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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 settling payments. Banks also perform
another important function, i.e. they provide products that allow other entities to manage their
financial risk. Therefore, special emphasis is put on the analysis and assessment of banking system
stability.
Financial system stability is of particular interest of the NBP due to its tasks to contribute to
the stability of the domestic financial system and to establish the necessary conditions for the
development of the banking system. 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. Financial system instability 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 necessary conditions for the smooth operation of payment systems is the stable functioning of
financial institutions that are integral components of these systems.
The "Financial Stability Report" is primarily addressed to financial market participants as well as
to other persons and institutions interested in the subject. The aim of the Report is to present
conclusions from analytical and research work on financial system stability, including the assessment of its resilience to potential disturbances. Disseminating 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 enhances the probability of a spontaneous adjustment of
the behaviour of those 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 analysis conducted in this Report covers the period from September 2009 and is based on data
available up to 18 June 2010. The Report was approved by the Management Board of the National
Bank of Poland at a meeting on 8 July 2010.
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Assessment of financial stability and risk outlook

Chapter 1.

Assessment of financial stability and risk
outlook

The rate of economic growth, which was slower than in the past, contributed to the
decrease in the earnings of banks and investment fund management companies in
comparison with the pre-crisis period. The deterioration in the net profit of banks largely
resulted from the materialisation of credit risk accumulated on their balance sheets in the
times of favourable economic conditions. However, already in the first quarter of 2010,
the banking sector posted higher earnings than a year earlier. Since the publication of the
last "Financial Stability Report" in December 2009, the current situation of the banking
sector has improved.

Banks’ loss absorption capacity increased due to capital increase and a rise of the capital
adequacy ratios. No bank faced a situation which would require increasing capital through
public support. The good capital position of banks is confirmed by the results of macro
stress tests which indicate that a firm majority of commercial banks hold sufficient capital
to absorb the effects of a strong slowdown in economic growth. Even during an economic
slowdown the majority of banks will maintain the capacity to generate a net operating
income that would limit the negative impact of the potential provisions for impaired loans
on the level of capital. The situation of the sector of non-bank financial institutions also
poses no significant threats to financial system stability. The sector may be assessed as
remaining resilient to potential deterioration of operating conditions.
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Macroeconomic developments remain one of the major risk factors for financial system
stability. Although trends in the world economy point to a continuation of economic
recovery, an intensification of disturbances in the second quarter of 2010, triggered by
concerns over insolvency of some euro area countries, led to an increase in uncertainty
over future economic climate. Hence, the risk of the deterioration in the conditions in
which Poland’s financial system operates has increased. On this account, although banks’
loss absorption capacity rose, it cannot be said that risk for their stable functioning
substantially decreased.

If macroeconomic risk does not materialise and economic growth accelerates, excessive
lending growth may become a risk factor in the longer term. This may lead to the
re-accumulation of credit risk on banks’ balance sheets, which would increase their
sensitivity to negative shocks.

The proposed restructuring of the global regulatory architecture, including among others,
liquidity requirements currently under consideration, will also impact the conditions in
which banks will operate in the future. Any adjustment processes could imply the need to
substantially reconfigure banks’ balance sheets in Poland. The increase of the share of longterm stable funding sources would lower banks’ sensitivity to liquidity shocks, however, at
the same time it would considerably increase their operating costs.

The global financial and economic crisis had a
strong impact on the macroeconomic situation
in Poland and on the conditions in which the
Polish financial system operated. In 2008-2009,
in the majority of highly developed countries the
crisis led to a recession, disturbances in the financial markets, an increase in public finance deficit
and the need for government financial support
for banks.
In the period since the publication of the previous edition of the Report, global growth forecasts
have improved, and macroeconomic data show
that the period of recession in most countries
ended in the second half of 2009. However, the
economic growth rate in euro area countries remains low. In the same period, fiscal problems in
some euro area countries intensified. These countries, which exhibit high public debt and public
finance deficit levels, started to lose investor confidence in the first half of 2010, which - in the case
of Greece - made it impossible to roll over ma-

