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National Bank of Poland

The aim of this Report is to assess financial system stability in Poland. Financial system
stability is a situation when the system performs all its functions in a continuous and effective
way, even when unexpected and adverse disturbances occur on a significant scale.
The stability of the banking system is of particular importance for financial system stability.
This is due to the role of banks in financing the economy and in the settlement of payments.
Banks also perform another important function, i.e. they provide products that allow other
entities to manage their financial risk. Therefore, a special emphasis is put on the analysis
and assessment of banking system stability.
Maintaining the stability of the financial system is of particular importance from central banks’
perspective. This is due to the fact that financial system stability is closely related to the
primary task of the central bank, i.e. maintaining price stability. The financial system plays a
key role in the transmission of monetary impulses to the real economy. The instability of the
financial system may hamper the efficient implementation of the monetary policy. Another
reason for the involvement of the National Bank of Poland in activities supporting the stable
functioning of the financial system is the fact that the central bank is entrusted with the task
of organising monetary clearing. One of the conditions for the efficient operation of payment
systems is the stable functioning of financial institutions that are the integral components of
these systems. Financial system stability is also the object of the NBP’s particular interest
due to its task to establish the necessary conditions for the development of the banking system.
The "Financial Stability Report" is primarily addressed to financial market participants as
well as other persons and institutions interested in the subject. The aim of the report is
to present the conclusions from analytical and research work on financial system stability,
including the assessment of its resilience to potential disturbances. The dissemination of
this knowledge should support the maintenance of financial stability through, among others,
better understanding of the scale and scope of risk in the financial system. This increases the
probability of a spontaneous adjustment of the behaviour of these market participants that
undertake excessive risks, without the necessity of public entities’ intervention into market
mechanisms. Thus, the information policy of the central bank is an important instrument for
maintaining financial system stability.
The National Bank of Poland presents the results of its analyses in extensive annual "Financial
Stability Reports" as well as shorter "Financial Stability Reviews", published in the second
half of each year.
The analysis conducted in this Report covers the period from the start of 2007 and is based
on data available up to 30 April 2008. The Report was adopted by the Management Board
of the National Bank of Poland at a meeting on 16 June 2008.
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Assessment of financial stability and risk outlook

Chapter 1.

Assessment of financial stability and
risk outlook
The present stability of the financial system and its short-term prospects are favourable.
In the analysed period financial institutions, in particular banks, developed their
business at a fast rate and posted good earnings. Two main exceptions were investment funds whose assets have been decreasing since the second half of 2007,
and pension funds whose investment returns have been negative since the end of
2007, which was driven by a fall on the stock market and an increase in interest
rates. Despite this, financial institutions managing these funds maintained a good
financial position.
The global financial market crisis had a limited impact on the domestic financial
system, almost exclusively through the decrease of stock prices on the GPW. Since
domestic banks, insurance companies and pension funds were neither directly nor
indirectly exposed to U.S subprime mortgage crisis, they were isolated, to a high
extent, from financial losses driven by the fall in subprime credit-based instruments.
This was also the reason why confidence on the Polish financial market did not
fall to the extent of triggering liquidity problems for financial institutions.
Among major challenges for the preservation of the financial system stability, the
following issues should be listed: a potential materialisation of credit risk which
increasingly cumulates in banks’ balance sheets, the ongoing decline in the capital
buffer of banks that serves as a safeguard against adverse developments of unexpectedly large scale, and changes in the funding mix of banks which to a higher
extent rely on the acquisition of funds from other financial institutions (including
foreign ones).
Since the publication of the previous Report several factors have emerged that contributed
to maintenance of economic balance, as reflected in the balanced structure of the economic
growth. In the analysed period there was an increase in inflation, driven mostly by regulatory
and supply factors. The ratio of current account deficit to GDP rose as well but remained at
a moderate level which is recognised to be safe. On the other hand, the ratio of public finance
deficit to GDP declined significantly.
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Good financial performance of financial institutions was supported by rapid economic growth,
including high growth rate of individual consumption and a dynamic increase in investment
demand. The zloty continued to appreciate strongly. In contrast to the situation observed in
some highly developed economies a confidence crisis did not erupt in the interbank market.
Following a period of price growth on the property market a stabilisation of housing prices or
even their moderate fall in some cities has been noted in recent months. Rent rates for office
space have been increasing.
Despite the favourable economic situation in Poland there are still some risks to financial
system stability. The global financial markets crisis that has lasted since August 2007 and
has been deepening gradually may lead to a larger than expected drop in economic growth rate
in world major economies, including Poland’s main trading partners. Lower external demand
may lead to a larger decrease in the Polish economic growth rate than it was assumed in
the "Inflation Report" of February 2008. In addition, the possibility of the reversal of the
zloty appreciation trend cannot be excluded because of the increase in global investors’ risk
aversion.
Some significant changes that have occurred within the financial institutions sector (in particular, in the banking sector) during the analyzed period may also have a negative impact on the
financial stability in the future. Despite an exceptional level of financial performance noted
again in 2007 some aspects of financial institutions’ activity indicate symptoms of increasing
risk to financial system stability.
The risk to financial system stability is mainly connected with the ongoing increase in lending
to households, and, in particular, with the renewed acceleration of housing loans growth rate.
The rapid growth in housing loans was accompanied by loosening of banks’ credit policy and
strong competition among banks. This may raise concerns about the correctness of credit
risk assessment in some banks, bearing in mind current very low credit spreads. Moreover,
a significant increase in housing loans indexed to foreign currencies has been noted , which
consequently leads to an increase in FX risks for borrowers and increases the dependence
between the credit risk of banks and the fluctuations in the zloty exchange rate.
The Polish banking sector does not use the originate and distribute business model commonly
used in the United States and some EU countries. Banks hold credit risk related to extended
loans in their balance sheets. Therefore, Polish banks are much less tempted to increase market share and neglect risk assessment than it was the case with banks in the United States.
Information available to-date shows that banks’ lending policies do not lead to extensive lending to customers with income buffers considered to be too low. It can be assumed, however,
that owing to the currently higher debt service burden on new borrowers, loans extended in
recent quarters will be, in the future, characterised by worse repayment performance than
loans extended in previous periods. International and Polish experience (late 1990s) shows
that a rapid increase in lending during the growth phase of the economic cycle, accompanied
by strong competition among banks may lead to credit losses for banks in the subsequent
period of economic slowdown.
The ratio of capital buffers available to banks to risk present in their balance sheets went
down compared to previous years which may adversely impact the banking sector ability to
finance the growth of the economy in the future. The decline in the surplus of banks’ capital
over the regulatory minimum resulted from increased lending, and, to a lesser degree, from
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Figure 1.1. Selected indicators describing financial sector stability - change in risk level in banking
sector balance sheets

share of foreign currency loans
in loans to households

capital requirement / capital
base
1,7
1,5
1,3
1,1
0,9
0,7
0,5

irregular loans net of provisions/
capital base

loans / capital base

2005
2006
2007
loans / deposits

1-month liquidity gap /
securities

Note: larger distance from the centre of the figure denotes an increase in risk; the value of each ratio
is normalised to 1 as of the end of 2005 .
Source: NBP.

accounting for additional capital requirement for operational risk beginning from January
2008. The need to increase capital in a number of banks may lead to a change in the practice
of paying out a significant portion of profit in the form of dividends which has been observed
in previous years. In the present situation of an increase in risk aversion in financial markets,
acquisition of additional capital needed to maintain current growth of business may pose a
serious challenge for some institutions.
Another key process taking place in the banking sector is the growing role of financing the
banks activities through financial markets, including funding acquired from non-residents.
This means that some banks, primarily in the period of turmoil in financial markets coupled
with a fall in mutual confidence of market participants, have to take into account the possibility
of experiencing difficulties in obtaining liquidity or higher cost of financing through the market.
For some banks funding obtained from their strategic investors constitutes an important
source of financing their activities. Such a structure of funding increases the potential impact
of strategic investors’ problems on the Polish banking sector. The comparison of processes
taking place both in the external environment and within the financial institutions allows to
attempt to answer the question about the major factors and processes that may threaten the
stability of the financial system.
According to the analyses presented in this Report, the major risk factor for the stability of
the domestic financial system in the short run is a potentially deeper than expected slowdown
of economic growth in EU countries, and in the euro area in particular. The probability of
such a slowdown has significantly increased in the analyzed period. Such a slowdown could
lead to a stronger than expected slowdown in Poland’s economic growth, owing to, inter alia,
a decrease in export demand and investments. A low economic growth rate could in turn
adversely affect borrowers’ (both households and enterprises) ability to service their debt
due to deterioration in their financial standing. This, together with aforementioned possible
weaknesses in the process of credit risk assessment could lead to an increase in credit losses of
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banks. The analyses conducted at the NBP indicate that banks should be able to absorb the
consequences of such a slowdown, but banks’ earnings would decrease significantly. Another
factor that may contribute to an increase in credit losses in the segment of housing loans would
be a fall in the prices of property used as collateral, coupled with possible problems related to
the effectiveness of mortgage collateral collection. According to the most pessimistic scenario,
major credit losses of banks would lead to a significant reduction in capital which would,
in turn, lead to a reduction in lending and, consequently, a stronger slowdown of economic
growth in Poland.
The next risk, in terms of its importance, is the risk of domestic banks’ parent companies
experiencing significantly higher than expected losses. Such losses may materialise as a result
of deepening turmoil in global financial markets. The problems that parent entities face may
then translate into reduced credibility of their subsidiaries in cases where domestic financial
institutions use the structures of a capital group for assistance in liquidity management and
to obtain liquidity (including possible assistance of foreign owners in contingency funding
plans) as well as acquiring capital. If such scenario were to materialise simultaneously for
capital groups that own a number of major domestic banks, the liquidity of the domestic
interbank market could decrease as a result of a confidence fall towards counterparties (e.g.
credit limits would be cut). A fall in mutual confidence of market participants could also
lead to decreased confidence of foreign investors in the safe functioning of the Polish financial
system and trigger their withdrawal from transactions with domestic entities. An outflow
of foreign investors from the market could result in a drop in prices of government bonds
and depreciation of the zloty, thus contributing to a worsening of net income on financial
operations of domestic financial institutions and an increase in banks’ credit losses triggered
by increased debt servicing burden for clients who took out loans in foreign currencies. In
a longer perspective a significant reduction in the activity of foreign investors in the Polish
market could lower the domestic banks’s ability to hedge against different kinds of risks.
Another risk factor, that has low probability, but which could, if it materialised, have an
adverse impact on the stability of the financial system, is the possibility of the turmoil in
global markets propagating across the segment of emerging markets. In such circumstances
increased risk aversion could lead to a fall in the price of assets with higher underlying risk and
depreciation of emerging market currencies . If such events affected the Polish economy, the
depreciation of the zloty (in particular a long-lasting and large-scale depreciation) could lead
to higher credit losses of banks as a result of increased debt servicing burden for borrowers,
in particular households that have taken out housing loans denominated in foreign currencies.
Subsequently, this would lead to a worsening of banks’ capital position and, in extreme cases,
could result in the reduction of banks’ ability to finance the growth of the national economy. It
should be emphasised that the above mentioned hypothetical scenarios fall into the category of
stress-testing analyses. This means that the probability assigned to them is small. However,
they illustrate a possible course of events and show the consequences if adverse events –
differing from the scenario assumed as the most probable one – materialise. Risk factors
presented above that could initiate the process of a significant worsening of the financial
system stability allow us to state that as a result of the crisis in global financial markets the
probability of turmoil in the domestic financial system originating abroad has increased.
Favourable macroeconomic prospects for the next two years, describing the most probable
scenario, do not suggest that the materialisation of risks to the financial system caused by
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domestic factors is highly probable. Therefore, short-term prospects for the stability of the
financial system can be assessed as good.
∗∗∗
The National Bank of Poland performs an important function in the domestic safety net not
only through its financial stability analysis, but also through its task of lender of last resort
and active cooperation with other institutions working to support financial stability. On 21
December 2007, the President of the NBP, together with the Minister of Finance and the
Chairperson of the Polish Financial Supervision Authority, signed a "Memorandum on the
cooperation to support the stability of the domestic financial system". This memorandum
established the Financial Stability Committee and set out the rules of cooperation between
the Parties to the memorandum, with the aim of creating mechanisms applicable in the event
of a financial crisis. The memorandum is part of the efforts to create efficient domestic crisis
management systems in European Union Member States.
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Chapter 2.

Financial institutions’ economic
environment
2.1.

Macroeconomic developments
In 2007, the macroeconomic situation allowed financial institutions to post very
good financial results. The improving situation on the labour market contributed
to the stability of the value of irregular loans in banks and to the increase in lending thanks to growing incomes of borrowers and improved outlook for employment
security. The increasing effective demand for loans on the part of enterprises was
related to high investment growth and high utilisation of production capacity. A
relative internal and external balance of the economy also contributed to the maintenance of the stability of the domestic financial sector.

In 2007, the macroeconomic situation allowed financial institutions to post very good financial
results. GDP continued to grow strongly, which reflected the improving situation of both
current and potential customers of financial institutions (see Figure 2.1).
The dynamic growth of employment and average salary contributed to the stability of the
value of irregular loans in banks thanks to growing incomes of borrowers and improved employment security. At the same time, the growth of payroll funds supported the growth of
demand for various financial services. This, along with the customers’ optimistic assessment
of the economic outlook and growing asset prices in the first half of 2007, led to a large interest on the part of households both in the purchase of investment fund units and insurance
policies with the insurance capital fund, and in taking out housing and consumption loans.
It should be borne in mind, however, that the behaviour of consumers in the second half of
the year confirmed that part of the demand of households for various financial services was
of speculative nature and additionally reinforced by intensive marketing activities of financial
institutions.
The increasing effective demand for loans on the part of enterprises was related to high investment growth and high utilisation of production capacity. The intensification of lending
for enterprises, which had been expected for some time, allowed banks to increase the diversification of revenue sources and made them less dependent on potential adverse developments
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Figure 2.1. Decomposed GDP growth (y/y)
10%
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II 2007

I 2007
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-4%
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Source: GUS.

affecting the household sector. It is worth emphasizing that certain processes (as e.g. the
increased growth rate of wages) which may be considered as positive for the financial system
stability from the point of view of the household sector, may worsen the assessment of stability in terms of the enterprise sector situation. The growth rate of wages, which exceeds
the productivity growth rate (i.e. the increase in unit labour cost), has an adverse impact on
the competitiveness of enterprises. In addition, the resulting increase in inflationary pressure
may lead to increased expectations of the growth of official NBP interest rates, and thus may
move the yield curve upwards.
A relative internal (lower than expected deficit of the public finance sector) and external
(current account deficit level considered safe) balance of the economy also contributed to the
maintenance of the stability of the domestic financial sector. As a result, even the worsening
of the macroeconomic outlook for some countries of the region (e.g. Hungary), which in the
past could lead to adverse developments on the domestic financial market, did not result in a
significant withdrawal of foreign investors from the domestic market in 2007.
The perspectives of economic growth in Poland, according to the analysis presented in the
Inflation Report 1 , are evaluated as good. It is expected that a high level of economic activity
will be maintained within the next several quarters, though the GDP growth rate in 2008
may be slightly lower than in 2007.
Within the recent months the forecasts of economic growth in the economies of Poland’s
most important trade partners were adjusted downwards. According to the projections of
economists from the European Central Bank from March 2008,2 the GDP growth for the euro
zone should amount to 1.3%–2.1% in 2008 and 1.3%–2.3% in 2009.3 At the same time, the
inflation projection was adjusted upwards. The provided reasons for the decrease in economic
growth projections included a weaker global demand, less favourable financing conditions and
the results of increased commodity prices. The International Monetary Fund also adjusted
1

NBP, Inflation Report, February 2008.
European Central Bank, Monthly Bulletin, March 2008.
3
The projections were revised downward, compared to the projection from December 2007, where GDP
growth in 2008 was forecast at 1.5%–2.5%, and at 1.6%–2.6% in 2009.
2
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its projections4 and estimates that the GDP growth in the euro zone will amount to 1.4% in
2008 and to 1.2% in 2009. This also implies a downward adjustment of projections published
in October 2007. The decrease in projections results also from adverse developments in the
macroeconomic situation in the USA.

2.2.

Financial markets
The situation on the domestic financial market was relatively stable, despite disturbance on international financial markets. The zloty continued its appreciation.
Contrary to developed markets, the money market did not experience a confidence
crisis. Only the equity market was strongly influenced by the events on foreign
markets, particularly those taking place in the United States.

The most important factor that shaped the trends on international financial markets in 2007
was the worse-than-expected performance of U.S. mortgage loans, including high-risk subprime loans. In the process of securitisation the credit risk of subprime loans was transferred
from originators to other financial institutions. Market participants did not possess sufficient
information on which institutions took over the risk and what was the scale of their exposure.
Information on losses sustained by large financial institutions indicates that the standing of
certain largest global banks deteriorated significantly since the beginning of the subprime
crisis.
Uncertainty as to the financial standing of financial institutions led to a sudden increase in
risk premium expected by investors. In many segments of the international financial market
risk premia and volatility, which remained at a very low level in previous years, increased (see
Figure 2.2). The subprime crisis had the greatest impact on the interbank money market in
the United States, the euro area and in Great Britain, where liquidity decreased and short–
term interest rates increased strongly.
The situation on the international financial market influenced the Polish market to a limited
extent. Only the equity market remains under a strong influence of the events on the global
market. The impact of foreign factors on the domestic financial market has not yet led to a
significant deterioration of the financial sector’s situation or a large increase in debt servicing
burden of borrowers.

4

IMF, World Economic Outlook, April 2008
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Figure 2.2. Selected volatility (left–hand panel) and credit risk premium indicators (right–hand
panel) on international financial markets
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Notes: VIX and VSTOXX are volatility indices of equity markets in the United States and Europe,
respectively. LBOX and MOVE are interest rate volatility indices of swaption and bond markets,
respectively, in the United States. iTraxx Europe and CDX Investment Grade indices cover the most
liquid credit default swap contracts for investment–grade corporate bonds in Europe and in the United
States, respectively. Crossover indices cover the most liquid credit default swap contracts for non–
investment–grade corporate bonds.
Source: Bloomberg.

Interest rates
Short–term interest rates in Poland mainly reflected the current expectations as to the future
NBP reference rate (see Figure 2.3), with the exception of changes due to the so–called end–
of–the–year effect observed in December 2007 and other temporary factors5 . Contrary to core
markets, the Polish market did not experience a significant decrease in mutual confidence
of banks which could lead to an increase in risk premium on the interbank money market.
Survey data indicate that only some banks limited the scale of transactions on the interbank
market, yet the interest rates on the Polish money market remained stable. On the other
hand, a confidence crisis on the interbank money market in the euro area, Great Britain and
in the United States, negatively influenced the standing of entities financing their operations
with loans denominated in euro, pound or dollar. The market of interbank deposits in Swiss
francs, where the LIBOR rate determining the interest rate on variable interest rate mortgage
loans in Swiss francs is determined, was not affected by the aftermath of the confidence crisis.
Long–term interest rates on the Polish market increased mainly due to an expected increase
in the NBP reference rate and an increase in risk premium of the country. The increase in
5
The end of the year usually sees a decrease in liquidity of the interbank market due to, inter alia, preparations to close the financial year and settling large transaction of the state budget. This may lead to a
temporary increase in the expected interest rate volatility and an increase in the risk premium on the money
market. See "Instruments of monetary policy of the National Bank of Poland in 2007. Liquidity of the banking
sector," NBP 2008, pp. 27-28.
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country risk premium, representing the compensation demanded by investors for taking the
risk of investment in Poland was visible, inter alia, on the bond markets (see Figure 2.4) and
markets for credit derivatives for Polish treasury Eurobonds6 . It was mainly an effect of the
increasing risk aversion on the international financial market. This means that the increase
in risk premium was similar in other countries of the region, as well as in other emerging
markets, and that it occurred regardless of the favourable macroeconomic developments and
an improvement in fiscal situation. However, a more conservative risk valuation did not trigger
a large decrease in foreign investors’ exposure on the Polish bond market.
The difference between interest rates on IRS transactions and the yield on treasury bonds
increased in developed markets (see Figure 2.4), yet that was not the case for Poland. This
suggests that the creditworthiness of Polish banks as perceived by counterparts has not deteriorated. This is potentially beneficial from the point of view of costs of obtaining foreign
financing by banks.
Financial market participants expect that the cycle of interest rate increases on the part of
NBP is coming to an end. Expectations of increases of interest rates withered on core markets
due to a deterioration of economic outlook and problems of the financial sector. There is still
a high degree of uncertainty as to future directions and the extent of interest rate changes in
the largest economies in the world.
Foreign exchange market
The appreciation tendency of the zloty visible since 2004 has continued in 2007. The exchange
rate volatility was close to its historical low (see Figure 2.5). The exchange rate changes can
be explained, among others, by a low interest rate disparity between Poland and core markets
and a stable participation of foreign investors in equity and bonds markets. Low implied
volatility and the flat term structure of implied volatility suggest that market participants
expect the exchange rate to remain stable.
The correlation of changes in the zloty exchange rate with the changes in exchange rates of
currencies of the region remains high (see Figure 2.5). At the same time, the correlation of
changes in the zloty exchange rate with the changes in exchange rate of the Japanese yen,
the most important currency financing carry trade positions, is negative. This indicates that
the zloty, despite still low interest rates as compared to other emerging markets, may be an
investment currency for the carry trade strategy. This may translate into high vulnerability of
the zloty exchange rate to shocks from other markets of the region, particularly from markets
of currencies of high interest rates. As the historical and the implied volatility of exchange
rate is low, such shocks would most probably impact the direction of short–term changes in
the zloty exchange rate.
Equity market
In the first half of 2007 the equity market continued the upward trend which had lasted since
2003. Valuations of listed companies reached a very high level as compared to past valuations
of Polish companies and valuations of companies on other markets7 . In the second half of 2007
6

The instruments are traded on the over–the–counter market outside Poland.
The average value of price–to–earnings ratio (P\E) in June 2007 amounted to 17 for WIG20 and 34 for
MWIG40, while for Standard and Poor’s 500 the ratio was 18 and for FTSE100 – 14.
7
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Figure 2.5. Zloty exchange rate volatility (left–hand panel) and correlation of changes in the zloty
exchange rate with changes in exchange rates of selected currencies (right–hand panel)
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Note: linear correlation of changes in exchange rates has been calculated on the basis of a multidimensional GARCH model estimated on the basis of data for the years 2004 – 2008.
Source: Bloomberg, NBP calculations.

a long–lasting fall in share prices began, during which the price volatility increased strongly.
The decrease in equity prices was boosted by an increase in the global risk premium (see
Figure 2.2) and related flight to quality phenomenon which were conducive to corrections on
other equity markets (see Figure 2.6). Equity market participants currently price investment
risk more cautiously than before the adjustment. Relative valuations of listed companies
were lower as compared to the first half of 2007. During the large fall on the equity market,
share prices of small and medium sized companies decreased more than shares of companies
included in WIG20 index8 . This was due to, inter alia, higher relative valuation of smaller
companies during the bull market and lower liquidity of the equity9 .
The downward trend of Polish equity prices was accompanied by withdrawal of funds from
investment funds (see Figure 2.6). This forced the funds to sell shares and contributed to
further decreases, particularly in January 2008.
Foreign investors did not change their exposure on the market for Polish companies’ equity
significantly regardless of a decrease in their valuation (see Figure 2.6). This could contribute
to a higher decrease in indices of small and medium sized companies, where exposure of foreign
investors is low, in comparison to the decrease in WIG20.

8

At the end of March 2008 the P\E ratio for WIG20 was 12 and for MWIG40 - 9.
Liquidity analysis of individual segments of the Polish equity market was presented in "Financial Stability
Report 2006," NBP, May 2007, pp. 35-37.
9
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Figure 2.6. Selected GPW indices versus other equity market indices (left–hand panel) and the
balance of transactions of selected investor groups on the GPW (right–hand panel)
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2.3.

Property market
Prices on the residential property market throughout Poland stabilised after a period of sharp increases in 2006. High economic growth triggered an increase in the
demand for office space. A lower ratio of available office space was conducive to
an increase in rent rates.

