article 5 that „The self-regulatory efforts of the European banking sector through 

SEPA initiative are not sufficient to accomplish uniform transition to the all-union scheme for 

payments and collections both on the side of the supply and on the side of demand.“ For that 

reason, EU proceeded to the direct support of SEPA project, i.e. to the regulation of not only 

                                                           
 

 

83 European Parliament and Council´s (EU) Regulation No. 260/2012, which stipulates technical and commercial 

requirements for payments and collections in Euro and amends Regulation (EU) 924/2009, of Preamble, par. 1. 
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SEPA transactions as part of the project and the subjects that voluntarily joined the project, but 

also of all cross-border transfers in Euro and possibly all other cross-border transfers. 

Therefore, this Regulation 2 was called the so-called „end-date“ – regulation setting the end 

date for implementing SEPA transactions in the form of collections and payments (SEPA direct 

debit and SEPA credit transfer). Regulation 2 did not revise the third basic product of SEPA 

project which effected the operations by payment cards. 

Regulation 2 amended the accessibility for collections defined by Regulation 1, accessibility 

also for payments and stressed the accessibility for collections. Furthermore, it defined the so-

called interoperability. We can simply describe it as a duty so that the payment schemes 

utilized by the providers of payment services with a view to effecting payments and collections 

follow the principle saying that the rules of these schemes are equal both for domestic and 

cross-border payments and collections within the Union. 

As mentioned before, Regulation 2 specified the end dates for the uniform implementation 

of payments and collections of the domestic and cross-border payment system for the Eurozone 

countries as at 1 February 2014. However, due to the unreadiness of some states, it was possible 

to postpone this date, which was set in the additional Regulation of the European Parliament 

and Council (EU) No. 248/2014, which amends (EU) Regulation No. 260/2012, as regards 

the transition to payments and collections effected within the whole Union. This date was set 

as at 1 August 2014 and it applied to uniform data formats of defined schemes for payments 

and collections of relevant Eurozone states. 

The provisions of art. 16, par. 2 may be considered interesting as they indicate that the providers 

of payment services who offer payment services denominated in Euro and are situated 

in a member state whose currency is not Euro, such as the Czech Republic, have to (if they offer 

payment services denominated in Euro) observe accessibility, as of 31 October 2016 at 

the latest. It basically means that as at this date all entities providing payment services in Euro 

have to able to credit the payment even from the cross-border in Euro in favour of their clients 

and to respond to the collection payment on SEPA basis (e.g. even to refuse the collection if it 

is not the client´s wish). Within the specified date, it is possible to apply voluntary access to 

SEPA products on the basis of the Joining Agreement. Based on the same article, par. 8, 

however, providers of payment services situated in a member state whose currency is not Euro, 

and users of payment services utilizing the payment service in such a state must observe 

requirements set for the interoperability and the rules of Regulation 2 related to payments and 

collections incl. observance of the appendage of payment orders which is included in the annex 

of this regulation. 

To get a better view, Table 1 shows a number of entities that offer SEPA payments and SEPA 

collections in its two basic forms, and for the whole EEA, of which then a number of entities 

currently offering those products. Since the effect of the above-mentioned dates, all other 

providers of payment services have to (with a few exceptions if they provide limited services) 

observe both accessibility and interoperability. The number of entities might thus change 

upwards, for SEPA products will become obligatory for all providers.   
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Table 1: 

Product Total number of providers 

in EEA 

Of which total number 

of providers in the Czech 

Republic 

SEPA payment 4,521 14 

SEPA collection – core 

system 

3,776 4 

SEPA collection – B2B 

system 

3,349 2 

Source: EPC as at 15 April 2015 available on http://epc.cbnet.info/content/adherence_database 

2 National regulation of payment services 

The main source of the national law is Act No. 284/2009 Coll., on the System of Payment 

(hereinafter referred to as ZPS).This act was not the first in the history of the legal regulations 

of the payment system in the Czech Republic. As part of the preparation of the Czech Republic 

joining the EU, an act which historically for the first time fully amended the area of payment 

system and accounting became effective in January.84
 

ZPS defines selected terms in the area of payment system and modifies basic legal relations 

between the so-called providers of payment services and their users. ZPS, in compliance with 

the communitarian law, allows (upon obtaining the permission from the regulator 

of the financial market of the Czech Republic, which is the Czech National Bank (hereinafter 

referred to as „ČNB“) obtaining a licence to do business in the area of providing payment 

services or issuing electronic payment means. 

„The directive introduces a new category of non-bank providers of payment services – payment 

institutions which are subject to certain regulatory and supervisory requirements“.85
 

ZPS is divided into a public-law part which specifies the conditions for obtaining the licence to 

do business as a provider of payment services unless the licence was obtained in another way 

in compliance with other legal regulations86. In this part of ZPS, new entities appear that may 

provide payment services. ZPS also amends the legal status of the payment system, conditions 

for its functioning and other essentials for obtaining the licence to provide payment services 

consisting in running the payment (accounting) system. 

                                                           
 

 

84 It referred to Act No. 124/2002 Coll., on Transfers of financial means, electronic means of payment and systems 

of payment. 
85 Explanatory report to the draft act on the system of payment, MF ČR, p. 65. 
86 E.g. with banks pursuant to Act No. 21/1992 Coll., Act on Banks, as amended or Act No. 87/1995 Coll., on 

Savings and Credit cooperative societies, as amended. 
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Civil-law regulation then focuses on the conditions of providing the payment services stressing 

the rights and obligations of the providers towards their users. After ZPS became effective, 

a new term was introduced in the payment system, which is the category “payment account”. 

Introduction of term “payment account” lays legal foundation for payment services to be 

provided by other entities than banks or savings or credit cooperative societies. Category 

Current account was always regarded as deposit account with money at sight within the Czech 

law. Following special legal regulations87 in relation to the former version of § 708 Act No. 

513/1991 Coll., Commercial Code, it was possible to deduce that only banks and savings and 

credit cooperative societies were allowed to provide payment services tied to the current 

account which is considered a deposit account. Other providers of payment services then set up 

a payment account for their clients. The financial means put into it are then not considered 

deposit88. After Act No. 89/2012 Coll., Civil Code, became effective, term „current 

account“ can be considered a name of a product containing the information about the payment 

account. 

ZPS publication called for changes in a number of legal regulations. As a result, in connection 

with the effect of ZPS, Act No. 285/2009 Coll. was published which amended some acts 

in connection with the acceptance of Act on the System of Payment which amended other 22 

first regulations which somehow directly or indirectly affect payment services. As for other 

legal regulations that used to relate or still relate to the area of payment services, we may point 

out: 

 Act No. 99/1963 Coll., Code of Civil Procedure, as amended 

o relation to the claim from the compulsory account in favour of the authorized 

account (enforcement of judgements and execution to the current or payment 

account), 

 Act No. 21/1992 Coll., on Bank, as amended 

o amends the options for banks to provide the payment system and accept deposits 

 Act No. 6/1993 Coll., on the Czech National Bank, as amended, 

o amends among others supervision over providing payment services and services 

of the payment system, 

 Act No. 87/1995 Coll., on Savings and Credit cooperative societies, as amended 

o amends the options for savings and credit cooperative societies to provide 

the payment system and accept deposits, 

 Act No. 229/2002 Coll., on Financial Arbitrator, as amended, 

o Protection of users of payment services based on the application of extrajudicial 

settlement of disputes, 

                                                           
 

 

87 E.g. Act No. 21/1992 Coll., on Banks, as amended, § 1 par. 1 in relation to part. 2 letter a) or Act No. 87/1995 

Coll., on Savings and Credit cooperative societies, as amended, § 3 par. 1 letter a). 
88 Act No. 284/2009 Coll., on the System of Payment, § 19. 
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 Act No. 253/2008 Coll., on the Prevention of legalization of proceeds of criminal 

activity and terrorist financing, as amended,   

o Prevention of efforts of legalization of proceeds of criminal activity (the so-

called money laundering) and terrorist financing through payment services and 

its instruments; it characterizes duties, the so-called identifications. 

Payment services, bank-to-bank payment system and related issues are further modified by 

a number of implementary legal regulations. We may add that the areas of payment services 

and the payment system and its instruments are lively areas. The regulation is constantly 

refined, which is why there are frequent amendments to valid legal regulations. 

3 Anticipated changes in the regulation of payment services 

In 2014, the European Parliament adopted European Parliament and Council´s Directive 

2014/92/EU on Comparability of charges related to payment accounts, change of the payment 

account and access to payment accounts with basic elements (hereinafter referred to as 

Directive), the transposition of which in national legal orders will substantially affect several 

areas. 

The broadest concept of the Directive is to ensure availability of basic payment services for 

users, enhanced transparency of information provided during payment services and a chance to 

compare them. Another main goal of the Directive shall be to promote the formation 

of a uniform market and its smooth functioning so that the users could benefit from it89. 

Chapter I of the Directive defines the subject, sphere of activity and related definitions that are 

basically a follow-up to the previous European legal foundation and they are not at odds. 

Chapter II introduced the duty for the providers of payment services to present some 

information related to the way of providing payment services by standardized way, which 

should result in higher transparency and easier comparability of this information across 

the whole market. This Chapter also introduces the duty of member states to ensure free access 

to internet sites comparing the charges for providing selected payment services. 

Chapter III of the Directive then amends the duties of providers of payment services and 

the procedure during providing the service of account change which is to help the users change 

their account more easily, both in case of the change within the scope of the same provider 

of payment services and among different providers of payment services reciprocally.    

                                                           
 

 

89 Consultation material concerning the Transposition of Directive on the basic payment account (PAD-The 

Payment Accounts Directive) – Public consultation (22 January 2015 – 28 February 2015), p. 2. 
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Chapter IV of the Directive contains legal regulations concerning the right to access 

the payment account with basic elements. Following this right, users will be entitled to open 

and use the basic payment account with any provider of payment services. 

The account with basic elements should offer following services: 

a) services allowing all operations that are requested for opening, managing and cancelling 

the payment account; 

b) services allowing money deposit into the payment account; 

c) services allowing in the Union cash withdrawal from the payment account at the counter or 

from a cash-point that can be used even after opening hours of the credit institution;   

d) effecting these payment transactions in the Union: 

 collections; 

 payment transactions effected by payment card, including on-line payments; 

 payments, including standing orders filled in at terminals, if available, and at counters 

and in the system of internet banking of the respective credit institution. 

Credit institutions should offer services specified under letter a) to d) in a scope in which these 

services have already been offered to the users who have a payment account which is different 

than the payment account with basic elements90. 

The implementation of the directive will not be easy, for on the one hand it allows a number 

of possible solutions, on the other hand, however, these solutions need not be optimal especially 

for the providers of payment services or for their regulator or the supervision authority. Their 

more detailed analysis, however, exceeds the limits of this paper. 

Conclusion  

The submitted paper dealt with descriptive analysis of the regulation of payment services 

effected by the EU through directives that are implemented in the national legal orders 

of the member states, as well as through regulations. The analysis focused on the effect of three 

regulations which have to be applied by each country of EEA, no matter whether it is a member 

of the Eurozone or not. In particular, the effect of European Parliament and Council´s (EU) 

Regulation No. 260/2012 defining technical and commercial requirements for payments and 

collections in Euro and amending (ES) Regulation No. 924/2009 has such an impact that it 

integrates in the whole EEA the way of providing payments and collections – two basic 

payment instruments – if they are going to be denominated in Euro, on the same technological 

platform. It practically means that the clients will not have to speculate whether they pay or are 

paid within one country of EEA in Euro or if the transaction will be directed into another EEA 

                                                           
 

 

90 EP and Council´s Regulation No. 2014/92/EU on Comparability of charges related to payment accounts, 

change of the payment account and access to payment accounts with basic elements, art. 17 – part. 
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country. The question is how the countries outside the Eurozone are going to provide payments 

and collections in any other currency than Euro. It is not easy to find the answer considering 

the interpretation of par. 8 art. 16. 

Anticipated changes mainly consisting in providing an account with basic elements to 

a relevant EU citizen of the respective country in the respective currency of the member state 

shall markedly interfere in the civil-law behaviour of the providers. At present, there are 

ongoing implementations and it is impossible to foresee what kind of the approach 

the regulatory body is going to take during the transposition. However, it is possible to claim 

that the harmonization of this directive shall substantially influence the way of providing 

payment services especially to the users. With the current efficiency of the above-mentioned 

regulations, however, on the one hand it may create higher than common possibilities for 

the citizen to access the account and selected payment services on the domestic and cross-

border market and on the other hand thanks to the standardization it may even more integrate 

the way of providing selected services, thus eliminating differences between the technological 

quality while they are being provided. The only criterion of the user´s decision might be 

the service price and the provider´s access to the client. 
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GLOBALIZATION PROCESSES IN THE 

CONTEMPORARY WORLD ECONOMY 
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Abstract 

The aim of the paper is to high-light and to evaluate the globalization processes in the 

contemporary world economy. In par.1, six globalization main features are specified. In par.2, 

the impact of the international organizations on the globalization process is highly appreciated; 

the significance of UNO organizations is stressed. In par.3, the manifold driving forces of 

globalization are dealt with. In par.4, the twofold dimension of globalization and the multi-level 

character of globalization are analysed. In par.5, the globalization fields and forms are 

compared and classified. The author concludes that the globalization can mean both potential 

profits and new chances, but on the other hand, it can cause serious threats and huge challenges. 

It is necessary to strengthen the multilateral cooperation between countries and their common 

efforts. First of all, a coordination of the global politics is needed, 
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Introduction 

The globalization can mean both potential profits and New chances, but on the other hand, it 

can cause serious threats and huge challenges. A direction of its developments and prevention 

from its negative results, depend on possibilities to influence this process by particular countries 

and groupings, including societies. It is obvious, that the present shape of the globalization 

bears injustice, increases inequalities and threats, so is must be corrected to a common favour. 

