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ABSTRACT

The aim of the submitted paper is to summarize and analyze the current situation,
conditions and factors influencing the further development in the financial market in
Slovakia. It commences with the fundamental theoretical basis of the financial market
area. Afterwards, the development in the last years (2011, 2012 and 2013) are
described and the factors contributing to changes that have occurred in the financial-
market area during the investment development in Slovakia are pointed out.
Consequently, it is obvious that investments are closely associated with changes
ongoing in the financial market. In this paper the stress is laid on collective investments,
interest rates and income investments which affect the company investments realized
in the financial market. For the fulfillment of the main goal of this work, the inductive
and deductive methods are used in order to achieve the results enabling the
comparison to investments realized in the above-indicated individual years and to
point out the changes associated with a development in the European Union.
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Financial markets are typically defined by having
transparent pricing, basic regulations on trading,
costs and fees and market forces determining the
prices of securities of that trade. Some financial mar-
kets allow only participants that meet certain criteria,
which can be based on factors like the amount of
money held, the investor’s geographical location,
knowledge of the markets or the profession of the
participant.

Tab. 1. The segmentation of the financial market

The financial market can be defined as the market,
in which financial participants and mediators ensure,
by means of the financial instruments, the movement
of the short-, medium- and long-term capital among
individual economic subjects at the national and in-
ternational scale (Chovancova et al., 2006). The seg-
mentation of the financial market is presented in the
Tab. 1.

Financial market

Exchange
market

Monetary market

Capital market

Market of precious
metals

Market of short-term
credits

Long-term securities
market

Short-term securities
market

Market of long-term
credits

Source: (Zatrochova,

2011).
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The financial market can be also defined as a mar-
ket in which the short-, medium- and long-term cap-
ital movement, existing among individual economic
subjects at the national and international level, is en-
sured by financial mediators using financial instru-
ments. This definition underscores three basic as-
pects, namely:

o the system of financial instruments;

o the system of financial institutions;

« the mechanism which ensures the transforma-
tion of monetary surpluses of one economic sector to
a deficit economic sector in order to finance its needs
(Mishkin, 2011).

The financial market functions according to the
mechanism based, on the one hand, on market prin-
ciples ensuring the meeting of an offer with a de-
mand, which results in the balanced prices of finan-
cial instruments and services, and, on the other hand,
on regulative state elements determining the general
rules of the financial market in operation. The aim of
these rules is to achieve the market functionality and
also the protection of investors. For companies the
crucial external financial source is the financial mar-
ket. The financial market is a “heart” of the financial
system performing its life functions. It estimates the
volume of useable sources, stimulates savings, impos-
es interest rates and the prices of securities (Chovan-
cova, 2014).

In advanced market economics, active participants
are financial organizations and institutions involving,
for example, banks and insurance companies. The
bank sector belongs to the most important branches
of the national economy which ensure the function-
ing of the economic system in every country. This is
valid also for the Slovak Republic where, in recent
years, the bank sector has played an important role in
developing the transforming economics. The inspec-
tion of the bank sector activity is effected by the Na-
tional Bank of Slovakia (NBS) within the integrated
inspection of the financial markets which are one of
its un-separable parts. The NBS is oriented to the
monitoring of risks and its fundamental objective is
to take steps to the minimization of various kinds of
risks occurring in the bank sector (NBS, 2012, p. 54).

1. DEVELOPMENT IN 2011

The analysis of the financial sector evaluating the
year of 2010 in Slovakia pointed out the relatively fa-
vorable trends in the macroeconomic development
and indications of the stabilized financial markets.
On the other hand, the NBS warned that behind this
development were hidden risks which could have a
negative impact on the macroeconomic development

and the situation in financial markets.