8

turing debt through a new bond issue. Growing
uncertainty over the long-term solvency of some
countries and the resulting increase in investment
risk aversion resulted in higher volatility in the
financial markets. Therefore, risk for global financial stability remains elevated.
As for the real GDP growth rate, Poland was
the only EU economy to remain in the positive
territory in 2009 (1.8% y/y), although its GDP
growth rate was much lower than in the past. In
the first quarter of 2010, the GDP growth rate
amounted to 3.0% y/y and was close to the 2009
Q4 figure (3.3%). The economic growth rate,
which was lower than in the past years, led to
a rise of the unemployment rate to 10.6%, according to Labour Force Survey data, in the first
quarter of 2010, and lower wage growth. The
fall in employment was limited due to a relatively high flexibility of wages in the Polish economy. This allowed enterprises to adjust to the
more demanding conditions of operation with-
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out the need to make large employment adjustments. This course of adjustments in the labour
market is favourable both from the point of view
of macroeconomic stability and the conditions in
which the financial system functions.

long-term solvency.
The increased uncertainty in the financial markets contributes to maintaining lower turnover,
and heightened spreads on the domestic money
market, although on the O/N market the value
of turnover was close to the level recorded in the
period prior to the collapse of the Lehman Brothers investment bank. As liquidity is provided
to domestic banks by their parent entities and
NBP’s liquidity-providing operations are available, short-term risk to banks’ liquidity arising
from market turmoil is low. The value of liquid
securities on banks’ balance sheets, in particular
of NBP bills, also went up. Surplus liquidity is,
however, concentrated in a small group of banks,
and its re-distribution through the market of interbank deposits is limited.

Poland’s economic growth outlook has improved
since the publication of the December "Financial Stability Report". In the first quarter of
2010, the economies of euro area’s largest countries reported positive GDP growth rate figures,
as did the economies of key EU trading partners. The NBP macroeconomic projection of
June 2010 points to an acceleration of Poland’s
economic growth rate to 4.6% in 2011 and to
3.7% in 2012. Due to a lagged - against changes
in aggregate demand growth - response of the
labour market to the economic pick-up, employment will only begin to rise at the turn of 2011 After a strong decline at the turn of 2008 and
and 2012, and wage growth within the projection 2009, in the second half of 2009 and in the first
horizon will be moderate.
quarter of 2010 the average monthly earnings of
the banking sector in Poland stabilised at the
In the past six months, the situation in domeslevel of around 50% less than in the period prior
tic and global financial markets was determined
to the collapse of Lehman Brothers. In the first
by changes in global investors’ propensity to take
quarter of 2010, earnings of the banking sector
investment risk. Till the end of the first quarter
were, however, around 17% higher than in the
of 2010, optimistic growth outlook and low intercorresponding period of 2009. The balance sheet
est rates in the world’s major economies resulted
structure of the banking sector (a relatively low
in an inflow of capital to the financial markets of
ratio of loans to deposits) and the structure of
emerging markets. In Polish markets, this inflow
banks’ revenue (resulting from concentration on
led to a fall in price volatility, particularly nodeposit-taking and lending activities, and a reltable in the FX market, appreciation of the zloty
atively insignificant role of operations on finanand stabilisation of government bond yields. The
cial instruments) curtailed the decrease of banks’
rising concerns over solvency of Greece, and the
earnings. Although the net profit of the Polish
long-term fiscal position of some other countries
banking sector fell, its situation positively differs
in the second quarter led to an increase in risk
from the situation of banks in developed counaversion among investors, which contributed to
tries. The majority of commercial banks cona strong rise in price volatility, a fall in mutual
trolled by non-residents reported higher return
confidence among market participants and withon assets than their parent entities.
drawal of capital form riskier asset categories.
The market turmoil in this period, was, however, In the analysed period, the decrease of the net
much less intense than in the period following profit resulted mainly from a rise in credit risk
the 2008 collapse of Lehman Brothers. The rise cost - related to a rise in the value of loans in
in risk aversion caused just a temporary decline arrears - and from higher funding costs than in
of foreign investors’ holdings of Polish govern- the past. Unlike the first half of 2009, credit risk
ment bonds. This testifies to the positive growth cost concerned - to a lesser extent - loans to coroutlook for Poland and absence of concerns over porates, and was concentrated in the portfolio of
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consumer loans. The quality of housing loans,
denominated both in zloty and foreign currencies, was stable. The growth of credit risk cost
is a natural consequence of the economic slowdown, but also - most notably in the segment of
consumer loans - reflects banks’ lenient lending
policy in times of rapid lending growth. On account of the cyclical nature of credit risk, its cost
may be expected to remain at an elevated level
until the financial position of enterprises and the
situation in the labour market improve.