A question rises, if, facing the decrease of national countries influence on the global market 

mechanism and a lack of other power controlling the global market (what some recognize the 

real threat to democracy), steering the globalization in possible? An answer seems to be 

positive, however, strengthen of multilateral cooperation between countries and their common 

efforts to influence factors shaping this process, is necessary. First of all, a coordination of the 

global politics is needed, by creation institutions, which would deal with regulations of 

particular matters and setting norms, as well as controlling their obedience in the whole world 

scale, what would lead to increase of the rules clearance. And the taken standards must come 

from regulations and international agreements. It is important, first of all, in the financial 
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markets work. For sure, it is not possible to nivelate some negative of the globalization, but 

they can be weekend, thanks to common efforts. 

1 Definition and features of the globalization process 

Globalisation, a very famous and current issue, still has not seen the development of an 

unambiguous definition in the theory of international economics yet. It is usually defined as 

the higher, more advanced and complex stage of the process of the internationalisation 

of the economic activity. According to the specialistsin the field of international economic 

relations – globalisation is the most fundamental process of changes, which have taken place 

in the contemporary world. It is also defined as the next stage of internationalisation achieved 

as a result of trade liberalisation, opening up of national economies, intensification 

of competition on global scale and also the technological progress. The increasing mobility 

of goods, services and capital causes the escalationof competition on the global market and 

the appearance of the increasing number of competitors. 

Until the beginning of the twenty first century the definitionof globalisation was usually quoted 

using the work of A. Zorska, who presented the above-mentioned category in the study: 

“Towards globalisation” (“Ku globalizacji”). At that time, according to the author 

“globalisation was based upon the creation of multi-connections and reciprocal interactions 

of states and societies. It was also characterised by the wide (international) scope of these 

connections, by the intensification and broadening of the relations and creation of universal 

interdependences”91.  

At the beginning of the XXI century, according to A. Zorska, the approach towards 

globalisation has radically altered due to the changes which have been carried out on 

the enterprise level. As a result, the considerations have been broadened and shifted from 

the macro- to the mezzo- and microeconomic level. That is why the present concept 

of globalisation presented by A. Zorska is: “a long-term process of integration of the national 

economies, sectors, markets and companies due to the broadening and intensification of cross-

borders trade relations, institutional, co-operational and informational connections which lead 

to the creation of continuously stronger interdependences in the world economy”92. 

The main feature of globalisation is its multidimensional, multilevel and multi-plane character. 

The first feature is characterized by its presencein the economic, political and even cultural 

sphere and the integration of the activities of subjects on the international scale and on different 

levels of: economies, markets and enterprises, also describe this aspect of globalisation. The 

                                                           
 

 

91 A. Zorska: Ku globalizacji? Przemiany w korporacjach transnarodowych i w gospodarce światowej, Warszawa 

1998, p. 14. 
92 A. Zorska: Zmiany w procesie globalizacji a uczestnictwo krajów Europy Środkowej. Globalna gospodarka – 

lokalne społeczeństwa. Świat na progu XXI wieku. (ed.) J. Osiński. SGH Warszawa 2001, pp. 215-218. 
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merging of the economic subjects that are geographically and branch diversified takes place93. 

As a result the international interdependence can be observed. However, the development 

of many enterprises is closely associated with running of the economic activity abroad and, 

the cooperation can be based upon the dependence of the weaker partners from the dominant 

ones. But the multilevel nature of the process of globalisation is based upon the diversified 

level of the main economic spheres or different markets. Despite the fact that the world 

economy constitutes the highest level of the globalisation process, the course of that process on 

the level of enterprises, mainly on the level of trans-national corporations, is of the most 

significance, intensity and range. 

The discussed feature of globalisation is regarded to be the most rapid developing international 

process amongthe conducted economic activity. This process includes all the inhabited 

continents and most countries. At present, it has also shifted to the level of enterprises existing 

in different forms on markets with the biggest significance for their own strategies94. 

The multi-plane character is the third feature of globalisation. This phenomenon embraces 

the modern information and telecommunication technologies that ensure the creation 

of the world communication system, the rapid information flow, promotion of the consumption 

patterns, life style and culture patterns. 

The development and diffusion of the tele-information technologies contributed to 

the globalisation of the financial markets and to the spread of the international ownership 

of capital. The deregulations of the financial markets were made due to the capital surpluses 

that appeared on the financial markets in the 80s. As a result the increase in the international 

mobility of capital, higher number of mergers and acquisitions of enterprises was recorded. 

Following factors of the internationalisation and globalisation that could be distinguished on 

the level of the global economy: 

 development and liberalisation of international trade; 

 diffusion of patterns of the market economy; 

 foreign direct and portfolio investments, unification and liberalisation of the capital 

markets; 

 influence of the international organizations; 

 similarity of consumption patterns; 

 technological progress. 

                                                           
 

 

93 T. Sporek: Globalizacja jako uwarunkowanie działalności podmiotów ponadnarodowych. In: Zachowania 

podmiotów rynkowych w Polsce a proces integracji europejskiej. Proceedings of the conference. (ed.) U. 

Janeczek, Katowice 2001, pp. 59-61. 
94 See A. Zorska: Przemiany w korporacjach transnarodowych i gospodarce światowej, Warszawa 1998, p. 14. 
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2 The Impact of International organizations 

The international organisations have the significant impact on the process of globalisation.  The 

most important among them are as follows:95 

1. OECD – the Organisation for Economic Cooperation and Development. Its members are 

the 25 highest developed countries of the world.  

2. The International Monetary Fund and the World Bank are of a great significance for running 

of the international monetary system and through its activity – for the global economy. The 

basic aims of the IMF are to stabilise monetary policies of its member countries, to 

strengthen the multilateral payment system referring to current transactions, to remove 

restrictions on currencies. Supporting the development of the production resources of its 

member countries and the balanced increase in international trade, granting assistance to its 

members in order to balance their balance of payments are also the aims of the IMF’s 

activity. The World Bank supports the additional activity of the IMF in the field of long-

term programmes and its members are only those belonging to the IMF. The aim of the Bank 

is to promote the foreign private investments and to supplement them by its own resources, 

to guarantee the international loans in order to restore the permanent balance of payments 

and of the economies of its member countries. The World Bank also supports 

the investments in the underdeveloped countries in order to increase their attractiveness for 

investment of the private foreign capital.  

3. The World Trade Organisation (formerly GATT) influences the rules of the international 

trade policy because its members are the countries with the highest share in the world trade. 

The liberalisation of the international exchange through reducing discriminatory practices, 

which can be applied, and weakening of tariff and non tariff barriers in the access to 

the market of the member countries have taken place due to the negotiations 

within the GATT96. 

4. Specialised agencies of the United Nations: 

 United Nations Industrial Development Organisation (UNIDO), 

 International Labour Organisation (ILO), 

 United Nations Development Programme (UNDP), 

 United Nations Conference on Trade and Development (UNCTAD). 

                                                           
 

 

95 T. Sporek, Procesy otwierania polskiej gospodarki na początku XXI wieku, Akademia Ekonomiczna w 

Katowicach, Katowice 2009, s. 13-32. 
96 A. Budnikowski: Międzynarodowe stosunki gospodarcze. PWE, Warszawa 1996, pp. 37-39. 
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Facilitation of the exchange of experience and knowledge, dissemination of common practices 

in the fields of their activities and granting assistance to the underdeveloped countries are 

main tasks of these specialised agencies.   

The aim of regional trade associations is to boost the development of economic cooperation 

among entities acting in several, generally speaking, in neighbouring countries. Reduction 

of tariff and non-tariff barriers, unification of the rules and standards in different countries, 

elimination and simplification of formalities takes place in different countries. The 

governments also support these commonly implemented activities. The unification of technical, 

legal, social, fiscal and monetary conditions for economic activities in associated countries 

accelerates the internationalisation of enterprises not only in the economic sphere97. There are 

several, very important regional associations in the world. The most powerful is the European 

Union that with the EFTA countries form the European Economic Area. The other very 

important economic associations are: the North American Free Trade Agreement (NAFTA) 

including Canada, the USA and Mexico. There is MERCOSUR in the North America, then 

the Association of the South East Asian Nations (ASEAN) and the Central European Free 

Trade Agreement (CEFTA). They not only affect the development of the member countries but 

also create the conditions of exchange with third countries. The most powerful associations 

conclude the bilateral or multilateral international agreements ensuring the preferential access 

to their markets. Most agreements of this kind were concluded by the European Union. 

3  Driving Forces of globalization 

Both technical-economic paradigms: mass production and flexible specialisation – together 

with conversion of the economies to the latter (to the flexible specialisation) are nowadays 

of particular importance to the development of globalisation98. System of mass production, 

well known as a fordism, was developed as a first and prevailed until the 70s. The multi-set 

production and distribution of standard goods for wide users were the main features of this 

system. The process of production was characterised by the strong diversification of production 

operations and their sequencing together with vertically integrated organisation. One employed 

mainly workers with middle and low qualifications. Some parts of production were shifted to 

the other countries with really cheap and abundant labour, rich of natural resources, fuel and 

characterised by other favourably conditions. Initially there was the shift from developed 

countries to the developing ones. However, the global intensification of production 

delocalisation also within the underdeveloped countries has been recorded since the 70s. This 

has contributed to broadening of the process of globalisation. 

                                                           
 

 

97 Strategor: Zarządzanie firmą. Struktury. Decyzje. Tożsamość. PWE, Warszawa 1999, p. 183 and B. Jagiełło, 

A. Pochylczuk, K. Żukrowska: Unia Europejska jako aktor globalny. „Sprawy Międzynarodowe” 2001, No. 3, 

pp. 24–30. 
98 P. Dicken: Global Shift. The Internationalization of Economic Activity, Guilford Press, New York – London 

1992. 
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The flexible specialisation is associated with the introduction of new technologies which could 

be qualified according to five groups: information technologies (electronics, informatics, 

communication), biotechnology and the material, energetic and cosmic technologies. The 

modern means of transportation and connection enable the rapid communication between 

producers, suppliers, and consumers all over the world. It is of great significance for the trans-

national corporations because they can coordinate the activities of foreign branches efficiently 

thanks to the rapid flow and information processing. Companies often take decisions to pass 

technical information over and to train their personnel abroad because the flow of information 

is more rapid and cheaper than transportation of goods. This intensifies the process 

of internationalisation. The basic feature of this technical-economic system is its flexibility 

resulted from the possibility of programming of the equipment based upon the information 

technologies. It enables more rapid switch of the production for new parameters and for 

different kinds. Thus, the production of the wide range of goods and better adjustment to 

the users requirements are assured. Reduction of the scale of production and the increase of its 

variety without bearing any extra costs per unit are also possible99. The demand for the labour 

force decreases and the change of its character is simultaneously observed – employees of high, 

often multidisciplinary qualifications are required100. 

The global strategies of the companies are affected by the rules set by governments. The trade 

policy of the states can influence the activity of enterprise in a different way through: tariffs 

and quotas, non-tariff barriers, the export of subsidised goods, local regulations, rates 

of exchange, restrictions on the capital flow and on the ownership, technology. The state has 

both the positive and negative impact on globalisation. The access of foreign subjects to 

the particular sphere of economy can be limited by the state, which is eg observed in the global 

media market. In turn, the favourably trade policy increases the threat of entrance of foreign 

competitors and intensifies the competition between international companies. Thus, 

the companies can confront governments’ expectations that are in harmony or that are contrary 

to global strategies of enterprises. The conflict between their own requirements and the political 

pressure can arise. The solution depends on the negotiation position of companies that is 

determined by their share in market, possessing the key technology and by their significance 

in the domestic market. In this situation companies can either adjust to domestic conditions or 

insist to integrate in the region or in the world101.  

The state also shapes technical standards because their comparability enables the international 

expansion of product. These standards can be of protectionist character. Their comparability 

facilitates new competitors to achieve the appropriate scale of their activity, because 

the product can be immediately launched into many markets. 

                                                           
 

 

99 See A. Zorska: Ku globalizacji..., op. cit. p. 23 and the next.  
100 The knowledge of foreign languages, the ability to operate a computer and to work in a team, etc. are common 

standards.  
101 Strategor: Zarządzanie firmą... op. cit., p. 184. 
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The marketing regulations for the competition are also of the great significance and they can be 

affected by the state. When they are unified the competition increases because the competing 

companies can enter into every other markets. The legislation of state can eg. define which 

media are available for the particular category of products and what kinds of advertisements are 

acceptable. 

The globalisation potential of the sector can increase the presence of state companies, which 

are usually beneficiaries of subsidies and of many other instruments aimed at protecting 

the domestic market. On one hand, it facilitates this group of companies their expansion to 

foreign markets. But on the other hand, it is a stimulus that intensifies the competition, because 

other competitors have to develop the efficient method of competition. 

The existence of state clients has the opposite effect because they usually prefer domestic 

producers, what is an obstacle for the process of globalisation. 

The most important stimulus in this group is the exports and imports volume. The higher 

the level of trade turnover between the countries, the stronger are interdependences between 

competitors from different countries and the necessity for the application of the global strategy 

is increasing. 

The interdependencies between countries are increased due to the global activity of enterprises. 

The production can be located in one country and the share of exporting goods in the market 

of other states has a significant influence on the company’s situation in the country in which 

the production is situated. This necessitates the management of the competitive positions in all 

countries. 

The global character of the competitors’ activities has an essential influence on the company’s 

behaviour. When they apply the global approach to the exploitation of the global potential 

of sector, the given company has to come up to its competitors, and even to make an effort to 

be better than them. The application of the global strategy puts the pressure both on the sector 

in question and on the whole process of globalisation. It intensifies the competition, because 

their geographical range is increased102. 

According to Porter, even if there is lack of factors in the environment leading to globalisation, 

the companies can initiate them through the strategic innovations which are as follows: 

 change of the product definition – when necessary differences between products 

allocated to particular countries are decreasing, the companies can redesigned products 

or change their concepts in order to make them acceptable in many markets. This was 

the case of the General Motors that made the “world car”.  