However, the economic situation in the first half of
the 2011year became worse in many areas. The un-
certainty in financial markets was rising as well as
worries about the health of European banks, about
the crisis in the euro-zone countries and also about
the decrease in the global economic growth. These
negative trends influenced each other aggravating the
situation in most areas even more. While economic
reports in some countries remained positive in the
first quarter of the year, in the second quarter of the
2011 the majority of economic blocks experienced
the economic slowdown or even recession. The most
important factor of the deteriorated economic situa-
tion was a growing inflation and the anticipation of
the economic slowdown in developed economics. In
the U.S.A, the slowdown appeared already in the first
quarter of the year of 2011 and in the euro-zone it oc-
curred later, i.e. in the next quarter of the year. The
negative trends of a slowdown of the economic
growth manifested themselves also in Germany,
which might have a harmful effect on the Slovak Re-
public, the export of which is oriented to this country.
Such negative expectations of the economic growth
escalated the crisis in the euro-zone increasingly.
Both the fear of the sustainable debt service and the
deteriorated situation in a bank sector expanded also
to other countries. As for the Slovak banks, their prof-
its in the third quarter of the 2011 were still doubled
in comparison with the same period of the previous
year. The debt crisis and other negative phenomena
caused that in global financial markets the uncertain-
ty was increasing and worsening the financial system
stability. The International Monetary Fund (IMF)
along with the European Central Bank (ECB) are of
the opinion that the stability of the global and Euro-
pean financial system is threatened and therefore it is
necessary to find a joint solution. Despite this state-
ment, the economic situation in the Slovak Republic
and its financial sector have not experienced mark-
edly the negative global trends so far. When consider-
ing the first six months of the 2011 the situation was
relatively good and neither the uncertainty in global
financial markets nor a decreasing economic growth
had a damaging effect on the Slovak economics. The
next development will depend on the impact of the
crisis on Slovak households and companies. Most
sectors recorded the growing volume of assets. In
some sectors the profitability increased and in some
of them even approached a level before the crisis. This
can be accounted for mainly the orientation of the na-
tional financial system to the country’s economics
and also the fact that in the first six months there still
predominated positive data about the economic
growth in Slovakia. In the next period the stability of

58




Volume 7 e Issue 2 ¢ 2015

ECONOMICS AND MANAGEMENT

the home financial sector will depend, to a large ex-
tent, on the development of macroeconomic founda-
tions in the national and foreign economics. For the
Slovak financial sector a great importance will have
mainly the situation in export-based industrial
branches and also the development in the sector of
households, the significance of which is given an in-
creased attention. The households participate, to
a large extent, in the growth of credits contributing to
the profitability of banks. They constitute the impor-
tant part of insurance businesses and dominate in the
growth of assets within the second- and third pen-
sion-saving pillars. The financial position and ability
to reimburse commitments to banks, and also the
consumption mood in households, will influence
considerably the growth of assets and the profitability
of the national financial sector. Since the year of 2009
the importance of the company sector in the Slovak
financial system has been slightly decreasing. How-
ever, its financial position has a direct impact mainly
on the bank sector. Now a period of stagnation pro-
ceeds between them because the demand for credits
from the side of companies is low and meanwhile the
banks do not expect any improvement. Consequent-
ly, the deterioration of the companies” performance
and negative expectations for future can directly or
indirectly influence the stability of the financial sec-
tor. The situation in the company sector is important
also for the sector of households.

A key event of the year of 2011 was a rise of the
debt crisis in euro-zone countries. For its elimination
it was vitally important to find a way how to over-
come this problem in a short- or medium-range per-
spective and thus support the next macroeconomic
development and financial stability practically in the
whole world. Since the beginning of the year of 2011
the debt crisis in euro-zone countries has passed
through many phases. When Ireland accepted rescue
fund from the European Union and the International
Monetary Fund in December of 2010, attention shift-
ed to Portugal. Despite the fact that the leading politi-
cians of the euro-zone concluded in March 2011 an
agreement to strengthen the temporary rescue fund
EFSF (European Financial Stability Facility) and the
future permanent rescue mechanism ESM (European
Stability Mechanism), the pressure of financial mar-
kets finally necessitated the provision of a financial
aid to Portugal. Thus Portugal became the third euro-
zone country which received a rescue fund within the
rescue programme of the European Union and the
International Monetary Fund. At the first half of the
2011 Greece returned again to the centre of the crisis
when it was obvious that it was impossible to realize
its comeback to bond markets in the initially intend-
ed time horizon. As a consequence, it was necessary

to provide the second rescue fund to Greece. The rev-
enues into the maturity of governmental bonds and
CDS (Credit Default Swap) spreads, i.e. the fees of
Greece and also of other inflicted countries, increased
to new historical maxima on the background of the
complicated and time-consuming discussion about
the structure of the rescue fund. The tension in mar-
kets arose due to a long-time unsolved question
whether the financial burden should be transmitted,
at least partially, also to a private sector and if so, in
which form it should be done. Finally, the following
variant was accepted: private investors will be in-
volved in the process in the form of a relatively com-
prehensive scheme implying for them the realization
of aloss from the holding of these securities. The par-
ticipation in this scheme was based on the voluntary
decision.