Residential property market
Residential property prices
The prices of residential property continued to increase in 2007, although at a much slower
pace than in the previous year. In the first half of 2007, residential property prices increased
in the majority of Polish cities (see Figure 2.7). Yet since the middle of the year a slowdown
in price growth has been visible, and in the case of certain cities the prices have even fallen
slightly (see Table 2.1). The slowdown of the growth rate of residential property prices resulted
from an increase in supply on the primary and the secondary market. Another reason was
the fact that residential property prices reached a very high level, which accompanied by low
credit availability of flats, limited the number of those willing to make a purchase.
In 2007, the prices of residential property increased at the fastest pace in the smaller towns
(see Table 2.1). The phenomenon can be described as the ’catching up’ of property prices in
smaller towns with the prices in larger cities. Earlier, during the highest increases in 2006,
prices in smaller towns increased at a slower pace than in the largest cities.
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Table 2.1. Changes in residential property prices in selected markets (%)
Primary market
Change Change
Change
in
in H1
in H2
2006
2007
2007
Wrocław
101.2
5.2
2.8
Łódź
67.4
40.1
-1.6
Kraków
67.4
16.2
-0.4
Warszawa
54.3
10.5
2.4
Gdańsk
63.7
34.5
-8.9
Gdynia
46.0
32.3
12.2
Poznań
18.9
92.2
14.0
Bydgoszcz
-5.4
87.6
2.2
Lublin
5.8
52.3
-2.0
Białystok
9.0
40.2
2.5
Toruń
–
–
–
Gorzów
–
–
–
Wlkp.
Zielona
–
–
–
Góra
Opole
–
–
–
Rzeszów
–
–
–
Katowice
–
–
–
Kielce
–
–
–
Olsztyn
–
–
–
Szczecin
–
–
–

City

Change
in Q1
2008
5.1
4.8
-1.9
2.7
-0.5
-5.9
-5.2
4.9
15.9
7.9
–
–

Secondary market
Change Change
Change
in
in H1
in H2
2006
2007
2007
74.8
8.7
2.2
74.5
39.2
5.8
62.4
9.5
-1.0
55.6
18.5
-3.4
82.5
20.9
2.7
77.8
14.3
-3.4
49.4
38.2
-1.0
49.7
33.0
6.7
32.1
36.1
8.5
30.1
40.3
9.2
49.5
28.3
8.1
45.1
43.8
4.2

Change
in Q1
2008
0.9
-6.3
-10.6
6.4
1.6
4.8
0.0
0.7
3.4
0.9
8.2
-0.6

–

54.8

25.1

11.7

2.1

–
–
–
–
–
–

56.9
38.3
50.6
42.3
39.9
58.0

11.3
28.9
51.5
20.8
36.9
29.2

1.7
4.2
8.7
7.6
-1.9
1.9

0.4
0.3
2.7
0.9
-1.8
3.1

Note: Price changes calculated on the basis of offer prices. Data from outside the largest urban areas
(Gdańsk, Gdynia, Kraków, Łódź, Poznań, Warszawa, and Wrocław) are characterised by greater
uncertainty owing to the small size of samples used to calculate prices.
Source: NBP calculations based on Pont Info data.
Figure 2.7. Increase in residential property prices in the largest cities on the primary market (left
panel) and on the secondary market (right panel)
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The supply of new flats
High margins on construction projects in the previous years and a sudden increase in property
prices in 2006 triggered an increase in the activity of companies from the construction sector.
As a result, 16% more new flats were completed in 2007 than in 2006. High geographic
concentration of projects is also visible. About 22% of new flats and 34% of new flats for sale
or to let10 were located in the Mazowieckie voivodship.
Demand for flats and credit availability
In 2007, the demand for flats gradually decreased. That tendency was due to relatively high
prices and the low credit availability of flats, which remained at a level similar to that of 2006
(see Figure 2.8). Lower demand for residential property was also influenced by tightening of
lending policies of certain banks in the second half of 2007.11
The speculative activities of domestic and foreign investors decreased. It seems that these
investors are gradually marketing the premises they purchased earlier on. Information provided by real estate agents shows that in 2007 the residential property market saw much more
agreements on the transfer of ownership of premises at the last stage of their construction.
Such offers may be very popular due to the short time left until the investment is completed.
At the same time they boost the supply of flats on the primary market and limit the demand
for flats at the initial stage of construction.
Outlook
It is very likely that the supply of flats will remain high in the coming years, mainly due
to: an increase in building permits issued in 2007, higher number of flats under construction
than in 2006 (increase by 8% in 2007 as compared to the end of 2006), and a relatively large
number of flats whose construction started in 2007 (increase by 34% in comparison with the
end of 2006). Experts estimate that the supply of new flats may amount to 130–150,000 in
2008.
A factor decisive to whether the currently built flats will be eventually sold will be the adjustment of the offer to the demand. Nowadays, expensive investments located close to the centres
of large cities constitute a large part of property currently under construction. The offer of
less expensive and larger flats situated in the suburbs with convenient transport connections
is limited. Survey data12 and analyses of demographic data (positive birth rate, projections
of an increase in the number of households) indicate that larger flats located at a greater
distance from city centres will be in the greatest demand by potential buyers in the nearest
future.
10

According to the terminology of GUS, flats for sale or to let are investments aimed at obtaining profit
by various investors (e.g. development companies, gminas, cooperatives) excluding construction by natural
persons pursuing economic activity.
11
See "Senior loan officer opinion survey on bank lending practices and credit conditions," NBP, editions of
2007–2008.
12
Survey by Millward Brown SMG/KRC and the Nowy Adres company, "Polski Rynek Mieszkaniowy 2007.
Popyt i preferencje nabywców” [The Polish residential property market 2007. Demand and purchasers’ preferences.].
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Figure 2.8. Simulation of purchasing power of the consumer on selected housing markets
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Note: the simulation shows the size of a flat (in square metres) which a person with average income,
for the the region (voivodship), funding the purchase with a loan, could afford to buy. Assumptions
for the calculation: borrower’s own contribution 20%, borrower is a one-person household, borrower’s
income equals the average gross salary for a given voivodeship as calculated by GUS, monthly funds
left to cover expenses after loan instalment has been paid – PLN 1,000, loan maturity of 25 years,
loan repaid in diminishing instalments (borrower is able to cover the highest instalment).
Source: NBP calculations based on Pont Info and GUS data.

According to experts,13 the deficit of flats in Poland is estimated at about 1.5 million flats.
The high potential demand for flats and the slowdown of the growth rate of property prices
in the last few months limit the likelihood of a significant adjustment of residential property
prices and of lowering of the value of mortgage loan security.
The decrease in effective demand, maintenance of high supply, and an increase in the costs
of construction indicate that the method of financing investments will change in the coming
years. More projects will have to be financed from the very start with bank loans extended
to property developers. The process of sales of flats will be gradual and in line with the
subsequent stages of project implementation, and a certain number of flats will be sold only
after the completion of construction works. The change of the method of project funding,
which until recently have been mostly financed with down payments of the future owners,
translates into a potentially higher risk for the banking sector.

Office space market
High economic growth in 2007 increased the demand for high-quality office space. The development of the office space market was mainly visible in Warsaw, where almost 70% of total
office space is situated. Rented office space reached a record high of 400,000 square metres in
the whole country, with a significant contribution from the banking sector.
The vacancy rate decreased in Warsaw below the level of 3.5%, and in other cities it did not
13

"Polski Rynek Mieszkaniowy 2007. Popyt i preferencje nabywców”, op. cit.
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exceed 5%. The lack of the sufficient amount of available office space resulted in an increase
in rent rates, especially in the centre of Warsaw (the rents for highest quality offices increased
by 50% as compared to the end of 2006)14 . Continuing robust economic growth in 2008 will
most probably result in further interest in office space, yet the price pressure will be limited
by supply, which is following the demand.
The office space market is coming close to the Western European level in terms of capitalisation
rates.15 Capitalisation rates of the best office space sold in Warsaw in 2007 stabilised at the
level of 5.5%.
In the subsequent years the situation on the market of office space lease may change to the
benefit of lessees. Currently there are over 400,000 square metres of new office space under
construction in Warsaw, the majority of which is located outside the city centre. This will
most likely decrease the pressure on rent rate increase in Warsaw, but the effect may be less
visible in the very centre of the city. It is estimated that in other cities such as Gdańsk,
Gdynia, Katowice, Kraków, Poznań, Sopot, and Wrocław the total increase in the supply of
new office space may reach 370,000 square metres in the subsequent years. Thus, the vacancy
ratio may increase and the growth rate of rent rates may slow down throughout the country
in 2008.

14
15

The quoted data on rent and capitalisation rates were provided by Jones Lang LaSalle.
Capitalisation rate - the ratio of income from a property to its purchase price.
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Chapter 3.

Banking sector stability
The performance of the banking sector in 2007 was very good. The year saw
an improvement of, among others, banks’ earnings both in nominal terms and
profitability ratios, the sector’s operating efficiency and asset quality. The average
capitalisation of banks (capital adequacy ratio) diminished as a result of lending
growth, but it is still sufficient regarding the present scale of activity, and allows
them to cover potential loan-related losses. Nevertheless, in order to maintain the
present growth rate of lending, some banks will have to increase their capital levels.
Despite the positive assessment of the situation of the banking sector, it should be
noted that certain kinds of risk do accumulate on banks’ balance sheets. They are
mainly related to the dynamic lending growth during the period of favourable economic situation and historically lenient loan standards. When considered jointly,
these factors may raise concern over the correctness of the credit risk valuation
in several banks, particularly, in the segment of housing loans granted to households where credit spreads are very low. Great attention should be also paid to the
increasingly common practice of financing the growth of lending through financial
markets, including foreign ones (mainly by subsidiaries of foreign banks). This
phenomenon enhances the sensitivity of banks’ earnings to changes in the price of
money and makes them exposed to a higher funding liquidity risk.
Not being directly nor indirectly exposed to risk emerging from the U.S. subprime
mortgage market, banks were not prone to financial losses arising from a drop
in confidence in the financial markets and a fall in value of subprime mortgage
loan-tied financial instruments.

Financial Stability Report – June 2008

25

Earnings I

Figure 3.1. ROA in commercial banks
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3.1.

Earnings
The earnings of the banking sector in 2007 were exceptionally high. No major
changes were observed in the structure of net income from banking activity. The
decrease of the ratios of operating costs and net impairment charges to assets had
a favourable effect on the sector’s profitability.

The earnings of the Polish banking sector continued to improve in 2007 16 . Pre-tax earnings
were increasing at a faster pace than assets and core capital17 , which contributed to the
improvement of pre-tax ROA and ROE18 (see Tables 3.1 and 3.2 and Figure 3.1). The
decomposition of pre-tax ROE indicates (see Table 3.3) that the increase of return on core
capital resulted solely from the improvement of return on earning assets. Financial leverage
(assets/core capital) and the share of earning assets in assets remained at a level close to that
of 2006.
In 2007, fourteen commercial banks reported net losses19 . As compared to 2006, the share of
banks with negative earnings in banking sector’s assets increased from 1.4% to 3.4%. Most
of these banks are branches of foreign credit institutions. Eight of them started to operate
within two years before the end of 2007, so the losses they incurred can be attributed to an
intensive development in the initial stage of their activity. As foreign banks tend to show
increasing interest in expanding their activity to the Polish market, it seems that the share
16

The analysis has been conducted on preliminary and unaudited data.
At the end of 2007, core capital represented 96.6% of the total regulatory capital.
18
A significant difference between pre-tax earnings and net earnings and between respective ROA and ROE
resulted from the manner of presentation of the effects of a Pekao and BPH merger as net income from
discontinued operations in reports to the NBP. Without taking this effect into account, the sector’s net
earnings, net ROA and net ROE were 13.75 billion zloty, 1.85% and 24.57%, respectively.
19
One of them posted a pre-tax profit.
17
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Table 3.1. Selected items from the profit and loss account of the banking sector (billion zloty)

Interest income
Interest expense
Net interest income
Net fee income
Income from equities and other
securities
Net income on financial operations
Net FX income
Net income from banking activity
General expense
Depreciation
Net movements in provisions and
valuation allowance
- of which: net charges to provisions for irregular loans
Pre-tax earnings
Net earnings

2005

2006

2007

3-20081

34.13
15.59
18.54
7.54
0.80

35.01
14.30
20.70
9.14
1.11

43.16
18.86
24.29
11.02
0.97

0.88

1.17

3.86
31.62

46.47
20.85
25.63
11.22
0.77

Change
(%)
2006
2.57
-8.24
11.65
21.30
38.00

Change
(%)
2007
23.29
31.88
17.35
20.53
-12.50

1.46

1.20

32.99

24.56

3.01
35.13

3.67
41.41

4.01
42.83

-21.99
11.11

21.82
17.86

17.55
2.33
1.58

19.00
2.18
1.67

21.65
2.30
1.70

22.40
2.31
2.09

8.25
-6.24
5.43

13.96
5.10
1.86

1.25

1.42

1.26

1.62

13.63

-11.57

10.93
9.11

13.03
10.70

16.84
12.34

17.22
12.48

19.17
17.42

29.23
15.38

1

Data annualised.
Source: NBP.

Table 3.2. Selected items from the profit and loss account of the banking sector as a percentage of
average assets

Net interest margin
Net non-interest margin
Operating costs1
Net movements in provisions and valuation allowances
- of which: net charges to provisions for irregular loans
ROA (pre-tax earnings)
ROA (net earnings)
ROE (pre-tax earnings)2
ROE (net earnings)2

2005
3.28
2.32
3.52
0.28
0.22
1.94
1.61
24.74
20.61

2006
3.26
2.27
3.33
0.26
0.22
2.05
1.68
27.18
22.31

2007
3.28
2.31
3.23
0.23
0.20
2.27
1.66
30.80
22.05

3-20083
3.29
2.21
3.17
0.27
0.21
2.21
1.63
31.97
23.54

1

Operating costs = general expense + depreciation
As percentage of core capital. Data on core capital cover the period till February 2008.
3
Data annualised.
Source: NBP.
2

Financial Stability Report – June 2008

27

Earnings I

Table 3.3. Components of decomposition of ROE of the banking sector

ROE (pre-tax earnings)
ROEA1
Assets to core capital
Earning assets to assets

2005
24.74%
2.11%
12.78
92.47%

2006
27.18%
2.20%
13.23
93.49%

2007
30.80%
2.43%
13.25
93.29%

2006 growth rate
1.0986
1.0414
1.0353
1.0111

2007 growth rate
1.1069
1.1072
1.0019
0.9978

1

Return on earning assets
Note: ROEpre−tax = ROEApre−tax ∗
Source: NBP.

earning assets
assets

∗

assets
core capital

Figure 3.2. Structure of net income from banking activity (left-hand panel) and allocation of income
from banking activity (right-hand panel)
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Notes: on right-hand panel - income from banking activity adjusted for the balance of other income
and operating expense and income on fair value adjustments on collateral account. Net earnings
concern continued operations.
Source: NBP.

of banks with negative earnings in the sector’s assets may continue to rise in the following
years, which, however, should not contribute to a growth in systemic risk.
No significant changes were observed in the structure of net income from banking activity of
the banking sector (see Figure 3.2). The share of net interest income in income from banking
activity did not diminish despite a growing share of liabilities to foreign financial institutions
and domestic non-bank financial institutions in the financing of lending (in principle - these
funding sources are more expensive for a bank than deposits of non-financial customers). Net
fee income remained the largest component of net non-interest income, and its importance
rose mainly at the expense of net FX income.
The share of net earnings from continued operations in net income from banking activity
increased for a successive year, which reflects better operating efficiency of the banking sector
(see Figure 3.2). General expense did rise in nominal terms as a result of the increase in
average wages in the banking sector and the expansion of branch network, but the growth
was slower than that of net income from banking activity. This led to an improvement of the
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Figure 3.3. C/I ratio in commercial banks
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sector’s operating efficiency ratios (see Figure 3.3). Large banks can still be regarded as more
efficient. However, a special mention has to be given to fast increase of the order statistics
of the distribution of C/I ratio in the second half of 2007. This may indicate an increase of
banks’ cost burden resulting from growing competition on the labour market and from wage
pressure.

3.2.

Credit risk
The year 2007 saw changes in the structure of claims on the non-financial sector, which were favourable for the quality of loan portfolio. The quality of all loan
portfolios, measured by the share of irregular loans, improved. However, the sector’s long-term stability outlook is much than the present situation as credit risk
accumulates in banks’ balance sheets, due to broadening of the customer base and
to a strong promotion campaign targeting the segment of less affluent customers.
International experience and the situation in Poland in 1998–2003 indicate that
a rapid growth in lending in the upward phase of the business cycle may generate loan losses to banks in the period of an economic slowdown to follow. Special
mention has to be given to continuing relatively high concentration in the portfolio
of loans to enterprises and to debts incurred by companies with a high financial
leverage and relatively low liquidity.

3.2.1.

Credit risk of the loan portfolio to households

Growth rate and quality of loan portfolios
The year 2007 was marked by high growth in lending to households (see Figure 3.5). It
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Figure 3.4. Composition of loans to non-financial customers by borrower (left-hand panel) and
irregular loan ratios for individual portfolios (right-hand panel)
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was caused by robust economic growth, higher income of households, better situation on the
labour market and, as a consequence, an increase in consumer confidence20 (assessments of
the current and expected financial standing of households as well as current and expected
economic situation of the country).
The fast growth rate in lending for households in the years 2005–2007 resulted in an increase
in their importance in the loan portfolio (see Figure 3.4). The tendency of gradual changes
in the structure of loans to non-financial customers was favourable in terms of the banking
sector’s credit risk, including the concentration risk. So far, the quality of loans to households
has been higher than the quality of loans to enterprises. (see Table 3.4).
Loans to households are a heterogeneous category, both in terms of maturity of specific credit
products and the type of collateral. These differences influence the credit risk of particular
loan categories. Therefore, further analysis concerns housing and consumer loans separately.
Housing loans
As in previous two years, housing loans exhibited the highest rate of growth. Apart from the
above-mentioned factors, the high growth of this loan category was also driven by demographic
developments (migration to cities, the demand for flats on the part of the generations of the
demographic boom of the 1970s and 1980s). Despite a slight decrease of the growth rate
of housing loans in 2007, the nominal increase of housing loans was significantly (by 43.5%)
higher than in 2006.21
From mid-2006, the upward trends of particular categories of housing loans changed in comparison with the past. The growth rate of zloty-denominated loans considerably increased,
20

Source: Consumer Sentiment Survey, March 2008, GUS.
Owing to the appreciation of the zloty in 2007, especially against the Swiss franc (by 9.3%), an increase
in the value of housing loans, after excluding the impact of exchange rate movements, was much higher and
amounted to 53.5%.
21
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Figure 3.5. Annual growth in loans to households: growth rate (left-hand panel) and amounts of
increases (right-hand panel)
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housing and consumer loans, among others, loans for the purchase of securities.
Source: NBP.

Table 3.4. Irregular loan ratios by borrower groups of non-financial sector and by loan currency (%)

Non-financial customers
1. Enterprises. of which:
Zloty loans
Foreign currency loans
2. Households. of which:
Zloty loans
Foreign currency loans
2.1. Individuals. of which:
Zloty loans
Foreign currency loans

2005
11.0
14.6
15.1
13.3
7.8
10.0
2.6
6.1
8.6
2.0

2006
7.4
9.7
10.2
7.7
5.6
7.4
1.7
4.6
6.6
1.3

2007
5.2
7.0
7.5
4.6
4.1
5.3
1.0
3.5
4.8
0.9

3-2008
5.2
7.0
7.4
5.4
4.0
5.3
0.9
3.5
5.0
0.8

Note: data refer to residents. The correct interpretation of irregular loan ratios is not straightforward
as irregular loans , include amounts regarded as unrecoverable that are shown on banks’ balance sheets
for a long time, being already covered by provisions.. These issues were thoroughly discussed in the
previous issues of the Report. The irregular loan ratio adjusted for the amount of specific provisions for
loans classified as loss (or amount of impairment provisions in banks operating under IFRS) amounted
to 2 % at the end of 2007 (the amount of provisions by which the numerator and denominator were
adjusted can be interpreted as loans to be written off and posed as memo items or loans sold to the
so-called specialized securitisation funds that outsource their recovery to debt collection companies).
Source: NBP.
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Figure 3.6. Annual growth in housing loans to households: growth rate (left-hand panel) and
amounts of growth (right-hand panel)
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whereas the growth rate of foreign currency–denominated loans decreased. For the first time
since March 2005, both the growth rate and nominal amounts of growth for zloty-denominated
housing loans were higher in 2007 than the same indicators for foreign currency-denominated
loans (see. Figure 3.6). Recommendation S contributed to these changes, especially right
after its entry into force by tightening, among others, standards of granting foreign currencydenominated loans 22 . According to the NBP, the abovementioned changes were primarily
caused by the narrowing difference between the interest rates in Poland and Switzerland23 .
This hypothesis is confirmed by a renewed growth of the share of foreign currency loans in the
amounts of growth of housing loans, which accompanies the widening interest rate disparity
since the second half of 2007 (see Figure 3.7).
The share of foreign currency loans in housing loans diminished by 11 percentage points
to 55.2% from June 2006 till the end of 2007 (the strengthening of the zloty was also a
contributing factor). Taking into account the fact that households do not hedge against FX
risk, banks’ relative decline of exposures to indirect loan-related FX risk may be assessed
positively. The quality of portfolios denominated in foreign currencies was, however, always
higher than the quality of portfolios of zloty-denominated loans, which should be associated
with the zloty appreciation trend.
Due to strong competition in the property financing market, banks continued to ease housing loan standards in the first half of the year24 . Banks increased the availability of loans
by extending the maximum loan maturity (up to 40-50 years) and lowering credit spreads.
22

"Recommendation S on good practices with regard to mortgage-secured credit exposures ", KNB, 2006.
The dominant portion of housing loans in foreign currencies (over 95% as at end of 2007) was granted in
Swiss francs.
24
See "Senior loan officer opinion survey - on bank landing practices and credit conditions", 2007 editions,
NBP.
23
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Figure 3.7. Share of foreign currency housing loans’ growths in 3M moving averages of monthly
increases of housing loans to households (left-hand panel) and difference between WIBOR 3M and
LIBOR CHF 3M rates (right-hand panel)
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Note: left-hand panel - data adjusted for exchange rate movements.
Source: NBP.

Average loan principal was also rising till the third quarter of 2007, which resulted in an
increase in average LtV ratios for newly granted housing loans (see Figure 3.8), especially for
zloty-denominated loans. Banks were offering loans with LtV of above 100%. The lenient
lending policy was also confirmed by numerous loan granting-related promotions. The value
of irregular loans did not go up, which - coupled with a high value of new loans - contributed
to the decrease in the irregular loan ratio to 1.2% in December 2007.
Although banks eased their lending policy towards housing loans, they were not extended,
on a large scale, to customers with a too low income buffer. In a few banks the amount of
the minimum net disposable income required to obtain a loan was set at inadequately low
levels, but these irregularities were detected by banking supervision authorities and eliminated. Due to a relatively high level of banks’ regulatory capital and availability of low cost
financing through household deposits, there was no need to carry out asset securitisation25 .
Therefore the originate and distribute model, widely used in some EU countries and in the
United States, which could provide incentives to a less diligent review of potential borrowers’
creditworthiness, has not developed in Poland.

25

On economic transfer of irregular loans in the form of the so-called securitisation, see "Financial Stability
Review. First half of 2007.”, NBP, 2007, pp. 26-27.
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Figure 3.8. LtV ratios for housing loans extended in particular quarters of 2006–2007
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Source: NBP survey data.

The sales practices of loan brokers and banks’ partner branches have to be mentioned here, as
the consequences of their practices affect banks which grant loans. A contradiction between
the sales targets and a proper assessment of risk taken by banks may result in irregularities
when it comes to the disclosure of full data required by a bank to assess customer’s creditworthiness. In case of banks targeted at a rapid growth of their market share, such irregularities
may also concern loans extended directly by banks’ own employees.
Banks’ use of mortgage collateral is another area of uncertainty that needs to be addressed.
The legal protection of flat owners and tenants limits the efficiency of mortgage as loan
collateral (see Box 1). Special mention must be also given to a relatively low (and diminishing
in 2007) degree of mortgage-secured housing loans. It results from the fact that the demand
for flats was higher than supply, which led (till around mid-2007) to purchases of flats in the
early stage of construction on the primary market. In this context, a Land and Mortgage
Register record is established for the property, and entry in it becomes valid, only a few
years after a loan has been taken out by the household. At the end of the year, the share of
mortgage-secured loans in housing loans amounted to around 60%.
Box 1. Effectiveness of mortgage as security of creditors’ rights
As the share of property loans in assets of the banking sector (in particular, housing
loans) is increasing, the importance of mortgage as collateral accepted by banks when
extending loans is growing. This type of collateral is considered as highly efficient, which
is confirmed, among others, by low spreads charged on loans for residential property.
However, there are legal obstacles hampering enforcement of mortgage collateral.
As most housing loans are extended for purchase of property the debtor will occupy, the key
issue for the effectiveness of mortgage collateral is the way eviction of obligors from residential property will be executed1,2 . Article 1046 of the Code of Civil Procedure specifies that if
no right of the obligor to replacement accommodation or emergency public housing arises
from enforcement title, the debt collector is obliged to refrain from evicting the obligor until
the latter is provided with replacement accommodation by the local authority [gmina] or
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the obligor himself has found such replacement housing. Imposing the obligation to provide
replacement accommodation on the local authority makes eviction non-performable, given
the general lack of emergency public housing and the lack of government policy to support
local authority actions aimed at building such housing. This provision is advantageous to
the obligor, since the lack of any sanction compelling them to take specific action means
they have no interest in finding such replacement accommodation. As a result, the obligation to provide replacement accommodation rests with the creditor seeking to recover
their debt. This legal construction, transferring the final responsibility for the effectiveness
of debt collection onto the creditor, has an influence on the reduction of effectiveness of
mortgage collateral on residential property.
The above-mentioned issues indicate that banks should be particularly diligent in analysing
the risk arising from enforcement of mortgage collateral in the case of housing loans and
should take into account the analysis results in their lending policy.
1

Amendments to the Code of Civil Procedure, which entered into force in February 2005.
Other issues affecting the efficiency of mortgage as collateral were discussed in "Financial Stability
Report 2004", NBP, 2005, pp. 56-57.
2

Consumer loans
Consumer loans26 have been growing at a fast rate, especially from the end of 2006 (see Figure 3.5). In addition to aforementioned factors, one of the reasons behind this growth was
banks’ tendency to ease their lending policies in this market segment due to competition
pressure27 . Banks eased loan standards and some loan terms for, among others, collateral,
maximum loan size and non-interest loan costs. Unlike housing loans, zloty loans are the
dominant type of consumer loans (93.5% at end of 2007).
The quality of consumer loans is lower in comparison to the average quality of loans to
households. In particular, this concerns instalment loans and overdrafts (see Figure 3.9).
The easing of lending policy and expansion of loan offer to less affluent customer groups
increase the risk taken by banks. Consumer loans are more risky and, despite reservations
about the effectiveness of mortgage as a collateral, secured with lower quality collateral than
housing loans. However, owing to the short or very short maturity of individual portfolios of
consumer loans and high credit spreads, these loans are perceived as less risky than housing
loans (spreads on consumer loans are much higher than on housing loans and amount to
around 7-8 pp.). Nevertheless, banks that are particularly active in the market of smallersized and easily available consumer loans tend to incur relatively higher costs of creating
provisions for irregular or impaired loans than the banking sector on average. Because of this,
there is a need to price credit risk prudently valuation and to retain profits from high credit
spreads as a capital buffer to cover future losses usually related to reversal in business cycle.
26

Consumer loans – overdrafts, credit card lending, and instalment loans.
For more detailed information on the rationale behind changes in banks’ lending policies see: "Senior loan
officer opinion survey - on lending practices and loan conditions", 4th quarter 2007 and 1st quarter 2008
editions, NBP, 2007-2008.
27
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Figure 3.9. Composition of loans to individuals (left-hand panel) and quality of main types of loans
(right-hand panel)
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Note: right-hand panel - difference in percentage points between value of irregular loan ratios for
particular types of loans and the average ratio of loans to individuals.
Source: NBP.