The growth rate of housing loans is presently the
most stable. Demand for housing loans seems
to be fairly stable despite loan spreads that are
higher by around 1.5 percentage points than in
2007 – 2008. The majority of housing loans
are currently extended in zloty, but in the first
months of 2010 the share of loans denominated in
foreign currencies, mainly in euro, in new loans
began to rise. From the point of view of financial
system stability, the new growth of foreign currency loans is not a favourable development, in
particular due to high volatility of the foreign exAfter the period of intense competition among
change rate and unstable international financial
banks for stable funding sources in the first half
markets.
of 2009, most notably for household deposits,
competition in the deposits market weakened. Raising new capital via share issues and retention
The interest on deposits fell below interbank of generated profits to increase capital, as well as
market rates, but remains higher than in the pre- the lower rate of lending contributed to the incrisis period. The higher funding costs resulted crease in capital adequacy ratios of the domestic
in a decrease of net interest margin. The fact banking sector as a whole. Simulations presented
that banks introduced new savings instruments in this publication show that owing to the inat a time when they competed for deposits shows crease in the regulatory capital of banks, their
that the increase of funding costs obtained from capacity to absorb credit risk cost that could
the non-financial sector may turn out to be last- arise out of a stronger-than-expected deterioraing.
tion in the quality of loan portfolio grew signifIn the first quarter of 2010, the majority of banks icantly. Macro stress test simulations indicate
completed the cycle of lending policy tightening that the majority of the banking sector is able
with respect to loans to corporates and hous- to absorb higher-than-expected credit risk cost
ing loans. The worsening quality of consumer via revenues it generates and the capital buffer it
loan portfolio prompted banks to tighten further holds, without threatening its capital adequacy.
their lending policy in this area, which lowered This conclusion also holds true, if the decrease
the growth rate of this loan category. This may of net interest income, resulting from the deteconfirm that credit risk-adjusted returns on this rioration in the quality of loan portfolio in the
portfolio turned out to be lower than expected hypothetical scenarios analysed in the Report, is
by the banks that had expanded lending in this taken into account.
market segment in the first half of 2009.
The situation of the sector of non-bank financial
Banks’ lending policy, which was tighter than in institutions poses no material threats to finanthe pre-crisis period, contributed to the stabili- cial system stability. As non-bank financial insation of the lending growth rate at a lower level stitutions concentrate on providing conventional
than in the past. The value of loans to corpo- financial and insurance services, and the scale
rates has been falling, which stems both from of relationships between these institutions and
banks’ tighter lending policy, as well as from low banks is insignificant, the impact of non-bank fidemand for loans connected with low production nancial institutions on the situation of Poland’s
capacity utilisation. Similarly as in the previous banking sector is low. On the other hand, any
period of economic slowdown, these trends may substantial deterioration in the quality of morthold for a few successive quarters.
gage loan portfolio may have an influence on the
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situation of some entities of the insurance sector,
as there is high concentration of the portfolio of
mortgage loan insurance among non-life insurance companies.
In 2009, the growth in assets of open pension
funds and investment funds was supported by the
improved situation in the financial markets, in
particular the rise in share prices. In this period,
pension fund management companies reported a
modest fall of their technical profit, compared
with the 2008 figure, and at the same time posted
a small increase of net profit. The year 2009 saw
a significant fall of revenues and net profits of investment fund management companies. The fall
was primarily driven by lower-than-in-2008 average net value of investment funds’ assets used to
calculate the management fee. In 2009, insurance
companies held sufficient capital to run business,
and no sector-stability-threatening phenomena
were reported. Claims and benefits paid out
on damages caused by low temperatures, heavy
snowfalls in the first quarter of 2010, and floods
and inundations in the second quarter of the year
will have an influence on the deterioration in the
technical result of the sector of non-life insurance,
but should not endanger the sector’s solvency.
The analysis presented in thisReport supports
the view that that economic developments, in
line with the central path assumed for the June
projection of the NBP, will pose no threats to
the stable functioning of the financial system although earnings are likely to remain lower than
in 2007-2008 for 2-3 years. The outlook for world
economic condition is still highly uncertain, however. Three risk factors that will impact domestic
financial system stability can be identified.
Macroeconomic developments in European
Union countries and other highly developed
countries are the first risk factor. As a result
of the global financial and economic crisis, the