2. METHODS

In the area of investigation carried out to find out
the situation in the financial market many unsolved
questions were detected. Their initial status was ex-
amined by using basic scientific methods incorporat-
ing a cycle of gathered empirical data, their classifica-
tion and processing. The research methods enable
one to formulate the new recognition, its elucidation
and classification into outputs in the form of dia-
grams and tables. In the indicated output (of the pa-
per) the fundamental experimental method based on
the current state of the financial market in Slovakia
was used. It analyzes the market financial situation,
outlines basic problems and subsequently processes
outputs by a logical deduction, and, of course, it also
summarizes conclusions in the given field.

In 2012, the economic environment of the finan-
cial sector went through a continually proceeding un-
certain development. Although it is true that in this
year the development in financial markets gradually
calmed down due to steps taken by the European
Central Bank (ECB), the market expectations for
a better macroeconomic development were not ful-
filled. It was just the macroeconomic development
which confirmed the continuation of the uncertain
development at the end of the year of 2012. In com-
parison with the 2011, the situation partially im-
proved, but, on the other hand, a problem of the in-
sufficient economic growth associated with a low
competitive ability became more pronounced.

In the course of the year of 2012, various factors
influenced the creation of the profit of financial insti-
tutions, from among which the most important were
the following:

o the positive development in financial markets
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Fig. 1. Profit after the taxation of the bank-sector in Slo-

vakia expressed in min Euros
Source: own elaboration based on the information of the National Bank
of Slovakia.

which contributed to higher sales in the collective

investment funds and, at the same time, to better

profitability in the sector of income savings;

o the mixed effect on the profit leading to the devel-
opment of interest rates; on the one hand, the pos-
itive effect of falling interest rates on the growth of
the obligation prices, which was experienced
mainly by complementary income funds, and, on
the other, low rates complicating the situation in
insurance companies and exerting pressure on
bank interest incomes.

In the bank sector, an independent negative role
was attributed also to the obligatory payments of fi-
nancial institu-
tions (the so-

company deposit rates. In the last years an average
company deposit rate was at a lower level than the
monthly EURIBOR (Euro Interbank Offered Rate).
Notwithstanding, in 2012 a decline of the interbank
rates manifested itself in the company deposit rates
only to alesser extent. This resulted in higher rates for
the company deposits than were monthly rates in the
interbank market.

3. RESULTS, DISCUSSION
AND LIMITATIONS

The development in 2013 was stimulated by a de-
mand of the private sector in the euro-zone as well as
by signals for termination of the negative develop-
ment in the labour market. The improvement of the
economic situation was transferred to the Slovak eco-
nomics which was undergoing an increased rate of
the economic growth. This could be observed in the
recovery of the indus-try and civil engineering, which
supported a growth of the investment de-mand. Fi-
nancial markets were relatively stable, without any
turbulences in comparison with previous periods
(NBS, 2013).

Tab. 2. The number of bank subjects in Slovakia

called  bank A type of bank/year 2008 | 2009 | 2010 | 2011 | 2012 | 2013
tax), which re- 7 o ok (National bank of Slovakia) 1 1 1 1 1 1
sulted in a de-

crease of the

profitability of | Banks without a foreign property participation 1 2 2 2 2 2
banks to the Banks with a foreign property participation 15 15 13 13 12 12
l(.)west values Foreign bank branches 9 9 11 14 17 14
since the be- : .

ginning of the All branches in the Slovak Republic 26 27 27 30 32 29
financial crisis. Providers of the free cross-border bank services 190 252 274 296 294 310

Conse-
quences of the
economic
bank-sector recession have manifested themselves
also in the risk reduction, which is illustrated in Fig.
1. According to the NBS data, the Slovak bank sector
achieved in 2012 a profit amounting to 488.2 million
Euros representing 27%, i.e. less than in 2011. In
2013, the above-mentioned bank sector achieved a
profit amounting to 552.9 million Euros, which rep-
resents an increment of 10.7% in comparison with
the year of 2012.

During the year of 2012, the total volume of the
company deposits did not undergo any unambiguous
trends. The positive phenomenon was a growth of
residues in non-term deposits, which might be con-
nected with the sufficient liquidity in the company
sector. However, a certain change occurred in the

Source: (NBS, 2011).