Loan service burden and households’ sensitivity to shocks
The high growth rate of lending to households led to an increase in the value of the total
borrowing burden ratio of households as well as of the loan service burden ratio (see Figures 3.10 i 3.11). The increase in both ratios was in part caused by the increase in the share
of borrowers in total households.. As for the growth of the loan service burden ratio, it was
also supported by an increase in loan interest rates. The average loan service burden of the
borrowers who took out loans in the past (especially before 2007) was mitigated by the growth
in disposable income.
Households that took out housing loans in 2007, earmark, on average, a larger portion of their
income to service their loans than the borrowers who had taken out loans in the previous
years.28 . The main reason for higher loan service burdens of households which took out loans
in 2007 was the growth in the average value of loans in the first half of 2007, related to rising
property prices. (see Figure 3.13 and Table 2.1). In the second half of 2007, the loan service
burden on new borrowers’ income slightly decreased as a result of the stabilisation of the
average loan value and of granting loans to customers whose average per capita income was
higher than in the past.
At the same time, unlike in 2006, the average foreign currency housing loan service burden
on borrowers’ income was slightly higher than in the case of zloty loans (see Figure 3.12).
This suggests a relative growth in the risk of newly granted foreign currency loans. Although
values of the average income of borrowers taking out foreign currency- and zloty-denominated
loans are similar, the value of average foreign currency loans is much higher than of zloty
loans.
28

The analysis is based on the estimates of banks taking part in quarterly surveys on bank lending practices
and credit conditions. In 2007, the share of these banks in new housing loans amounted to around 70%.
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Figure 3.10. Borrowing burden ratio on disposable income of all households
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Figure 3.11. Loan service burden ratio (left-hand panel) and housing loan service burden ratio
(right-hand panel) on disposable income of total households
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Note: calculations made under the assumptions that the average maturity of consumer loans is one
year (upper bound) or two years (lower bound). See definitions of burden ratios in Glossary.
Source: NBP, GUS.
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Figure 3.12. Average housing loan burden ratio (left-hand panel) and average housing loan service
burden ratio (right-hand panel) on households’ income at the time of taking out the loan, by quarter
of origination
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Note: data refer to the households that took out housing loans in particular quarters of a period of
April 2006-December 2007.
Source: computed on the basis of NBP survey data.

Figure 3.13. Average value of new housing loan (left-hand panel) and average income per capita in
household-borrower (right-hand panel) at the time of taking out the loan, by quarter of origination
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Note: data refer to the households that took out housing loans in particular quarters of a period of
April 2006-December 2007.
Source: computed on the basis of NBP survey data.
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Figure 3.14. Housing loan service burden ratios on disposable income under the presence of FX
rate and interest rate shocks: zloty loans (left-hand panel) and Swiss franc loans (right-hand panel)
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Note: each line illustrates value of the loan service burden ratio in the course of a two-year period when
foreign exchange rate and interest rate shocks persist; particular lines refer to cohorts of borrowers
taking out loans in a given quarter. The shock scenario for zloty loans assumes an increase by 352
basis points in the WIBOR 3M rate to 9.17% over the two-year time horizon. The shock scenario for
foreign currency-denominated loans assumes a rise in the LIBOR 3M rate by 373 basis points to 6.39%
and the zloty depreciation against Swiss franc by 33.7% to 3.38 over the two-year time horizon. The
probability of a change that would be identical to the one in the shock scenario, or a more pessimistic
one, is around 1% (estimated on the basis of historical data for 2003-2007).
Source: computed by the NBP on the basis of survey data.
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In 2007, the average sensitivity of households taking out new housing loans to the increases in
interest rate and exchange rate increased. (see Figure 3.14). Stress tests29 indicate that the
sensitivity of households taking out zloty loans was slightly higher than that of households
taking out foreign currency loans30 .
In turn, the simulations of loan repayment capacity, based on 2005-2006 data on individual
households indicate that the assumed rise in the unemployment rate brings about a fairly
high increase of a percentage of households that will lose their capacity to repay loans from
current income. The high impact of employment shock in Poland may be associated with a
low level of unemployment benefits and a small percentage of employed persons (see Box 2).
Box 2. Impact of unemployment shock on households’ capacity to service loans

In order to examine household-borrowers’ sensitivity to a rise in unemployment, data on
individual households from the GUS Household Budget Survey performed in 2006 were
used. Results of the survey performed in 2007 will be available in the second half of 2008.
Households’ ability to service debt was determined on the basis of the value of a household
margin, i.e. the amount which is left after a household has covered basic living costs (equal
to the legal poverty line) and debt servicing costs from its current income. A negative
household margin means that the household cannot simultaneously cover basic living costs
and debt servicing costs from its current income.
The simulation of a rise in unemployment was made by drawing from economically active
persons such a number of new unemployed as to increase the unemployment rate by a given
amount.1 . The simulation assumed a rise in the unemployment rate by 4.7 percentage points,
i.e. the amount corresponding to the highest increase in the registered unemployment rate
over a two-year period in the years 1994–2007.
After the new unemployed were drawn from the sample, the households’ income and margin
were modified accordingly, taking into account a loss in income from employment (as an
option the household’s income was increased by the amount of unemployment benefit). To
minimise the statistical error of the estimation, the jobless were drawn 250 times. The result
of the simulation was the average increase in loans extended to households with a negative
margin (the average of the results of 250 draws).
Two variants of drawing the new unemployed were adopted. In the random variant, the
probability of becoming an unemployed person was the same for each person. In the proportional variant, the probability of losing a job by a given person depended on their education,
age, place of residence and gender.
It seems that the latter variant is a more probable scenario of a rise in unemployment as the
riskof becoming unemployed is strongly dependent on the social and demographic features of
29

See test methodology in: "Financial Stability Review. First half of 2007", NBP, 2007, pp. 12–13.
Stress tests presented in the Report (in Sections 3.2, 3.4 and 3.5) should not be regarded as reflecting a
uniform negative macroeconomic scenario. The only exception are the results of macro stress tests based on a
consistent macroeconomic scenario, presented in Section 3.5. In fact, the remaining events presented in stress
tests can also be interrelated. This implies that should one of the analysed events materialise, the overall
deterioration of the situation of the banking sector may be higher than the calculations show.
30
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a given person. The random variant may be considered as conservative ("pessimistic"). The
shock generated in this variant has a greater influence on households’ ability to service loans
than the proportional variant shock (see Table 1) since it assumes that the risk of unemployment is the same for all the persons. Statistical data show that the rise in unemployment
rates is usually lower, among others, in the groups of people with university education and
residents of big cities (a large part of lending is concentrated in these households), and it is
higher in some groups of borrowers who less often take loans (among others, persons with
lower education, residents of small or medium towns and people living in the countryside).
The results of the simulation of a rise in unemployment, both with and without taking into
account unemployment benefit, are presented in Table 1. In the case of Poland, the result
of the specification with no unemployment benefit is more important. This is due to the
fact that it is paid for a relatively short period (mostly for 6 or 12 months), whereas losing
a job is frequently of long-term character. As a result, the unemployment benefit is paid to
a small part of the unemployed (13.6% in 2007).
Table 1. Increase (in percentage points) of the share of loans extended to households with a negative
margin (in total households’ loans of given type) after a shock of a 4.7 percentage point unemployment rate rise.
With unemployment benefit
Household
group
All household
borrowers
Households
with mortgage
debt
Households
with other
bank debt

Proportional
variant
2,8
(0,04)
2,9
(0,09)

Random variant

2,6
(0,04)

Without unemployment benefit
Random variant

3,0
(0,06)
3,7
(0,12)

Proportional
variant
3,3
(0,04)
3,4
(0,08)

2,5
(0,04)

3,3
(0,03)

4,0
(0,04)

4,5
(0,06)
5,2
(0,13)

Note: the figures in brackets are absolute errors - half of the length of confidence intervals at
confidence levels of 95%.
Source: NBP estimates based on GUS data.

The results of these simulations confirm that in Poland a rise in unemployment has a significant impact on households’ capacity to service loans. The effects of a rise in unemployment
for households’ capacity to service loans, calculated in the simulation, are much higher
than in the corresponding analyses conducted in Sweden. The higher sensitivity of Poland’s
household sector to a rise in unemployment results from a considerable decline in household’s income arising from: (i) a low percentage of working persons, which translates into
relatively more households with a single breadwinner, (ii) a low amount and short periods
of unemployment benefit pay-out.
1

The methodology of the simulation is discussed extensively in the articles: „Obciążenia gospodarstw
domowych spłatami długu: rozkłady i stress testy - na podstawie badań budżetów gospodarstw
domowych GUS", Sławomir Zajączkowski, Dawid Żochowski, NBP, „Materiały i Studia" No. 221,
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August 2007, "Housing loans growth, foreign currency risk and supervisory response: the Polish
case", Sławomir Zajączkowski, Dawid Żochowski - the article was presented at a NBP conference
"Monetary Policy Challenges Resulting from the Rapid Credit Growth in Converging Economies"
22–23.11.2007, available on www.nbp.pl.

Outlook
A high growth rate of loans to households can be expected in 2008 although it is very likely
to be lower than in 2007. The growth in lending will be supported by good economic climate
and continued robust growth of households’ income.
The decrease of the growth rate in comparison to 2006–2007 levels will mainly concern housing
loans. This will be caused by the statistical effect in the form of the so-called high base effect
(due to strong growth of loans in the past) as well as current and expected increases in interest
rates. The increase in interest rates of housing loans may negatively influence households’
capacity to take out loans. On the other hand, the demand for housing loans will be negatively
influenced by developments on the property market – customers refraining from carrying out
transactions in anticipation of a fall in property prices, following their strong growth in 2006–
2007. This factor was identified by banks as the main reason for the fall in demand for housing
loans in the 4th quarter 2007 and a forecasted drop in demand in the 1st quarter 2008.31
As spreads on housing loans are low, high-spread consumer loans increasingly often become
banks’ strategic products. Moreover, in addition to macroeconomic factors, a strong easing
of lending policy at the end of 2007 and at the start of 2008 should support maintaining a
high growth rate of consumer lending.
The projected increases in wage and other components of disposable income should have
a favourable influence on households’ capacity to repay loans in 2008 and on the quality of
banks’ portfolios. The net wage growth is further driven by a reduction of disability insurance
contribution from 1 July 2007 and from 1 January 2008 and the introduction of a pro-family
tax relief in the Personal Income Tax. The year 2008 also saw an accumulated indexation of
old-age and disability pensions of 6.5% from 2006–2007.
On the other hand, a further increase of interest rates, which would consequently increase
the loan service burden on income, would negatively influence households’ capacity to service
loans. An increase in the interest rates of loans will have the greatest impact on the borrowers
who repay housing loans. In the case of housing loans, the amount of principal and interest
instalments exhibits a much higher volatility in presence of interest rate movements than in
the case of consumer loans. This stems from two factors: (i) considerably lower interest rates
on housing loans, which results in a relatively higher growth of interest instalment in case of
interest rate increases and (ii) longer maturity, which translates into a higher share of interest
instalment in total housing loan repayment instalments.
Assuming the most probable developments, i.e. the realisation of the baseline scenario of
the economic forecast for the years 2008-2009, the factors favouring timely loan repayment
should prevail over the unfavourable ones. In the second half of 2007, banks extended housing
31

See "Senior loan officer opinion survey – on bank lending practices and credit conditions" 4th quarter 2007
and 1st quarter 2008, NBP, 2007–2008.
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loans to customers with higher income buffers than customers taking loans at the start of 2007.
Maintaining this trend would be favourable with respect to banks’ future earnings. Tightening
the lending policy in the end of 2007 by a group of banks should favour maintaining a good
loan portfolio quality in the future.
Realisation of more pessimistic scenarios such as a substantial decrease in the economic growth
rate or long-term shocks in the financial markets cannot be ruled out. Among others, the scale
of impact of the US subprime mortgage market on the economies of EU member states will be
one of the risks for loan quality. Possible further losses of financial institutions in developed
economies may cause a higher-than-presently-estimated slowdown in economic growth in the
EU, including Poland, which could trigger a materialisation of credit risk steadily accumulating in Polish banks. The features of loans to households, including in particular housing
loans, i.e. variable interest rates and a considerable share of foreign currency-denominated
loans, make borrowers exposed to changes in developments on the financial markets as well.
An increase in interest rates or a depreciation of the zloty result in reduction of households’
margins, which in consequence limits their capacity to service loans and leads to the deterioration of portfolio quality. Households’ sensitivity to zloty exchange rate movements has
been rising again since the end of 2007. Special mention has to be also given to growth of
households’ foreign currency debt.

3.2.2.

Credit risk of portfolio of loans to corporates

Growth rate and quality of loan portfolios
Growth rate of lending
In 2007, enterprises’ debt to the Polish banking sector increased by 25%. Loans to enterprises
were growing at a faster rate than their liquidity buffers in the form of cash on current deposits
and term deposits (see Figure 3.15).
In 2007, operating loans and property loans grew most rapidly32 (the growth rate (y/y) was
20% and 66%, respectively). Enterprises’ increased demand for funding, related to economic
growth, contributed to the growth in operating loans. Debt resulting from investment increased by around 10%. The total growth rate (y/y) of investment loans and property loans
amounted to 28%.
Owing to the sound situation of enterprises, the irregular loan ratios, computed for the loan
portfolios of individual sections, improved (see Table 3.5 and Figure 3.16). Among Manufacturing and Services industries, sections: Mining (C) and Hotels and restaurants (H) exhibit
the highest irregular loan ratio. In the case of these sections, an insignificant part of irregular
loans is finally classified as loss loans.
The economic condition of the corporate sector and debt burden
Despite the rising debt and the increase in interest rates, enterprises did not record an increase
of the loan service burden as their earnings improved at the same time. Interest burden on
net operating income (total of domestic and foreign debt in the financial sector) amounted
32

The category "property loans to corporates" includes business loans and housing loans.
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Figure 3.15. Loans and deposits of corporates in the domestic banking sector: nominal (y/y) growth
(left-hand panel) and growth rate (y/y) (right-hand panel)
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Figure 3.16. Nominal debt growth by financial position of a section (left-hand panel) and distribution of debt of enterprises by pre-tax profit margin (right-hand panel)
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Source: calculations based on GUS and NBP data.
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Table 3.5. Quality of large exposures by section of the economy, data as at end of 2006 and end of
2007 ( %)
Irregular loans in section
Section

A – Agriculture
B – Fishing
C – Mining
D – Manufacturing
- of which: food
processing
E – Electricity.
natural gas and
water supply
F – Construction
G – Retail trade
and repairs
H – Hotels and
restaurants
I – Transport and
communication
J – Financial
intermediation
K – Real estate.
research and
services for
enterprises
L – Public
administration.
defence and
compulsory social
security
M – Education
N – Health care
Other
Total (excluding
Sections J and L)
Total value
(excluding Sections
J and L). (billion
zloty)

Total loans by
section

Irregular
loans by
section

1.4 (1.4)
0.01 (0.01)
0.6 (0.5)
29.1 (32.9)
6.4 (6.9)

4.8 (4.7)
0.1 (0.0)
2.2 (0.2)
35.3 (32.3)
11.3 (10.2)

percentage
of section
portfolio
15.9 (19.1)
28.4 (0.3)
16.7 (2.3)
5.5 (6.6)
7.8 (8.7)

of which
classified as
loss
13.7 (16.9)
0.0 (0.0)
1.2 (1.9)
3.1 (4.4)
4.5 (6.2)

5.7 (6.7)

1.0 (1.5)

0.8 (1.3)

0.7 (1.1)

8.1 (6.9)
19.3 (17.5)

9.2 (10.9)
19.7 (20.2)

5.1 (9.2)
5.1 (6.7)

5.1 (5.5)
3.1 (4.5 )

1.1 (1.2)

3.1 (3.1)

13.2 (15.7)

3.9 (4.7)

4.8 (4.9)

3.4 (2.1)

3.1 (2.5)

0.7 ( 1.0)

8.9 (8.1)

2.5 (3.0)

1.3 (2.2)

1.2 ( 2.1)

13.7 (13.6)

16.1 (18.6)

5.3 (8.0)

2.5 (4.6)

5.7 (8.1)

0.2 (0.2)

0.2 (0.1)

0.03 (0.1)

0.3 (0.3)
0.7 (0.7)
0.8 (0.8)
85.4 (83.8)

0.7 (0.5)
0.6 (0.6)
1.2 (1.6)
97.3 (96.8)

12.4 (9.0)
3.9 (4.6)
6.6 (11.3)
5.1 (6.7)

260.5 (231.8)

-

13.4 (15.6)

2.68
1.8
5.1
4.4

(2.8)
(2.9)
(8.4)
(6.8)

2.9 (7.5)

Note: data for 2006 in brackets.
Source: NBP.
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Figure 3.17. Debt burden and borrowing burden in the corporate sector
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Source: NBP calculations based on GUS data.

to 12.9% at the end of 2007 and remained unchanged in comparison to 2006. The debt and
borrowing burden ratios were also close to their historical lows (see Figure 3.17). The increase
in debt levels was compensated by an increase of the balance sheet total.
The sustained economic growth of 2007 had a positive influence on the economic situation of
the corporate sector. The pre-tax profit margins of enterprises stayed at high levels. Cash
and quick liquidity ratios also remained at their record highs. (see Figure 3.18). Favourable
economic conditions in the corporate sector caused fewer and fewer enterprises to report
problems with settling their liabilities33 . The good situation of the corporate sector supported
the decrease in the amounts of irregular loans.
Changes in the structure of debt in the Polish banking sector in 2007 indicate that banks
increase their credit exposure towards sections characterised by average profitability and relatively low liquidity34 , i.e.: Manufacturing (D), Wholesale and retail sales (G) and Construction(F) (see Figure 3.16). A change of the phase of the business cycle or an increase in the
debt servicing costs may cause entities belonging to these sections to encounter problems with
timely repayment of debt as one of the first. These sections display high financial leverage:
the values of their borrowing and debt burden ratios are above the average for the whole
corporate sector (see Table. 3.6). The results of the simulations performed (see Box 3) also
suggest that these sections of the economy are most sensitive to changes in debt servicing
costs.

33

See "Informacja o kondycji sektora przedsiębiorstw ze szczególnym uwzględnieniem stanu koniunktury
w I kw. 2008 r ("The condition of the non-financial enterprises in Q1 2008"), NBP, 2008, p. 29.
34
Calculations based on GUS data – F01 forms; data include domestic and foreign debt of enterprises employing over 49 persons.
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Figure 3.18. Pre-tax profit margin and liquidity ratios in the corporate sector
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Table 3.6. Descriptive statistics of distributions of financial leverage ratios in particular industries
in 2007. ( %)

Section
C – Mining
D – Manufacturing
E – Electricity.
natural gas and
water supply
F – Construction
G – Retail trade
and repairs
H – Hotels and
restaurants
I – Transport and
communication
K – Real estate.
research and
services for
enterprises
M – Education
N – Health care
Other

Borrowing burden ratio
Debt burden ratio
Quartile I
Median Quartile III Quartile I
Median Quartile III
3.5
9.1
17.8
14.1
24.6
35.6
6.7
15.4
26.5
26.1
44.3
65.1
1.7
4.9
12.2
6.8
14.0
27.4

4.3
7.3

10.1
16.1

19.0
27.1

32.7
36.8

50.4
55.5

67.3
74.1

6.9

19.2

48.6

16.0

36.8

63.9

4.1

10.3

21.2

25.3

45.8

67.7

3.2

8.4

18.4

12.3

30.2

54.1

8.1
5.3
3.4

25.0
13.3
9.0

35.3
26.4
20.0

10.4
18.7
12.2

26.9
33.8
24.1

53.5
60.9
42.5

Note: the analysis based on GUS data from F01 forms. The data include domestic and foreign debt
of enterprises employing over 49 persons.
Source: NBP calculations based on GUS data.
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Box 3. The sensitivity of the corporate sector to changes in debt servicing costs
- sectoral analysis
Scenario analyses have been performed in order to estimate the resilience of the corporate sector to an abrupt rise of debt servicing costs. GUS data on enterprises (coming
from F011 forms) have been used to perform the simulations. The simulation is based on
data as at the end of 2007.
The following assumptions have been adopted:
• an entreprise is at risk of default when it is unable to pay a yearly principal instalment
and interest on a loan with short-term investments 2 (as of the day the simulation is
performed) and with future operational cash flows,
• within the one-year horizon, an enterprise will be able to generate cash flows equal to
those of the previous year,
• enterprises repay loans in equal principal instalments (decreasing interest),
• the average weighted maturity for loans extended to enterprises is 4 years3 ,
• operating cash flows are estimated according to the indirect method, in accordance
with the Polish Accounting Standard No.1,
• enterprises unable to pay an annual principal instalment with operating cash flows are
not included in the scenario analysis,
• the sound financial condition of an enterprise upon commencement of the simulation
has been defined as the possibility to pay an annual principal instalment exclusively
with operating cash flows.
The method adopted in this research allows us to determine a percentage of enterprises
which may encounter problems with debt repayment even without changes in their debt
servicing costs. Listing the sections of industry by share of enterprises of a given section in
the group of enterprises that may encounter problems with loan servicing produces similar
results as listing them according to share of a given section in irregular loans, as shown by
banking statistics (see Table 3.5 in the text of the Report).
The analysed scenarios are designed to show how many enterprises with a good financial
position in a given industry as at the end of 2007 would have problems with timely debt
repayment should their debt servicing costs increase.
Effective debt servicing cost (implied interest rate)4 has been determined for every enterprise
which owes bank debt. The cost has been calculated as the ratio of interest paid to value of
the debt of the enterprise. The calculations take into account an adjustment for intra-group
liabilities.
The value of effective debt servicing cost has been then used to perform scenario analyses.
The increase in corporate debt-related burden is accounted for in the simulation via an
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increase of the implied interest rate by a defined value expressed in percentage points. The
growth in debt servicing costs is identical for every enterprise.
The simulation takes into account changes of debt servicing costs ranging from 0.5 to 10
percentage points.
Wykres 1. Average value of implied interest rate (as at end of 2007) of groups of enterprises at risk
of default when debt servicing costs increase by a defined value
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Note: increase in debt servicing costs is expressed in percentage points.
Source: NBP.

The results of the simulation suggest the following conclusions:
• The enterprises that finance their activities with relatively more expensive debt would
be affected the most by the increase in debt servicing costs. This implies that entities
that extend loans to enterprises (including banks) in fact charge a higher risk premium
in the case of entities displaying a worse financial position (understood as greater
sensitivity to an increase in debt servicing costs).
• Over the one-year horizon, around 1% of enterprises may encounter problems with
settling their liabilities in a timely manner (see Figure 2) even if their debt servicing
costs do not increase.
• The percentage of enterprises that – as a result of the increase in debt servicing costs
– will have problems with settlement of loan liabilities is rising at a relatively low pace
(see Figure 2). This may suggest a rather substantial shock absorption capacity on
the part of borrowers with a good financial position at the end of 2007.
• Sections: Hotels and restaurants (H), Manufacturing (D), Wholesale and retail trade;
repairs (G) and Transport, storage and communications (I)5 exhibit the highest sensitivity to changes in debt servicing costs.
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Share of enterprises at risk of default

Wykres 2. Percentage of companies that may have problems with current debt servicing depending
on the scale of increase in debt servicing costs
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Source: NBP.

