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What is the role of deposit insurance in a mature financial system?

What are the limits of depositors’ trust?
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In this paper:

We explore two events that took place during the euro area 

sovereign debt crisis.

Both events challenged the credibility of deposit insurance.

How did they affect depositors’ behavior?
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Literature
Most of the empirical literature on deposit insurance asks whether deposit 
insurance undermines market discipline (usually focusing on the introduction
of deposit insurance in emerging market economies):

- Yes:

Demirgüç-Kunt and Detagriache, JME (2002) –61 countries.

Demirgüç-Kunt and Huizinga, JME (2004) – 51 countries

Ioannidou and Penas, JFI (2010) – loan level data on Bolivia

Karas, Pyle and Schoors, JMCB (2013) – Russia

…

vs.
- Not really:

Martinez Peria and Schmukler, JF (2001) – data on Argentina, Chile, and Mexico.

Lamers (2015) – US data on depositor behavior in the aftermath of bank failures.

Expanding literature on deposit insurance during the crisis: 

Lambert, Noth and Schüwer, JFI (2017), Anginer, Demirgüç-Kunt and Zhu, JBF 

(2014), Iyer, Puri and Ryan (2014), Martin, Puri and Ufier (2017), Lamers (2017), Brown, 

Evangelou and Stix (2017),…



Motivation
The events
We look into two events that took place within a mature deposit 

insurance scheme.

9/2008  
Lehman
Brothers

… 4/2010
Greek
bailout

11/2010
Irish

bailout

4/2011
Portuguese

Bailout

4/2013
Cypriot
Bailout

EVENT 2

Subsidiaries
become

branches

EVENT 1
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These two events interfered with the trust that depositors could have 
on domestic insurance.

They allow us to address two different but complementary questions
linked with the trust in deposit insurance:

1) Are depositors sensitive to sovereign risk?

2) Are depositors worried about uncertainty in depositor 
insurance?

We look at depositor behavior at the bank level around these two 
events.
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Depositors are not fully “numbed” due to deposit insurance:

- Depositors actively react to events that raise doubts 

about the credibility of deposit insurance.

- Banks’ soundness plays a role: depositors take their 
money away from smaller, less profitable and less liquid 

banks.
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Monetary and Financial Statistics: 

- monthly bank level data between March 2007 and December 
2013.

- data on households and corporate deposits.

- data on interest rates.

Supervisory reports: 

- monthly data on bank characteristics, including legal type and 
ownership (domestic bank, foreign subsidiary, foreign branch).
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Deposit insurance in Portugal

After the Lehman failure, EU member states adopted common deposit 
insurance rules (full implementation by the end of 2010).

“The Fund covers in full the overall value of the cash credit balances of the 
depositor in each bank, whenever that value does not exceed € 100,000 in 
each bank.”

“According to the law, repayment shall take place within the following time 
limits:

- A share of up € 10,000 of all deposits covered, within a 
maximum period of seven days;
- The remainder up to the amount of compensation limit 
(100.000,00 euro per depositor), within a maximum period of twenty
working days.”
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In 2010, Greece and Ireland ask for international financial 
assistance. 

In early 2011, there was mounting evidence that Portugal would 
be next:

- increasing sovereign yields
- rating downgrades
- banks increasingly dependent on ECB funding

Still, the government was trying to avert that request.

Looming question in a high uncertainty environment: would the 
government be able to reimburse depositors if one or more banks 
failed?
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Event 1

Foreign bank’s conversion of subsidiaries into 
branches

Question: Are depositors sensitive to 
sovereign risk?



Event 1: sovereign risk
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Some background

Some foreign banks operating in Portugal decided to transform their 

subsidiaries into branches during the sovereign debt crisis.

Why is this relevant?

- Crucial implications on depositors’ protection, as deposits 

become insured by the home country.
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What happened to deposits?



Event 1: sovereign risk
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How did interest rates change around these events?



Event 1: sovereign risk
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Empirical strategy

What happens to deposits when foreign subsidiaries become branches?

We can control for everything happening in that period (time fixed 
effects) and focus on the change within each bank (bank fixed effects).



Event 1: sovereign risk
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Main results

We show that deposits increase across the board:

- total deposits
- household deposits
- corporate deposits

Depositors value the security offered by the foreign deposit insurance.
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Event 2

Depositors’ response to uncertainty in insurance 
coverage

Question: Are depositors worried about 
uncertainty in depositor insurance?



Event 2: uncertainty
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Some background

March 16th 2013 – agreement on a bailout package for Cyprus.

- one important condition: it implied losses on all bank depositors, 

including those insured (Brown et al, 2017)

- 9.9% haircut for deposits above 100.000 euros

- 6.7 % haircut for deposits below 100.000 euros 

(which should be fully insured).