                                                           
 

 

102 See G. S. YIP: Strategia globalna. Światowa przewaga konkurencyjna.PWE, Warszawa 1996, p. 75 and 

the next. 
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 identification of market segments – even if there are necessary differences between 

products allocated to many countries, some segments of the market which are common 

for many countries can exist, usually they are not well served by the local companies or 

they are less affected by global barriers than the market as a whole. 

 reduced adaptation costs – differences in products between countries in question can be 

softened, provided that companies could invent some ways of cost - reduction 

in changes, which could be implemented in the primary product while adjusting to 

requirements of the local markets. 

 constructional changes – that lead to the more unified components and bring cost 

reductions in the supply on the global scale. They can also be connected with demand 

for new components brining some savings which could also bring about changes 

towards competition on global scale. 

 disintegration of the production – in some sectors the obligation to produce in place can 

be evaded by using the local assembly with maintenance of the centralised production 

of some or of all components. If the economies of scale result mainly from 

the production ofone product or some basic elements, centralisation of their production 

can strongly stimulate globalisation of competition. 

 elimination of resources limitations and their perception – entrance of new companies 

can reduce restrictions resulted from the global competition on the resource-basis, 

because new entrants, which have not participated in the competition before 

the globalisation of sector, can apply the new strategy from the beginning103. 

 

4  The main levels and approaches towards the process 

of globalisation 

There are two main approaches towards the process of globalisation: micro- and 

macroeconomic. In the microeconomic dimension these processes can be considered from 

the point of view of company that acts on international markets and is subject to 

the internationalisation104. Although it is a very important dimension in the contemporary 

world and the analysis of global activities should be taken into account, one cannot focus only 

on it. The issue of globalisation cannot be limited to the microeconomic dimension exclusively. 

Therefore the microeconomic dimension is of a great significance. In this microeconomic 

dimension globalisation processes can be considered from the point of view of national 

economy that looses its economic sovereignty in the present, interdependent and turbulent 

world. This is the reason why during analysing one should take into account the more and more 

complex relations on the national and international levels. One should take into account that 

                                                           
 

 

103 M.E. Porter: Strategia konkurencji. PWE, Warszawa 1999, pp. 282-284. 
104 J. Rymarczyk: Internacjonalizacja przedsiębiorstwa. PWE Warszawa 1996, pp. 27-28. 
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many phenomena from the macroeconomic perspective have their roots in the microeconomic 

dimension defining the particular determinants of global activities105. 

The globalisation process is complex which can be proved, among other things, by 

the complexity of reciprocal relations between the internationalized environment 

(the microeconomic dimension) and subjects operating on international markets 

(the microeconomic dimension). The two-way character of these relations is their main feature, 

which is observed as the influence of the international environment on the market behaviour 

of enterprises. The new phenomenon is their influence and the shape the environment, due to 

the activity of big corporations – dominating the global branches106. 

According to the Lisbon Group – the new “global world” being established in the process 

of globalisation means that everything that we will have in the future will be “made 

in the world”. The origin of globalisation is in the same time the end to the national system, 

though in the development until now – the national level dominated and the national state was 

regarded to be the basic form of organization of societies. The national identity was 

the criterion which unambiguous defined the existence and personality of the particular units 

(including companies) and all groups of the society. The national economy was regarded to be 

the only coherent and integrated form of the economy. Each process was defined in relation to 

the national level as the narrow (inter-country, sub-national) and wide (international, supra-

national). The “national” aspect remains to be the one level of reference for discussions, but it 

is not the strategic point for many essential issues in the field of scientific development, 

technological innovation and socio-economic growth. The intensification and increasing 

significance of globalisation processes breaks one of fundamental pillars of the nation state – 

the national market107.  The national sphere is being replaced (as the most strategic economic 

sphere) by the developing global sphere, and it requires the introduction of global thinking108.  

The range of integration and adaptation of activities can define basic levels of globalisation 

processes. The following levels can be identified from this point of view, namely: national 

(domestic), trans-national (regional), global level (worldwide). 

On the national level the scope of activity refers to the inside of the country, but results of this 

activity are of the global character and importance. The trans-national level is characterised 

by the scope of international activity and multinational range which is focused on the particular 

geographical area of overstate significance, but effects of this activity achieve the global 

                                                           
 

 

105 M. Osadnik: Instytucjonalizacja działania w procesach globalizacji – wprowadzenie do problematyki 

badawczej. (In:) Instytucjonalizacja aktywności ekonomicznej w gospodarce światowej w układach narodowym, 

regionalnym i globalnym. (ed.) E. Okoń – Horodyńska. Akademia Ekonomiczna w Katowicach, Katowice 1998, 

pp. 15-16. 
106 P. Pietrasieński: Globalizacja a zagrożenia dla rozwoju gospodarki światowej – cz. 1. „Marketing i Rynek” 

2001, No. 1, p. 2. 
107 Grupa Lizbońska: Granice konkurencji, Warszawa 1996, pp. 51-53. 
108 M. R. Czinkota, I. A. Ronkainen, J. J. Tarrant: The global marketing imperative. NTC Business Books, 

Lincolnwood 1995, p. 5. 
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dimension. The global level in turn, is characterised by the multinational and international 

activity of the worldwide range (at least multiregional and multi-continental) having the global 

character and significance109. 

5 Forms and fields of Globalization 

The globalisation of economy and society is the modern phenomenon which adopts different 

forms. Some of them will disappear in several years; others in turn will loose their significance 

soon. The national factors, in the long run, constantly influence shapes and forms 

of globalisation; they change the national economies and particular societies. There is no one 

model of globalisation and that is why the generally acceptable concept of this process has not 

been developed yet. The determinants of the process of globalisation are displayed in different 

fields while using different concepts110. The following fields of globalisation can be 

distinguished, which are at the same time, the main problems among trends of management 

of the future world:  

 globalisation of finances referring to the global capital and money flow, transferring 

of ownership; 

 market globalisation and strategies, in particular competition; 

 globalisation of technology, knowledge, research and development; 

 globalisation of consumption leading towards convergence of patterns of life and 

consumption models on the global scale, universality of the consciousness and culture; 

 globalisation of governance and legal regulations referring to the convergence 

of governance methods and legal regulations on the global scale; 

 globalisation as the political unification of the world; 

 globalisation of perception and consciousness111. 

The table 1 summarises the present concepts and current processes of globalisation. None 

of these concepts expresses in the paradigmatic way the essence and features of globalisation. 

What’s more, it is even not possible to define these fields on a generalised level, and more 

useful (at the present knowledge) may be their operational definition in the empirical context 

for the aims and needs defined by detail research. 

                                                           
 

 

109 T. Sporek, The Dimension and Features Globalization in the Economy and Politics and the Contemporary 

Word, w: European and Complex Security Issues, ed. K. Żukrowska, Instytut Wiedzy, Warszawa 2005, s. 288-

298.  
110 A. Bednarski: Pułapy i pułapki globalizacji. Towarzystwo Naukowe Organizacji i Kierownictwa Dom 

Organizatora, Toruń 1998, p. 90–92. 
111 Grupa Lizbońska: Granice konkurencji... op. cit., p. 48. 
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Table 1: The globalisation concept 

Category Main elements 

1. Globalisation of finances and 

of the capital ownership 

Deregulation of financial markets, international capital 

mobility, increasing number of mergers and acquisitions. 

Globalisation of stockholders is in the first stage.   

2. Globalisation of markets and 

strategies 

Integration of economic activity on the world scale, 

establishment of integrated activities in other countries 

(including R&D and financing), global search for 

components, strategic alliances. 

3. Globalisation of technologies 

and R&D  

Technology is the basic enzyme, development 

of the information technologies and telecommunication 

enables development of the global net within the same 

company and between different companies. 

Globalisation as a process of universalities of “toyotism” 

(rationalisation of the production costs). 

4. Globalisation of patterns 

of life and patterns 

of consumption, globalisation 

of culture 

Transfer and transplantation of dominating patterns of life. 

Equalisation of patterns of consumption. The role of media. 

Transformation culture into the culture “nourishment” and 

“cultural product”. Application of GATT’s rules 

in transmitting cultural models.  

5. Globalisation of governance 

and legal regulations 

Decreased role of national governments and their 

parliaments. Attempts to create acts of new generation and 

institutions of global governance.   

6. Globalisation as political 

unification of the world 

Analysis of integration of world societies in the global and 

economic system conducted by states, this system will be 

leaded by the leading force. 

7. Globalisation of perception 

and consciousness.  

Social-cultural processes focus on the “Single Earth”. The 

“globalisation” movement. Citizens of the world.    

Source: Grupa Lizbońska: Granice konkurencji..., op. cit., p. 49 

Many new attempts to define the process of globalisation and to systematize all 

the phenomena that it includes are taken while developing the process of globalisation. There 

is a wide and rich literature, foreign and domestic, devoted to the issue of globalisation, 

however it is scattered. It has resulted mainly from different concepts of globalisation, which is 

not unambiguous, and from the possibility of analysing this issue from many perspectives. 

The definitions and approaches towards globalisation can be divided into four essential 

approaches: mega-, macro-, mezzo- and micro. 

The rules of international economic system and its evolution into the real global economy are 

set and modified by bilateral, multilateral negotiations and by concluded agreements between 
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regions, nations, branches of industry and enterprises112. Moreover, the identification of these 

approaches results directly from the new classification of the economy being established while 

the process of globalisation has been intensified. The discussed categories and the main  

features of globalisation in the seven dimensions are proofs that this process has the main and 

dominant role both in the processes of integration and internationalisation and in the foreign 

and security policy. 

Conclusion 

The globalization can mean both potential profits and new chances, but on the other hand, it 

can cause serious threats and huge challenges. A direction of its developments and prevention 

from its negative results, depend on possibilities to influence this process by particular countries 

and groupings, including societies. It is obvious, that the present shape of the globalization 

bears injustice, increases inequalities and threats, so is must be corrected to a common favour. 

A question rises, if, facing the decrease of national countries influence on the global market 

mechanism and a lack of other power controlling the global market (what some recognize 

the real threat to democracy), steering the globalization in possible? An answer seems to be 

positive, however, strengthen of multilateral cooperation between countries and their common 

efforts to influence factors shaping this process, is necessary. First of all, a coordination 

of the global politics is needed, by creation institutions, which would deal with regulations 

of particular matters and setting norms, as well as controlling their obedience in the whole 

world scale, what would lead to increase of the rules clearance. And the taken standards must 

come from regulations and international agreements. It is important, first of all, in the financial 

markets work. Some negative effects of globalization cannot be removed, but – thanks to 

common efforts – it is possible toreduce them.,  
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ANALYSIS OF DEVELOPMENT OF SELECTED 

INDICATORS OF MAJOR BANKS IN THE CZECH 

REPUBLIC 

JAROSLAV TICHÝ  

Abstract 

The so-called systematically important banks play a major role for the stability of financial 

system in the Czech Republic. The aim of this paper is to compare selected indicators 

of the three largest banks. These are Česká spořitelna, a.s., Československá obchodní banka, 

a.s. and Komerční banka, a.s. Stability of these financial institutions will also affect the future 

development of banking sector. A default of any of these banks may have fatal impact on 

the stability of the entire financial system. As part of the research conducted by Vysoká 

škola finanční a správní, o.p.s. (University of Finance and Administration), potential risks 

related to the results of these banks were indentified. In line with the identification of these risk, 

a basic analysis was made to verify whether or not the development of the selected indicators 

indicates a deterioration of the situation and increased risk for banking sector, with the result 

being a set of data that are primarily presented and discussed in this paper. In general, it can be 

said that the analysis and identified development trends of the selected indicators do not 

confirm major risks for the system stability. 

Keywords 

banking sector, financial system, year-on-year development, risk 

JEL Classification  

G21, G28 

Introduction 

Česká spořitelna, a.s. (ČS), Československá obchodní banka, a.s. (ČSOB) and Komerční banka, 

a.s. (KB) play a major role for the stability of the banking sector in the Czech Republic. From 

the point-of-view of the banking sector of the Czech Republic, these financial institution can 

be classified as the so-called systematically important institutions.  

The financial crisis reiterated the existence of major risks involved in the operation of large, 

complex and interconnected financial institutions (the so-called Systematically Important 

Financial Institutions – SIFI1) and insufficient regulatory framework and supervision over these 

institutions [5, 7].  

The external economic environment and risk management generated by these external 

influences is crucial for the stability of each of the banks. Central banks monitor selected 

indicators that may indicate that a relevant institution is at risk. The selected indicators reflect 
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the size of banks, their interconnectedness, the lack of readily available substitutes or financial 

institution infrastructure for the services they provide, their global (cross-jurisdictional) activity 

and their complexity [1]. 

In addition, treatment of the risk related to the behaviour of individual banks is also an 

important factor.  

The research of Vysoká škola finanční a správní, o.p.s., shows that financial institutions 

in the Czech Republic may be under increased risks. Specific university research (Ref No. 

7472) of Vysoká škola finanční a správní, o.p.s., conducted in 2012-2014 was aimed at 

the verification of risk factors in the banking sector. It was confirmed that potential behaviour 

is related to procyclical behaviour of financial institutions. The history repeats itself. It can also 

be seen from the experience from the financial crisis following 2008. Even here we can identify 

the fundamental problem that financial institutions may underestimate both the external and 

internal risks. We can mention e.g. the quotation: In good times, financial institutions and 

clients may start to underestimate risks connected with their economic decisions, or they may 

even be exposed to strong inputs in the environment of increased competition and to expand 

the scope of assumed risk [3]. 

The problem above is dealt with by many other studies that are presented in publications and 

reports of selected institutions – International Monetary Fund (IMF), Bank for International 

Settlements (BIS), European Central Bank (ECB) and also the Czech National Bank to name 

a few. Based on the study of publicly available information and consultations made it can be 

said that there is a vigilant control over potential risks by the Czech National Bank in the Czech 

Republic. The introduction of BASEL III rules, implementation of own measures 

in the regulatory area, conducting stress tests and application of anticyclical measures give 

a rise to very good assumption that risk-involving behaviour is identified and eliminated 

in timely manner.  