1

As GUS data received by the NBP contain no National Business Registry REGON numbers and
company names, it is not possible to identify individual enterprises.
2
Short-term investments include: short-term financial assets in affiliates, short-dated assets in
other entities, cash and cash equivalents.
3
The weighted average residual maturity of loans from enterprises according to banking statistics
data.
4
Effective debt cost is calculated on the basis of domestic and foreign debt of enterprises. GUS
data are not split into domestic and foreign debt. Debt includes advances and loans.
5
The sensitivity of a given section to changes in debt servicing costs has been defined as a
percentage share of enterprises which – at the defined value of implied interest rate – will have
problems with debt servicing in the total number of the section’s enterprises.

Debt concentration
In terms of value, the highest increase in debt was observed in those sections which already
at the end of 2006 held a high level of debt. (see Figure 3.19). The group consisted of
Manufacturing (section D, debt increase by 9.8% y\y), Wholesale and retail sales (section G,
increase by 21% y\y) and Construction (section F, increase by 28% y\y). As they continue
to increase their debt, the high concentration of debt, estimated at the level of particular
sections of the economy, persists.
Debt concentration, estimated at the level of individual economic agents, is also high. Depending on data used in the calculations, the Gini coefficient35 , amounted to 84.6% (GUS
35

A high Gini coefficient indicates inequality of distribution of a feature. The coefficient is a ratio with values
between 0 and 1 [0, 1]. A value close to 0 indicates equal debt distribution, while a value close to 1 indicates
large debt concentration.
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Change in bank debt (y/y) in 2007 (zloty million)
.

Figure 3.19. Changes in debt concentration in sections of the economy
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Source: NBP.
Table 3.7. Debt concentration ratios (Gini coefficient) in the corporate sector/ ( %)

2007
2006
2005
2004

GUS data
84.58
85.44
85.16
85.95

NBP data
86.44
86.83
88.41
88.34

Note: GUS data include domestic and foreign debt of enterprises in the financial sector; NBP data
include the so-called large credit exposures in the Polish banking sector.
Source: NBP.

data)36 or 86.4% (NBP data)37 at the end of 2007. (see Table 3.7). For the Polish banking
sector, high debt concentration implies the necessity to closely monitor the condition of key
borrowers, because their potential default-related loan losses could seriously undermine the
financial position of banks (see Chapter 3.5). The fact that those companies (because of
their size) are simultaneously engaged in cooperation with many banks and are taking out
syndicated loans involving many banks has also a systemic relevance for the banking sector..
Outlook
The utilisation of production capacity is expected to remain high in 200838 . This suggests the
necessity to increase investment by enterprises and, as a consequence, to take out further debt.
36

GUS data contained in F01 forms include domestic and foreign debt of enterprises.
NBP data include the so-called large credit exposures in the Polish banking sector.
38
See "Inflation Report", February 2008", Warsaw, 2008, NBP, p. 24.
37
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NBP surveys39 show that enterprises will try to increase their production capacity in 2008.
Among PKD (NACE) sections, the worst forecasts of future investments were formulated
by Construction (F) and Retail (G). Thus, in 2008 it may be expected that the share of
investment loans extended to enterprises from the least profitable and least liquid sectors of
the economy in a total debt should not go up.
The scenario analyses suggest that banks diversified their loan spreads depending on the
financial position of enterprises - enterprises with higher credit risk incur, on the average,
higher costs of obtaining financing (see Figure 1 in Box 3). The diversification of the risk
premiums are also confirmed by survey data in which banks declare to tighten loan terms
towards entities with worse economic standing40 . This diversification is also confirmed by
results of the simulation presented in Box 3. The spread that is adequate to the credit
risk taken by a bank, provided it is accumulated, indicates that in the case of an economic
slowdown, the banking system should hold an adequate buffer necessary to compensate for
loan losses.
Survey studies reveal that banks’ lending policy towards the corporate sector may further
change in 2008. After a long period of pursuing a liberalised lending policy towards enterprises,
banks expect to tighten the policy towards large enterprises in the subsequent quarters of
200841 . The provisions of the New Capital Accord are the factor that may have an impact on
banks’ lending policy towards enterprises in 2008. The wording of Resolution 1/2007 of the
Commission for Banking Supervision is a reasons to expect an easing of the lending policy
towards small and medium-sized companies as it is possible to classify these customers as
members of the retail segment and, as a result, to apply the preferential risk weight42 .

3.2.3.

Credit risk premium

Analysis of the basic items of the aggregate profit and loss account of the banking sector
suggests that 2007 saw an improvement of the relation of the banks premium for providing
borrowers with funding and taking the credit risk to the current costs of this risk (understood
as charges to impairment provisions). This was one of the reasons for the sector’s high
earnings. The ratio of net charges to provisions and revaluation to assets of the banking sector
remained at a record low level (see Table 3.2). The amount of net charges to provisions and
revaluation did not change significantly in comparison to 2006, and net charges to provisions
for irregular loans decreased (see Table 3.1).
In the first quarter of 2008, some symptoms of deterioration in the situation of the banking
39

See „Informacja o kondycji sektora przedsiębiorstw ze szczególnym uwzględnieniem stanu koniunktury
w I kw. 2008" (The condition of the non-financial enterprises in Q1 2008), NBP, 2008, p. 29. The survey results on 2008 Q2 show a certain drop in investment confidence of enterprises as compared to Q1.
40
See "Senior loan officer opinion survey - on bank lending practices and credit conditions", NBP, 2007-2008
editions.
41
See "Senior loan officer opinion survey - on bank lending practices and credit conditions", NBP, 2008
editions.
42
In accordance with Resolution 1/2007 of the Commission for Banking Supervision, banks that apply the
standard method of setting the capital requirement against credit risk may use the preferential risk weight of
75% against retail exposures. The requirements a given exposure has to meet to be classified as retail exposure
are listed in detail in Resolution 1/2007 of the Commission for Banking Supervision. It seems that many loans
for small and medium-sized companies meet these conditions.
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sector with regard to charges to provisions could be noticed. The amounts of net charges
to provisions for irregular loans increased, while the ratio of net charges to provisions for
irregular loans to assets did not change significantly. Analysis of the situation of commercial
banks shows that while the average ratio of net provisions to assets is increasing, the order
statistics of the ratio are decreasing. (see Figure 3.20). This shows that a few small and
medium-sized banks that pursue an aggressive strategy are responsible for the growth of the
average (see below).
When analysing banks’ credit risk premium, one has to bear in mind that charges to impairment provisions only represent a valuation of the effects of past events43 . Their amount is
adjusted according to the current quality of loan portfolio (see Figure 3.20); hence, it should
not be regarded as a forecast of future loan repayment performance. As net interest margin has remained at a similar level (net interest income and assets have been growing at a
similar pace) for a few years, the high level of net interest margin adjusted for current risk
costs (see Figure 3.20) in the present period of favourable economic conditions is a natural
phenomenon. As risk costs disclosed in the books reflect the current economic climate, the
banking sector’s present earnings understate the risk taken by banks.
It should also be noted that housing loans carry a very low credit spread (around 1 p.p. for
zloty loans). The value of credit spread corresponds to the risk premium. However, the way
the spread for housing loans is developing remains under a very strong competitive pressure,
so its value is unlikely to reflect the total risk of these loans. Furthermore, a comprehensive
valuation of the credit risk of these instruments is hampered, because they are present on
banks’ balance sheets for a relatively short period of time (as compared with their maturity);
hence the loan repayment data include only the period of favourable economic conditions. In
this context, it cannot be ruled out that credit spreads charged by banks will not be sufficient
to cover the credit risk over the housing loan maturity horizon.
In economic terms, capital buffer, i.e. capital exceeding the minimum requirement of banking
supervision authorities can be a ”provision" for effects of future incidents. A further reduction
of the capital adequacy ratios in 2007, resulting from the credit expansion, as well as plans of
further credit expansion in 2008 together with simultaneous declarations by some listed banks
to pay out high dividends, seem to demonstrate the insufficient level of economic provisions
for a sudden change of a phase of the business cycle. However, one should bear in mind
that in 2007 the credit risk capital requirement was calculated by most banks on the basis of
risk weights adopted by the Basel Committee on Banking Supervision in 1988.44 , so it only
approximately reflects the idea of a buffer for the coverage of the so-called unexpected losses.
This makes it difficult to assess whether banks’ additional countercyclical economic provisions
in the form of capital are sufficient. Therefore, the above assessment should be regarded as a
warning hypothesis which can only be verified in the forthcoming periods on the basis of the
development of capital and capital requirements, estimated under the New Capital Accord.
43

Binding accounting regulations are one of the reasons. In accordance with the International Financial
Reporting Standards, which are applied by most large banks, provisions for loans that do not display objective
evidence of impairment must not be created. It is only allowed to create provisions against incidents that have
already occurred but a bank has not been notified about them (Incurred But Not Reported ).
44
Most banks chose the option, approved by the Commission for Banking Supervision, to apply the hitherto
rules for calculating the capital requirements also in 2007
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Figure 3.20. Net interest and fee margin adjusted for net charges to provisions for irregular loans
and share in irregular loan portfolio
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annualised.
Source: NBP.

Figure 3.21. Ratio of net charges to provisions for irregular loans to assets in commercial banks
1.0%
0.8%
0.6%
0.4%
0.2%
0.0%

Interquartile range

Median

3-2008

12-2007

9-2007

6-2007

3-2007

12-2006

9-2006

6-2006

3-2006

12-2005

9-2005

6-2005

3-2005

12-2004

9-2004

6-2004

3-2004

12-2003

-0.2%

Average

Note: data annualised.
Source: NBP.

54

National Bank of Poland

Banking sector stability

A group of small and medium-sized banks pursuing an aggressive credit expansion strategy45 ,
primarily targeting households, can be identified among commercial banks. These banks
regularly exhibit (for at least 8 quarters) a higher ratio of net charges to provisions for irregular
loans to assets than most banks of the sector. However, this is coupled with high spreads that
even after adjustment for charges for irregular loans are not lower than the sector’s average
(and in the case of some banks are even higher)46 . Furthermore, at most of these banks,
both the ratio of loans for non-financial customers not covered by provisions to core capital
and the growth rate of lending for households is close to the sector’s averages. Therefore, a
following hypothesis can be put forward: their strategy does not (only) consist in fast growth
of lending but also in focusing on more risky products and on targeting customers with lower
creditworthiness. To sum up, these banks bear higher credit risk but charge higher spreads
for doing so. Proper long-term capital management, ensuring a sufficient buffer necessary to
absorb losses in case of a possible deterioration of economic conditions, should be key aspect
of this strategy.

3.3.

Market risk
Banks’ exposure to FX risk and interest rate risk relative to banks’ capital is low.
The long balance sheet FX position was offset with short positions in derivatives.
However, a large depreciation of the zloty might (in the longer run) adversely affect banks’ earnings due to indirect FX risk. Domestic banks remain relatively
conservative while investing on the Polish debt securities market, yet, their exposure to debt securities-related interest rate risk has been growing. The turbulence
that occurred on the world financial markets in 2007 had no major influence on
the stability of domestic banks.

Although credit risk remains the major type of risk taken by banks operating in Poland, the
possibility of the occurrence of disturbances on the financial markets means that market risk
should also be monitored. The market risk taken by banks results mainly from the volatility of
these markets. Developments on the financial market, which are not in line with expectations
of a given institution, could result in its incurring considerable financial losses.
Foreign exchange risk and interest rate risk are the most important types of risk in the
Polish banking system; however, banks’ exposure to these risks in relation to banks’ capital
is low. Open balance sheet FX positions, connected with the growth in foreign currency
lending, are the major source of FX risk in Polish banking system, but they are squared with
off balance sheet transactions. Interest rate risk is connected with significant portfolios of
fixed rate Treasury securities. Exposure to the remaining types of market risk is minimal:
e.g. at the end of 2007, the value of equities held by banks accounted for only 0.2% of the
balance sheet total of these institutions. As in previous years, FX risk taken by banks in
2007 was insignificant. Despite a large share of foreign currency assets and liabilities in the
45
Total assets of this group of banks do not exceed 9% of the sector’s assets. Small banks are defined here as
banks with assets lower than 0.5% of the sector’s total assets, and medium-sized banks as banks whose assets
range from 0.5% to 2% of the sector’s total assets.
46
Among the analyzed group of medium-sized banks, only one differs unfavourably from the sector with
regard to interest and fee margin and interest and fee margin adjusted for charges.
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Figure 3.22. Dispersion of VaR resulting from FX risk (left-hand panel) and combined influence of
FX risk and interest rate risk (right-hand panel)
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described in "Financial Stability Report 2005", pp. 82-84.
Source: NBP.

balance sheet total, banks did not keep large open FX positions. The long balance sheet FX
position, largely related to foreign currency-indexed loans to households, was offset with short
positions in derivatives. The Value-at-Risk analysis for FX risk (see Figure 3.22) confirms
that banks’ risk of incurring considerable losses arising from revaluation of open FX positions
was limited. It does not mean, however, that banks do not remain vulnerable to the influence
of unfavourable exchange rate movements. A large depreciation of the zloty might (in the long
run) adversely affect banks’ earnings due to indirect FX risk. This type of risk arises from
foreign currency loans being taken out by customers who receive no income in the currency
of the loan.
Since banks keep almost square FX positions, the interest rate risk is the major source of
market risk 47 . However, it may be assumed that the level of market risk taken by banks
poses no threat to the stability of their operations, even in case of considerable market disturbances. Domestic banks’ gradual growth of exposures to the interest rate risk, related to their
wholesale Treasury bond portfolios, resulted in the situation where in 2007 the sensitivity
of the value of banks’ portfolios to interest rate movements (duration) exceeded the value
of the corresponding ratio for domestic pension funds. However, the portfolio of loans held
by domestic banks exhibit a relatively low sensitivity in comparison with portfolios of other
groups of institutional investors on the Treasury debt securities market (see Figure 3.23).
In consequence, domestic banks’ exposure to total FX risk and interest rate risk remains
47

Here, the interest rate risk has a broad meaning - of not only the risk of changes in the fair value of
the portfolio of debt securities and interest rate sensitive derivatives, but also of the risk of changes in the
theoretical value of the banking book - more on the subject, see Box 3 in "Financial Stability Report 2005",
NBP, 2006, pp. 82–84.
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Figure 3.23. Duration of wholesale Treasury bond portfolio by category of investors (in years)
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stable (see Figure 3.22). The turbulence that hit the world financial markets in 2007 had no
major influence on the stability of domestic banks.

3.4.

Liquidity risk
Financing of banks’ activities is getting increasingly dependent on market sources
and on funds obtained within the capital group. This refers mainly to the banks
that are wholly owned by foreign investors. The (adjusted) one–month liquidity
gap was increasing, but most of the banks held Treasury securities to ensure its
coverage.

Disturbances on the money market in developed countries did not cause tensions in the Polish
interbank money market. The increase in money market interest rates reflected expectations
of increases in NBP interest rates.
Nevertheless, the short–term liquidity of banks and the funding liquidity demand greater
attention. This is due to the recent fundamental changes in the structure of funding in the
Polish banking system. They led to the expansion of the group of banks exhibiting a positive
funding gap and a negative liquidity gap. The importance of the liquidity issues is reflected in
the March 2007 Resolution of the Commission for Banking Supervision48 regarding liquidity
management by banks.
Funding gap
The growth rate of lending has for a few years exceeded the growth rate of liabilities towards
non–financial customers. These trends stem from a strong demand for loans (housing and
48

Resolution 9/2007 of the Commission for Banking Supervision of 13 March 2007 regarding the establishment
of liquidity standards. The Resolution entered into force on 1 January 2008, but until 29 June 2008 banks
will not have been yet obliged to maintain the supervisory liquidity ratios above the regulatory minimum.
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Figure 3.24. Funding gap (commercial banks)
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consumer loans in particular) and from a relatively low growth in deposits of non–financial
customers. A declining interest in placing deposits at banks is a consequence of the competition from non–bank financial institutions. These institutions offered products with a higher
expected rate of return during the boom on the stock exchange in 2006 and at the start of
2007. The trends resulted in a positive funding gap of the whole banking sector (the value of
loans exceeded deposits’ value) in 2007, which has happened for the first time. Before 2007,
the value of loans was higher than the value of deposits only in the case of individual medium
and small banks with a dominant foreign share.
At the turn of 2007 and 2008, a change in the structure of liabilities to non–financial customers
could be noticed, which was favourable from the point of view of the stability of the sources
of funding. In the first quarter of 2008, when share prices were falling on the Warsaw Stock
Exchange, deposits from households increased considerably, which was a result of the shift of
savings from investment funds to banks. The further growth rate of deposits will be largely
dependent on the situation in the capital market and on changes in the offer of bank deposits
(including structured deposits).
The banking sector is getting more prominently divided into a group of large banks with a
well–developed branch network reporting a negative funding gap and a group of banks with
a positive funding gap. The number of banks with a positive funding gap is rising, which
makes the issues of funding and liquidity management an increasingly important challenge,
especially when banks expect to maintain their lending growth rates at a high level 49 .
The funding gap, resulting from the exhaustion of the conventional sources of loan financing,
is covered mainly via funding through domestic and foreign interbank markets, as well as
through financing within capital groups.
Market sources and funding from capital group are used mostly by small banks with a dominant foreign capital share (see Figure 3.25, right–hand panel). They finance the growth of
49

See "Senior loan officer opinion survey - on bank lending practices and credit conditions, 1st quarter 2008",
NBP, 2008.
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Figure 3.25. Structure of funding in commercial banks by banks financed mainly with deposits from
the real sector (left–hand panel) and with deposits from financial institutions (right–hand panel)
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Figure 3.26. Annual changes in the value of housing loans in banks against annual changes in
liabilities from non–resident financial institutions
Changes in 2007
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Figure 3.27. Value of banks’ long–term liabilities towards non–resident financial entities: nominal
value (left–hand panel) and value in relation to banks’ assets (right–hand panel)
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Source: NBP.

assets with loans and term deposits from non–resident financial entities, mostly with long–
term loans and deposits obtained within their capital group. The growing importance of this
type of financing is confirmed by a comparison of the changes in the value of housing loans
and liabilities towards non–resident financial entities, presented in Figure 3.26. Each point
in the Figure corresponds to one bank. A higher number of points located in quarters of the
Figures with the positive coordinates and closer to the diagonal indicate that more banks finance property loans from foreign sources. In 2007, the increments in housing loans were more
heavily dependent on funds obtained from foreign banks than in 2005. This increases the risk
of the transmission of liquidity turmoil from the global banking system into the Polish one.
However, funds obtained through the market or from a capital group are mainly long–term
(see Figure 3.27), hence the risk of the transmission of short–term liquidity disturbances from
the global markets is limited. (see Annex at the end of Chapter 3).
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Figure 3.28. Value of banks’ short–term liabilities towards non-resident financial entities: nominal
value (left–hand panel) and value in relation to banks’ assets (right–hand panel)
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The importance of loan financing with short-term liabilities from non-resident financial entities
is growing as well. This group of liabilities is characterised by a greater refinancing risk than
long–term liabilities. Liabilities from non–resident financial institutions, with an original
maturity of up to 1 year, have been increasing since the end of 2006, in particular in small and
medium-sized banks. However, the share of short–term liabilities in the assets did not exceed
1.6% for half of the banks. (see Figure 3.28, right–hand panel). The dispersion of liabilities
with residual maturity up to 6 months indicates that for an increasing number of small banks
with foreign capital, lending to non–financial entities and to the general government sector
was financed with short-term liabilities (see Figure 3.29, right–hand panel).
The risk of a funding liquidity loss, tied to the increased dependence of loan financing on
market sources and on the economic situation within a capital group, can be considered in
two dimensions - the refinancing risk and the risk of concentration of funding.
The refinancing risk has an impact on financing continuity. A sudden fall in liquidity in the
financial market segment that supplies banks with financing needed to pursue their current
activities or a drop of market agents’ confidence in the strategy of the bank that seeks financing
may cause problems with loan renewal on the wholesale market. Short–term interbank loans
are particularly risky as they require frequent rollover. Such a risk materialised during the
liquidity crisis of 2007 when it hit the British bank Northern Rock. However, currently banks
in Poland do not have such a high share of wholesale market sources in their funding.
Refinancing also depends on the policy of parent entities. However, the risk of non–renewal
of intragroup financing is lower than in the case of financing through the wholesale market.
The sources of long–term loans may be limited should parent companies choose to allocate
funds within a group in a different way.
In the case of intragroup financing, as well as in the case of large loans from not affiliated
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Figure 3.29. Banks’ short-term liabilities towards financial entities (left–hand panel) and potential
gap to square in case of non–renewal of the liabilities (right–hand panel)
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Source: NBP.

financial entities, the additional risk of concentration of liabilities may emerge. In practice, this
type of risk does not occur when activity of a bank is financed with household and corporate
deposits. The risk increases when financing is provided through the financial market.
No liquidity problems stemming from the turmoil in the financial markets in 2007 have been
encountered by banks in Poland to date. That applies also to those banks whose foreign
owners had high exposures to risk in the sector of subprime loans or had to extend liquidity
support to conduit securitisation programmes during the crisis.
Liquidity gap
Due to the high growth rate of lending, in particular in the segment of long–term loans, the
difference between banks’ average maturity of assets and liabilities is widening (see Figure
3.30). The extension of the maturity of assets along with the tendency to increase short–term
liabilities affects short–term liquidity gap management. The adjusted one–month liquidity
gap 50 was widening in the course of 2007 (which was particularly noticeable at the end of
the first half of the year). The majority of banks held Treasury securities allowing to cover
the gap (see Figure 3.33).
The cost of closing the liquidity gap could be much higher should the situation on the (secured
and unsecured) deposit market worsen. If liquidity turbulence occurred in the interbank
market, the interest rates of interbank loans (mainly unsecured loans, but also in conditional
repo transactions) could increase.
50

See definition of adjusted gap in Glossary.
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Figure 3.30. Maturity of assets (left–hand panel) and maturity of liabilities (right–hand panel)
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Figure 3.31. One–month liquidity gap (commercial banks)
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Figure 3.32. Ratio of adjusted one–month liquidity gap to assets with maturity of up to 1 month
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Figure 3.33. Coverage of adjusted gap with Treasury securities
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Notes: Treasury securities with maturity longer than 1 month, excluding Treasury securities allocated
to cover the bank guarantee fund (BFG) have been taken into account, If the value of Treasury
securities that may be used to cover the gap of a bank is higher than its adjusted liquidity gap, then
the coverage is 100%. The median at 100% means that at least half of banks hold Treasury securities
allowing them to fully cover the adjusted liquidity gap.
Source: NBP.
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Figure 3.34. Increase in interest expense (in relation to net interest income) in case of the necessity
of squaring the funding gap under an increase in interest rates
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Assumptions of the simulation: in the analyzed period, the interbank deposit interest rate goes up by
50 basis points and remains unchanged for another year. Squaring the funding gap in the interbank
market would generate additional interest expense in the year. Banks with a negative funding gap
have been omitted.
Source: NBP.