March 25th 2013 – the decision was reversed. Still, how credible is deposit 

insurance after this surprising decision?
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Event 2: uncertainty
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Empirical strategy

What happens to the growth rate of deposits in Portugal around this 
event?

Is the growth rate of deposits significantly different in March and April 
2013, compared to other periods?

We can control for bank characteristics.
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Main results

The growth rate of deposits decreases.
- This happens only to household deposits (arguably more 
sensitive to deposit insurance).

There are no differences between domestic and foreign banks.
- The only small effect is a larger decrease in corporate deposits 
in foreign subsidiaries than in domestic banks (but very 
marginally significant).



Event 2: uncertainty
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Do bank characteristics matter?

Around the Cypriot event, household deposits decrease more for:

- less profitable banks (NII)

- smaller banks (less likely to be bailed out?)

- banks with more capital (leverage ratio) – puzzle?;
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We explore two changes in the perceived credibility of a deposit insurance 

scheme in an environment of heightened uncertainty.

Event 1 – Are depositors sensitive to sovereign risk?

When subsidiaries become branches, there is a significant deposit inflow.

Event 2 – Are depositors worried about uncertainty in depositor insurance?

Household depositors in Portugal reacted to uncertainty on the credibility of 

deposit insurance, even without links to the Cypriot situation.
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- In several dimensions, the reaction was stronger for household 

deposits.

- This reinforces the hypothesis that the results are driven by changes 

in the credibility of deposit insurance, as the fraction of insured 

depositors is much larger for households than for firms.

- Depositors’ behavior varied with bank soundness, thus showing that 

depositors actively monitor banks, even in the presence of deposit 

insurance.



Summing up
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Key policy implication: 

Without a complete Banking Union, the sovereign-bank link is still 

present. The credibility of the sovereign supporting the deposit 

insurance system matters for financial stability.
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N mean median

Total deposit s (log) 3090 5.97 5.59
Households deposit s (log) 3132 5.27 5.36
Corporate deposit s (log) 3663 4.24 3.69
Total deposit s (growth rat e) 3019 0.74 0.00
Households deposit s (growth rat e) 3063 0.57 0.00
Corporate deposit s (growth rat e) 3603 3.02 0.00
Interest  rat e on household deposit s 1662 2.85 2.78
Interest  rat e on corporate deposit s 1934 2.46 2.27

Summary statistics
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N mean median

Non-performing loans 4276 7.34 3.31
Leverage 4273 7.34 5.67
Loan to deposit  rat io 3947 334.66 149.80
ROA 4257 0.55 0.37
Net  int erest  margin 4272 2.97 1.49
Liquidity rat io 4245 216.39 53.63
Total capit al rat io 3065 15.45 12.30
Log of t ot al asset s 4276 21.09 20.89
Dummy domest ic banks 4276 0.54 1.00
Dummy foreign branches 4276 0.27 0.00
Dummy foreign subsidiaries 4276 0.19 0.00

Notes: Non-performing loans report ed as a percentage of t ot al 
credit . Leverage is defined as equity as a percentage of t ot al asset s. 
ROA computed as net  profit s as a % of tot al asset s and net  int erest  
margin computed as % of tot al asset s. The liquidity rat io is defined 
as liquid asset s as a percentage of int erbank liabilit ies. The tot al 
capit al rat io is t he regulatory capit al rat io and is not  available for 
branches from EU count ries.

Summary statist ics
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A quick detour – what drives bank deposits? 

Dependent variable: growth rate of deposits.

Standard errors clustered at the bank level.

Month fixed effects.

0 1it t ity Xa a g -= + +
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Dependent  variable

Non-performing loans 0.007 -0.003 -0.038
0.53 -0.28 -0.94

Leverage 0.063 *** 0.062 ** 0.049
3.15 2.56 1.41

Loan to deposit  rat io 0.000 -0.001 *** 0.000 ***
-0.29 -9.25 4.40

ROA 0.179 *** 0.196 *** 0.310 **
3.37 3.18 2.06

Net  int erest  margin 0.055 -0.019 -0.345 **
0.82 -0.29 -2.22

Liquidity rat io 0.000 0.000 ** 0.000 *
-1.41 -2.17 -1.72

Int erest  rat e 0.219 0.647 *** -0.924 **
1.19 2.69 -2.04

Log of t ot al asset s 0.199 ** 0.034 -0.380
2.25 0.35 -1.42

Constant -5.746 ** -1.621 12.668 *
-2.52 -0.65 1.82

Number of observat ions 1486 1577 1841
Number of banks 39 40 44
R-squared 0.060 0.094 0.036

Table – Determinants of deposits

Growt h rat e of:

T ot al 
deposit s

Household 
deposit s

Corporat e 
deposit s
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Empirical strategy

Dependent variable: log of deposits.