interdependence has grown between macroeconomic trends, situation of financial institutions
and the situation of public finances in these
countries. In the first stage of the crisis, governments of a number of countries were forced to
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support systemically important financial institutions with public funds on account of fears over
their solvency. At the same time, fiscal policy
became more expansionary in response to the
recession, which helped to halt recession, but led
to a very strong increase in the deficit of public
finances in some countries. In the second quarter
of 2010, the rising values of the public finance
deficit and of public debt of some euro area countries raised fears of their long-term solvency. The
fears have a negative influence on the position
of banks that are among the largest holders of
government bonds, and also may undermine the
credibility of state aid provided to financial institutions. Greater attention from investors may
force countries with a difficult situation in public
finances to tighten fiscal policies. In the present
situation, there is a greater risk of the emergence of a negative feedback loop in which the
self-reinforcing fears over the solvency of countries and financial institutions again lead to a
slowdown in economic growth. Due to very low
interest rates in the world’s major economies,
the possibilities of counteracting this process by
means of conventional monetary policy instruments are limited.
The materialisation of this scenario would mean
that the period of low economic growth in Poland
would be prolonged. This would be primarily
driven by a decrease in external demand, as well
as by a forced pro-cyclical fiscal policy response.
The small influence of the past market turmoil on
government bond prices indicates that investor
assessment of Poland’s solvency is positive, which
permits to believe that a possible rise of risk aversion may, to a larger extent, concern other countries.
A slower economic growth in large emerging
economies, e.g. China, could be a factor leading
to renewed strong growth in risk aversion and
thus contribute to the emergence of the said negative feedback loop. The risk that such a slowdown will occur is connected with the growing
macroeconomic imbalances in these economies,
which take the form of, among others, rapid
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years. The risk of excessive lending growth in
the coming quarters is low, but may grow as
economic outlook improves. Therefore, from the
point of view of financial system stability in the
future, the fact that the Polish Financial Supervision Authority (KNF) has taken measures
aimed at strengthening credit risk management
at banks should be assessed positively. In parThreats related to fears over the long-term sol- ticular, the introduction by the KNF of Recomvency of some euro area countries were reduced mendation T will limit accumulation of risk on
by the support extended to Greece, the ECB de- banks’ balance sheets.
cision to purchase government bonds of euro area
countries and the establishment of a European The planned regulatory changes of banks’ capital
Stabilisation Mechanism. In the longer perspec- quality, capital adequacy and banks’ liquidity potive, implementation of credible fiscal consolida- sition requirements are the third factor of uncertion programs and structural reforms in countries tainty over the functioning of the domestic finanfacing a tight fiscal situation is the prerequisite cial system. The final form of the changes is yet
for EU economies to return to the path of sus- to be known; therefore a comprehensive assesstainable economic growth and to ensure financial ment of their impact on the Polish banking sector
system stability. The current crisis should also is not possible at the moment. However, NBP
persuade economic decision makers to pay spe- analyses show that should the said changes take
cial attention to the long-term stability of public effect as proposed, only the liquidity risk requirements would have a significant impact on the opand private sector debt.
eration of banks in Poland, forcing a large porThe second of the three identified risk factors re- tion of banks to restructure their balance sheets.
lates to lending outlook. The most likely scenario This development might push up banks’ fundpresented in the forecasts of analysts is that of ing costs and reduce their interest margins. In
accelerated growth in the world economy and in the context of new regulatory solutions as well
the Polish economy. Under such conditions, de- as enhancement of stability, and increased posmand for loans may be expected to grow. Poten- sibility of diversifying funding sources, it seems
tially excessive lending growth, most notably in necessary to develop a market for bank securithe segment of housing loans, thus counts among ties. According to the NBP, it would be justified
risk factors. As economic growth accelerates, to allow all banks that meet respective requirethe growing number of households may push up ments to ensure safe trading and low refinancing
demand for housing loans over the next several cost to issue mortgage bonds.
growth of asset prices. A strong correction of
asset prices could yield negative consequences
for economic growth in these countries and raise
fears over global growth outlook. This could
result in a growth of investment risk aversion,
which would force countries with a tight fiscal
position to rapidly reduce their borrowing needs.
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Chapter 2.