As a result of changes in the structure of financing, a long–lasting change of market conditions
may have a stronger impact on earnings of banks with a positive funding gap. The thesis is
corroborated by a simulation of the additional cost of closing the funding gap in the interbank
market when the interbank deposit interest rate goes up by 50 basis points and remains at
this level for a year. The simulation excludes banks with a negative funding gap which
would not be compelled to seek more expensive financing of lending on the interbank market.
It has been assumed that if a bank does not have sufficient funding from stable sources
(deposits of households, enterprises and the general government sector), it is forced to use
interbank loans to fund lending for non–financial entities. The higher interest paid by the bank
constitutes additional interest expense that diminishes banks’ income. Figure 3.34 shows that
the sensitivity of small banks’ net interest income to changes in interbank rates is considerable,
even in case of relatively small changes in interest rates (the median significantly above the
mean).
Outlook
The changes in banks’ funding sources are not abrupt but influence their risk profiles. The
results of NBP surveys suggest that banks expect the high growth in lending to sustain in the
nearest future. The probable difference in the growth rate of lending and deposits will cause
the present trends in the area of banks’ funding and liquidity to continue.
Banks are trying to increase the share of deposits in financing of their activity, especially
after the experience of the crisis on the global markets. In the short–term, seeking long–term
financing in the form of possible bond issues or asset securitisations may be hampered due to
an increase of the risk aversion in the financial markets.
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Box 4. Risk in the payment system
A well functioning payment system facilitates a smooth operation of the financial
system. From the financial system stability standpoint, both liquidity in the payment
system as well as its safety and reliability are of great importance. Due to the over–liquidity
in the Polish payment system and availability of NBP liquidity management supporting
instruments, the risk of a lack of liquidity in the system should be assessed as low. In 2007,
no major disruptions were reported in the operation of the payment systems - the SORBNET and SORBNET-EURO systems were available for users for 99.899% and 99.827% of
nominal time, respectively. The efficient flow of funds within the SORBNET-EURO system
was not disrupted by a sudden and significant increase in cross–border interbank payments
towards the end of 2007 (see Figure 1, right–hand panel).
Wykres 1. Daily turnover in the SORBNET system (left–hand panel) and in the SORBNET-EURO
system (right–hand panel)
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The three main types of risk that emerge in the payment systems: credit, liquidity, and
operational risk were at a safe level.
Credit risk present in the SORBNET and SORBNET-EURO systems is minimised, as orders
are executed automatically in real time, settlement is final, and only credit transfers are
executed and only to the amount held in the current account of the payer–bank.
In order to limit the liquidity risk, the NBP provides the systems’ participants with several
instruments that enable them to manage liquidity, i.e..:
• the order queuing mechanism,
• an ongoing access to data on the balance on banks’ accounts and on their outgoing
payment orders awaiting execution in the queue,
• the possibility of using - for settlement purposes - funds held in banks’ accounts and
classified as their minimum required reserves,
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• zloty and euro intraday credit facility collateralised with Treasury securities and additionally from 4 March 2008 - with NBP bonds and NBP money bills (since March
the deadline for intraday credit facility repayment has been prolonged till 6 p.m.),
• Lombard loan facility collateralised with Treasury bills and bonds and from 4 March
2008 collateralised also with NBP bonds and NBP money bills (since March the deadline for Lombard loan facility repayment on the last trading day of the maintenance
of minimum reserves’ period has been prolonged till 6 p.m.),
• the possibility of liquidity/funds reservation for a defined purpose - in particular,
for the purposes of settlement of orders in external systems (ELIXIR, EuroELIXIR,
KDPW).
In order to minimise the operational risk within the SORBNET and SORBNET-EURO
systems, the NBP continues the ongoing work to enhance the safety and reliability of operation of the two systems. This work is a consequence of the requirements specified in
the "TARGET Risk Management Framework", adopted by the ESCB for national RTGS
systems comprising the TARGET system. As both SORBNET and SORBNET-EURO systems operate on a common IT platform and have similar design and functionality, many
solutions related to safety of SORBNET-EURO are also implemented in the SORBNET.
These solutions contribute to the enhancement of the level of safety of both systems, which
are the most important elements of the domestic payment system.
The safety of the interbank settlements executed via the ELIXIR and EuroELIXIR systems,
operated by the National Clearing House, is ensured by the so–called settlement guarantee
mechanism introduced in November 2004. When one or more participants are in default
during the settlement session, available funds on their accounts are blocked by the NBP.
On the accounts of other participants, the NBP blocks primary balances calculated by the
National Clearing House, increased by the amounts due from participant/s who have not
provided funds. Individual payment orders that cannot be paid by participants encountering
problems with liquidity are withdrawn from settlement by the House and returned to senders.
New balances within the amount of blocked funds are determined. Blocking funds under
the settlement guarantee mechanism is the key factor that ensures the safety of settlements
as they reduce the occurrence of systemic risk.
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3.5.

Banks’ capital positions and loss absorption capacity
Although banks increased their regulatory capital, the high growth rate of lending
caused their capital adequacy ratios to fall. Their capacity to absorb losses that
could arise as a consequence of a deterioration in the quality of loans currently
serviced in a timely manner diminished as well. Banks still hold sufficient capital
to meet supervisory requirements, however due to rising uncertainty with regard to
future developments in the economy, banks’ present sound earnings should be used
to increase their capital buffers.

Banks’ sound earnings in the past years supported the growth of their regulatory capital.
In 2007, regulatory capital of the banking sector51 rose by approximately 23%. It is largely
comprised of core capital, i.e. its most stable element, which is favourable in terms of the
capacity to absorb possible losses (see Table 3.8). The sector’s core capital grew mainly as a
result of the allocation of profit generated in the previous year to supplementary and reserve
capital 52 and – to a lesser extent – as a result of the increase of subordinated debt by 7 banks
and of raising new equity by 17 banks53 . Insignificant drops in the value of regulatory capital,
recorded by 9 banks, resulted mainly from the decrease of the market value of the available
for sale securities portfolio and from the deduction of the amount of this change from the
revaluation fund, which is included in supplementary capital.
Despite the high growth rate of capital, the capital adequacy ratios declined. The growth
structure of the banking sector’s assets in 2007 confirms an increase in banks’ propensity
to take on credit risk, which has been signalled earlier in the text. The growth in loans to
non–financial customers (see Table 3.9), accompanied by a decrease in the value of deposits
in financial institutions and a decline in the in value of Treasury securities, resulted in a large
increase in the value of risk-weighted assets and of capital requirements. This growth was

Table 3.8. Regulatory capital and the capital adequacy ratio of domestic banks

Regulatory capital (billion zloty)
- - of which: core capital
Sum of capital requirements
- - of which: against operational risk
Capital adequacy ratio (%)
Capital adequacy ratio taking core capital into account (%)

2005
46.1
45.6
25.3
–
14.6
14.4

2006
51.6
50.3
31.2
–
13.2
12.9

2007
63.4
61.6
41.0
–
12.4
12.0

2-2008
61.8
59.8
46.2
5.2
10.7
10.4

Note: regulatory capital: core capital and supplementary capital, less any shortfall of specific provisions
and other so–called regulatory deductions, plus trading book ancillary capital.
Source: NBP.
51

This analysis is confined to domestic banks, i.e. domestically controlled banks and subsidiaries of foreign
banks, excluding branches of foreign banks operating in the territory of Poland. At the end of 2007, the assets
of domestic banks accounted for around 96% of the banking sector’s assets.
52
Commercial banks retained around 45% of the net profit generated in 2006 to increase these positions of
the core capital.
53
The Pekao SA share issue related to a takeover of part of BPH bank has not been taken into account.
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Table 3.9. Annual changes in risk-weighted assets, regulatory capital and selected asset items of
domestic banks

Assets. of which:
- non–financial customers
- financial sector
- securities
Risk–weighted assets
Regulatory capital

2005 2006 2007
(billion zloty)
46.0 79.8 106.7
21.2 59.9
99.6
15.3
6.3 -11.6
17.6
6.1
-7.6
37.7 71.3 115.2
3.0
5.5
11.8

2005
8.6
9.4
14.5
15.3
14.5
7.0

2006
(%)
13.7
24.3
5.2
4.6
23.9
11.9

2007
16.2
32.5
-9.1
-5.5
31.2
22.9

Source: NBP.
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Figure 3.35. Distribution of number (left–hand panel) and assets (right–hand panel) of domestic
commercial banks by capital adequacy ratio
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Source: NBP.

faster that the growth in capital, which caused the banking sector’s capital adequacy ratio
to fall. Although the capital adequacy ratio declined, it remained higher than the regulatory
minimum (8%) for all commercial banks.
The year 2007 saw an increase in the share of banks with a relatively small surplus of regulatory
capital over the capital requirement in the sector. This is illustrated by changes in the
distribution of assets of domestic banks by the capital adequacy ratio 54 At the end of 2007,
most of the sector’s assets were held by banks with capital adequacy ratios of about 11% (see
Figure 3.35). These banks will have to increase their capital or make significant changes in
the structure of assets if, in the longer term, they intend to increase lending at a pace similar
to the present pace.
The high growth rate of lending shows that in order to continue to operate safely, many banks
54

Cooperative banks are not included in the analysis. Their share in total regulatory capital of the banking
sector amounts to around 7%.
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should increase their capital. In order to evaluate the scale of the problem, the hypothetical
end–of–2008 capital adequacy ratios of commercial banks have been estimated under the
assumption that the growth rate and structure of lending from 2007 will be sustained. It has
been assumed that the capital requirement for credit risk increases in 2008 at the same pace
as in 2007, and the value of capital requirements for other types of risk (including operational
risk taken account of since January 2008) and of overall regulatory capital remain at the
January 2008 level55 . Under these assumptions, the capital adequacy ratios of 23 banks (with
a share of 39% in assets of the banking sector) would drop below 8%, and the average capital
adequacy ratio of domestic commercial banks would fall to 8.3%. In the case of another 7
banks (with a share of 32% in assets of the banking sector), the capital adequacy ratios would
drop below 9%. The reduction of the capital adequacy ratio in comparison with the end of
2007 also results from the inclusion of the capital requirement for operational risk. It was
introduced by the Resolution 1/2007 of the Commission for Banking Supervision and has
been included in the simulation for the period since January 2008. The introduction of this
requirement has lowered the average capital adequacy ratio of domestic commercial banks by
around 1 p. p. since January 2008.
Banks have sufficient capital to meet the minimum regulatory requirements, but the decline
of the capital adequacy ratios and the assessments presented below show that banks’ capacity
to absorb losses has diminished.
Simulations of loan loss absorption capacity
Three simulations have been conducted in order to determine whether banks’ capital is sufficient to absorb possible credit risk losses56 . The results of the first simulation (see Figure
3.36) provide an answer to the question about the proportion of loans (classified as satisfactory and special mention) that would have to be downgraded to the loans whose assessed
impairment is 50% (under domestic standards classified as doubtful ) for the capital adequacy
ratio of particular banks to fall to 8%.

55
By doing so, the simulation has taken into account a reduction of risk weights for some assets, resulting
from the application - for the first time in January 2008 - of the requirements of Resolution 1/2007 of the
Commission for Banking Supervision for calculating capital requirements, which implements Basel II in Poland.
56
In order to compare the simulations’ results with the 2006 results, the capital requirement for operational
risk has not been taken into account.
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Cumulative assets of banks, in % of assets of banks
considered in the simulation

Figure 3.36. Number (left–hand panel) and assets (right–hand panel) of commercial banks with
the capital adequacy ratio of 8% or lower under the assumed scenario of migration of satisfactory and
special mention loans to doubtful loans
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Assumptions for the simulations:
1. The calculations refer to the portfolio of loans that were not impaired (satisfactory and special
mention) to non-financial customers, as at end of December 2007 (line) and December 2006 (bars).
2. The numerator and denominator of the capital adequacy ratio adjusted by the full amount of
specific provisions against downgraded loans (it is assumed that the loans are unsecured and that
downgraded classifications attract a 100 percent risk weight). The adjustment to the denominator has
been divided by 12.5, in accordance with the methodology for calculating the capital adequacy ratio.
3. No releases of specific provisions envisaged (it is thereby assumed that there is no improvement in
the quality of loans classified irregular at the end of 2007 and 2006.).
Source: NBP.
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Figure 3.37. Average capital adequacy ratio of commercial bank upon reclassification of total
irregular claims on non–financial customers to loss loans.
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Scenario 1 - recovery of 100% of security
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Scenario 3 - 50-percent decline in the value of security

Assumptions for the simulations:
1. All irregular claims on non-financial customers are re–classified as loss.
2. The satisfactory and special mention loan portfolio remains unchanged.
3. The numerator and denominator of the capital adequacy ratio are reduced by the shortfall in
specific provisions and – under Scenario 2 and Scenario 3 – also by the drop in the value of security
(25% of eligible security under Scenario 2 and 50% under Scenario 3).
Source: NBP.

The simulation conducted on data as at end of 2007 indicates that banks’ capacity to absorb
losses continues to diminish. This is reflected in the increase of the share of banks, in case
of which a deterioration in the quality of between 10% to 20% of performing loans would
be sufficient for their capital adequacy ratio to fall to 8%. In the course of 2007, this share
grew from 54% to 72%. At the same time, the group of banks with the smallest capital
resources (where deterioration in the quality of 5% of claims would be sufficient for their
capital adequacy ratio to fall to 8%) has a stable share of approximately 5% in the assets of
domestic commercial banks (compared to 3% at the end of 2006).
The second simulation was aimed at determining the capital adequacy ratio in the case of
an abrupt deterioration of the quality of irregular claims and a decrease in the value of
loan collateral. The first scenario assumes that all claims on non–financial customers from
substandard and doubtful categories were downgraded to the category of loss loans (in the
banks reporting under IFRS, it means that the assessed impairment of all claims with identified
impairment becomes equal to the value of the unsecured portion of these claims). In the second
and third scenario, a decrease in the value of collateral by 25% and 50%, respectively, was
additionally assumed.
The results of the simulation indicate that in 2007 banks’ resilience to losses originating from
the portfolio of loans with identified impairment slightly improved, as compared to the end
of 2006 (see Figure 3.37). In all these scenarios, the capital adequacy ratios of all banks
remain above 8%. Despite a drop in banks’ capital adequacy ratios, the potential influence of
the portfolio of impaired loans on banks’ capital adequacy is diminishing, which results from
both a declining share of these loans in the portfolio as well as a high ratio of impaired loans
coverage with impairment provisions (around 70%).
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The third simulation was designed to assess the effect of a simultaneous bankruptcy of the
banking sector’s three largest non–financial borrowers on the banking sector (according to
data at the end of 2007). These borrowers belong to the energy, communications and retail
sales sectors. The simulation assumes that in the case of all loans extended to these customers,
impairment is assessed at 100% 57 and that the costs of provisions established are deducted
from the banks’ regulatory capital, which results in a drop in the capital adequacy ratio.
The bankruptcy of the three largest borrowers would cause a considerable decrease in banks’
capital, but its scale would not pose a systemic threat. The bankruptcy of the three borrowers
would affect 18 banks and would push up the costs of impairment provisions by 3.9 billion
zloty. This group of banks held a total of 73% assets of the banking sector. The fall of the
capital adequacy ratio in particular banks would range from 0.01 to 9.2 percentage points,
and in the case of two banks (whose share in assets of the banking sector amounts to 4.3%)
the capital adequacy ratio would drop below 8%. The capital adequacy ratios of the majority
of 18 analyzed banks would be above 11%. However, a comparison of the results with the
results of a corresponding simulation carried out on data taken from December 2006 indicates
that banks’ sensitivity to exposures towards largest borrowers increased (in the simulation
performed on 2006 data, the capital adequacy ratio of all of the banks stayed above 8%).
A similar simulation was performed to examine the impact that bankruptcy of the three largest
borrowers from the financial sector might have on banks. In the simulation no account was
taken of exposures towards subsidiaries, affiliates and interbank deposits. These exposures
are analysed in Box 6. Among the three largest borrowers, there are no institutions analysed
in Chapter 4, i.e. insurance companies, investment funds, pension funds, investment fund
management companies and pension fund management companies. Bankruptcy of the three
largest borrowers would affect 17 banks and push up the costs of impairment provisions by
around 5 billion zloty. This group of banks held a total of 65% of assets of the banking
sector. The capital adequacy ratio of 5 banks would decrease below 8%. In the case of 4
small banks from this group (of the combined share in banking sector assets amounting to
1.4%), the regulatory capital would be depleted. In the majority of 14 banks under analysis,
the capital adequacy ratio would exceed 10%. A comparison of these results with the results
of the simulation carried out on December 2006 data shows a rise in banks’ sensitivity to
exposures towards this borrower group (in the simulation performed on 2006 data, the capital
adequacy ratio of one bank fell below 8%).
The results of the simulations point to the important role of the largest borrowers’ financial
position for the safe operation of the banking sector, which is also reflected in the high values
of the concentration ratios in the corporate loan portfolio (see chapter 3.2.).
Macro stress tests
Macro stress tests were also used to assess banks’ capacity to absorb possible loan losses that
might arise from a deterioration in economic conditions. The simulation analysed a shock
scenario that included an economic stagnation in the euro area amid persistent inflationary
pressure (due to the increase in fuel and food prices) and a slowdown of private consumption
related to banks’ reduced supply of loans. The ECMOD58 model was used to assess the im57
58

The calculations accounted for available data on loans’ collateral accepted by banks.
The multi-equation macroeconomic model of the Polish economy ECMOD has been developed for the
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Table 3.10. Results of macro stress tests
2007
Net charges to provisions
for
irregular/impaired
loans as % of assets
Net interest income as %
of assets
Pre-tax earnings as % of
assets

0.20

Simulation
2008-2010
baseline scenario
0.19

Simulation
2008-2010
shock scenario
0.90

3.28

3.41

3.71

2.27

2.20

1.80

Note: annualised figures.
Source: NBP.

pact of analysed developments on Poland’s economic situation. The paths of macroeconomic
variables in the shock scenario formed the basis for conditional forecasts of the impact of the
macroeconomic condition on banks’ loan losses and their interest income . This was done
using panel models explaining the development of the items of banks’ profit and loss account
at the level of individual commercial banks. The GDP projection from the February "Inflation Report” is the point of reference in the simulation (baseline scenario). The simulation
includes the period till the end of 2010. Details of the analysed scenarios and of the simulation
procedure are presented in Box 5.
The results of the simulation indicate that the scenario under analysis does not pose a serious
threat to the stability of the domestic banking sector. In the analysed shock scenario, banks’
charges to provisions for impaired loans expressed as a percentage of their assets rise around
fourfold over the simulation horizon as compared with the baseline scenario. However, the
costs of credit risk in relation to assets in the shock scenario are lower than during the
economic slowdown of the years 2001–200259 . The change in banks’ net interest income was
also accounted for in the simulation. In the shock scenario, banks’ interest margin increases
by around 0.25 percentage point due to the increase in interest rates. Taken together, the
earnings of the banking sector in the shock scenario are by around 30% lower than in the
baseline scenario. In the analysed scenario, 7 small banks report negative earnings, however
the capital adequacy ratio of none of them falls below 8%. Should the scenario materialise, it
would considerably lower banks’ earnings, however they would be able to absorb increased loan
losses using their revenues as a buffer. Details of the results of the simulation are presented
in Table 3.10.
The simulations conducted on end of 2007 data indicate that the hypothetical losses originating from the impaired loans portfolio could be absorbed by all the banks without a fall in
the capital adequacy ratios below 8%. However, at the same time banks’ sensitivity to the
deterioration in the quality of loans serviced in a timely manner is rising. Banks’ sensitivity
purposes of monetary policy in Poland. The specification of the model was published in the following papers:
T. Fic, M. Kolasa, A. Kot, K. Murawski, M. Rubaszek, M. Tarnicka, "ECMOD Model of the Polish Economy”,
Materiały i Studia Paper No. 194, May 2005 and "ECMOD Model of the Polish Economy, April 2007 version.”,
www.nbp.pl, April 2007.
59
In this period, net charges to specific provisions per annum amounted to 1.2-1.4% of assets.
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to losses resulting from this portfolio has been on the rise since 2006, which is caused by a
high loan growth rate exceeding the growth rate of banks’ capital.
As there is significant uncertainty over the future quality of banks’ loan portfolio, it is important for banks to maintain high capital levels. A rapid growth of lending at a time when credit
standards are being eased, particularly in the segment of mortgage loans, makes the future
quality of the loans highly uncertain. This uncertainty is further enhanced by lack of data on
the repayment performance of certain categories of loans, among others housing loans, across
the full business cycle. Thus, in order to ensure the stable operation of banks in the long run,
it is desirable that banks maintain their capital at the level that would allow them to operate
safely even in case of a substantial deterioration in loan quality. It is especially important due
to accounting rules (in particular, IFRS) in force, as they make establishment of provisions
for credit risk contingent on past events. Therefore, it is desirable that banks increase their
capital buffers by earmarking part of presently reported high profits to increase their capital.
Also in the view of the Polish Financial Supervision Authority, it is desirable that financial
institutions strengthen their capital60 .
Box 5. Macro stress tests - scenarios and methods of simulation
Macro stress tests are one of the tools of the analysis of banking sector stability
conducted at the NBP. These analyses are designed to determine the vulnerability of the
Polish banking sector to unfavourable changes of external conditions which would result in
banks incurring losses. The analyses are aimed at considering scenarios with low probability
of occurrence but a potentially significant impact on the functioning of the sector.
The simulation performed for this Report relates to banks’ credit risk and net interest
income. The simulation provides an answer to the question how banks’ loan losses (defined
as balance of charges to provisions and releases of provisions for impaired loans) and net
interest margin would change, should an unfavourable macroeconomic scenario occur. This
way of assessing banking sector stability takes account of the past relationships between the
economic situation and banks’ earnings.
The stress test has been conducted as a three–stage analysis. Firstly, the "shock" scenario
has been defined and its impact on macroeconomic processes has been examined according
to the Polish economy model ECMOD in the period till the end of 2010. This scenario
assumes that an economic slowdown in the United States will turn out to be much stronger
than present assessments indicate and will result in an economic stagnation in the euro
area (economic growth rate of 0%). At the same time, inflationary pressure in the euro
area would persist due to increases in fuel and food prices. As a result, Poland’s economic
growth rate would also drop. Consequently, the growth rate of lending would also be lower
as banks would probably tighten their credit policy. Therefore, the shock scenario assumes
the growth rate of banks’ lending and assets at the level equal to half of the nominal growth
rate of GDP. This implies the assumption of a stronger slowdown of lending than during an
economic slowdown in the years 2001-2002.
The GDP projection prepared for the February edition of "Inflation Report" is the point of
60

The position presented at a news conference of the Chairman of the Polish Financial Supervision Authority
on 8 April 2008.
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reference (baseline scenario) for the simulation. The baseline scenario assumes the growth
rate of banks’ lending and assets at the level of 1.5 times the nominal growth rate of GDP.
This means an increase of the ratio of loans to GDP by nearly 4 percentage points over
the simulation horizon. This assumption indicates a certain slowdown of the growth rate of
lending, as compared with the years 2006-2007 when it was very strong and more than two
times higher than the nominal growth rate of GDP.
As the assumptions concerning the growth rate of lending are, to some extent, arbitrary, the
simulations have also been performed for other loan growth rate values. The results of these
simulations do not significantly alter the conclusions of the analysis, presented in the core
text of the Report. However, the simulations performed do not explicitly take account of a
possible feedback in the form of the impact of banks’ lending policy on economic activity
(apart from expert adjustments).
In the second stage, conditional (including the impact of the analysed shocks) forecasts of
the impact of the macroeconomic condition on banks’ loan losses have been prepared. This
was done using the NBP–developed panel models explaining loan losses and net interest
margin at the level of individual commercial banks. In the model of loan losses, they
are explained both by macroeconomic variables (changes in the real WIBOR 3M rate, GDP
growth rate) as well as by the characteristics of individual banks (structure of loan portfolio)
and an autoregressive component. Net interest margin is explained by the composition of
assets of individual banks (share of bonds and claims on non–financial customers in assets,
composition of claims on non–financial customers), the GDP growth rate, the WIBOR 3M
rate and an autoregressive component. As the models have been estimated separately, they
may not fully reflect the relationships between the two explained variables.
The final stage of the simulation consists in the calculation of banks’ hypothetical earnings
in order to assess the possibility of banks’ absorption of the consequences of macroeconomic
shocks. The simulation assumes that under the shock scenario, banks’ general expense
remains at the 2007 level, whereas under the baseline scenario it rises at the rate equal to
the inflation rate. In both scenarios, other items of the profit and loss account are rising at
the rate equal to assets’ growth rate.

Banks’ capital outlook for 2008
Banks’ shareholders may be induced by their sound earnings to take decisions to pay out a
considerable part of profits as dividend. Declarations of the management boards of the banks
listed on the Warsaw Stock Exchange show that scheduled dividend pay–outs will represent
a smaller percentage of profits for 2007 (ca. 47%) than in previous years (listed banks paid
out around 60% of the profit generated in 2006 as dividend). The banks that declare to pay
out dividends are mostly large ones, while some smaller banks with capital adequacy ratios
below the average chose to earmark all their profits for increasing their regulatory capital.
Furthermore, at least two banks listed on the GPW plan to increase their regulatory capital
via share issue or a subordinated loan.
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Box 6. Examination of the domino effect
In order to measure the risk of the domino (contagion) effect occurrence, i.e. the
transmission of the effects of the insolvency of one bank onto the other bank via the market
of the unsecured interbank deposits, a simulation has been performed, in which a random
amount of loss (which reduces the bank’s capital) has been assigned to each bank. Such
a loss could have been generated as a result of the materialisation of one of the types
of risk incurred by banks, e.g. credit risk. Amounts of losses have been generated from
exponential distributions with such parameters that the probability of bankruptcy for each
bank is equal to 1%. For the simulation purposes, the bank has been pronounced bankrupt
if its capital has fallen to zero. Evaluation of the possibility of the domino effect occurrence
has been based on an analysis of the consequences of these bankruptcies for other banks.
The scale of the domino effect risk is measured in two ways. The first measure is the value
of the interbank deposits that would not be repaid by the banks that would go bankrupt as
a consequence of the bankruptcy of another bank (i.e. as a result of the so–called secondary
bankruptcy)61 . This measure reflects the impact of secondary bankruptcies on the other
banks in the system. The second measure is the value of assets of secondarily bankrupt
banks, which points to the significance of the domino effect for the stability of the banking
sector as a whole. As the simulation has been repeated 10,000 times, it is possible to see
the distribution of the probability of losses arising from the possibility of the domino effect
occurrence.
Wykres 1. Ratio of domino effect–related losses and banking sector’s assets (left–hand panel) and
ratio of assets of secondarily bankrupt banks to banking sector’s assets (right–hand panel)
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Source: NBP.

