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Abstract
We present a model of bank passivity and regulatory failure. Banks with low equity positions have more
incentives to be passive in liquidating bad loans. We show that they tend to hide distress from regulatory
authorities and are ready to offer a higher rate of interest in order to attract deposits compared to banks that are
not in distress. Therefore, higher deposit rates may act as an early warning signal of bank failure. We provide
empirical evidence that the balance sheet information collected by the Czech National Bank is not a better
predictor of bank failure than higher deposit rates. This confirms the importance of asymmetric information
between banks and the regulator and suggests the usefulness of looking at deposit rate differentials as early

signals of distress in emerging market economies where banks’ equity positions are often low.

Abstrakt
V ¢lanku je pfedstaven model bankovni pasivity a regulatorniho selhdni. Banky s nizkym kapitdlem maji vice
dtvodu k tomu, aby byly pasivnéjsi pti likvidaci Spatnych uvért. Je ukdzano, Ze banky maji tendenci skryvat
svoje problémy pied reguldtory a nabizeji vyS$i urokovou miru aby ziskaly deposita z ostatnich
bezproblémovych bank. Tim padem, vyssi urokové sazby mohou slouzit jako v€asny varovny signal pro selhani
banky. V empirické Gasti je ukazano, Ze rozvahova data vyzadovana regulatorem (CNB) nedavaji lepsi
predpoveéd bankovnich selhani nez vyska trokovych sazeb. Tento vysledek potvrzuje informacni asymetrii mezi
bankami a regulatorem. Navic tento vysledek podporuje uziteCnost informaci obsazenych v urokovém
diferencialu jakozto vcasného indikatoru problematické banky, zejména v kontextu prechodovych ekonomik

(které jsou typické mnozstvim bank s nizkym kapitalem).
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