Standard errors clustered at the bank level.

Month fixed effects.

Bank fixed effects.

0 1 1it t i it ity branch Xa a a b g -= + + + +
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Dependent  variable

Dummy branch 0.751 *** 0.605 *** 0.892 ***

12.77 9.73 7.94

Number of observat ions 1486 1577 1841
Number of banks 39 40 44
R-squared 0.393 0.475 0.291

Exploring the transformation of foreign subsidiaries in branches

Log of:

T ot al 
deposit s

Household 
deposit s

Corporat e 
deposit s
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Dependent  variable

Dummy branch 2.677 * -1.206 14.464 **

1.75 0.61 2.11

Bank cont rols Y Y Y
Number of observat ions 398 448 669
Number of banks 15 16 19
R-squared 0.147 0.181 0.100

Exploring the transformation of foreign subsidiaries in branches - 
control group =  other subsidiaries

Growt h rat e of:

T ot al 
deposit s

Household 
deposit s

Corporat e 
deposit s
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Empirical strategy

Dependent variable: growth rate of deposits.

Standard errors clustered at the bank level.

Month fixed effects.

Cyprus is a binary variable that takes the value one in March and April 

2013.

0 1 1it t it ity Cyprus type Xa a b d g -= + + + +
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Dependent  variable

Cyprus 0.813 -1.074 ** 2.747

1.19 -2.05 0.42

Number of observat ions 1486 1577 1841
Number of banks 39 40 44
R-squared 0.063 0.098 0.037

The effects on uncertainty on deposit  insurance associated 
with the Cyprus event

Growt h rat e of:

T ot al 
deposit s

Household 
deposit s

Corporat e 
deposit s
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Empirical strategy

0 1

2 1*
it t it

it it

y Cyprus type
Cyprus type X
a a b d

b g -

= + + +
+ +



Event 2: uncertainty

Dependent  variable Dependent  variable

Cyprus -0.135 -1.227 ** 2.481 -0.099 -1.218 ** 2.516
-0.15 -2.03 0.65 -0.11 -2.02 0.66

Foreign 0.684 0.569 0.734 - - -
1.29 1.27 0.92

Branch - - - 0.704 0.490 1.965
0.37 0.70 1.64

Subsidiary - - - 0.732 0.623 -0.524
1.59 1.37 -0.78

Cyprus * Foreign 3.506 1.052 0.403 - - -
1.06 1.39 0.05

Cyprus * Branch - - - 5.414 1.216 3.203
1.03 1.24 0.26

Cyprus * Subsidiary - - - 0.808 0.827 -5.335 *
0.57 1.16 -1.67

Bank cont rols Y Y Y Y Y Y
Number of observat ions 1486 1577 1841 1486 1577 1841
Number of banks 39 40 44 39 40 44
R-squared 0.066 0.098 0.038 0.067 0.099 0.039

The effects on uncertainty on deposit  insurance associated with the Cyprus event for foreign 
banks

Growt h rat e of: Growt h rat e of:

T ot al 
deposit s

Household 
deposit s

Corporat e 
deposit s

T ot al 
deposit s

Household 
deposit s

Corporat e 
deposit s
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Empirical strategy

0 1

2 1 1*
it t it

it it

y Cyprus type
Cyprus X X
a a b d

b g- -

= + + +
+ +



Event 2: uncertainty

Dependent  variable

Cyprus * Non-performing loans 0.046 -0.007 0.066

1.00 -0.39 0.80
Cyprus * Leverage 0.021 -0.153 *** -0.072

0.23 -3.02 -0.26
Cyprus * Loan to deposit  rat io 0.004 0.001 -0.008

0.87 0.97 -0.78
Cyprus * ROA 0.915 0.449 2.260

1.30 1.35 1.13
Cyprus * Net  int erest  margin -2.712 1.695 ** 0.442

-0.97 2.39 0.10
Cyprus * Liquidity rat io 0.000 0.000 0.000

0.57 0.17 0.20
Cyprus * Int erest  rat e -2.537 0.357 -5.336

-1.39 0.69 -1.41
Cyprus * Log of t ot al asset s -0.724 0.399 * -0.040

-0.97 1.67 -0.03

Number of observat ions 1486 1577 1841
Number of banks 39 40 44
R-squared 0.071 0.100 0.040

The effects on uncertainty on deposit  insurance associated with the 
Cyprus event across banks

Growt h rat e of:

T ot al 
deposit s

Household 
deposit s

Corporat e 
deposit s