In December 2007, the scale of possible domino effect–related losses was similarly low, as
at the end of 2006. In 99 out of 100 cases, the value of loss linked to bankruptcy due to
the insolvency of another bank would not exceed 0.055% of the total banking sector assets.
In 99 out of 100 cases, the share of assets of the banks that would go bankrupt due to the
insolvency of another bank in the banking system assets would not go beyond 6.5% (in 2006
– 6%).
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Banks that go bankrupt primarly and do not fully meet their interbank obligations, even if
not leading to secondary bankruptcies, may induce losses of other banks – their creditors.
An examination has been performed to see to what extent banks’ unpaid deposits would
affect the capital adequacy of creditor banks. It has been assumed that the value of an
unpaid deposit of the bank that goes bankrupt secondarily fully burdens the capital of the
creditor bank and lowers its capital adequacy ratio accordingly. The distribution of capital
adequacy ratios of creditor banks is shown in Figure 2.
Wykres 2. Distribution of capital adequacy ratios at banks that would not recover all deposits placed
at primarily bankrupt banks
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Despite the fact that banks’ capitalisation was lower than in 2006, the non–repayment of
the deposits of banks primarily bankrupt would not significantly effect the capital adequacy
ratios of creditor banks (i.e. banks that are not directly affected by the impact of the
domino effect). In 2007, in 99 out of 100 scenarios of banks’ primary bankruptcies, the
capital adequacy ratios of creditor banks would amount to at least 11.88%, while a drop of
the average capital adequacy ratio of these banks would not exceed 0.5 p.p.
As no detailed data are available, the presented simulation does not take into account
a possible bankruptcy of a foreign bank. The analysis of the scale of domestic banks’
exposure towards foreign banks indicates that the risk of the secondary bankruptcy of a
domestic bank occurs most probably only in case of the insolvency of its parent entity. The
impact of potential loss on claims on foreign banks on the capital adequacy ratios of banks in
Poland has been analysed in Annex to Chapter 3 using aggregated data on banks’ exposures
towards foreign monetary financial institutions.
Further lending growth resulting in a drop of the surplus of capital above the capital requirement may increase the vulnerability of the banking sector to the domino effect. An
increase in the share of collateralized transactions (repos, FX swaps) in the interbank deposit
transactions may in turn decrease the domino effect risk.
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Figure 3.38. Sectoral index WIG–Banki against WIG index (left–hand panel) and CDS premia for
bonds of parent entities of selected Polish banks (right–hand panel)
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Notes: Left–hand panel – the stock exchange indices have been rescaled to 100 at the end of 2006.
Indices’ values as at the close of trading session. Right–hand panel – Credit Default Swap premia
reflect the price of insurance of the holder of bonds of a reference entity (i.e. a bank) against its
bankruptcy within a five–year period.
Source: Bossa, Bloomberg.

3.6.

Market assessment of banks
The crisis in the world financial markets has adversely affected the financial position of Polish banks’ parent companies and contributed to an increase in perceived
risk related to investment in these companies. This may hamper the financing of
further development of Polish banks, especially when coupled with their relatively
low financial strength ratings assigned by rating agencies.

The assessment of changes in the financial position of and in the outlook for Polish banks
by stock exchange investors did not differ from the assessment of other companies quoted on
the Warsaw Stock Exchange (see Figure 3.38). Changes in values of WIG and WIG–Banki
indices62 were mostly similar63 . In the second half of 2007, the share prices of Polish banks
and other companies listed on the Warsaw bourse began to fall, which was primarily caused
by the increase of the global risk premium.
The assessment of the financial standing of most of Polish banks by rating agencies has not
changed since the last edition of the Report. Changes in the Moody’s ratings concerned only
one bank and in practice stemmed exclusively from changes in the agency’s rating methodology64 (see Table 3.11). The relatively low level of financial strength ratings proves that in
an unstable environment Polish banks may require external financial support, e.g. from their
parent entities.
62

At the end of 2007, WIG–Banki comprised 13 banks listed on the GPW, with a combined share of 69.2%
in the total assets of the banking sector. One bank made a debut on the stock exchange in 2007.
63
The correlation coefficient of daily rates of return in the period 30 December 2005 – 30 April 2008 amounted
to 91.1%.
64
Due to the merger of Pekao and BPH, the rating outlook of Pekao was changed to positive, while the rating
of BPH was placed under review.
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Table 3.11. Ratings of Polish banks and their parent companies by Moody’s as at end of March
2008 (in brackets – as at end of 2006)

Pekao
PKO BP
ING Bank Śląski
BRE Bank
BZWBK
Citibank Handlowy
Bank Millennium
Kredyt Bank
BGŻ
Getin Bank
BPH
Lukas Bank
BRE Bank Hipoteczny

Financial
strength
rating

Long-term
deposit rating

Outlook

C (C)
C (C)
D+ (D+)
D (D-)
C- (C-)
C- (D+)
D (D)
D (D-)
D (D-)
D (D)
C- (C-)
C- (C-)
D- (D-)

A2 (A2)
A2 (A2)
A2 (A2)
A2 (A3)
A2 (A2)
A2 (A2)
A3 (A2)
A2 (A2)
A2 (A2)
Ba2 (Ba2)
A3 (A3)
A2 (A2)
A3 (A3)

POS (STA)
STA (STA)
STA (STA)
STA (STA)
STA (STA)
NEG (POS)
POS (STA)
STA (STA)
STA (STA)
STA (STA)
RUR (DEV)
STA (STA)
STA (STA)

Parent
company
financial
strength
rating
Bn/a
B
C+
BB
C+
no rating
B+
n/a
no rating
B
C+

Note: definitions of ratings in Glossary.
Source: www.moodys.com.

Due to the US credit market crisis and the reduced liquidity of financial markets, many banks
in the developed countries, including parent entities of Polish banks, generated lower–than–
projected earnings (the earnings decreased due to charges to provisions for irregular loans and
revaluation of financial instruments, see Table 3.12). As a result, the ratings of some of these
banks were downgraded65 .

65

Out of the parent entities of Poland’s 15 largest banks, only the Citigroup had its ratings lowered (Moody’s
downgraded the deposit rating from Aa1 to Aa3 and the financial strength rating from A to B). In the first
quarter of 2008, the outlook for the deposit ratings of KBC and Fortis was lowered to negative from stable.
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Table 3.12. Costs incurred by selected parent companies of Polish banks due to the 2007 subprime
crisis
Writedowns
24.6 bn USD
4.3 bn USD
2.0 bn EUR
1.7 bn EUR
0.3 bn EUR
0.4 bn EUR

Citigroup
HSBC
Societe Generale
Deutsche Bank
Commerzbank
Allied Irish Bank

Net earnings 2007
3.6 bn USD
19.1 bn USD
0.9 bn EUR
6.5 bn EUR
1.9 bn EUR
1.9 bn EUR

Capital adequacy ratio
10.9%
13.6%
8.9%
11.6%
10.8%
10.1%

Note: incurred costs include charges to provisions for irregular loans and revaluation of financial
instruments valued according to fair value, disclosed by 12 February 2008.
Source: financial statements and corporate disclosures.

Figure 3.39. CDS premia for bonds of parent entities of selected Polish banks
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Source: Bloomberg.

CDS premia for many parent entities of Polish banks increased66 (see Figures 3.38 and 3.39).
The market risk assessment of these institutions as at the end of the surveyed period exceeded
the 2007 level, but was much below the February and March 2008 highs. However, a possible
new deterioration in the market risk perception of the parent banks may have negative implications for the rapidly developing banks in Poland. The relatively low financial strength
ratings of Polish banks and the increased risk of their parent entities may hamper banks’
access to the market sources of financing, or possibly increase their financing costs.

66
The increase in the market perception of the bankruptcy probability of financial institutions may be caused
by both the real increase of this probability and a distorted market risk assessment. Regardless of the cause, this
leads to reduced liquidity of the interbank market, which in turn may result in the bankruptcy of institutions
relying on financing their operations in this market, regardless of their solvency (see the cases of Northern
Rock and Bear Sterns).
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3.7.

Potential transmission channels of the subprime crisis on
financial stability in Poland

Apart from the domestic sources of risk, the Polish financial system is exposed to additional
risk, which originates on global markets. That risk may materialise through direct and indirect transmission channels. Direct transmission channels are the direct, unconditional and
conditional exposures of domestic financial institutions towards foreign counterparties, the liabilities of foreign entities towards domestic financial institutions, as well as balance sheet and
off–balance sheet exposure to financial instruments issued by foreign entities. These channels
include:
• the credit channel – changes to direct credit exposure towards non-residents, including
the parent entities;
• the funding channel – changes to direct credit exposure of non-residents towards domestic banks;
• the direct market channel – changes to open positions of domestic banks in financial
instruments whose prices depend directly on foreign factors.
All the remaining transmission channels from abroad are called indirect channels. There are
five indirect channels which are significant from the point of view of the impact of the effects
of the subprime crisis on the Polish financial system:
• the macroeconomic channel – the impact of an economic slowdown in foreign markets
on economic growth in Poland, and consequently also on the Polish financial system;
• the capital (ownership) channel – changes to the capital policy of parent banks towards
their Polish subsidiaries;
• the indirect market channel – changes to the prices of financial instruments on the
domestic market which depend on the situation on the international financial market;
• the indirect credit channel – changes to the capacity to repay liabilities by resident
borrowers who have taken out unhedged foreign currency loans, which depend on the
situation on the international financial market;
• the confidence channel – changes to the level of confidence towards domestic financial
institutions due to factors related to the crisis on the subprime market.
A detailed description of the identified transmission channels of the international financial
market turmoil can be found further on in the Annex. The analysis of individual channels
was based on data on a group of 15 largest domestic banks,67 twelve of which are foreignowned.
67

The group includes: Pekao, PKO BP, Bank Handlowy, Bank BPH, ING Bank Śląski, Bank Zachodni WBK,
Bank Gospodarstwa Krajowego, BRE Bank, Bank Millennium, Kredyt Bank, Getin Bank, Fortis Bank Polska,
GE Money Bank, Raiffeisen Bank Polska, Bank Gospodarki Żywnościowej.
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Figure 3.40. The distribution of assets of the 15 largest domestic banks according to the share of
exposure towards non–resident banks in the bank’s assets
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Source: NBP calculations.

3.7.1.

Direct transmission channels of the subprime crisis into the Polish
financial system

The credit channel
This channel is related to the direct credit exposures of Polish banks towards non-residents.
These exposures include extended loans, committed credit facilities and placed deposits.68
The non-residents may belong to the financial or to the non–financial sector. The subprime
crisis has primarily affected financial institutions on developed markets. It thus seems that
the potential contagious effects in the Polish banking system may occur mainly due to the
deterioration of the capacity of nonmyslnikresident financial institutions to repay their liabilities. The effects may be related to the current exposure of domestic banks towards foreign
banks or to the possibility of a sudden increase in a domestic bank’s exposure towards a
foreign parent entity.
The current exposure of domestic banks towards foreign banks
The scale of risk related to the current exposure of domestic banks towards foreign banks can
be assessed on the basis of individual bank financial data. In the case of the majority of large
banks, the credit risk related to lending to foreign financial institutions is insignificant, yet it
may be significant in the case of individual banks. 15% of assets of the 15 largest domestic
banks are owned by banks whose credit exposure towards non-resident banks exceeds 10% of
their total assets (see Figure 3.40). In one case such exposure amounts to ca. 30% of total
assets of the bank. According to the interim half–year financial statements of the bank, over
90% of its unconditional credit exposure towards other banks consists of interbank deposits
with maturity shorter than three months.
68

Funds on nostro accounts were excluded from credit exposures due to the possibility of their instantaneous
withdrawal.
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The volume of committed credit facilities granted to non–residents does not exceed 10% of
total assets of the largest banks (see Figure 3.40). The impact of a potential transformation
of off–balance sheet items into balance sheet credit exposure will be relatively limited. In
order to establish the impact of a default on liabilities towards domestic banks by foreign
banks, a simulation of the solvency ratio was conducted. An extreme scenario, in which
50% of liabilities from foreign banks would be lost by the end of December 2007 (excluding
current accounts of domestic banks maintained by foreign banks), was assumed.69 The average
solvency ratio in the analysed group of the 15 largest domestic banks would decrease from
11.3% to 7.1%. The solvency ratio of six banks would be below the statutory minimum of
8% and one of them would exhaust all of its capital. The total share of banks which would
not meet the supervisory capital requirement after such a shock in the assets of the banking
sector would amount to 27%. It has to be borne in mind, however, that such a scenario
assumes either the parent entity experiencing problems, or several foreign banks doing so
simultaneously.
The possibility of a domestic bank granting liquidity support to the parent entity
In the case of domestic banks controlled by foreign entities there is a possibility of a rapid
increase of credit exposure towards the parent entity. Should it be subject to liquidity disturbances, the foreign bank may demand support from its subsidiaries, e.g. in the form of
depositing funds in the parent bank70 or purchasing illiquid assets from the foreign bank in
exchange for liquid assets.
Liquidity support of the parent entity by a Polish branch or subsidiary is possible due to the
following:
• The Polish banking system is characterised by excess liquidity. Therefore, individual
domestic banks may obtain funds not only from the interbank market, but also by
limiting their demand in NBP open market operations (the funds are obtained from
maturing NBP bills, and in the short term also from the current account at the NBP),
and place them in a foreign bank as a deposit;
• Certain domestic banks hold large portfolios of Treasury securities, which can be exchanged for cash by outright sale or repurchase agreement on the liquid bond market;
• The exchange of obtained funds into a foreign currency which the parent entity will need
is facilitated owing to the relatively well–developed currency market (for the zloty).
The above–mentioned factors enable the largest domestic banks to extend considerable interbank loans. Additionally, the high level of banks’ capital causes the increase in the capital
requirement related to the extension of an interbank loan to constitute no significant barrier.
69

The simulation assumed the lack of the netting of liabilities and claims of the domestic bank and the foreign
bank. In practice banks use master agreements that include a close–out netting clause. If a domestic bank
holds credit exposure towards a foreign bank which owes its certain liabilities and there is a master agreement
in force, credit loss in case of the foreign bank’s bankruptcy is limited to the amount of credit exposure less
the amount of liabilities of the foreign bank towards the domestic bank.
70
Pursuant to point 11 of Annex 1 to Resolution No. 3/2007 of the Commission for Banking Supervision, the
limits of concentration of a bank’s exposure set forth in Article 71 of the Banking Law Act do not pertain to
exposure towards other banks and investment companies unless the maturity of exposure exceeds one year.
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Figure 3.41. The distribution of assets of the 15 largest domestic banks according to the maximum
amount of funds a bank can lend to foreign banks in relation to the bank’s regulatory capital
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Notes: it was assumed that the risk weight of funds lent to foreign banks is 20%. A bank lending
funds must meet the capital requirement and obtains funds only by way of ceasing its operations with
the NBP and selling Treasury securities.
Source: NBP calculations.

Assuming that the solvency ratio of a bank may not decrease below 8% and that the bank
would obtain funds by ceasing its operations with the NBP and selling the whole portfolio of
its Treasury securities, the maximum amount of funds that may be placed in foreign banks
by the largest domestic banks was calculated (see Figure 3.41). It exceeds 100% of own funds
in case of almost all large banks.
Supporting the parent entity would trigger an increase in the financial risk taken by the
domestic bank due to exchanging part of its liquid assets for assets of either lower liquidity
or higher risk.71 This risk includes both credit risk and liquidity risk; market risk may also
be involved.
An increase in the credit exposure of a given domestic bank in case of liquidity problems of
the parent bank could also trigger side effects for the financial system as a whole.
• The total excess liquidity of the banking sector would not change, only the distribution
of excess liquidity in the sector would. Similarly, the volume of foreign assets of the
Polish banking system would not change, only their distribution within the banking
system and the nature of the assets would.
71
In the case of banks that are not 100% owned by a foreign investor such a transaction may be questioned
by minority shareholders who, inter alia, may report that the bank management acts to the detriment of
the company. In the case of listed banks, the purchase or sale of assets of considerable value (exceeding 10%
of the bank’s own capital) should be disclosed in a current report (Ordinance of the Minister of Finance of
19 October 2005 on current and periodical disclosures by issuers of securities, Dz.U. of 2005, No 209, item
1744, paragraph 5, subparagraph 1 (1)). The bank is not under the obligation to reveal the name of the
counterparty–borrower (paragraph 82, subparagraph 3 of the Ordinance).In the past banks disclosed, inter
alia, extending credit facilities and loans to their subsidiaries and participation in credit consortia when the
bank’s exposure exceeded 10% of its capital.
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• The potential liquidity problems of the domestic bank could spread to other banks. The
analysis of the domino (contagion) effect on the domestic interbank market indicates
that the probability of the secondary default of domestic banks is very low.72
• The increase in risk borne by a bank would negatively influence its creditworthiness
(the possible effects of such deterioration that extend to other banks in the domestic
banking system are described in the section on the confidence channel).
• The fast sale of large blocks of Treasury securities, a change to the structure of supply
and demand on the interbank money market, and the need for fast exchange of the
raised funds into the foreign currency may trigger a short–term increase in the volatility
of domestic interest rates and of the exchange rate. However, the increase would be
temporary unless the mutual confidence of banks wanes.
The necessity to use funds owned by other entities of the group by the parent bank in case of
problems is limited by the policy of the European Central Bank on the principles of granting
liquidity support to banks.73 ECB accepts a wide range of securities, including illiquid assets.
This allows banks to raise the necessary funds even if they do not hold enough liquid securities
which can be sold or pledged in repo transactions. Most likely, this is one of the significant
factors thanks to which there were no transfers of funds from Polish banks to their parent
banks even in the period of the highest liquidity tensions in the second half of 2007. Due to
the scale of this phenomenon the situation may be treated as an actual, serious stress test of
liquidity, not a hypothetical one, which indicates that the probability of funds transfer from
banks in Poland to mother banks in the EU is limited. It should be borne in mind, however,
that so far the majority of parent banks have not posted considerable losses as a result of the
crisis.
The possibility of a domestic bank extending a subordinated loan
If a bank which owns a domestic bank suffered considerable losses and needed to supplement
its capital, it is highly unlikely that it would obtain a subordinated loan from its subsidiaries.74
The solvency of a banking group is analysed on the basis of solo financial statements of the
parent entity and on a consolidated basis. The necessity to fulfil capital requirements on the
group level is conducive to the fact that transferring capital between group entities does not
affect the consolidated solvency ratio, which is analysed by the home supervisor the parent
company. It only impacts the solvency ratios of individual entities. Therefore, the capital
group would only insignificantly benefit from receiving a subordinated loan from a subsidiary
or a stock issue to a subsidiary .
In addition, the experience of the last six months shows that although banks experience
periodical difficulties in raising funds from the interbank market or from asset-backed securities
72

Grzegorz Hałaj, "Can the domino effect occur in the Polish banking sector?," Financial Stability Report
2004, NBP, Warsaw 2005. The model was updated on the basis of data as at the end of June 2007.
73
If the parent entity is registered in an EU Member State. In the case of parent entities registered in the
United States, access to central bank support may entail the stigma of the Fed’s primary credit facility, which
could decrease the willingness of commercial banks to use such support.
74
Taking over a new share issue by subsidiaries would be more time–consuming, it would also dilute the share
capital and thus would be less profitable for the parent bank in the case of an intra–group transaction than
the subordinated loan.
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markets in the euro area or in the United States, there are no difficulties in obtaining capital,
even as much as a few or several dozen billions USD (e.g. Citibank, Merrill Lynch, UBS).
Assessment of risk related to the direct credit channel
The market perception of the financial standing of parent entities towards the largest domestic
banks is visible in risk premia on credit default swaps. In the economic sense, these contracts
are an insurance of the credit risk of bonds of the reference entity. The CDS premia on bonds
of foreign banks that own domestic banks have increased significantly, which means that, in
the opinion of the CDS market participants, the probability of default increased significantly
in the second half of 2007 (see Figures 3.38 and 3.39) and is currently on a considerably higher
level than before the crisis. The probability is much higher than the probability implied from
the credit rating.
The probability of materialisation of each of the three forms of the credit channel is difficult to
establish. The channel would only function in case of a serious deterioration in the financial
standing or liquidity of large European or American banks. Such banks – which include the
main investors present in the Polish banking system – are institutions of systemic importance
in their home countries and the likelihood of their bankruptcy may be deemed insignificant
owing to, inter alia, the likely public support.
Should such a situation nevertheless occur, its influence on domestic banks could be significant,
especially in case of banks belonging to the capital group of the foreign bank experiencing
problems. In particular, increasing the level of deposits in the parent entity could result in
high credit exposure towards that entity, which in certain cases would exceed 100% of the
domestic bank’s own funds. The bankruptcy of the parent entity could then result in the
bankruptcy of the domestic bank.
An additional factor which limits the impact of the credit channel are close–out netting
agreements which allow limiting credit exposure to the value of net exposure vis-?-vis the
counterparty.
The funding channel
Liquidity problems and the increased risk aversion on foreign financial markets may lead to a
decreased availability of funds to Polish banks which finance their operations through those
markets. The possible consequence could be a situation in which domestic banks are unable
to roll over the interbank loans from foreign financial institutions or to raise funds on foreign
markets using other instruments (e.g. bond issuance). The risk is increased by the relatively
low rating of Polish banks, constrained by the sovereign ceiling.
Polish banks finance a relatively small part of their operations from foreign sources. In the
case of the largest banks, total liabilities from foreign financial entities are lower than 20% of
individual bank’s assets, with the exception of two banks in which are over 99% foreign-owned.
The liabilities are characterised by long original maturity.75 For each of the 10 largest domestic
banks liabilities towards foreign banks with original maturity shorter than 6 months constitute
less than 5% of the balance sheet total (see Figure 3.42). The percentage is stable in time
75

Data on the residual maturity of this category of liabilities are unavailable.
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Figure 3.42. The distribution of assets of the 15 largest domestic banks according to the contribution
of short–term liabilities towards non–resident banks to the balance sheet total
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Source: NBP calculations.

and has not decreased significantly during the crisis (since July 2007). Banking statistics
do not include information on what part of the liabilities are liabilities towards the parent
entity. Probably they make up a significant part of liabilities towards non–residents of original
maturity longer than six months.
It is impossible to quantify the likelihood of domestic banks losing access to foreign funding.
The significance of short–term foreign financing is so small that the impact of its potential
loss would not be very severe to domestic banks. Also the increase in the cost of financing on
foreign markets would cause only a slight disturbance to domestic banks. The risk of a considerable decrease in the net interest margin is low because the interest rate on a considerable
part of loans extended by banks is variable, frequently linked to an appropriate rate on the
interbank market.
The market channel
Shocks originating outside Poland may impact Polish financial institutions through their open
positions in financial instruments whose prices depend directly on factors located outside
Poland. Market turmoil, leading to price markdowns on financial assets, may translate into
a deterioration of Polish financial institutions’ results due to the falling value of the financial
instruments valuated according to fair value method.
Polish banks have not been maintaining exposure in financial instruments linked to subprime
loans. Some of them have held debt securities issued by foreign financial institutions (see
Figure 3.43). Their prices fell due to the lower creditworthiness of issuers from the financial
sector resulting in slight market risk–related losses of a few domestic banks.
The increased risk aversion on the American and the European market which triggered a
"flight to quality" influenced the increase in Treasury bond prices on those markets as well.
This had a positive impact on the financial results of banks which held such bonds in their
trading portfolio.
The scale of market risk related to financial instruments issued by foreign entities within the
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Figure 3.43. The distribution of assets of the 15 largest domestic banks according to the share of
debt securities issued by foreign entities in their total assets
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Polish banking system is very low. Polish banks are well hedged against exchange rate risk
and interest rate risk.

3.7.2.