Despite the above-indicated signals of reviving the
economic situation, the relatively great risks of the re-
peated and deteriorated economic conditions in the
euro-zone persisted. The risks arose primarily from
the excessively high indebtedness of the public and
private sector as well as from the potentially overesti-
mated prices of some more risky assets or currencies.
The dynamics of the bank sector development in Slo-
vakia is indicated along with the number of bank sub-
jects in Tab. 2 where the number of commercial banks
and of foreign commercial bank branches - which
started to be active in the range of years of 2008 to
2013 - is incorporated.
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After a decline in 2012 the bank sector experi-
enced again a growing prof-itability. The main factor
influencing the development in 2013 was a continual
and relatively intense growth of retail credits, which
showed itself in the in-crease of the net interest in-
comes of banks. Although the before-mentioned
growth in 2013 was associated also with an acceler-
ated rate of the growth of failed credits and with
a growth of costs expended on credit risks in the sec-
tor, the negative trend was compensated by a fall of
the aforesaid costs in the sector of companies. A pos-
itive trend in the Slovak bank sector was the continu-

80
70

Large banks Small and medium banks

H stae of credits @ new credits

Fig. 2. Analysis of the Slovak financial sector in 2013
Source: (NBS, 2013, p. 21).

al increasing of the capital adequacy which raised in
2013 to as much as 17.2% exceeding an average value
in the euro-zone (Jilek, 2013).

Throughout all year the total market share of large
banks was decreasing for a benefit of small and me-
dium banks, with the most remarkable effect being
evident in the first half of the year. The portfolio size
of foreign bank branch-es increased by as much as
one third. The credits with a fixation from 1 to 5 years
continued to dominate, while those with a fixation up
to 1 year slightly decreased. The individual average
shares of banks in the state of existing and new credits
are documented by Fig. 2.

A rate of the growth of real estate credits rose in
the first half of the year of 2013, then it slowed down
and at the end of the year it achieved again the same
speed as in the first half of the year. The overall dy-
namics of the real estate credits could be explained
mainly by the historically low interest rates. The other
partial cause of this phenomenon could be the stag-
nation or even the slight decline in real estate prices,
which stimulated the real estate demand and subse-
quently also the credit demand for the financing
of immovable assets.

Thanks to the level of adequate own sources and to
the ability of banks to generate net interest incomes,
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the bank sector could be resistant to scenarios of the
unfavourable economic development and also to the
undesirable development in financial markets.

CONCLUSIONS

After monitoring the development of the financial
market in Slovakia it is possible to conclude that in
recent years the positive and negative trends were al-
ternating and influencing its stability with a different
intensity. It was very much alike in the first half of the
year of 2012,which brought sev-
eral new trends in comparison
with the year of 2011. While at the
end of the 2011 the whole finan-
cial sector was experiencing a cri-
sis in the euro-zone significantly,
during the first six months of the
2012 its influence was somewhat
moderate. In the first half of the
year 2013 the development of the
global economics and that in fi-
nancial markets did not allow one
to draw conclusions from the as-
pect of the future trend, not even
from the aspect of the potential
impact on the Slovak economics
and national financial sector. Al-
though the global economics should advance at least
at a moderate rate and the recession in the euro-zone
was expected to come to an end from the technical
point of view, the risks still persisted and, in the case
of materialization, they suppressed the activity. Be-
sides other facts, there exist some unsolved questions
concerned with potential impacts on the consolida-
tion of public finances in most coun-tries of the euro-
zone, or the question of confidence in the future
growth and in the positive development of the na-
tional demand. Financial markets were positively in-
fluenced by a number of realized or half-elaborated
measures resulting in the more peaceful period.
A growth of several market segments was supported,
to a great extent, by historically lowest revenues of the
minimum risk assets which created the conditions for
a growth of demand for more risky assets in order to
achieve higher revenues. Therefore, it is possible to
maintain that the European revival emerging in 2013
was transferred also to the Slovak economics, which
increased the national economic growth. The im-
provement was noticeable especially in the industrial
and building production. These sectors are tradition-
ally prepared to participate in further economic
growth, which reflects also in the improved employ-
ment. It follows that in the last year economic condi-
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tions for a growth of the financial sector were posi-
tive. In addition, the better situation in markets was
favoured also by the sup-porting operations of cen-
tral banks which helped to decrease the market tur-
bulences to a minimum, to make the revenues of
more risky assets stable, but, on the other hand, to
assess the conservative investments near to zero.

In view of the financial analysts, the situation in
the world economics will improve in the next year, i.e.
it will grow more rapidly than in this year. It is ex-
pected that Europe would experience the first posi-
tive economic results in the last three years. In the
euro-zone both the interest rates and the influence of
austerity measures is decreased. As a reward, in 2014
a slight growth is anticipated to be approximately 1%.
In this way the euro-zone will have a chance to
achieve the first positive economic progress since the
2011. However, the main assumption for such a de-
velopment is also the settlement of all controversial
worldwide economic and political questions which
would stabilize the system of the international finan-
cial market.
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