Despite macro-precautionary policy of the Czech National Bank and repeatedly validated 

stability of financial sector in the Czech Republic it must be said that the past research shows 

a potential existence of increased risks taken by individual banks. Factors of revenues, 

competition and distribution have influence over potential risk increase. The factors above are 

significantly reflected in the development of selected indicators that may identify potential 

risks arising from activities of banks.  

The paper goes on to describe the analysis of these indicators. The applied indicators were 

identified or derived from the analysis of information disclosed in annual reports of the three 

major banks in the Czech Republic. Annual reports from 2010 to 2014 were also used. 

Additional information was obtained from presentations of economic results of these banks. By 

analysing the information above a general overview of the development for the period from 

2010 to 2014 was obtained. The period before 2010 was not subject to the analysis. It can be 

noted that the said period was strongly affected by the then current financial crisis. With a view 

to the analysis performed, the development before 2010 has no significant meaning for 

the analysis of the current state. 
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1 Analysis of the Development of Each of the Banks 

A weak bank is one whose liquidity or solvency is impaired or will soon be impaired unless 

there is a major improvement in its financial resources, risk profile, business model, risk 

management systems and controls, and/or quality of governance and management [2]. For 

the said reason, the analysis was aimed at checks of the development of selected indicators 

of major banks in the Czech Republic. These are the following indicators: net operating 

revenues, operating costs, gross operating profit, costs of risk, shareholder net profit, loans 

provide to clients, client deposits, numbers of clients, capital adequacy ratio, interest income, 

income from fees and commissions, loan-deposit ratio indicators and operating cost/operating 

revenues. The research presented in the paper worked with a hypothesis that it can be derived 

from the analyses of the development of said indicators whether or not the bank activities 

generate increase risks. At the same time, the aim was to identify potential risks that may 

significantly put the stability of the relevant financial institution and the financial sector 

of the Czech Republic as a whole at risk. In the analysis, the processed data were obtained from 

annual reports and interim management reports of each bank. The crucial part of information 

was gathered from reports that are presented under IFRS international standards in each 

of the bank (International Financial Reporting Standards also referred to as IFRS are a set 

of standards issued by the International Accounting Standards Committee). 

1.1 Česká spořitelna, a.s.  

Česká spořitelna is the largest bank and one of the most important financial institutions 

in the Czech Republic. This bank has had a historically strongest position in retail banking. In 

2000, Česká spořitelna became part of ERSTE GROUP bank group. Other financial companies 

with significant market share – buildings savings bank, pension insurance companies, 

investment company, factoring company, leasing company etc. are also part of Česká 

spořitelna group. 

Table 1 shows the output from the analysis of the development of the selected indicators. It 

follows from the collected and derived data that the bank has consistently posted a drop 

in operating revenues and gross operating income since 2010. Despite the trend, the net 

disposable income for shareholders, except for the most successful year of 2012, has remained 

at high and relatively stable level (over CZK 15 billion). Also the development of the operating 

costs to operating revenue ratio can also be seen as stable. Following the drop of risk-related 

costs in 2010-2011, these costs have remained stable which gives a real indication that 

the performance with a positive impact to the bank stability will be maintained. The analysis 

also involved the checks of the development of loan and deposit volumes. In the last year, 

the loan-to-deposit ratio shows a moderate downturn with no significant impact to risks. It is 

surprising to see that despite the repeated drop in the number of clients Česká spořitelna posts 

higher revenues from fees and commissions. The interest income has been on steady decline 

since 2011. From the overall performance perspective, the said trend does not seem to bear 

risks. Following 2011, the capital adequacy ratio increased and is now at a relatively stable 

http://cs.wikipedia.org/w/index.php?title=Rada_pro_mezin%C3%A1rodn%C3%AD_%C3%BA%C4%8Detn%C3%AD_standardy&action=edit&redlink=1
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level. The results in the period under review were positively influenced by the fact that the bank 

did not own any bonds of countries affected by the economic crisis. 

Table 1: Development of selected parameters of Česká spořitelna, a.s. 

  2010 2011 2012 2013 2014 

Net operating revenues 45421 44073 43575 41609 41139 

Operating revenues 18677 18424 18259 18743 18234 

Gross operating profit 26744 25649 25316 22866 22905 

Risk-related costs 2.13 1.14 0.76 0.66 0.72 

Net shareholder profit 12052 13638 16612 15588 15071 
Loans provided to clients in CZK 

mil. 440852 465576 470859 489194 500039 

Client deposits in CZK mil.  661513 658016 688624 713977 671565 

Number of clients 5265 5202 5297 5258 5034 

Capital adequacy ratio  13.92 13.09 16.03 17.73 17.73 

Interest income 30360 31235 30589 27252 26673 
Revenues from fees and 

commissions 12167 12381 11768 11294 11306 

Loans/deposits % 69.5 73.5 66.8 67.3 73.5 

Operating costs/revenues % 41.1 41.8 41.9 45 44.3 
Source: Annual Reports 

1.2 Československá obchodní banka, a.s.  

Československá obchodní banka is one of the oldest and second largest bank in the Czech 

Republic. It has operated on the market since 1964 and originally, the bank was oriented at 

foreign and FX financial transactions. Since 1999 the bank has been part of KBC group. In 

2000, Československá obchodní banka took over Investiční a poštovní banka. The group also 

includes a building savings company, pension insurance company, investment company, 

insurance company, mortgage bank, factoring company, leasing company etc. 

Table 2 shows the output from the analysis of the development of the selected indicators. It 

follows from the collected and derived data that the bank posted lower net operating revenues 

and gross operating profit after 2012. However, the current year of 2012 shows increase in these 

indicators. The net disposable income is at stable level (over CZK 13 billion) in this bank. Also, 

the development of operating costs to operating revenue ratio can be seen as a positive one. In 

addition, the development of risk-related costs is very positive in the period under review which 

gives a real indication that the future performance with a positive impact to the bank stability 

will be sustained. The analysis also involved the checks of the development of loans and 

deposits. The trend of the loan-to-deposit ratio is stable. This does not indicate a significant 

negative trend. Československá obchodní banka has repeatedly posted a drop in the number 

of clients since 2011. Despite this decline, the bank achieved to increase year-on-year yield 

from fees and commissions since 2011. The interest income dropped in both 2012 and 2013. 

Now it appears to be stable. Capital adequacy ratio has been on increase since 2011. As part 

of the analysis of Československá obchodní banka, a.s. it must be said that a significant 
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correction for 2012 and 2013 related to methodology changes in relation to Českomoravská 

stavební spořitelna was identified in the overall results presented. 

Table 2: Development of selected parameters of Československá obchodní banka, a.s. 

  2010 2011 2012 2013 2014 

Net operating revenues 33014 33586 33009 31202 31443 

Operating costs 14516 15699 15331 14808 14981 

Gross operating profit 15338 12970 17276 15900 16178 

Risk-related costs 

0 

75 0.36 0.31 0.25 0.18 

Net shareholder profit 13471 11172 15291 13658 13604 

Loans provide to clients in CZK 

mil.  399471 449291 418990 475543 506635 

Client deposits in CZK mil.  596079 611569 548985 591619 599143 

Number of clients 3078 3096 3054 2947 2908 

Capital adequacy ratio  16,5 13,6 14,4 15,3 16,4 

Interest income 24275 24808 24970 22651 22875 

Revenues from fees and 

commissions 5440 5368 5505 5608 5979 

Loans/deposits % 68.5 72.7 75.2 75.9 76.4 

Operating costs /revenues % 44.7 45.6 46.4 47.5 47.6 

Source: Annual Reports  

1.3 Komerční banka, a.s.  

Komerční banka, a.s. is one of the largest banks in the Czech Republic. It has been active on 

the market since 1990 after its detachment from Státní banka československá (State Bank 

of Czechoslovakia). For this reason it has had a historically strong position in serving firms and 

businesses. Since 2001, it has been part of Société Générale group. 

Table 3 shows the output from the analysis of the selected indicators. It follows from 

the collected and derived data that the bank posted a drop in net operating revenues and gross 

operating income after 2012. With the exception of the extraordinary year of 2011, the net 

disposable income of the bank has remained at stable level (over CZK 12 billion). Also 

the development of operating cost to operating revenues ratio can be seen as positive. Since 

2012, the development of the risk-related costs has also been very positive which gives a real 

indication that the future performance with a positive impact to the bank stability will be 

maintained. The analysis involved checks of the development of loans and deposits. There is 

an increasing trend in the development of loans and deposits in the period under review. When 

other parameters, including the loan-to-deposit ratio, are taken into account, this does not 

indicate any risks of significant importance. The development of the number of clients is stable 

with Komerční bance, a.s. It was the only bank to increase the number of clients in 2014. In 

2014, despite the drop in interest rates the bank achieved to increase the interest income. It is 
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very likely that the drop in revenues from fees and commissions is related to marketing business 

policy oriented at the retention of the client portfolio and its activation. Capital-adequacy ratio 

has been on increase since 2011. As part of the analysis of Komerční banka, a.s. it must be said 

that a significant effect of revaluation of the foreign state debentures held resulting 

in the increase of risk-related costs and net profit was identified in the overall results presented 

in 2011. 

Table 3: Development of selected parameters of Komerční banka, a.s. 

  2010 2011 2012 2013 2014 

Net operating revenues 32386 32764 32664 30894 30677 

Operating costs 12666 13489 13489 13148 13034 

Gross operating income 19720 19275 19179 17746 17633 

Risk-related costs  0.46 1.75 0.41 0.37 0.26 

Net shareholder profit 13330 9475 13954 12528 12985 

Client loans 384593 434386 451547 473089 494706 

Client deposits 538051 560701 579067 649158 701867 

Number of clients 1590 1602 1602 1589 1626 

Capital adequacy ratio 15.27 14.61 14.66 15.81 16.42 

Interest income 21431 22190 21969 21207 21423 

Revenues from fees and 
commissions 7725 7305 6971 7077 6752 

Loans/deposits % 71.5 77.5 77.9 72.9 70.5 

Operating costs/revenues % 39.11 41.17 41.28 42.56 42.49 

Source: Annual Reports  

2 Comparison of Selected Parameters 

For the purposes of general perspective, the comparison of selected parameters reported for 

the three analysed financial institutions was made. Only significant parameters – development 

of capital adequacy ratio, development of risk-related costs and development of profit were 

chosen from the indicators. The said parameters were selected to indicate trends and verify 

the hypothesis of the anticipated stability of the reviewed banks. 

2.1 Development of Capital  Adequacy Ratio  

The indicator of capital-adequacy ratio (CAR) is one of the main ratio indicators describing 

risks in relation to the relevant financial institution. The data in Chart 1 are used to provide 

a general comparison of the banks and trends. All reviewed banks significantly exceed 

the minimum value of 8% set by the Czech National Bank decree. There is also an assumption 

that even the value determined by the application of BASEL III rules will be fulfilled. 
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Chart 1: Development of Capital Adequacy Ratio from 2010 to 2014 

Source: Own processing of annual reports data 

Overall, it can be said that all reviewed banks show similar trend and gradual capital increase. 

Therefore, we may assume that the situation described above reflects the response 

of the relevant institutions to the application of the announced regulatory measures and at 

the same time the application of the new BASEL III rules. The drop in the risk-related costs 

identified during the analysis should also have a positive impact to the said parameters. 

2.2 Development of Loans 

The development of loans is another indicator describing the activities of the selected banks. 

The analysis of the said area may identify procyclical behaviour of financial institutions. An 

extensive growth of loan-related activities may at the same time indicate risks resulting 

in financial instability [4]. To assess the identified trends and development more precisely, 

other current macro-economic quantities must be taken into account. It can be said that 

in the event of a corresponding growth of real income of households and increase of economic 

performance of businesses even with a significant increase in the volume of the loans provided 

may not pose dramatic risks. A potential risk can also be identified as part of the analysis 

of the development of real estate prices [6]. Neither this area indicates significant risks. 

Chart 2 shows the development of the volume of loans provided by the selected systematically 

important banks. This does not confirm a dramatic increase of the loans provided. The analysis 

of the performance of the three largest banks confirms that the increase is mostly generated 

in the area of mortgage loans, with the mortgage loan sector being a typical field where 

the procyclical behaviour of financial institutions is most apparent. However, an independent 

research conducted in this area does not confirm significant systemic risk. Also the Czech 

National Bank intensively monitors the said field. Currently, recommendation to eliminate 

the risks are given in relation to the parameters of the provided mortgage loans 

within the meaning of the equity-to-loan ratio and the value of mortgaged property. 
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Chart 2: Development of loans from 2010 to 2014 

Source: Own processing of annual report data  

2.3 Development of Risk-Related Costs  

Monitoring of the development of risk-related costs is another ratio indicator that can be 

applied to identify risks. The data in Chart 3. are used to provide general comparison. From 

the overall perspective, it can be said that the situation with risk-related costs is very good 

in each of the three banks. Moreover, following the resolution of historic problems after 

the economic crisis the situation is stable. In addition, the risk-related costs were on steady 

decline in Československá obchodní banka and Komerční banka, a.s. in 2014. 

Chart 3: Development of risk-related costs from 2010 to 2014 

Source: Own processing of annual reports data 

2.4 Shareholder Profit Development  

The development of shareholder profit is the last evaluated indicator. The data in Chart 4 are 

used to provide general comparison. From the long-term perspective, each of the banks 

generate high yield to their owners. On the other hand, the year 2011 confirmed the use 

of the generated revenues to stabilize the risk both in Komerční banka, a.s. and Československá 

obchodní banka, a.s. The indicator was included in the analysis to provide an indicative 

overview of economic results and verification of the assumption of further sustainability 

of financial stability. The analysis of other indicators and publicly available information did not 
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identify major problems that may significantly affect the achieved economic results and 

stability of these banks in the short run. 