Indirect transmission channels of the subprime crisis to the Polish
financial system

The risk of an economic slowdown
One of the effects of the subprime market crisis is the decrease of mutual confidence of financial
institutions on the core markets, which leads to the increase in the cost of financing and
limits the availability of loans for real sector entities. Evidence of such behaviour of banks
in the euro area was indicated in the ECB survey of the loan market for 4th quarter 2007.76
The significant decrease in the availability of loans to the real sector took place also in the
United Kingdom, which is substantiated by the results of an analogous survey of the Bank
of England.77 It mostly affected the segments of mortgage loans extended to households and
loans to enterprises. These segments of the loan market experienced an increase in the cost
of credit, measured as the difference of loan price and interest rates on the interbank market.
European banks listed lower appetite for risk and the increase of the cost of financing as the
main reasons behind their decisions.
Data for 4th quarter of 2007 do not indicate that economic slowdown caused by the subprime
crisis significantly influenced the GDP growth in Poland. According to the projection of the
National Bank of Poland of February 2008, GDP growth rate is to remain within the range
of 5–6% a year in 2008. Yet, the subprime crisis triggered an increase in the downside risk
to GDP growth. The risk should be attributed mainly to turmoil in financial markets and
an increasing likelihood of a considerable slowdown of the economic growth of main global
economies, including the euro area. The materialisation of the risk would limit the demand
76
77

"The Euro Area Bank Lending Survey – January 2008," the European Central Bank.
"Credit Conditions Survey – 2007 Q4," the Bank of England.
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for Polish export, which would negatively influence internal demand in Poland through direct
and indirect effects, inter alia, the labour market. The deterioration of the economic growth
outlook would also materially undermine consumer confidence and limit the willingness to
spend, which would result in curtailed growth of consumer demand.
This Report contains an analysis of the impact of the possible economic slowdown in the euro
area on the earnings of Polish banks (see Section 3.5).
The capital channel
The ownership channel may become significant due to the predominance of foreign ownership
in the Polish financial system, owing to the role of Polish financial institutions in the structures
of international capital groups. It can be expected that the financial standing of the mother
institution may dominate the capital policy of its subsidiaries. If a foreign financial institution
suffered considerable loss due to the crisis, short–term maximisation of dividends from its
subsidiary companies could be in its interest. Preferences with respect to dividend may
shape the future strategy of a domestic institution and subsequently affect the stability of its
functioning,78 influence the capital level and determine its potential on the loan market.
The example of the dividend policy conducted by Commerzbank towards BRE Bank between
2001 and 2002 indicates that the foreign investor may try to compensate for its losses incurred
on the domestic market by increasing dividends from subsidiary companies. The risk is
difficult to measure in quantitative terms. The current level of dividend is high in the majority
of listed banks (see Table 3). This means that a considerable increase in dividend rate would
require dividing the profit worked out in the previous years and earmarked for reserve capital.
This could lead to a significant slowdown of the growth rate of risk–weighted assets of the
institution. Consequently, the bank would have to limit the growth rate of assets or adopt a
less risky strategy (limit the average risk weight of assets). Similar processes, although less
marked, could take place if the foreign owner was unable to increase the level of capital of the
domestic bank whose risk–weighted assets grow rapidly.
The current level of capital can be assessed as sufficient from the point of view of the current
needs of the Polish banking system. However, maintaining the bank credit growth will require
capital increases. The average solvency ratio of 12 banks controlled by foreign investors out of
the 15 largest domestic banks amounted to 11.8% at the end of November 2007. If the capital
requirement for credit risk increased in the subsequent twelve months at a pace similar to
that observed in the period between November 2006 and November 2007, and if the level of
own funds remained unchanged, the solvency ratio of 7 of those banks would decrease below
the regulatory minimum of 8%. Additionally, implementing the provisions of the CRD caused
a decrease in banks’ solvency ratio due to the necessity to allocate capital in order to cover
operational risk.
In case of financial problems or the risk of not meeting the capital requirements by a domestic
financial institution, the possible increase in its capital and ensuring the continuity of operation lies in the competence of the foreign owner. It is necessary to evaluate the capacity of the
mother company to absorb losses incurred by its subsidiary. The case of the Croatian Riječka
78

Shareholders may decide to earmark the retained earnings from previous reporting periods for dividend.
The decision of a general shareholders’ meeting of Bank Handlowy on paying out dividend for 2004 may serve
as an example here. The dividend amounted to ca. 400% of net profit posted in 2004.
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Banka79 shows that the reputation risk sustained by a foreign bank is not always a sufficient
preventive measure against the lack of capitalisation of its subsidiary bank experiencing problems, especially in a situation when the financial problems of Riječka Banka coincided with
the poor earnings of the investor (Bayerische Landesbank).
The indirect market channel
Exposures of Polish financial institutions towards the domestic market for financial assets
constitute the third indirect transmission channels of the financial market turmoil on the
earnings and stability of the Polish financial system. This channel arises from the high and
still rising interdependence between domestic financial markets, especially within the group
of emerging markets. Non-residents, who enjoy a significant share in the total turnover on
emerging markets, usually treat markets located in one region as a group and differentiate
their behaviour within the group only to a slight extent. Therefore, unfavourable events which
change the perception of risk on one of those markets bring about similar consequences for
the whole group of markets. A sudden adjustment of asset prices on one foreign financial
market may trigger an adjustment on the Polish financial market resulting e.g. in a decrease
in bond prices.80 Therefore, if the increase in risk aversion in the core markets triggers the
sell-off in emerging markets, such disturbances could transfer to the Polish market and lead
to increased losses of domestic financial institutions due to changes in securities valuation. In
the case of banks the losses would concern mainly the Polish Treasury bond portfolio.
The course of the subprime crisis indicates that until recently emerging markets were influenced by the situation in the United States only to a slight extent (except for equity markets).
Currency depreciation and an increase in the bond yields were only temporary there.
Banks’ interest rate risk and direct foreign exchange risk were well–hedged and the potential
losses it incurred – insignificant. This is confirmed by the results of value–at–risk analysis
presented in Section 3.3. Domestic banks do not hold a substantial exposure towards the
equity market.
The indirect credit channel
The risk of currency depreciation due to unfavourable events on foreign markets, e.g. an
increase in risk aversion, gives rise to another transmission channel of the subprime crisis on
the Polish banking system. It is related to banks’ credit exposures denominated in foreign
currencies towards residents whose income is denominated in Polish zloty. If zloty underwent
a medium–term depreciation, such borrowers would have to sustain the increased burden of
loan repayment, which in turn would result in an increase in the frequency of defaults.
The average vulnerability of borrowers with respect to market risk (exchange rate risk and
interest rate risk) is low. This is confirmed by results of the analysis of the resilience of house79

The bank, which was the third largest Croatian bank at the beginning of the decade, sustained a significant
loss due to unauthorised currency transactions in 2002. The dominating foreign investor – the German
Bayerische Landesbank – did not decide to supplement the bank’s capital, which led to a run on the bank and
a public intervention.
80
For example, sudden and unexpected disturbances on the market of the forint and the South African rand
are transferred to the zloty market, resulting in an increase in exchange rate volatility and in the correlation
between the zloty exchange rate and the exchange rates of those currencies. Maciej Grodzicki, "Volatility
transmission in emerging currency markets: the case of CEE and South Africa," mimeo.
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holds and enterprises repaying loans to shocks on financial markets. There is, nevertheless, a
group of borrowers with higher average vulnerability. It consists of borrowers who obtained
mortgage loans in the period when property prices stabilised at a high level (the first half
of 2007). This results from both the higher average debt service burden and from higher
vulnerability to of the risk of falling property prices. Currently the fraction of borrowers who
would lose their capacity to service debt after a shock of the assumed parameters cannot be
estimated because data on the distribution of income, liabilities and assets of borrowers in
Poland are unavailable.
The confidence channel
Developments in the foreign financial markets may lead to a decrease in confidence in financial
institutions, including Polish ones. Signs of the lack of confidence may appear both among
financial sector entities and among households and enterprises. There are many mechanisms
which may lead to a decrease in the level of confidence in domestic banks. This study describes
two of them. The waning confidence in banks gives rise to the risk of destabilisation of their
operations by the withdrawal of deposits, inefficiency of the money market and an increase in
the cost of funds.
One of those mechanisms is related to the possibility of a confidence crisis of real economy
entities towards the bank controlled by a foreign investor. If the dominating bank experienced
serious problems or became insolvent, real economy entities (households and enterprises) could
withdraw their deposits placed at the subsidiary bank in Poland. The risk may be higher in
the case of banks operating under a brand name of a foreign bank and in the case of branches
of a credit institution if they accept deposits from the real sector.81
The likelihood of a decrease in confidence in Polish institution in case of problems of the
parent bank seems to be lower when the institution operates as a subsidiary than when it is
a branch of a credit institution. A bank operating in the form of a subsidiary has a separate
legal personality and may remain solvent even when the parent entity becomes insolvent. A
branch does not hold its own capital; its solvency is secured by the capital of its parent bank,
i.e. the institution directly experiencing problems.
The decrease in confidence in financial institutions may also manifest itself on the interbank
money market. If a domestic bank purchased illiquid assets of the parent bank due to the
liquidity problems of the latter,82 or placed a deposit there, its liquidity would deteriorate.
The total liquidity of the domestic banking system would not change, but the distribution of
liquid funds and assets of foreign banks in the Polish banking system would. In the short run,
if the changes took place between the days of regular open market operations, the volatility
of interest rates on the interbank market could increase.
81

At the end of November 2007, 14 branches of credit institutions operated in Poland and four other were
being organised. One branch of a foreign bank was active in retail banking and accepted deposits of households.
Branches of credit institutions had 2.1% of deposits of the non–financial sector in the Polish banking system.
82
The feasibility of the transaction and its scale are limited by supervisory capital requirements. The assets
may carry a high risk weight, particularly if they consist of financial instruments of low rating or without a
rating, originated as a result of securitisation. Statutory limits of asset concentration could also limit the scale
of such transactions. It is worth noting that purchasing such assets could be viewed as if the management of
the domestic bank is acting to the detriment of the company, particularly if the foreign investor does not hold
a 100% share in the domestic bank. Banks listed on the Warsaw Stock Exchange (GPW) would probably be
obliged to reveal information on such a transaction to the public.
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Particularly negative side effects could emerge if the affected domestic bank was a significant
liquidity supplier in the interbank money market, and suddenly became a significant borrower
due to having provided liquidity support to its parent bank. Other participants of the interbank money market could then cut credit limits vis-?-vis not only the given bank but for all
counterparties due to the uncertainty as to the reason behind the bank’s actions. This would
lead to a decrease in the liquidity of the interbank market. Short–term interest rates would
increase due to a decrease in mutual confidence of banks (higher credit risk premium), which
could be accompanied by widening of the spread (higher liquidity premium). Banks which are
reliant on unsecured interbank funding could be forced to use the standing Lombard facility
or to take out high–interest interbank loans. In extreme cases banks with liquidity surplus
would deposit it in a current account at the NBP and after ensuring the required reserve level
in the given period – as a deposit at the NBP.83 As a result, the short–term interest rate could
come close to the lombard rate with the liquidity of the market of unsecured interbank loans
much lower than its typical level.
It is impossible to establish the likelihood of the above mechanisms triggering a decrease in
confidence towards the Polish banking system. If they operate, their impact on the stability of
the banking system could be considerable. If interest rates on the interbank market increased,
the side effect would be an increase in the debt service burden on borrowers from the real
economy sector. This is due to the fact that the majority of loans (primarily mortgage loans)
bear interest in line with a variable interest rate defined as the reference rate, usually WIBOR
3M or 6M, plus a credit spread.

3.7.3.

Conclusions

The macroeconomic channel is most important channel through which events related to the
subprime crisis may impact the Polish financial system in the short–run. It results from the
high probability of an economic slowdown in the euro area, the symptoms of which could have
been already seen at the turn of the year. A stronger than expected slowdown of economies
which are Poland’s most important trade partners may translate into an economic slowdown
in Poland. In consequence, the level of loan losses could increase and the growth rate of
assets in the banking sector could decrease. On the other hand, macroeconomic stress test
simulations prove that such scenario does not constitute a serious threat for the stability of
the Polish banking sector. Despite a fall in pre–tax profits of about 30%, only seven relatively
small banks would post negative pre–tax profits profits, but none of them would suffer losses
that would result in a fall in solvency ratio below the 8% threshold.
The weight of the capital channel is related to the current fast credit growth, which stimulates
the banks’ capital needs. The inability to raise capital would limit banks’ expansion, which
could provoke negative macroeconomic effects.
Due to the exposure of certain banks towards foreign monetary financial institutions, the direct
credit channel could play an important role in transmitting the shock triggered by the possible
bankruptcy or serious liquidity problems of a foreign bank. In the case of banks controlled
by foreign entities, the operation of the credit channel may be amplified by an increase in
83

This is due to the fact that funds in current accounts at the NBP bear interest only up to the amount of
the required reserve.
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credit exposure towards the parent entity in a situation when the parent entity experiences
liquidity problems or goes bankrupt. Considering the ECB policy with regard to collateral in
liquidity provision, as well as the fact that parent banks are systemically important institutions
in their countries, the likelihood of such an event is low. The phenomenon of providing
liquidity to parent banks by their Polish subsidiaries during strong liquidity disturbances on
the financial market in August 2007 was not observed. The effects of such provision in case
of the bankruptcy of the parent bank would nevertheless be very serious.
The impact of the possible decrease in confidence towards the banking system on its stability
could be significant. Not all mechanisms leading to a decrease in confidence towards banks
can be established, nor can be the likelihood of the occurrence of the identified mechanisms.
One of those mechanisms may be related to granting support by a domestic bank to its
parent entity. It is plausible that among indirect channels also the indirect credit channel
is significant as part of households bear currency risk by taking out loans denominated in
foreign currencies and the zloty exchange rate remains under the influence of the situation
on international financial markets. The vulnerability of borrowers taking out new mortgage
loans to adverse exchange rate changes increased in the years 2006–2007.
Short–term external financing of Polish banks is low. Should the situation on international
markets deteriorate, the direct financing channel may influence the situation of certain banks,
e.g. by forcing them to decrease the lending growth, particularly if the banks lose their
access to long–term sources of foreign financing. Despite the unfavourable situation on global
financial markets in the second half of 2007, the level of foreign financing of Polish banks
continued to increase. This may mean that the risk inherent in this channel is low.
The direct market channel of impact of the situation on international financial markets on
the Polish financial system is of little importance. This is due to the minor exposure of Polish
banks to market risk (banks actively hedge market risk).
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Chapter 4.

Non–bank financial institutions
The non–bank financial institutions (NBFI) sector was not a source of major risk
to financial system stability in 2007. Investment fund management companies and
pension fund management companies recorded a high growth of profits and profitability. However, significant declines in prices on financial markets in the second
half of 2007 and at the beginning of 2008 contributed to the deterioration of the
outlook for business growth and earnings of those NBFI’s which offer saving products. The uncertainty concerning the future financial condition of the insurance
sector increased due to strong competition and the growth in loss ratio in certain
types of activity.

Despite the disturbances on financial markets, the growth rate of the assets of the non–
bank financial institutions sector84 was high and significantly exceeded the growth rate of
the banking sector’s assets (see Table 4.1). Since the second half of 2007 the growth rate of
NBFI assets decreased due to the decline in the prices of shares and bonds, as well as due
to the withdrawal of cash from investment funds and from life insurance policies with UFK
(unit–linked insurance policies) by some individual investors.

Table 4.1. Assets of open pension funds (OFE), insurance companies (ZU), investment funds (IF)
and banks (figures in billion zloty)

2005
2006
2007

OFE
86.3
117.1
140.6

ZU
89.6
108.6
126.9

FI
61.0
97.8
134.0

Banks
586.4
681.8
802.0

Source: GUS, Chamber of Fund and Asset Management, KNF, NBP.
84

The analysis in this chapter is confined to the following entities: TFI (IF), PTE (OFE), ZU.
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4.1.

Risk and channels of mutual influence of banks and non–
bank financial institutions

The intensification of both cooperation, and capital and operational interdependence between
banks and non–bank financial institutions may be a source of risk for the financial system
stability. The possible channels of transmission of disturbances include capital links, depository and investment activities, competition and usage of the same brand by entities which
belong to the same financial group.85
Capital links were not a significant transmission channel of potential disturbances for stability
between banks and NFI. In the Polish financial system, the level of mutual capital involvement
of banks and non–bank financial institutions remained at a relatively low level. However,
financial institutions from different segments are interlinked, when they belong to capital
groups with a common foreign parent company.
The low level of mutual financing of the operations of banks and non–bank financial institutions did not introduce a significant risk of the transmission of crisis impulses between the
components of the financial system. The loans granted by banks to non–bank financial institutions accounted for 2% of the assets of the banking sector. On the other hand, NFI’s
deposits in banks constituted slightly more than 6% of the value of total banks’ liabilities
(of which less than 30% were deposits from insurance companies and open pension funds).
Deposits and bank securities also had an insignificant contribution to the structure of the
assets of non–bank financial institutions. In the case of open pension funds this contribution
amounted to 2.5%, and in the case of insurance companies to around 5.4%. The small scale
of mutual involvement results in the fact that banking sector is to the minimum extent exposed to either the credit risk of the NFI or to the deterioration in liquidity due to a sudden
withdrawal of deposits by non–bank financial institutions.
The increasing competition in acquiring savings, as well as the changes in investment preferences of households influenced the level of income of financial institutions. The rates of return
on investments in investment funds and insurance investment funds (UFK), which remained
very high for the majority of 2007, contributed to the slower inflow of household savings to
banks. The decrease in the share of the cheapest source of financing, which in the case of
banks is deposits, in the balance sheet caused an increase in the cost of financing. Increased
competition between banks and non–bank financial institutions to acquire household savings
introduces a certain risk to the functioning of the financial system. The increasing challenge
for banks is to maintain a stable and cheap deposit base, and for the investment fund management companies – to reduce the volatility of earnings and of the volume of assets in the
funds under management.
In 2007 there were no cases of noticeable transmission of stability disturbances between in85

In this chapter we focus on the potential threats which stem from the links between institutions. It
should be borne in mind that such links also bring benefits to individual institutions, e.g. the inflow of
funds to investment funds results in the increased revenues of banks from commission for the distribution
of participation units in investment funds, and in the increased revenues of investment fund management
companies from the management of investment funds. It is also possible that events which have an adverse
impact on one group of institutions generate benefits for another group – the beginning of 2008 saw the net
outflow of funds from investment funds to banks, which deteriorated the financial perspectives of investment
fund management companies, at the same time improving the stability of the financing of banks.
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Table 4.2. Earnings of insurance companies (million zloty)

Non-life insurance:
- technical result
- net investment income
- net profit
Life insurance:
- net investment income
- technical result
- net profit

2005

2006

2007

Change in 2007 (%)

909
2 855
2 968

1 574
3 100
3 772

1 235
1 667
2 032

-21.5
-46.2
-46.1

4 580
2 434
2 269

5 982
3 226
2 882

3 526
3 414
3 288

-40.9
5.8
14.1

Note: in the case of life insurance sector, part of the results on investments (inter alia, the investments
of UFK where the insured person bears the investment risk) does not have an impact on the net
profit of the company, since the change in the value of those investments results in the corresponding
change of the insurance provisions. At the end of 2007, the investment result in life insurance sub–
sector containing policies with UFK accounted for approximately 38% of the total result on deposits
of life insurance companies. In non–life insurance sector, an overwhelming majority of the result on
investments has a direct influence on the net profit.
Source: KNF.

stitutions belonging to the same financial group and using the same brand. This remark
mainly concerns institutions interlinked within the framework of financial groups controlled
by domestic capital. As regards international financial groups operating on the Polish market, certain doubts concerning the possible activation of this transmission channel appeared
in July and August 2007. After the disclosure of significant losses incurred by several international financial institutions due to the crisis on the subprime market, Polish financial
institutions which belong to the same capital groups immediately issued press releases aimed
at maintaining the confidence of customers and investors and presenting good earnings.

4.2.

Insurance companies

Earnings and their determinants
Life insurance
In 2007, the life insurance sector posted growth in revenues and profits (see Table 4.2 and
Figure 4.1). Increased economic growth and the growth of households’ income, as well as to
the good situation on financial markets in the first half of 2007, contributed to the growth in
the assets of the life insurance sector. Thanks to the developments on financial markets, the
assets of insurance investment funds (UFK) significantly increased.
The increase in the profit from insurance activity (technical profit) of the life insurance sector
resulted from the lower growth rate of insurance provisions in the largest company in the
sector in comparison to the previous years. This resulted from the conversion of part of
indefinite group insurance contracts into one–year long policies, and from the lower decline
in the technical rate used for the calculation of life insurance provisions than in the previous
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Figure 4.1. Annual growth rate of gross written premiums in the insurance sector
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years. Excluding the effect of the lower growth rate of the reserves of PZU Życie SA, the
technical profit for the entire sector would be lower than in 2006.
Falling prices on the equity market and the related deterioration of the investment returns of
insurance investment funds (UFK) resulted in the withdrawal of funds from such insurance
policies by some customers. This fact was reflected in the insurance companies’ income
statement in the form of increased value of claims and benefits paid in the insurance sub–
sector containing unit–linked insurance products. In the third quarter of 2007, the growth
rate of net assets of insurance products with UFK significantly decreased (insurance provisions
related to insurance products with UFK grew by 0.6%), and in the following quarter the net
assets value of insurance products with UFK decreased.
Non–life insurance and other personal insurance
The net profit of non–life and other personal insurance (hereinafter: non–life) sector was
significantly lower than in 2006 (see Table 4.2). This was mainly caused by the fact that
PZU Życie SA did not pay dividend to PZU SA, i.e. by an event unrelated to the basic
activity of the sector. However, excluding the revenues from participation units and shares in
subsidiaries, the gross profit of the sector would also be lower than in the previous year (by
16.6%) due to, inter alia, increased loss ratio.
The technical profit of the non–life insurance sector decreased in 2007, despite a relatively
high increase in premiums (see Table 4.2 and Figure 4.1). The reasons for the worse technical
result included high losses caused by natural forces (gales) at the beginning of 2007 and the
increased loss ratio in the largest sub–sector of non–life insurance (automobile third party
liability insurance policies (OC)). This resulted in the increased loss ratio (the basic indicator
determining the profitability of insurance activity) in the whole non–life insurance sector (see
Figure 4.2). In the fourth quarter of 2007, the deterioration of profitability of insurers could
have been influenced also by the introduction of an obligation to transfer part of the premiums
from automobile third party liability insurance policies (OC) (12%) to the National Health
Fund.
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Figure 4.2. Gross loss ratio in non–life insurance
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The annual growth rate of premiums in non–life insurance sector amounted to 11% and was
significantly higher than in the previous years (see Figure 4.1). This resulted from strong
economic growth, increased income and consumer confidence of households, as well as the
subsequent increased sales of new cars and the increased number of imported cars.86 The
situation in automobile insurance sub–sector (third party liability (OC) and comprehensive
AC insurance policies) has a very large impact on the results of the whole sector since it
accounts for approximately two thirds (in terms of earned premiums) of the non–life insurance
sector (and over 70% together with the related accident insurance sub–sector).
Solvency and capital position of insurance companies
In 2007, the capital and own funds increased significantly both in the non–life and life insurance sectors. The result was an increase of the basic capital adequacy indicator which, in case
of the insurance sector, is the activity monitoring ratio (see Figure 4.3). The main reason for
the growth of the sector’s capital was the retention of all 2006 profits in both companies of
the PZU Group. In the group of small and medium–sized insurers (excluding the 5 largest
entities) the activity monitoring ratio declined in the life insurance sector from 2.8 to 2.6,
and in the non–life insurance sector from 3.2 to 3.1 (data at the end of the third quarter of
2007). The reason for the decline was the fast development of the insurance sector and the
resulting increase of the capital requirement. At the end of September 2007, there was only
one non–life insurance company with a marginal share in the sector (below 0.2% of the share
in the premiums of the non–life insurance sector) that failed to meet the capital requirement.

86

According to the data of SAMAR, an automobile market monitoring company, the sales of new passenger
cars in 2007 increased by 23% y/y, while the sales of delivery vans grew by 39% y/y. In the case of imported
cars, the increase amounted to 22% y/y.
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Figure 4.3. Activity monitoring ratio in the non–life insurance sector
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Investments of insurance companies
The level of credit risk for investments of insurance companies in Poland has traditionally
been low. The investments are dominated by debt securities, the prices of which are less
volatile than the prices of shares. At the end of 2007, the share of such securities amounted
to 68%.87 If shares and stakes in subsidiaries are excluded from investments, the share of
debt securities increases to 77%. The debt portfolio is dominated by Treasury bonds and bills
(with combined share of 97%) which bear very small credit risk.
Due to a high share of bonds to the assets of insurers, they are exposed to the risk of interest
rate increase. Contrary to banks, insurers are to a small extent hedged against interest rate
risk. The impact of this factor on insurers’ earnings is to a certain extent limited, since a
part of the Treasury bond portfolio, particularly in larger insurance companies, is classified
as instruments held to maturity. As a result, changes in prices do not affect the income
statement. In the case of life insurance companies, the impact of interest rate increase on
earnings is reduced by the presence of long–term liabilities, such as traditional life insurance
policies.88
The contribution of investments which may contain high investment risk, such as shares or
investment fund participation units, is low (4.5% and 3.2%, respectively, see Figure 4.4).
87

Figures provided in this paragraph do not include the investments of the life insurance sector where the
investment risk is borne by the insured. Losses from those investments do not influence insurers’ profits.
88
The interest rate increase above the technical rate adopted for the calculation of insurance provisions
contributes to the growth of technical profit of the life insurer. The growth follows from the increase in the
difference between the actual return on investments and the assumed rate of return from the investment of
premiums. The impact is, however, spread over the whole duration of the insurance contract. For more on
the mechanism of the impact of interest rate risk on the result of life insurance companies see: "Financial
Stability Report 2006", NBP, 2007, pp. 101–103.
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Figure 4.4. The structure of investments of insurers
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Outlook
The sound economic situation will support further growth in non–life insurance sector and
"traditional" life insurance products (products which have mostly insurance character, as
opposed to unit-linked policies which are almost purely investment products). Strong competition, increased loss ratio in some insurance sub–sectors (particularly in automobile third
party liability insurance (OC)) and possible decline on the financial markets may result in a
situation where this growth will not be fully reflected in the growth of profitability.
The price decreases on financial markets (mainly on the equity market) may result in a
further decline in the value of assets of policies with UFK. The majority of those products are
similar to investment funds and the insurance protection they offer is very small relative to
the premium collected. The deterioration of the current investment results may incline some
customers to withdraw funds from UFK, as in the case of investment funds in the second
half of 2007 and at the beginning of 2008. However, the decrease in the value of UFK assets
caused by these withdrawals should not be as high as it was in the case of investment funds.
This is due to the fact that some of the life insurance contracts with UFK contain high early
withdrawal penalties, especially in the first years of the insurance contract validity. Those
clauses may make the withdrawal of funds unprofitable. The value of UFK assets in the future
will depend mainly on the further developments on the equity market.
The impact of a possible withdrawal of funds from insurance policies with UFK on the earnings
of insurers will not be significant and should not constitute a threat to the insurers’ solvency.
The reason is the low profitability of this group of insurance. Despite the fact that the
life insurance group, which includes unit–linked products, accounted for almost 50% of the
premiums of the whole life insurance sector in 2007, its contribution to the technical results
of the sector amounted only to 14%.
The risk factors, both for the non–life insurance sector and for the banking sector, include
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Table 4.3. Financial results and technical profitability of pension fund management companies
(million zloty)

Revenues from OFE management
OFE management cost
Technical profit on OFE management
PTE net profit
Technical profit margin on OFE management (w %)

2005
1 247
781
466
461
37

2006
1 513
866
647
604
43

2007
1 735
968
767
688
44

Note: Technical profit margin – the relation of the technical profit to revenues from open pension
funds management.
Source: KNF.

the large concentration in the financial insurance sub–sector, which includes the housing loan
insurance policies (mainly the so–called bridge insurance contracts (housing loan insurance
policies for the period until the borrower’s entry in the Mortgage Register becomes valid)
and the insurance policies covering the shortfall in borrower’s contribution ). Such insurance
contracts are used by banks to reduce the credit risk of housing loans. This is of particular
importance due to the relatively high share of housing loans, in the case of which the mortgage is not yet recorded in the Mortgage Register. The potential worsening of the financial
condition of one of the housing loan insurers would lead to the increased risk of the housing
loan portfolio of the banks which cooperate with the insurer. The deteriorated repayment of
housing loans could in turn have an impact on the decrease in the financial results of insurers.