Financial institutions’ economic
environment
Recession in the most developed economies caused by a global financial crisis ended in the
second half of 2009. The Polish economy recorded a strong slowdown in economic growth
but was the only EU country that reported a positive GDP growth rate in 2009. The
current macroeconomic trends in the most developed economies as well as in the Polish
economy show a continuation of economic revival. Uncertainty regarding the outlook for
economic growth remains at an elevated level due to concerns about long-term solvency of
some countries.
In the period ending in March 2010, investors’ propensity to take risk increased on
the back of rising optimism regarding the economic outlook. Prices of financial market
instruments stabilised. Concerns about solvency of some countries in the second quarter
of 2010 led to a strong increase in market volatility which may persist until credible fiscal
consolidation plans are presented.
In the fourth quarter of 2009 and the first quarter of 2010, the ask prices of flats
in most big cities started to stabilise. Office space market in the second half of 2009 was
characterised by a lower demand on the part of tenants and a fall in rents. The situation
in the residential property and office space market did not pose a threat to financial
stability.

2.1.

Macroeconomic
ments

develop-

vided to the financial sector and a lenient monetary policy had a significant impact on economic
growth. In addition, a reduction in the scale
of inventories held by enterprises constituted an
The economic situation in most EU countries important GDP growth factor. Household conslightly improved in the last six months. An ex- sumption and investments made by enterprises
pansionary fiscal policy, government support pro- remained at a low level in the EU countries.
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Figure 2.1. The changes of macroeconomic indicators in the last three years

Real growth rate
of private consumption (% y/y)
6.0

Real growth rate
of wages (% y/y)

25.4

3.3
2.2

6.0

24.8

Household loans
growth rate (% y/y)

3.7
1.1

Unemployment rate
(BAEL) (%)

10.6

8.1

-9.7
5.8
-12.4
37.7

-0.8

43.8

8.3

Corporate loans
growth rate (% y/y)

17.1

2008 1Q
2009 1Q
2010 1Q
Note: points in the Figure are shown after standardisation, in which for each presented variable (x) the
largest (xmax) and the smallest (xmin) value from the period 2000-2010 was found and the current value
of x was transformed by the formula y=(x-xmin)/(xmax-xmin). Thus, the individual economic variables
have been presented in relation to their highest and lowest values over the business cycle. Unemployment
level is, however, presented on a reversed scale (the minimum values are placed on the outside of the
Figure). Numbers placed by the points in the Figure present the actual values of analysed variables (before
standardisation) in a given period.
Source: GUS and NBP.

Real growth rate
of investments (% y/y)

In Poland, GDP growth rate accelerated from
1.8% y/y in the fourth quarter of 2009 to
3.3% y/y in the fourth quarter of 2009 and
3.0% y/y in the first quarter of 2010. This was
due to a strong increase in net exports at the end
of 2009 and an increase in domestic demand at
the beginning of 2010. The growth rate of domestic demand increased from -1.3% y/y in the
third quarter of 2009 to 0.9% y/y in the fourth
quarter of 2009 and 2.2% y/y in the first quarter
of 2010.

atively low production capacity utilisation by enterprises and uncertainty about the outlook for
economic growth in Poland and across the world.

