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Deposit Margin Strategy of Banks and Saving Banks due to Changes
in the Base Rate

Dowan Kim*

Abstract

This research confirmed whether banks and saving banks increase their deposit margin under changes
in the base rate. This paper has conclusions as follows. First, when the Bank of Korea changes the base
rate, deposit rate variable are significant with panel analysis in the total data set and saving banks. This
result implies that changes in the base rate affect deposit margin. Second, this study confirmed whether
banks and saving banks maximize their deposit margin as base rate changes. As a result, when the Bank
of Korea cut the base rate, the deposit margins of banks and saving banks decreased significantly. Still,
their deposit margins are not statistically significant in the opposite situation. Therefore, this paper could
not find evidence that banks and saving banks behave to maximize their deposit margin. Maybe, this phenomenon
can appear because these financial institutions recognize this criticism.
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(Table 1) Descriptive Statistics

Name | Margin(T) Margin(B) Margin(S)
Avg. 0.626 0.641 0.625
Var. 0.40823 0.00614 0.43933
Min. -8.5 0.5345 -8.5
0.25 0.6458 0.58 0.6511
0.5 0.694 0.616 0.698
0.75 0.754 0.696 0.756
Max. 0.933 0.846 0.933
Name |Alnterest Ratel Term Spread |Credit Spread
Avg. -0.03 0.003 0.057
Var. 0.02895 7.7TE-06 0.00022
Min. -0.5 -0.0005 0.0078
0.25 0 0.0007 0.0607
0.5 0 0.003 0.061
0.75 0 0.005 0.062
Max. 0.25 0.009 0.064
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(Table 2> Results for Formula (1)

Panel A: Result for Total Data Set

Fixed Effect Coef. t
Intercept 0.664639 61.81
Alnterest Rate 0.043562 3.347
Term Spread 3.479791 403"
Credit Spread 0.110873 0.71
Random Effect Coef A
Intercept 0.657975 43.22"
Alnterest Rate 0.044307 3.327
Term Spread 3.481869 3.947
Credit Spread 0.102609 0.64
Selected Model Fixed Effect | +2=89.00"
Panel B: Result for Banks Data Set
Fixed Effect Coef. t
Intercept 0.636102 51.84
Alnterest Rate 0.006479 0.44
Term Spread 12.2831 12.48"
Credit Spread -0.6498 -3.62"
Random Effect Coef A
Intercept 0.636102 21,197
Alnterest Rate 0.006479 0.44
Term Spread 12.2831 12.48"
Credit Spread -0.64981 -3.62"

Selected Model Random Effect x*=0.00

Panel C: Result for Saving Banks Data Set

Fixed Effect Coef. t
Intercept 0.6669 57.96
Alnterest Rate 0.046522 3.337
Term Spread 2.790468 3.02"
Credit Spread 0.170748 1.01
Random Effect Coef A
Intercept 0.659667 40.85
Alnterest Rate 0.04737 3.317
Term Spread 2.792605 295"
Credit Spread 0.161509 0.94

Selected Model Fixed Effect x2=88.23"
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(Table 3) Analysis Criteria for Formula (3)

Comparison Data Set for the Sshanged Base Rate
Target Data Set for the Non Changed Base Rate
Groupl -0.5, -0.25, 0.25 vs 0
Group2 -0.5, -0.25 vs 0
Group3 0.25 vs 0
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