Chart 4: Development of shareholder profit from 2010 to 2014 

Source: Own processing of annual reports data 

Conclusion 

The paper provides a general overview of the performance of the three largest banks 

in the Czech Republic from 2010 to 2014. The paper aimed to describe basic analysis 

of the selected indicators with a view to the stability of these institutions that may indicate 

potential problems of significant importance. From the perspective of the evaluated banks, as 

systematically important institution, a default of each of these banks may seriously affect 

the stability of the financial system in the Czech Republic as a whole. 

To a large extent, the preparation of the analyses was influenced by the fact that 

the presentation of the selected indicators is different with each bank. Some parameters are 

presented directly. Some must be calculated using the presentation of economic results. From 

the processors perspective, it can be said that part of important data are not presented in a well-

arranged manner. Also, the form of presentation in individual years is different thus impairing 

a potential comparison of the development. On the other hand, information having a positive 

character is presented in a clear and understandable manner. In some cases, less positive 

information is presented with no emphasis and often in context with other, usually positive, 

information. With regard to the analyses performed, annual reports of Komerční banka, a.s., 

and reports of Československá obchodní banka were joy to work with. Reports of Česká 

spořitelna, a.s. were less instrumental. However, it must be said that this is a subjective opinion 

based on the purpose of the analysis and evaluation by a single person.  

Overall, it can be said that the analysis performed did not identify significant risk for 

the banking sector in the Czech Republic. Comparison of the selected indicators, trends and 

performance achieved does not indicate any significant risks in the short run. Also 

the development of capital adequacy ratio can be regarded as very good. At the same time, 

the stability of indicators of the development of the risk-related costs can also be seen very 

positively. The development in the area of loans and shareholder profit can be deemed as 

acceptable, with no significant effect to risks in the financial sector. 
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However, the presented outputs must be seen only as a analytical base for further analyses. 

A more detailed risk assessment related to lending activities of the relevant financial 

institutions can be recommended for further review. This area is commented on only generally 

in the sense of the development of the selected indicators in the publicly available information 

and annual reports. In most cases, there is no detail for each of the areas, product types or 

segments. It is these areas where a hidden risk with potential future impact to the results of each 

bank lies. For instance, the area of mortgage loans is important for its very dynamic 

development and relation to the systemic risk. The area of application of BASEL III rules is 

another area, which should be dealt with in more detail. This area is mostly commented on only 

with regard to the capital adequacy ratio parameter. 
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KEY TRENDS OF INTERMEDIATION IN FINANCIAL 

SERVICES DISTRIBUTION 

MARTIN VÍCHA  

Abstract 

The contribution is focused on identification of the key expected trends of intermediation 

in financial services distribution area in Czech Republic. It explores the worldwide customer, 

product management and business model drivers that are incorporated in common regulatory 

framework and together influence the financial intermediation and distribution process. It uses 

relevant industry studies, available information sources and practical experience. 

The main aggregated findings are described in chapter 4. The main regulatory challenges are 

that financial services distribution strongly needs to develop the conditions of an offering, 

intermediation and providing of financial services and financial advice within the one entire act 

on the distribution of financial services and the financial market and to unify the regulation 

across all the financial market sub-sectors to mitigate the existing space for cross-sector 

regulatory arbitrage. 

Keywords 

distribution process, financial intermediation, regulation, key trends 

JEL classification  

E21, E29 

Introduction 

Financial service (financial product) shall mean main or ancillary investment services provided 

by the supplier in accordance with the Act on Capital Markets, and any product provided 

in accordance with the Banking Act, the Construction Savings Act, the Act on Credit Unions, 

the Act on Investment companies and investment funds, the Payments Act or the Insurance Act. 

Financial services cover three areas – i.e. sub-sectors: investment services (including services 

of the collective investments), banking services and insurance products [23]. 

The distribution process in financial intermediation sector shall mean a regulated form 

of organization of providing a financial product or service by provider of such products or 

services available to the end customer through authorized entities and distribution means while 

promoting their interests by all participants in the process of providing in a measurable time, 

in a definable quality and at an affordable price [24]. 
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1 Theoretical background 

The study SCHLETENS B., WENSVEEN D. [17] is one of the information sources which 

summarizes more scientific articles and theoretical literature in the field of financial 

intermediation and their expected trends. According to this study the base of modern financial 

theory lies within the perfect neoclassical model in 3 basic pillars: optimality, arbitrage and 

equilibrium (also called as Arrow-Debreu’s world). 

The study identifies following important aspects within the modern theory of financial 

intermediation: information asymmetry, transaction cost and regulatory factors. It tries to find 

the response on the answer why do we look for banks and other financial intermediaries. 

It is very interesting that this study comes with ICT revolution concept and the modern 

technologies in financial intermediation process and with direct sales forms without usage 

of financial intermediaries in the extend defined by the neoclassical approach. 

According to the study the transaction costs completely do not disappear but they will have 

another form especially in terms of costs necessary for customer data collection, data mining, 

classification and following processing. Information innovations will have big role for decrease 

of transaction costs and increasing impact on product development and risk management.  

New types of the financial intermediaries will enter into the process within the value 

chain of financial intermediation. They will initiate development of new kinds of the financial 

products and services that are not created neither on side of the providers, nor on side 

of the investors (i.e. customers). 

The role of financial intermediation is shifted from the area of fulfilment of the classical 

functions (e.g. payment services, transformation of assets, risk management, processing 

of information, monitoring of customers) into new dimensions as it is for example completion 

of financial service by examining of customer’s needs and preferences (where financial 

intermediary plays active role with „translation“ of customer’s needs into the particular 

financial service/product). On the other hand increasing role of the financial intermediaries will 

generate the demand on their regulation due to value chain principle and increasing 

requirements for the providers in terms of sound risk management. 

The study also proposes the building blocks of the new theory of financial intermediation (so 

called amended theory) and compares it with modern theory. The amended theory is focusing 

on dynamic market development, product innovations and new role of the financial 

intermediaries as main drivers. It explains more deeply the value creation, customer orientation, 

risk management and risk / return valuation rather than the transaction costs and information 

asymmetry only. 

We can see such a confirmation of above mentioned for example in the insurance industry. 

According to Report of contribution of insurance brokers to UK economy [22] the “insurance 

intermediaries reduce the information asymmetries between the purchasers and suppliers 

of insurance products. This is achieved by thoroughly understanding clients’ needs and their 
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industries; developing clients’ focused solutions with the best markets, prices and terms; 

delivering quality client service, and in the case of events going wrong, getting claims paid 

quickly. Through the consistent application of these behaviours, and ensuring that all clients 

are treated fairly and with integrity, insurance intermediaries play a crucial role 

in the functioning of the insurance markets and generate significant economic value added”. 

2 Drivers for regulation of distribution process and the key 

components of financial intermediation trends 

With the knowledge of the theoretical background we can say that dynamic development 

of intermediation will bring new products, new types of financial intermediaries and new types 

of distribution channels [17]. By virtue of a greater role of risk management the importance 

of the regulation and its "right" level will increase. 

Impulses for regulation of the distribution process stem from the very nature of the distribution 

process and thus formed along the entire value chain in the life cycle of the "production" 

of financial service, through its sale to customers to the ultimate customer’s experience that 

uses the service across all the sub-sectors of financial market. 

Therefore we can say that it makes sense to deal deeper with trends of supply and product 

development at the financial services providers (product trends), as well as all the stakeholders 

in the process of their distribution (distribution trends) as well as trends on the demand side at 

the end customer side (customer / business trends or drivers) together nestled in the regulatory 

environment and their trends. 

With reference to the information sources stated in the section References, which had been also 

integrated in OEDM-SERM 2013/2014 Conference as well, there are discussed from more 

perspectives the main findings of the expected trends within the chapters 3.1 to 3.4 and 

in chapter 4. 

Based on the observation the simplified overview as a big picture of the Czech financial market 

across all the described trends hereinafter, since ca 1995 year to the near future across all 

the sub-sectors can be displayed for illustration in the Figure 1. 
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Figure 1: Trends within regulatory framework in a timeline 

 

Source: VÍCHA, M.: Key Trends of Intermediation in Financial Services Distribution, 3rd OEDM-

SERM 2013/2014 

2.1 Key product management trends  

We can expect the following main trends in terms of the product development and provider’s 

side of the distribution process in coming years (see Table 1). 

Table 1: Product development trends 

Product 

development 

trends 

The business driver is shifted from intermediary towards to end-customer. 

The main role of providers is decreasing. The pressure on product 

innovations from intermediaries to providers is growing.  

Customers begin to buy financial products actively using the social 

media networks with assisstance of on-line tools and via the product 

parameters choice. Therefore the competition on side of providers in terms 

of product development and pricing policy is growing. 

The requirements on effectivness of the sales support and regulatory cost 

of providers are growing and more incorporated into the product pricing 

and innovation processess. 
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Progressive development of the FEL (front-end-load) investment and 

insurance products on side of providers and attenuation of the actuarial 

pricing principles. 

The changing environment in terms of growing quantity of the catastrophic 

events requires new financial products, increases the price level 

of insurance premium and changes the purchase behavior of end customers.  

The increasing role of the risk management within financial intermediation 

process is expected on side of providers and financial intermediaries as 

well.  

The gradual transformation of large amounts of unordered data into graded 

essential knowledge (creating practical knowledge databases) and the rising 

costs of data processing and data security are expected (BIG DATA).  

Source: VÍCHA, M.: Key Trends of Intermediation in Financial Services Distribution, 3rd OEDM-

SERM 2013/2014 

2.2 Key distribution trends 

We can expect the following main trends in terms of distribution channels development 

in coming years (see Table 2). 

Table 2: Distribution trends 

Distribution 

trends 
Development of new forms of distribution channels considering the ICT 

technologies and internet platform with impact on traditional business 

models and effectivness of ditribution process is expected. 

Increasing demands on gathering, storage and processing of data on side 

of intermediaries. 

Growing requirements on professionalism of financial intermediaries that 

are entering into the industry and on quality of their production (misseling 

sensitivity). 

Increase of the role of social media in distribution process. 

Higher risk of atomization of financial intermedition industry and 

consequent regulation reacting on these changes.  

Growth of business model combinations of F2F and D2C models with 

building of on-line tools on side of providers and intermediaries.  

Enforcement of the multi-distribution business model for providing and 

intermediation of financial products (omni-channel approach).  

Source: VÍCHA, M.: Key Trends of Intermediation in Financial Services Distribution, 3rd OEDM-

SERM 2013/2014 

2.3 Key customer and business trends  

We can expect the following main trends in terms of customer and business drivers in coming 

years (see Table 3). 
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Table 3: Customer trends 

Customer trends  Changing customer behaviour in purchasing decision making 

of financial products and services using the customer's confidence 

in a limited range of references obtained through social networks, 

with a business impact on traditional forms of distribution.  

Transition from the selling concept to the marketing concept, when 

the profit to be derived mainly given the customer satisfaction, not 

by the volume of sales only. 

Increasing number of products that are simple and easy to reach by 

the customer, increasing demand for such products by customers. 

Rising consumer protection supported by legislation, a lot 

of emphasis on the customer interest, easier procedures to make 

complaints by customers, potential increase of the complaints 

across the financial market sub-sectors. 

Source: VÍCHA, M.: Key Trends of Intermediation in Financial Services Distribution, 3rd OEDM-

SERM 2013/2014 

2.4 Key regulatory trends 

We can expect the following main regulatory trends in coming years (see Table 4). 

Table 4: Regulatory trends 

Regulatory 

trends 
Increasing demand for greater transparency, customer awareness and 

uncovering of pricing parameters of provided financial products. 

Increasing difficulty of selling the financial product consisting of a sub-

package of financial products, increasing pressure of regulation on 

the transparency of financial products design and structure. 

Increasing regulatory requirements on informing the customer about 

the structure of the remuneration of the intermediary in any form 

of business model and distribution channel. 

Efforts to reduce and regulate the self-consumer business models. 

Focus on solving of new "emerging risks' associated with the sector 

of social media and the sale of financial products through on-line channels 

and via D2C.  

Increased demands on the detection of the actual interests of the customer 

and to identify the needs of those interested in the financial product / 

service across all the financial market sub-sectors. 

Growing requirements to take responsibility by providers for the actions 

and quality of services provided by their tied intermediaries across all 

the financial market sub-sectors.  

Involvement of the Financial Arbiter in dealing with potential litigation 

between customers and providers / intermediaries and higher regulatory 

costs associated with the distribution process. 
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Transition from free access of the intermediaries to the financial industry 

through a limited entry to the expected heavily regulated entry across 

of financial sub-sectors. 

Source: VÍCHA, M.: Key Trends of Intermediation in Financial Services Distribution, 3rd OEDM-

SERM 2013/2014 

3 Aggregation of the trends and findings 

Currently is the offering, intermediation and providing of the financial services and financial 

advice (i.e. the distribution process) regulated completely differently in the various sub-sectors 

of the financial market. It means from relatively strict regulation of the distribution on 

the capital market to the unregulated area of distribution such as mortgage loans [14]. 

"The best intentions to protect our customers will inevitably increase the costs of providers, 

reducing the value to customers and suppress innovation." [11]. The same study shows that 

continuous regulatory burden is so "pushed" to the financial sector without due consideration 

of cost and business impact. Additional costs thus can be absorbed only in a manner that may 

affect the quality of service provided.  