4.3.

Pension fund management companies and open pension
funds

The earnings of pension fund management companies
The year 2007 was another period of the improvement of earnings and profitability for the
sector of pension fund management companies. Both the revenues from open pension funds
management, and the technical profit on this activity continued to increase (see Table 4.3).
Despite a slight deterioration of earnings in the fourth quarter of 2007, the net profits of
the pension companies sector in the entire year were higher than the profits generated in the
previous year.
Higher technical profitability was generated by companies which manage the largest funds (see
Figure 4.5). Among 15 companies operating in Poland only one incurred a minimal technical
loss. However, all companies posted net profits.
Minimum required rate of return of open pension funds
The fact that all open pension funds managed by pension fund management companies generated rates of return significantly higher than the minimum required rate of return, is of huge
importance for the stability of this sector. Failure to meet this requirement could imply the
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Figure 4.5. Technical profitability of pension fund management companies and the value of the
managed assets of open pension funds
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Source: NBP calculations based on KNF data.

necessity for the managing companies to make supplementary payments. The increased value
of the portfolio of open pension funds results in increasingly higher potential supplementary
payments.
The analysis of data presented in Figure 4.6 shows that the pension fund management companies’ capital buffer is decreasing as compared to the assets of the open pension funds they
manage. At the end of 2007, the capital of none of the companies would be sufficient to cover
a deficit higher than 4.5% of the assets of open pension funds managed by a given company.
It is also worth noting that in the case of companies managing the largest (in terms of assets) open pension funds ,the indicator under discussion is relatively low. It seems, however,
that this is not a cause of concern, since in the case of large funds the risk of supplementary
payments is lower thanks to their large impact on the value of the minimum required rate of
return. The higher level of capital in the companies managing the open pension funds with
small assets should be considered as favourable, since they are exposed to a higher risk of
making supplementary payments to open pension funds.
OFE asset composition
In 2007 the rates of return of all open pension funds significantly exceeded the minimum
required level. It is worth emphasising that within the entire 2007, the values of three-year
weighted average rates of return of open pension funds were higher than those achieved in
the previous year. The difference between the lowest rate of return recorded in the pension
sector and the minimum required rate of return was still significant (amounting to about 17
percentage points) (see Figure 4.7). The mutual similarity of open pension funds’ investment
portfolios decreases the risk of failure to generate the minimum required rate of return by
the funds. However, the decreasing value of the participation units of open pension funds
in recent months is a cause of concern. The potential persistence of such a tendency and
the related reduction of the difference between the average and minimum required rate of
return increases the risk of the necessity for pension fund management companies to make
supplementary payments.
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Figure 4.6. Relation of pension fund management companies’ capital to 1% of the value of assets
of open pension funds they manage
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Figure 4.7. Historical rates of return of open pension funds (left panel) and the results of simulations
(right panel)
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Figure 4.8. OFE investment portfolios composition
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The results of a simulation which assumed that at the end of September 2008 the value of
participation units of all open pension funds would remain at the level of March 2008 show
that the value of the weighted average rate of return for the sector would fall from 31.48%
recorded at the end of March 2008 to 19.39% at the end of September 2008. At the same time
the lowest rate of return of open pension funds in the sector would be higher than the minimum
required rate of return by 5.01 percentage points. The simulation of three-year rates of return
calculated at the end of March and September 2009, under the same assumption, points to
the possibility of this difference decreasing to 3.47 percentage points and 1.52 percentage
points respectively (see Figure 4.7). This means that with the further price declines on the
financial markets in the medium–term, the risk of the necessity for pension companies to make
supplementary payments may increase.
In 2007 pension companies continued to pursue investment strategy similar to previous years,
which consists in depositing the largest part of assets of open pension funds in Treasury
securities, and in the high utilisation of the statutory limits on investment in shares on the
GPW. The share of Treasury securities in the investment portfolio of open pension funds
amounted to approximately 60% and remained virtually unchanged within the entire year
(see Figure 4.8).
The share of equities in the investment portfolio of open pension funds fluctuated following
the situation on the GPW. Along with the increase in stock exchange indices in the first half
of 2007, the percentage of shares in assets of open pension funds approached its upper limit,
i.e. 40%. The decreases in the value of shares in the fourth quarter resulted in the decline of
this percentage to 35%.
The relatively low returns on bank deposits, as well as the low foreign investment limit contributed to the small interest in investing the assets of open pension funds in those investment
instruments. In addition, the attractiveness of foreign investment is reduced by the necessity
for pension companies to incur additional depositary costs for the storage and settlement of
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Table 4.4. Net assets of investment funds
Type of fund
Equity, of which:
Small and medium
sized companies
Balanced
Stable growth
Bonds and money
market
Other
Total

31.12.2005
7 265
120

31.12.2006
21 150
2 442

31.12.2007
42 126
5 757

31.03.2008
29 524
3 966

13 653
13 870
23 234

30 383
22 497
18 484

42 372
25 879
17 182

32 241
20 276
20 116

3 549
61 571

6 647
99 160

6 471
134 031

6 137
108 293

Note: data on net assets do not include funds which invest 100% of their assets in the participation
units of another fund managed by the same investment fund management company (this also applies
to data presented later in the text).
Source: Analizy Online.

foreign assets and the reduction of investment options to investments exclusively in securities
with investment-grade rating, issued by companies listed on the primary stock exchanges of
capital markets in those countries or by governments. Due to these factors, throughout the
year the total share of both of these categories of instruments in investment portfolios of open
pension funds fluctuated around 4% (see Figure 4.8).
Outlook
In the present regulatory environment, open pension funds do not have the possibility to hedge
their portfolios against the market risk. Therefore, their possibilities to limit the losses in the
period of a persisting decline on the equity market or the fall of bond prices in the longer term
are small. Such market conditions could lead to the decrease in the rates of return of open
pension funds to a level at which the minimum required rate of return would be negative. Such
a situation would not automatically mean the necessity to make supplementary payments to
open pension funds, and thus would not pose a threat to the stability of the functioning of
financial institutions. Nevertheless, it would be disadvantageous for the beneficiaries of the
pension system.

4.4.

Investment fund management companies and investment
funds

Changes in the value of assets and cash inflow to investment funds
In 2007 and in the first quarter of 2008 the value of assets and net cash inflow to investment
funds were subject to large fluctuations (see Figure 4.9 and Table 4.4). Almost the whole
inflow of new cash to the funds took place within the first seven months of 2007. Cash inflow
were mainly directed to the funds with the largest contribution of shares, i.e. equity funds and
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Figure 4.9. Net assets (left panel) and net cash inflow to investment funds (right panel)

Source: Analizy Online.

balanced funds (over 93% of net inflow). The highest growth rate of assets was observed in the
case of funds specialising in investing in shares of small and medium-sized companies. These
shares had the largest historical rates of return and at the same time the highest investment
risk. Significant declines on equity markets in the second half of the year contributed to a
significant decrease in the net inflow, and between November 2007 and January 2008 a large
net outflow of cash from the funds occurred (see right panel of Figure 4.9). Within that period
a net total of 17.5 billion zloty was withdrawn from equity, balanced and stable growth funds.
Cash withdrawn from the more risky investment funds was partially transferred to bond
funds and money market funds. Between November 2007 and January 2008, the net cash
inflow to those funds amounted to 4.2 billion zloty, which corresponded to 24% of the value
of net outflow of cash from equity, balanced and stable growth funds within that period. The
remaining part of the funds withdrawn from investment funds was mainly transferred to banks,
which was confirmed by the high increase in household bank deposits within that period.
Some of the cash withdrawn from the funds was probably invested in the so-called structured
products (or deposits) which, similarly to policies with UFK, are investment products offered
in the form of life insurance contracts. Such products are offered, inter alia, by some banks.
The impact of investment funds on financial markets
The significant increase in the share of investment funds in turnover on the GPW, and their
increased share in the capitalisation and free float of domestic companies listed on GPW
(see Figure 4.10) in the last two years increased their impact on the equity market. The
funds had also a significant influence on the demand for shares and their supply on the GPW
(see Figure 2.6), especially in the periods of large fluctuations of stock exchange indices.
The high positive correlation between the inflow of cash to investment funds and the fluctuations of stock exchange indices may lead to the amplifying of trends on the equity market. The
transactions of the funds made under the influence of mass inflows and outflows of customers’
funds may entail an increase in the degree of share overvaluation in the periods of long–
term upward trends of stock exchange indices, and to their undervaluation in the periods of
downward trends. The impact of funds on the equity market in the periods of declining stock
exchange indices is enhanced by the possibility to withdraw cash quickly from the funds, which
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Figure 4.10. Relation of shares owned by investment funds to the free float and the capitalisation
of domestic companies listed on GPW (left panel) and the share of investment funds in turnover on
the equity market (right panel)
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Note: share in turnover on the equity market may not include the transactions of asset management
companies. Some investment funds are managed by asset management companies.
Source: Analizy Online, GPW.

in the majority of cases does not imply the necessity to incur additional costs (administration
fees, etc.).
Large demand from the funds was one of the reasons for very high growth of share prices in
the first half of 2007. A significant decrease in inflow and then the withdrawal of cash from
the funds could have increased the scale of the declines of share prices on GPW in the second
half of 2007 and at the beginning of 2008. Investment funds had a particularly large impact on
the market of small and medium-sized companies, due to the limited liquidity of that market
and the increase in the relation of the value of small and medium–sized companies’ shares
owned by investment funds to the capitalisation of these companies on GPW (see Figure
4.11). This increase was a result of a very high inflow of cash to funds in the first seven
months of 2007 (see Table 4.6 and 4.5). Between August 2007 and January 2008 the large
scale of withdrawal of cash from funds, which specialised in investing in shares of small and
medium–sized companies, contributed to the further decreases in the prices of those shares.
Earnings and stability of investment fund management companies
In the first half of 2007 investment fund management companies posted very good earnings (see
Table 4.7), mainly due to a large increase in assets and the shift of cash inflow towards equity
and balanced funds. Funds with a higher contribution of shares charge higher management
fees and handling charges. The earnings of investment fund management companies for the
entire 2007 should also be high, despite a worse situation on the financial markets in the
second half of 2007 and the decrease in the value of investment fund assets.
Outlook
In the coming quarters the revenues and profits of investment fund management companies
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Figure 4.11. Relation of the value of small and medium–sized domestic companies’ shares owned
by investment funds to the capitalisation of this type of companies, listed on GPW
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Source: GPW, Analizy Online.

Table 4.5. Net inflow of new cash to investment funds (million zloty)
Type of fund
Equity, of which:
Small and medium
sized companies
Balanced
Stable growth
Bonds and money
market
Other
Total

2005
978
-40

2006
9 715
1 966

2007
20 839
3 921*

I kw. 2008
-6 040
-874

5 651
5 277
4 678

12 930
6 197
-5 234

9 411
2 191
-1 508

-6 623
-4 249
2 905

1 621
18 204

2 427
26 033

-325
30 608

-233
-14 240

Note: between January and July 2007 the net cash inflow to funds, which specialise in investing their
assets in shares of small and medium–sized companies amounted to 5,913 million zloty, while in the
remaining part of 2007 customers withdrew a net of 1,993 million zloty.
Source: Analizy Online.

Table 4.6. Composition of the equity portfolio of investment funds

Large cap stocks
Medium cap stocks
Small cap stocks

31.12.2005
53.1%
30.6%
16.3%

31.12.2006
51.9%
30.0%
18.1%

30.06.2007
43.5%
33.3%
23.2%

Note: broken down by the criterion of capitalisation.
Source: Analizy Online.
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Table 4.7. Earnings of investment fund management companies and average monthly net assets’
value of investment funds (million zloty)

Revenues on
operational activity.
of which:
Management fees
Handling charges
Other income from
statutory activity
Costs of operational
activity
Pre-tax profit
Net profit
Average monthly value
of net assets

I half of
2005
552

I half of
2006 r.
1 120

I half of
2007 r.
2 071

Change in the I
half of 2007
84.9%

469
81
0

914
184
22

1 713
353
5

87.4%
91.8%
-79.2%

442

837

1 512

80.6%

126
104
41 207

295
241
73 046

588
476
120 974

99.4%
97.4%
65.6%

Source: GUS, Analizy Online.

Figure 4.12.

ROE in the investment fund management companies sector (based on net profit)
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will probably be lower than in the previous year. The future deterioration of the financial
results of investment fund management companies will be caused by inter alia a significant
decrease in the assets of funds in the first quarter of 2008, smaller share of equity and balanced
funds in total assets of investment funds, and decreased inflow of new cash, which results in
the reduced revenues from distribution fees.
Despite the possible decrease in revenues and profits in 2008, the condition of the investment
fund management companies sector should not deteriorate significantly. The investment risk
of funds is borne by clients, as the decrease in the value of fund assets is accompanied by a
parallel decrease in the value of fund participation units and certificates. Downturn on GPW
has only an indirect impact on the results of investment fund management companies: the
revenues of these companies from the management fees are usually proportional to the volume
of assets of the managed fund, and the revenues from handling charges to the value of inflow
of new cash to the funds. The decrease in the value of funds’ assets would have to be very
deep to entail the risk of losses for the investment fund management companies sector. In
the past the investment fund management companies were characterised by high profitability
while managing assets that were several times lower than at present (see Figure 4.12 and
Table 4.7). The composition of revenues, where the dominating item are the management
fees (see Table 4.7), should support the stability of profits of investment fund management
companies in the periods of lower inflow of cash to the funds.
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Activity monitoring ratio – the ratio of insurer’s capital to the statutory capital requirement, which is the value of solvency margin or the guarantee capital (whichever is higher).
Adjusted one–month liquidity gap – the difference between the book value of assets of up
to 1 month (adjusted for the value of overdue claims and for the value of Treasury securities
earmarked to cover the fund for protection of guaranteed deposits of the Bank Guarantee
Fund) and the surplus of deposits from non–financial customers of up to 1 month over the
core deposits and other liabilities of up to 1 month.
Balance on technical insurance account – difference between income from premiums
as well as the so–called other technical income and damages paid out, benefits and changes
to technical and insurance provisions, the costs of pursuing insurance activity (inter alia,
administrative and canvassing costs and the cost of acquisition), the so–called other technical
costs and a part of income from deposits.
Borrowing burden ratio (enterprise sector) – the ratio of bank loans and advances (to
residents and non–residents, total) to the balance sheet total. Both at the level of the whole
sector and that of particular enterprises, the ratio is calculated with the use of data from GUS
F–01 reports.
Borrowing burden ratio (household sector) – the ratio of loans to households (residents)
to their yearly gross disposable income. Data on loans come from the NBP monetary statistics,
data on gross disposable income come from GUS national accounts.
Cash liquidity ratio – the ratio of short–term investments (short–term assets purchased for
the purpose of achieving economic profits resulting from the increase in value of the assets)
to short–term liabilities (liabilities arising from purchase of goods and services, and other
liabilities that become due within 12 months).
Capitalisation rate – the ratio of income from a property to its purchase price.
Collateralised Debt Obligation (CDO) – a structured financial instrument which provides
the buyer with exposure to credit risk. In CDO the homogenous credit risk of an underlying
portfolio is divided into tranches of varying repayment preference; loan losses in the underlying
portfolio are covered in the first place from a tranche with the lowest credit rating (lowest
preference).
Conduit – a programme of asset securitisation in which a special–purpose entity is established
that purchases banks’ loans, investment–grade structured credit derivatives or receivables of
government institutions. The entity issues debt instruments secured by cash flows from the
transferred loans and receivables. In case of bankruptcy it is exempt from including assets
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obtained through securitisation in bankruptcy estate. The special–purpose entity invests its
available funds in investment–grade assets.
Consumer loans – inter alia, overdraft facility, credit card lending, instalment loans.
Core deposits – the stable part of deposits of the non–financial sector. For the purpose of
NBP analyses it is assumed that the proportion of core to total deposits amounts to 70% of
the value of deposits. This level is the minimum amount reported by eight banks questioned
by the NBP on their estimation of the stable part of deposits placed by non–financial entities.
Cost/income ratio – the relation ratio of operating expense to the costs of banking activity
to net income from banking activity.
Credit Default Swap (CDS) – a credit derivative whose seller undertakes to pay the buyer
the face value of a third party’s contractually specified defaulted obligation in case of a credit
event pertaining to a third party (reference entity) in exchange for a premium. A credit event
may be the reference entity’s declaration of bankruptcy, a contractually specified change to
the credit rating of the entity or a change to the rating of a specified debt security.
Credit spread – the difference between the loan interest rate and the interbank market
interest rate.
Debt burden ratio (enterprise sector) – the ratio of liabilities (towards residents and
non–residents, total) to the balance sheet total. Both at the level of the whole sector and that
of particular enterprises, the ratio is calculated with the use of data from GUS F–01 reports.
Deposit rating (long–term) – a measure of capacity of a financial institution to repay its
liabilities with a maturity of 1 year or longer. It reflects the risk of default and the scale of
possible losses in the case of default of a financial institution.
Earning assets – the sum of claims on financial institutions, non–financial customers and
general government sector, plus securities and claims due to sell–buy back and repo transactions on securities.
Financial strength rating – a measure of long–term capacity of a financial institution to
conduct its business independently, without support of third parties, calculated by Moody’s
on the basis of fundamental data, franchise value, and the scale of activity diversification as
well as the level of development of the financial system in which the institution operates, the
quality of supervision, and the strength of the economy.
Free float – shares of a company in free trade. For Polish companies, these are all the
shares of a company registered in the National Court Register (KRS), excluding shares held
by the TreasuryState, own shares of the company designated for redemption, and shares held
by shareholders who separately or jointly with associated shareholders hold more than 5%
of the shares. The latter condition does not pertain apply to shares held by pension funds,
investment funds and financial institutions which manage assets.
Funding gap – the difference between the amount of loans to non–financial customers and the
general government sector, and the amount of deposits accepted from those sectors, expressed
as percentage of the value of loans.
Gross loss ratio – the ratio of gross claims and benefits paid (i.e. before taking account of
the share of reinsurers) with the change in the balance of provisions for claims and benefits
outstanding to gross premiums earned.
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Gross written premiums – value of gross premium (before taking into account the share
of reinsurers): in the case of life insurance sector – payable under the contract within the
reporting period, whether or not the premium has been paid; in the case of non–life insurance
sector, where the duration of coverage is determined – amounts payable for the whole period
of liability, notwithstanding its duration, arising from the agreements concluded during a
particular reporting period, whether or not the premium has been paid; in the case of non–
life insurance, where the duration of the period of liability is not determined – amounts payable
during a particular reporting period, whether or not the premium has been paid.
Guarantee capital –the minimum amount of own funds an insurance company is obliged
to hold during its insurance activity. The amount of guarantee capital is calculated as an
equivalent of the higher of the two following values: one–third of solvency margin and the
minimum required amount of guarantee capital for individual types of insurance activity, set
forth in applicable regulations.
Guaranteed rate – the interest rate used for the calculation of technical and insurance
provisions in life insurance sector and provisions for discounted value of annuities.
Insurance provisions – provisions of insurance companies which cover current and future
liabilities that may arise from concluded insurance contracts.
Interquartile range – the difference between the value of the third quartile and the value
of the first quartile in the distribution of a variable.
Irregular loans – at banks applying Polish accounting standards: loans classified as substandard, doubtful, loss loans; at banks applying IFRS: impaired loans, as recognized by the
bank on the base of objective circumstances.
Irregular loan ratio – the ratio of irregular loans to total loans.
Loan service burden ratio (household sector) – the ratio of the sum of principal and
interest instalments paid by households to their disposable income. For the sector’s aggregated
ratios, the sum of principal and interest instalments is estimated based on banking statistics
on the value of loans, the average interest rate on consumer, housing and other loans, and the
average maturity loans. Data on gross disposable income come from GUS national accounts.
Ratios on the level of particular households are calculated on the basis of data from GUS
Household Budget Surveys.
Net charges / Net movements in provisions and valuation allowances – net charges
to provisions less releases of certain provisions.
Net income from banking activity – the sum of net interest income and net non–interest
income (net income on fees and commissions, income on stocks or shares, other securities and
financial instruments of a variable rate of return, net/gains losses on financial operations, net
FX gains/losses).
Net profit from continued activity – it does not cover profit from operations connected
with the activity that the bank has ceased to pursue.
One–month liquidity gap – the difference between the book value of assets with the maturity of up to 1 month and the book value of liabilities with the maturity of up to 1 month.
Premiums earned – part of the gross written premiums payable to the insurance company
for the risk incurred within a particular reporting period (determined as a written premiums
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in the reporting period decreased by the balance of provisions for unearned premiums as at the
end of the reporting period and increased by the balance of provisions for unearned premiums
as at the beginning of the reporting period).
Quick liquidity ratio – the ratio of the sum of short–term investments (short–term assets
purchased for the purpose of achieving economic profits resulting from the increase in value
of the assets) and short–term claims (claims arising from sales of goods and services, and all
or part of other claims that are not classified as financial assets and become due within 12
months) to short–term liabilities (liabilities arising from purchase of goods and services and
other liabilities that become due within 12 months).
Solvency margin – the minimum amount of own funds an insurance company is obliged to
hold during its insurance activity in order to guarantee its solvency, set forth in applicable
regulations (Regulation of the Minister of Finance of 28 November 2003 concerning the manner
of calculating the amount of solvency margin and the minimum amount of guarantee capital
for insurance sectors and sub–sectors, Dz.U. of 2003, No 211, item 2060).
Technical and insurance provisions – provisions of insurance companies which cover
current and future liabilities that may arise from concluded insurance agreements.
Technical profit/loss of PTE from the management of OFE – difference between
revenues from managing OFE (inter alia, fees from premiums paid–in and remuneration for
OFE management) and the costs of OFE management (inter alia, commissions for ZUS on
premiums paid–in, the costs of acquisition, PTE general costs).
Technical profit – difference between income from premiums as well as the so–called other
technical income and claims and benefits paid, changes in insurance provisions, the costs
of conducting insurance activity (inter alia, administrative and acquisition expenses), the
so–called other technical costs and a part of income from investments.
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AC
BFG
CRD
DEV
ECB
FRA

GUS
GPW
IF
IFRS/IAS
IRS

KDPW
KNB
KNF
LtV
MRRR
NBP
NEG
NBFI
OC

Comprehensive insurance of land vehicles, excluding rail vehicles –
subsector III of non–life insurance
Bank Guarantee Fund
Capital Requirements Directive (Directive relating to the taking up and
pursuit of the business of credit institutions)
Developing rating outlook (contingent upon an event)
European Central Bank
Forward Rate Agreement. A transaction where counterparties
undertake to pay interest on a pre-established nominal amount for a
defined period of time to start in the future. Interest is calculated
according to the interest rate determined on the date when the contract
is concluded.
Central Statistical Office
Warsaw Stock Exchange
Investment funds
International Financial Reporting Standards / International
Accounting Standards
Single currency Interest Rate Swap. An Interest Rate Swap is a
contractual arrangement between two counterparties who agree to
exchange interest payments on a defined nominal amount for a fixed
period of time. The payments are expressed in the same currency and
calculated according to a predetermined interest rate for each of the
parties. The rates of IRSs presented in the Report are ones where
counterparty pays a fixed rate in exchange for receiving an interest rate
calculated according to a floating WIBOR.
National Depository for Securities
Commission for Banking Supervision
Polish Financial Supervision Authority
Loan–to–value ratio. Ratio of the amount of loan to the value of
property on which security is established
Minimum required rate of return
National Bank of Poland
Negative rating outlook
Non–bank financial institutions
Third–party liability insurance
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OFE
POS
PTE
ROA
ROE

ROEA
RUR
STA
TFI
UFK
VaR
ZU
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Open Pension Funds
Positive rating outlook
Pension fund management companies
Return on assets. Profit of an entity expressed as percentage of the
average value of its assets
Return on equity. Profit of an entity expressed as a percentage of the
average value of its equity (in the case of banks, defined as regulatory
capital)
Return on earning assets. Profit of a bank expressed as a percentage of
the average value of its earning assets
Rating under review. Rating is being verified by the agency in order to
introduce possible changes
Stable rating outlook
Investment fund management company
Insurance investment fund
Value at Risk
Insurance Companies
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