As a forward-looking assessment of expected trends we can summarize the following crucial 

findings in the forthcoming years:  

1) Modern ICT technology will have an increasing and vital role in the distribution process, 

but distribution through F2F (face to face) model will still play a strong role, particularly 

for more complex financial services, where the role of intermediaries remains irreplaceable 

(advisors, however, in itself, will easily be replaceable), 

2) The role of the combination of term (risk) life insurance and individual investments into 

the mutual funds and similar funds will strengthen at the expense of relatively retreating 

unit-linked life insurance products with investment component, construction savings and 

pension funds will be on a continuous decline trend (mainly 2nd pillar), 

3) Providers and intermediaries will develop and support multi-distribution business models 

with a considerable expenditure of financial resources, regarding the growing “Big data” 

trend, 

4) Enter into the financial intermediation industry will be heavily regulated, while there will 

be united approach across all types of financial services and distribution channels, 

5) The customer's role in the innovation process will grow and the role of active demand for 

financial products that will not be sold, but will be purchased (mainly insurance products), 

will also increase, while increasing the financial literacy of customers, also through 

the development of ICT technologies, 

6) Complex products demanding on pricing and sale practice will become unsaleable and 

gradually disappear from the financial market, 
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7) Consumer protection with all the positive and negative consequences will be increasing 

with the impact of regulation to the effective operation of providers, it will increase the cost 

of regulation and the impact on the quality of the products. 

Conclusion 

Based on the above discussed trends we can conclude that in the Czech Republic we have two 

crucial long-term regulatory challenges that help to make stable regulatory framework and 

which we strongly need to embed into the practice:  

1) To develop the conditions of offering, intermediation and providing of financial services 

and financial advice (e.g. act on the distribution of financial services), where the goal 

of regulation is to enhance the professionalism of distributors, to increase transparency and 

clarity of the information obligations of the distributor to the customer, as well as to create 

conditions for the effective execution of supervision, the requirements to be applied 

uniformly to intermediaries, as well as for direct offering of financial services, and to 

mitigate the existing space for cross-sector regulatory arbitrage,  

2) To unify the entire regulation across the sub-sectors, currently via bringing the insurance 

industry standards and implementing new European regulation of mortgage products / 

intermediation close to investment services standards, respecting product differentiation 

in terms of particular product specifics. 
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USING A NONPARAMETRIC MODEL FOR 

THE VALUATION OF FINANCIAL OPTIONS 

JAN VLACHÝ  

Abstract 

Since publication of the Black-Scholes model in 1973, parametric models have become 

standard for valuing financial options, derived either as closed-end solutions of stochastic 

differential functions, or recursive numerical solutions of decision tree-based models. The early 

models were well substantiated by the efficient markets theory, but not validated by empirical 

observations. This has led to the development of more complex models, comprising e.g. 

stochastic volatility and jumps, which improve the fit to market data. Unfortunately, they are 

limited in terms of practical usability, and also missing an unequivocal inference from 

economic theory. This paper responds by introducing an alternative nonparametric model, 

whose merits include intuition and relative ease of use, and tests its performance on empirical 

data from the Warsaw Stock Exchange. 

Keywords 

financial derivatives, nonparametric simulation, Warsaw Stock Exchange 

JEL Classification 

C14, G13 

Introduction 

In modern times, two theoretical approaches have generally been used to value financial options 

(Black and Scholes, 1973, used both). The one (equilibrium-based models) assumes stochastic 

processes spanning the economy and estimates their parameters. The other (no-arbitrage based 

models) calibrates to a set of market prices in complete markets. Both are based on the premise 

that all market prices are correct, in other words, markets are efficient and therefore they cannot, 

by definition, suggest profit opportunities (Fama, 1970). However, their fundamental principles 

have always been disputed, both from the theoretical and empirical points of view (Campbell 

et al., 1997, Ch. 2; Vlachý, 2013). 

Early studies, interestingly including that by Black and Scholes (1972), found that the Black-

Scholes model (B-S) systematically biases the impacts of the strike price and the time to 

maturity on option prices. Latane and Rendleman (1976) have introduced the measure 

of implied volatility. Rubinstein (1994) documented the existence and development 

of the volatility smile and volatility skew. Shimko (1993) showed that implied distributions 

of S&P500 are negatively skewed and leptokurtic, refuting the lognormality assumption 

of Black and Scholes (1973). 
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Some researchers have tried to redress these weaknesses by incorporating stochastic volatility 

and jumps into parametric models. However, Das and Sundaram (1999) showed that these 

enhancements mitigated, but did not eliminate the smile. 

Besides, regardless of the existence of parametric models that do describe the actual behavior 

of markets more realistically than B-S (i.e. improve the data fit), they are not widely used by 

practitioners, who consider them impractical and revert to simple B-S, without need for 

fundamental theoretical substantiation, using it solely as a smoothing tool, calibrated by 

observed implied volatilities (Dumas et al., 1998; Bates, 2003; Berkowitz, 2010). 

Primarily these concerns have motivated various attempts to use nonparametrical models 

derived directly from empirical historical returns. These normally use interpolation and 

smoothing techniques such as kernel regression (Aït-Sahalia and Lo, 1998) or neural networks 

(Hutchinson et al., 1994). The essential argument against this class of models stems from 

the fact that they require vast amounts of market option price data for calibration, even as they 

do not constitute any general theory of option pricing. They are also overtly prone to overfitting 

and data-snooping (Campbell et al., 1997, pp. 523-524). 

Direct use of the discrete historical distribution function is much less common in literature and 

subsumes two distinct approaches. Stutzer (1996) and Alcock, Carmichael (2008), Haley, 

Walker (2010), as well as Alcock and Smith (2014) utilized the relative entropy principle 

(designated „canonical estimator“ by Stutzer) for predictive pricing based solely on historical 

returns. Chen and Palmon (2005), on the other hand, used the Capital Asset Pricing Model to 

derive the risk-adjusted discount rate, requiring long-term series of historical option price data. 

All available studies have relied on market prices from S&P 500 trading. 

The research presented herein follows up on that of Vlachý (2014, 2015), and it is generally 

innovative in two aspects. It uses empirical data from the Warsaw Stock Exchange for its 

analyses, focusing on a developing market with its of efficiency and completeness substantially 

lower than that of major international markets such as the NYSE (Strawiński and Ślepaczuk, 

2008; Kompa and Matuszewska-Janica, 2009; Potocki and Świst, 2012), while providing 

sufficient well-documented market information. It also uses a distribution-free model which 

does not derive from historical derivative prices, using just a single pair of current quotes for 

its calibration. This paper briefly introduces the model (for a more technical description refer 

to Vlachý, 2015), applies it on a particular recent trading day (April 24, 2015) and discusses 

the results. 

1 Statistical Analysis of the Market 

Ten years of daily returns (closing-price based) for the Warsaw Stock Exchange VIG20 Index, 

which constitutes the underlying asset, are used for further simulation. Table 1 details 

the distribution statistics for its historical returns over various holding periods from April 24, 

2005 through April 24, 2015. 

 



240 
 

Table 1: VIG20 spot market periodical returns distribution statistics 

 1-day 56-day 147-day 

Mean 0.000078 0.004535 0.005667 

Mean (Annualized) 1.97% 5.92% 2.73% 

Standard Deviation 0.015510 0.090073 0.155183 

St. Dev. (Annualized) 24.56% 50.16% 34.07% 

Skewness -0.294034 -1.142177 -0.939913 

Kurtosis 3.101087 3.653933 1.832108 

Jarque-Bera 36.32 579.65 490.79 

Source: WSE (2015), author’s calculations 

The measures demonstrate substantial deviations from normality, as well as differences 

in distribution characteristics over the holding periods (which refutes the conventional 

time-scaling functions). 

Table 2 summarizes implied market characteristics for traded derivative contracts (futures and 

plain-vanilla European call and put options) on the current trading day of the simulation (April 

24, 2015), namely the implied drifts  derived from the prices of futures and pairs of options 

(where available), and the implied volatilities of individual options. 

Table 2: VIG20 derivatives implied characteristics 

 56-day 147-day 234-day 

F -6.81% -5.50% -2.82% 
P-C2400 -5.52%   
P-C2500 -7.34%   
P-C2550 -7.17%   
P-C2600 -8.39%   

 call put call put call put 

1900    22.45%   

2000    19.40%   

2100  22.66%     

2300  20.40%    15.98% 

2350  18.26%  17.15%   

2450 18.94% 17.07%  15.64%  17.14% 

2500  16.60%     

2550 15.52% 16.07% 15.40%  14.76%  

2600 16.42% 17.02%     

2700 14.99% 17.48%     

2800   14.17%    

2900 15.85%      

3000 17.79%     15.94% 

Source: WSE (2015), author’s calculations 
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The values suggest major pricing inconsistencies when considered within the bounds 

of conventional parametric valuation models. While the short-term call options display 

a distinct volatility smile, the other series are skewed. Significant differences in futures- and 

option-based drift (available for 56-day settlements only) also expose deviations from put-call 

parity. This is an unambiguous market inefficiency, reflecting primarily on its low liquidity, 

combined with transaction costs and bid-offer spread. 

Furthermore, the market implies a normal backwardation characteristic (i.e. negative drift), 

contrary to more common observations of contango in stock markets. Refraining from 

a specific discussion on the topic, sufficiently researched by e.g. Zaremba (2011) or Lee (2013), 

this conduct typically signals overvalued markets. 

2 The Nonparametric Valuation Model 

The findings in Part 1 suggest that the observed market processes cannot be fully explained by 

equilibrium or arbitrage-free models, meriting the testing of a nonparametric model based on 

historical simulation. 

Its rationale can be described using the following intuitive reasoning: Investors assume that 

the distribution of returns generally follows that of historical returns over the time to expiry 

of the contract, with the sole exceptions of expected drift and volatility. Their ad-hoc 

projections are used to calibrate the distribution in the course of trading. 

Various methods can generally be used to obtain reasonable estimates of drift and volatility 

over the holding period, including econometric models, panel research, or the auctioning 

of derivatives. It also suffices to partially complete the market using either an existing price 

of a pair of call and put options, or a single option jointly with the futures price. In the current 

design, available pairs of most recent call and put options will be used for calibration. 

Figure 1 illustrates the transformation for 56-day contracts (kernel-smoothed distributions are 

used for this illustration, solely for better synopsis). 
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Figure 1: Model calibration (56-day returns) 

Source: author 

Whereas the transformed returns distribution used for subsequent option pricing retains higher-

degree moments of the original distribution (skewness 1* = 2 = -0.6114, kurtosis 2* = 2 = 

2.0451), its mean and standard deviation, respectively, attain values implied by the current 

derivative market (* = 0.9888 vs.  = 1.0089, * = 0.0661 vs.  = 0.0868). 

3 Testing the Model 

The transformed distributions of returns are used for the nonparametric simulations used for 

valuing call and put options. Table 3 compiles their results, comparing simulated option prices 

to realized as well as B-S model prices as of April 24, 2015. 

Table 3: Realized and calculated option prices 

56-day call put 

X realized B-S simulation realized B-S simulation 

2 100  391.92 392.42 2.05 0.40 3.03 

2 200  294.42 296.75 4.70 2.51 6.99 

2 300  202.88 204.27 11.10 10.59 14.13 

2 400 127.70 124.60 120.16 28.90 31.94 29.64 

2 450  92.76 85.34 44.70 49.91 44.62 

2 500 56.90 66.52 56.90 66.00 73.47 66.00 

2 550 40.00 45.85 35.17 99.00 102.62 94.08 

2 600 20.70 30.35 20.44 135.20 136.93 129.16 

2 800 1.95 3.85 2.12  309.68 310.08 

2 900 0.99 1.08 0.52  406.52 408.11 

147-day call put 

X realized B-S simulation realized B-S simulation 

1 900  558.70 566.33 4.09 0.27 3.57 

0,7 0,8 0,9 1,0 1,1 1,2 1,3r 

Original (historical) 

distribution of returns 

Distribution of 

returns after 

transformation 
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2 000  460.75 471.64 5.00 1.33 7.89 

2 300  195.57 208.68 41.00 33.18 41.96 

2 400  129.62 134.66 66.95 66.24 66.95 

2 500 79.00 79.75 79.00  115.38 110.30 

2 700 18.50 23.95 23.51  257.60 252.83 

Source: WSE (2015), author’s calculations 

The calibration prices for simulations are highlighted in italics (i.e. realized and simulated 

prices for the particular contract have to be equal by definition). B-S prices are calculated using 

implied at-the-money volatilities and the Black (1976) formula with futures-implied drift. 

Conclusions 

In terms of its general characteristics, the proposed model compares as following: Contrary to 

most parametric models, it accounts for the volatility smile/smirk, autocorrelations and other 

empirically observed features of the market. Contrary to any parametric model, it does not make 

particular economic assumptions, such as that of efficient or complete markets, only put-call 

parity, which is a positive feature, differentiating it from most non-parametric models. Also, 

compared to more sophisticated parametric and most non-parametric models, it is 

straightforward to interpret, implement and use. 

The specific results of this simulation suggest that the model outperforms B-S in actual option 

price predictions with most out-of-the money options, which B-S usually tends to undervalue. 

Exceptionally, trades were executed at prices closer to B-S valuation, which is probably due to 

actual usage of B-S as the preferred smoothing instrument by traders at low market liquidity, 

otherwise, they would probably be exposed to put-call parity-based arbitrage (notably the 56-

day put at 2 600 zloty and the 56-day put-call pair at 2 550 zloty). 

Pursuant to further research and testing, the proposed model can be considered an attractive 

alternative to existing option-pricing models in cases where a representative historical dataset 

of underlying asset prices is available, while the derivative market is new, incomplete or 

illiquid. It also offers interesting application opportunities for particular real-option valuation 

problems. 
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SOCIAL AND SALES MODELS OF PENSION SAVINGS 

AND INSURANCE 

JAROSLAV VOSTATEK  

Abstract 

In the latest decades there emerged tens of pension savings and insurance concepts. Our paper 

tries to classify them. Due to the fact that the “public choice” decides the introduction of any 

of these concepts, we analyze them primarily from the view of the general social models 

(welfare regimes). We continue then with the analysis of the sales / provision models 

of the pension insurance and savings which leads to a more detailed classification 

of the pension savings and insurance concepts. We conclude that life insurance sales model is 

not suitable for efficient pension savings; Czech pension pillars need substantial reforms.  

Keywords 

social models, pension savings, occupational schemes, sales models, annuity markets, soft 

compulsion 

JEL Classification  

H55, G22, I38 

Introduction 

We distinguish liberal, conservative, and social-democratic social models (welfare regimes) as 

defined by Esping-Andersen (1990). The pension model range is to be completed with 

a neoliberal social model that has evolved from the 1980s.  

The paper’s aim is to analyze sales / provision models of the pension savings / insurance and 

their ties to the mentioned social models. These analyses have been motivated by the discussion 

on the “second” pension pillar in Czechia that has disclosed fundamental differences between 

the proposed private pension savings concepts. Current discussions on the third pension pillar 

in our country have disclosed key differences within the pillar in its existing form. Our 

ambition is to make at least some contribution to the given pillars’ reform in Czechia. 

1 Social models of pension insurance and savings 

The modern liberal social model comprises universal or means-tested public pensions and 

supplements to them, all non-contributory and tax-financed. Other pension pillars were formed 

in liberal countries; however, they cannot be considered a part of the modern liberal social 

model. 



247 
 

The conservative model is another important social model that includes a range of models for 

individual social groups. The social stratification is fundamentally reflected in these models – 

as well as in different methods of funding. Civil servants were the first social group, which 

received privileged pensions, non-contributory and tax-financed, without employees’ 

contributions. Today, 13 (of 25) OECD countries feature separate pension systems for civil 

servants (Whitehouse, 2014). The most significant conservative pension model is 

the segmented social pension insurance. Its origination is associated with the Bismarckian blue-

collar pension insurance, effective from 1891. Conservative policy was also applied in respect 

of elite employees within the private sector, with different constructions and much higher 

benefits, and other social groups or even individual professions. The segmentation may reflect 

the specifics of individual professions. Conservative pension models include also occupational 

and personal pensions, applying one of the tax policy approaches, according to which pension 

savings contributions should be deducted from an income tax base, with benefits being fully 

taxed. 

A social-democratic social model tends to be characterized by the dominance of universal 

benefits, including universal pensions with higher pension level in relation to average 

nationwide wage. The modern social-democratic policy largely focuses on the middle class, 

using universal social insurance. A key component of modern social-democratic pension 

schemes is also a robust solidary pillar – in contrast to the conservative pension model. Senior 

housing benefit tends to be an important supplement. Moreover, quasi-mandatory occupational 

pension schemes that cover more than 90% of employees play an important role 

in the respective countries. The social-democratic social model does not assume government 

support of the third pension pillar.  

The original neoliberal pension model comprises two characteristic pillars: private pension 

savings or insurance (with hard or soft compulsion) and some of the solidary pillar forms 

(universal pensions, means-tested pensions, or government guaranteed minimum pension from 

the private pillar). In practice, the generation of substantial (additional) public debts during 

the privatization of public pension schemes led to the “diversified” neoliberal pension model, 

which consists of two earnings-related pillars, one being a public (mandatory) and the other one 

being private (soft or hard compulsion), and of a solidary pillar. Voluntary private pension 

savings or insurance represents another pension pillar in all modern pension models. 

2 Sales models of pension insurance and savings 

Each pension social model is associated with a different mix of the public and private pensions 

as well as different forms of products, with different costs and margins of pension institutions.  

The costs of public pension institutions roughly amount to 1% of the sum of expenditure on 

pensions and on their administration. In case this pension pillar is funded, the costs of funds’ 

administration should also be taken into account. The most convenient solution is to invest 

in government bonds, as is the case of the basic public pension system in US – asset 

management costs are negligible; however, the government bond yields are very low. Pension 

funds may also be invested in financial markets – either directly by the public insurance 
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company (Swedish NDC scheme) or by private financial institutions based on a tender (e.g. 

TSP in US or NEST in UK). The average fees for NDC funds in Sweden were 0.2% of assets 

in 2013 (Ehnsson, 2014).  

Pension insurance is one of the life insurance branches. The standard private life insurance sales 

model is associated with a wide product portfolio, which are difficult to navigate for clients. 

The sale of most life insurance plans requires qualified, broad-spectrum consulting, the sales 

force networks, remunerated through commissions. This provides ground for mis-selling with 

a view to get commission at virtually any price. There were extensive mis-selling campaigns 

in UK in the 1980s and 1990s, especially when the Cabinet of Thatcher motivated employees 

of opt-out of occupational schemes into personal pensions. In our country – the client “re-

coverage” is a widely known mis-selling practice; it consists in the fact that an adviser 

convinces clients to withdraw from an older life insurance policy and take out new, allegedly 

more beneficial life insurance policy. Similarly important is clients’ inertia – e.g. decision-

making processes on annuitization of savings in UK. This leads to high concentration of the life 

insurance market and high margins of life insurance companies. This has actually led to a recent 

ban on the provision of commissions by insurance companies in UK. Moreover, there have 

been long-term efforts aimed at standardizing basic life insurance products in UK so that clients 

can effectively compare them. The life insurance sales model is not suited to support mass 

pension insurance. Competition generally proves an ineffective instrument to control costs. UK 

now relies more on caps than competition to keep charges in check (Casey, Whiteside, 2014).  

Occupational pensions, in their initial and basic form, are managed by foundations or trust funds 

in the interest of employees. Employers act as sponsors. This does not rule out employees’ 

contributions, which may actually be a precondition to employers’ contributions; these schemes 

also use auto-enrolment etc. Defined benefit pensions were typical, fully-funded, similarly as 

original social pension insurance schemes. This was in fact a collective pension insurance 

managed by a nonprofit institution. Occupational schemes exist in different sizes and – also for 

this reason – they tend to use outsourcing: for asset investments and standard fund 

administration, generating potential conflict of interest with administrators and investors. The 

standard occupational pension provision model does not need sales force. In some countries it 

became significantly consolidated in the form of nationwide schemes resembling social 

insurance (e.g. in Finland), while in Switzerland and Australia, occupational pensions simply 

became mandatory. In the course of the process, there were significant product changes in most 

countries. In defined benefit (DB) occupational schemes, the key portion of the financial risk is 

borne by employers, whereas employers “only” make contributions in defined contribution 

(DC) occupational schemes – and investments risks are borne by clients. In case the critical risk 

is borne by clients, it is systemically logical that they should be able to choose a pension fund, 

in which “their” pension savings are invested: collective pension schemes have thus been 

transforming into individual retirement accounts, which represent personal pension savings, an 

entirely different provision model. 

The major involvement of private financial institutions within existing occupational pensions 

considerably modifies these schemes and consequently the given country’s entire pension 

system. In UK, many fundamental reformatory changes were adopted, with a view to increase 
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transparency, lower administrative and other costs; occupational pensions have been 

transforming into “workplace pensions” – with soft compulsion (auto-enrolment), low-cost 

national pension company NEST (competing with private companies as well as occupational 

funds), and annulment of the annuitization obligation. The reason was also mis-selling on 

the part of dealers. Basic services should newly be provided by employers, including the use 

of a default fund and the possibility to use NEST. Products should be simple – the system is 

reduced to pension savings The government decided to eliminate all annuity-related problems 

through a point-blank liberal measure: by introducing “freedom and choice in pensions” – while 

annulling the annuitization obligation for DC pension pots, from April 2015. The mandatory 

pension savings model, without mandatory annuitization, has a significantly lower quality – it 

does not cover the longevity risk. A globally known solution to the problem is an establishment 

of a national pension insurance institution – as is the case in Sweden. Workplace pensions 

represent a solution in the area of provision of occupational pensions on the basis of soft 

compulsion – however, it is already a different model. Several soft compulsion methods are 

used: opt-out, auto-enrolment and matching contributions, including government contributions. 

Under the neoliberal social model, with soft compulsion pensions pillar, no one (e.g. poor 

individuals) could make excuses that they “have” to take part in savings even though they do 

not have the money or simply do not want to do so, e.g. for ideological reasons. 

World Bank experts state that, in post-communist countries, the relatively high costs 

of the mandatory private systems are explained by the emphasis on individual selection, by 

provision of costly and misplaced guarantees and by an industrial organization of the pension 

fund industry that facilitates oligopoly behavior. Pension fund management companies 

in the region are typically hybrids between account management (record keeping) and portfolio 

management (asset management). Account management is a business with scale economies and 

therefore there is not much room for competition. Full separation between the asset 

management and account management businesses, with centralized account management and 

competition in portfolio management, is a way of introducing efficiency to both functions. 

Swedish blind accounts are efficient in lowering the barriers to potential entry of new 

competitors, which in turn helps reduce fees (Schwarz et al., 2014).  

The Czech system of the supplementary pension insurance, supplementary pension savings, 

and private life insurance meets the basic specific “parameters” of the neoliberal soft 

compulsion system: the number of participants exceeds the number of payers within the basic 

public “pension insurance”, with government support being intensively used. Therefore, it is 

actually a “second” pension pillar, whereas the key problem is the fragmentation and, 

consequently, considerable lack of concept of this second pillar. Instead of a single government 

support system or single pension savings tax treatment regime, as appropriate, we have several 

systems: one for supplementary pension insurance and supplementary pension savings with 

participants’ contributions, another one for private life insurance paid by insureds, and a third 

one for employers’ contributions under supplementary pension insurance, supplementary 

pension savings and private life insurance. This is an absurd system that must be united, 

disregarding the fact that we should follow a uniform concept of the entire pension system – 

select one of the social models and reform the government support system accordingly. The 
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basic alternative should be the elimination of any state support of the mentioned products. In 

case our voters or political parties, as appropriate, still wish to operate government subsidies 

of the mentioned financial products, it would be advisable to not only newly and uniformly 

formulate such state support, but to reduce it to a new simple, and basically uniform, pension 

savings product that would be beneficial for clients even without the state support. 

Voluntary private pension savings products cease to make separate sense under the existence 

of a hard or soft compulsion pension scheme, as they are reduced to mere increase of contributions 

of participants (or third parties – employers, for example) over the mandatory or basic extent. In 

other systems, the form and tax treatment of the voluntary private pension savings should 

correspond to the relevant social model. Private pension savings sales models should correspond to 

the social model selected in the given country. Significant deviations from these models result 

in high overhead costs that are financed by clients and government contributions. 

Conclusion 

The standard life insurance sales model offers fulfillment of all insurance needs of individuals 

and families, based on their individual needs. However, practical applications are associated 

with major problems in the form of market failures. This is most apparent in annuity markets. 

Government regulation could prove beneficial in this regard, e.g. in the form of ban on 

commissions provided by life insurance companies, government support reduced to simple and 

low-cost saving products, etc.; however, this leads to an entirely different sales model. 

Occupational pensions have gained ground in most Western countries. Under a standard 

occupational pension provision model, employers act as sponsors and guarantors of defined benefit 

pensions, managed by a board in the interest of employees. This provision model has been 

substantially modified in many countries by outsourcing investments and management to 

the private financial sector, converting to a defined contribution pension savings, and 

transformation to workplace pensions, with employers paying contributions and providing basic 

information to employees, who can opt for external pension savings providers. These 

transformations may ultimately lead to soft compulsion personal pensions, foreseen by 

the neoliberal social model. Intensive government regulation may also comprise a low-cost national 

pension company. 

The mandatory private pension savings sales model was constructed for the main pillar 

of the neoliberal pension model. Various soft compulsion methods prevailed in the practice 

of the relevant countries. This sales model also envisages further intensive government 

regulation, aimed at reducing otherwise high costs and margins of private pension companies.  

Voluntary private pension savings and insurance products without any government support 

comply with the liberal and the social-democratic social models. With regard to the existence 

of the life insurance sales model, only low-cost personal pension savings with government 

support have its own separate design significance for most wage earners, i.e. consequently a soft 

compulsion system. The Czech system of parallel existence of supplementary 
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pensioninsurance, supplementary pension savings, private life insurance is a chaotic and 

nontransparent soft compulsion system. 
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HEDGE FUNDS 

MIROSLAV ZETEK  

Abstract 

The history of hedge funds began at the end of 18th century in the Netherlands. Hedge funds 

gradually spread around the world and are currently regulated by law in various countries where 

we can observe some differences. But one thing has stayed the same – hedge funds are 

a combination of two components. The first part is the bond component, the second part 

consists of investment options. The greater part of the hedge funds resources is invested 

in bonds. Investments in the hedge funds are suitable for the conservative investors due to their 

investment structure, the evaluation of the funds is therefore not as high as investing in stocks. 

But on the other hand, even in the case of hedge funds there is much lower risk, because 

the probability of bond fund bankruptcy is very low. Despite the low probability such situation 

is possible, which is one of the reasons why the hedge funds activities are regulated in Czech 

Republic. The aim of this regulation in the term of investment company’s obligations, which is 

also discussed in this thesis, is to protect the investor. Another part of the thesis also includes 

historical development of the hedge funds on the European market and in the USA. 

Keywords 

mutual fund in Europe, mutual fund in USA, structure of mutual fund, option, bond, regulation 

of mutual fund 

JEL Classification  

G230 other private financial institutions; financial instruments; institutional investors 

Introduction 

Hedge funds are generated by combining of two components. The first component is the bond 

component, the second component is the options investment. The hedge funds investments are 

designed rather for conservative investors who are willing to undergo only minimal risk, most 

up to 90% of the total amount invested therefore consists of bonds investments. It actually 

cannot be in a different way, because the hedge funds guarantee the investor some rate of return 

(the return on hedge funds typically ranges from 90% to 100% of the amount invested, but 

sometimes the hedge funds guarantee repayment even of an amount above 100%). According 

to the risk level which investments in hedge funds bring it is essential that funds are invested 

in bonds, which bring a smaller profit, but are much less risky. Investments in options are much 

more risky (of course compared to the investments in bonds) and therefore their share in hedge 

funds is smaller. In the past there were often (and even today often are) fluctuations on the stock 

markets, while bonds (also compared with options) present lower risk, because there is "only" 

a risk of the bond default. The threat of a bond default may occur when a bond issuer does not 
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have sufficient capital to repay its debt. At this point it should be mentioned that a situation 

when there is a collapse of the bond fund, is very improbable. The collapse of the bond fund 

would have occurred only in the case when all the debtors suddenly disappeared or went 

bankrupt. If there was still a situation when the repayment of the debt principal with interest is 

threatened, it is very dangerous for a hedge fund, because the hedge fund is obliged to pay 90% 

to 100% or more of the invested amount to the investor. This means a reduction of the fund’s 

value for the investor. Although this reduction can be understood as an investor´s risk, 

the investor should be protected against this risk. To protect the investors in the Czech Republic 

(and also in the European Union), the area of investment, in this case specifically 

the area of investment funds, is regulated by law which is obligatory. The question is whether 

this legislative regulation is sufficient. The answer to this question is the aim of this thesis. 

Specifically, the aim of this thesis is to find out whether the regulation of the hedge funds is 

sufficient and if not, to develop a recommendation to improve the current situation. 

1 The Structure of a Hedge Fund 

As already mentioned in the introduction – hedge fund consists of bond investments and option 

investments. 

The bond can be characterized as a debt security which provides the capital to the issuer for 

a certain pre-defined period of time. The issuer (in this case the debtor) gives back to 

the creditor both the principal debt and the interest.113 

Option can be (from a European perspective) defined as a right, but not the obligation, to buy 

or sell an asset at a predetermined price at a predetermined time.114 

Based on the statements mentioned above, it is possible to understand a hedge fund as a type 

of a mutual fund, under which the investment company invests in bonds and options. The fund 

is always a time-bounded (there is a period of time during which the investor can enter into 

a fund, after this time it is no longer possible) and is set for a fixed due date. The due date is 

designed for a hedge fund to manage to "earn" the value guaranteed to the investors. Hedge 

fund may for example look like as presented in the following graph. 
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Picture 1: Possible structure of a hedge fund 

 

Source: author´s own work 

The picture stated above shows one of the possible structures of a hedge fund. In practice, 

of course, there are more possibilities in which the hedge fund can be formed. It is important to 

point out the fact that the guaranteed part, which hedge fund guarantees its investors to be paid, 

should be always covered by the bond yields. 

2 The Historical Development of Hedge Funds 

The second chapter of this thesis is divided into two subchapters dedicated to the historical 

development of hedge funds in the United States and in Europe. 

2.1 The Hedge Funds in  the USA 

Hedge funds in the United States have existed in its modern form (form that is similar to 

the current concept of a hedge fund) since 1928. This year is in the United States also associated 

with the public action of the Fund of Massachusetts investors. In 1929 there were 19 open funds 

in the USA which competed with almost 700 varieties of closed funds. 

The year 1929 is not mentioned in this chapter by accident. Right in this year there was 

the market collapse. This year is also known as The Great Collapse Year. Due to the events 

of 1929 the closed funds experienced huge losses, however small percentage of open funds 

have managed to survive which is interesting due to the big difference between the amount 

of the closed and open funds as mentioned above. 

In 1934 the first principles of securities trading were enacted and the Securities and Exchange 

Commission, also known as the abbreviation SEC, was established. In 1940 the law regulating 

the investment policy of companies was passed. In the following years the hedge funds 

prospered in the USA. But in 2003 and 2004 they were hit by a scandal in the United States 
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which resulted in the regulation of new laws.115 SEC and the prosecutors in New York and 

Massachusetts raised several allegations against large companies trading the hedge funds, 

namely Putnam Investments and, broker company Prudential Securities and several smaller 

investor companies. Both traders and their superiors of all the accused companies faced 

accusations of a criminal nature and committing civil fraud. The accusations against these 

entities resulted from a suspection of illegal transactions with shares of the hedge funds.116 The 

investor companies were then found guilty and had to pay big fines. Based on the events of 2003 

the hedge funds market regulation was made in the following year 2004 in the USA and its aim 

was to prevent future crises as these from 2003.117 

2.2 The Hedge Funds in  the European Union 

The historians are not sure about the origins of the hedge funds in Europe. However, some 

indications of a similar type of investment as the hedge fund were revealed in the late 18th 

century and the beginning of the 19th century. Specifically, in the Netherlands an 

idea of common property shared for investment purposes appeared in the 18th and 19th 

century. This idea was then also put into practice. Investing in this type of fund which has 

a given period of time for entering of the individual investors (so called the subscription period) 

has its roots also in the UK and France. It was right these countries where the trade of a type 

of investment similar to hedge fund began during the 19th century. As stated above, at this point 

of view the USA was left far behind compared to Europe.118 

3 The Hedge Funds Regulation in the Czech Republic 

An investment company that acts as a fund manager (see below) is regulated by law 

in the Czech Republic. All activities of an investment company must be therefore in accordance 

with the law, especially with the Act No. 240/2013 Coll., On Investment Companies and 

Investment Funds. As mentioned above – an investment company can be characterized as 

a management company. Management is defined by the law as a property management 

(property of an investment fund). The law covers also investing as a part of the management 

process which is conducted on behalf of this fund, and risk management which is inherently 

associated with investments (the level of risk depends on the type of investments, investments 

                                                           
 

 

115 LOTH, R. History of mutual fund.Investopedia.com. [online]. 2014 [cit. 2015-01-22]. Available at: 

http://www.nasdaq.com/article/3-european-mutual-funds-to-beat-the-gloom-mutual-fund-commentary-

cm431937 
116 KAY, J. US mutual fund industry hit by fraud scandal. World Socialist Web Site. [online]. 2003 [cit. 2015-01-

23]. Available at: http://www.wsws.org/en/articles/2003/11/fund-n10.html 
117 BONELLO, F. The Mutual Fund Industry Scandal and What Is Being Done to Correct It. Economics: Money, 

Credit, and Banking. 2004, p. 421. Available at: http://jimmyatkinson.com/papers/the-mutual-fund-industry-

scandal-and-what-is-being-done-to-correct-it/ 
118 LOTH, R. History of mutual fund.Investopedia.com. [online].2014 [cit. 2015-01-22]. Available at: 

http://www.nasdaq.com/article/3-european-mutual-funds-to-beat-the-gloom-mutual-fund-commentary-

cm431937 

http://www.nasdaq.com/article/3-european-mutual-funds-to-beat-the-gloom-mutual-fund-commentary-cm431937
http://www.nasdaq.com/article/3-european-mutual-funds-to-beat-the-gloom-mutual-fund-commentary-cm431937
http://www.wsws.org/en/articles/2003/11/fund-n10.html
http://jimmyatkinson.com/papers/the-mutual-fund-industry-scandal-and-what-is-being-done-to-correct-it/
http://jimmyatkinson.com/papers/the-mutual-fund-industry-scandal-and-what-is-being-done-to-correct-it/
http://www.nasdaq.com/article/3-european-mutual-funds-to-beat-the-gloom-mutual-fund-commentary-cm431937
http://www.nasdaq.com/article/3-european-mutual-funds-to-beat-the-gloom-mutual-fund-commentary-cm431937


256 
 

on the stock market have a higher risk than for example bonds investments however, greater 

risk usually brings greater revenue, on the other hand, it is connected with a greater potential 

loss). 

An investment company must obtain a permission to manage an investment fund (even those 

companies that offer products of the hedge funds to their clients are included in the category 

of investment companies). This permission may be issued only by Czech National Bank (Czech 

National Bank is the only entity that can issue this permission in case it is not regulated in any 

other law differently). 

Due to the fact that the key activity of an investment company is the management, such 

a company acts as a Management Company in the law. An entity which is managing not only 

the Czech investment fund, but also a foreign investment fund, can be considered as 

a Management Company according to the Law On Investment Companies and Investment 

Funds. 

This Act defines an investment company as a legal entity which has its registered office 

in the Czech Republic and which has a right to manage the investment fund or foreign 

investment fund due to permission obtained from the Czech National Bank. In addition to 

the management rights which has the investment company acquired along with the permission 

from the Czech National Bank, the investment company can deal also with the administration 

of an investment fund or foreign investment fund or carry out some other activities that are 

stated in the law. 

The investors are primarily protected by the CNB permission from the companies that would 

somehow exceed defined limits, in respect of client and investment company relationship. The 

law also defines that if the investment fund exceeds a certain limit, it is necessary to oversee 

the management by the so-called overallotment administrator. The limit for calling 

in the overallotment administrator is 100 000 000 EUR, respectively 500 000 000 EUR 

of the total assets amount of all investment funds. 

As a protection element for the consumers we can also see another rules defined by law such 

as professional service, proper and cautious business performance (this rule sets an obligation 

for the investment company to establish, implement and continuously maintain a control 

system). There must be the elements of strategic and operational management included 

in the compulsory management and control system, then the organizational structure 

of the investment company must be set by the internal rules and control system. Another 

essential component of the management and control system is the risk management. It is 

important that the investment fund is able to spot, evaluate, quantify or measure on time 

the risks which threaten the investment company, both externally and internally. Last but not 

least, it is necessary to set the control system for all the employees who work for the investment 

company. In such a control system there must be also the internal audit carried out by an 

independent entity. For this reason, there is an obligation in the law to carry out an internal audit 

that must provide the internal control of the management activities while the results must be 

independent and objective. The outcome of the internal audit which must comply with 
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the already mentioned criteria of independence and objectivity, should form clear 

recommendations that will lead to improvement of the insufficiency identified during 

the internal audit. 

Another protection of the investor represents the depositary. Depository is defined in the Act 

on Investment Companies and Investment Funds defined as a legal entity which has rights set 

by the law based on the depository contract. To avoid the compatibility, the depository cannot 

be the same entity as the management company of the investment fund. The depositary has also 

other obligations set by the law. One of the key obligations is to provide the depositary 

activities with professional service and in the best interests of the investment fund.119 

4 The Hedge Funds Regulation Abroad 

This chapter focuses on the legal regulation of hedge funds, the geographical divergence 

of the USA and Europe. 

4.1 The Hedge Funds in  the USA 

Before the description of the hedge funds functioning in the USA, it is appropriate to mention 

the definition of guaranteed funds. Definition of the hedge funds is in the United States 

following: hedge funds are such funds that are managed by an investment company while its 

objective is to generate a high return on investment. This definition of hedge markets 

in the USA is very similar to the concept of guaranteed funds in the European Union. 

Hedge funds are organized in the USA as a corporation or business funds which are regulated 

by the law of the United States. The fund managers in senior positions have significant roles, 

however the investors have their rights to vote. The greatest powers in terms of the state hedge 

funds regulation has the SEC. SEC is responsible for the regulation and registration of funds 

and is the only government regulator of this area. SEC also provides consultancy and other 

regulatory activities. SEC also controls whether the activity of investor companies is 

in accordance with the law. The aim of the SEC is to provide protection from unfair practices 

of investment companies. 

The members of board work as controllers of investor funds in the USA. Members of the board 

must be informed about everything, they approve all important decisions and provide control 

although they are not involved in daily management. Members of the board or the management 

in general can own up to 60% of the company. 

The investors have three basic rights in the USA. The first right is the right to vote, at least at 

the beginning of participation in the fund. Then the investors have the right to approve or 

terminate the contracts and vote for investment policy changes. The investors also have rights 
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defined to assemble a meeting of owners, elect and dismiss the board and to make amendments 

to the documents.120 

4.2 Hedge Funds in the European Union 

Hedge funds in Europe are organized as contractual funds, investment companies or common 

funds. The hedge funds functioning is always regulated by the law of each member state 

of the European Union. EU law determines only a concept of functioning of hedge funds, 

further adjustment is up to the member states. Each member state always approves 

the functioning of the funds or management companies, including senior management and 

depositary. This also implies that member countries (via its defined organs) always control 

whether the investment companies act in accordance with the law and do not harm investors. 

In case of discrepancies they also improve the given situation. 

As in the case of US hedge funds, the EU funds are actively managed. Investments are made 

only to “appropriate assets” while they must always be in accordance with the directives 

of the European Union and laws of the home state. The investment companies must regularly 

control the interest rate at least twice a month. 

The top management of investor companies in the EU countries is responsible for 

the supervision. There are no requirements on the independence of senior management 

in the EU, in contrast with the USA (the USA has 60% ownership limit, which cannot be 

exceed by the senior management, therefore the owner of 40% of the investment company must 

be some other entity or entities). The leadership of the company must be however approved by 

regulatory authorities which always vary in different EU countries. 

The rights of the investors vary in the European Union due to the organizational structure 

of the investment company (whether it is a legal form of a company or a general fund). The 

rights in EU are also different depending on the legal concept of a member state. The 

management and even the contracts are subject to approval by the regulatory authority which 

is designated by the government.121 

Conclusion 

Regulation of the hedge funds is provided in the Czech Republic especially by the Act No. 

240/2013 Coll., On Investment Companies and Investment Funds. This law clearly defines that 

the investment companies need permission from the Czech National Bank to start their 

activities and it is necessary to comply with other given obligations during their further actions. 
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The main duties to protect investors are: establishment of the risk control system, internal audit 

and the depositary. 

If a collapse of a mutual fund occurres (even if the investment company strictly follows the law 

and applies the law for all its activities) then this situation is regulated also by the Act on 

Investment Companies and Investment Funds, concretely for investors to meet only the indirect 

impacts, though the value reduction of the fund is quite probable, but that is the risk 

of investing. 

Regarding the comparison of the hedge funds regulation in the United States and the European 

Union, there are some similarities based on the comparison in this thesis. For example the fact 

that the US hedge funds and EU hedge funds are being actively managed. The investments are 

made only to "appropriate assets" while they must always be in accordance with the regulations 

of the given state. However, we can also find some differences when comparing activities 

of hedge funds. The main differences are the requirements for the independence of the investor 

company’s top management which are firmly given in the United States, in contrast to EU. 
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