In 2009, the deficit of the public finance sector increased significantly. The factors that contributed to the rise of deficit were the automatic
stabilizers of the economic activity and the tax
cuts introduced in 2006 and 2007. 1 Despite
increased attention paid by investors to the fiscal situation of individual countries, South European countries in particular, the increase in the
public finance deficit in Poland did not have a
A limited increase in consumption in recent quarnegative impact on Poland’s assessment by forters was caused, among others, by a further rise
eign investors (see Chapter 2.2).
in unemployment and a slow real wage growth
(see Figure 2.1). The low consumption growth Poland’s external balance was largely affected by
rate and a fall in investments were also related fluctuations in the exchange rate of the zloty to
to the decline in the growth of lending to house- euro and other main world currencies in 2009 and
holds and corporates. Small investment demand at the beginning of 2010. The appreciation of
in the corporate sector was a consequence of rel- the zloty that began in the second half of 2009
1

A detailed description of factors that influenced the deficit of the public finance sector is presented in "Inflation
Report - June 2010", NBP.
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quarter of 2010, there was a decline in market
volatility and a rise in market liquidity. At the
beginning of the second quarter of 2010, the fiscal situation in Greece and other South European countries started to exert a strong impact
on investor behaviour, which led to a new rise of
volatility and a fall in prices of assets considered
to be risky.
Investors’ propensity to invest in riskier assets
had been increasing until the end of the first
quarter of 2010, which triggered an inflow of
portfolio capital to emerging markets. In the
opinion of some market participants and international financial institutions, the strength of this
phenomenon was unjustified and posed a threat
to macroeconomic balance in emerging markets.

2.2.

2.2.1.

Developments in financial
markets
Global markets

Since the publication of the previous Report, two
sub-periods can be distinguished that are characterised by different trends in global financial
markets. In the period till the end of the first

Portugal

Italy

3-2010

12-2009

12-2008

9-2008

6-2008

basis points .

Renewed recession in highly developed
economies, primarily in the economies of
Poland’s main trading and financial partners,
would pose a significant macroeconomic risk to
further economic growth and financial sector stability. A potential slowdown in economic growth
would deepen unemployment rise and a fall in
real wage growth. It would deteriorate corporates’ earnings and could limit lending by banks.
Spain
As a result, the conditions for the functioning of
Note.
the financial sector would deteriorate.
Source: Bloomberg.

9-2009

1000
900
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0

6-2009

Figure 2.2. Credit risk premia of South European
countries

3-2009

from the level of approximately 4.5 EUR/PLN
to 3.9 EUR/PLN at the end of the first quarter
of 2010 may have been responsible for a slight
deterioration in the current account and capital
account balance, i.e. from the level of +2.6%
GDP in the first quarter of 2009 to +0.2% GDP
in the first quarter of 2010 2 . According to the
central path of the projection presented in the
June edition of "Inflation Report", the real GDP
growth rate in Poland will be 3.2% y/y in 2010,
and 4.6% and 3.7% y/y in 2011 and 2012, respectively. According to European Economic Forecast - Spring 2010 of the European Commission,
Poland’s GDP growth will amount to 2.7% in
2010 and 3.3% in 2011. The course of macroeconomic processes in line with these forecasts will
not pose a risk to the stability of the financial
system. However, it may cause the profitability
of financial institutions to remain on a lower level
than in 2008, when it hit a record high, and in
previous years.

Greece

Market participants’ concerns regarding the ability of certain countries to roll over funding and
service public debt on a current basis were visible in market prices since the fourth quarter of
2009, but were not influencing investor behaviour
in other markets till the end of the first quarter
of 2010. These concerns were mostly connected
with Greece but also with some euro area countries with high public finance deficits. Differentiation of euro area government bond yields was

2

According to preliminary monthly estimates of the balance of payments for the first quarter of 2010 and quarterly
data for 2009
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Due to a renewed intensification of turmoil in the
international financial market, the withdrawal
of developed countries’ central banks from programs supporting the financial sector is likely to
take place later than anticipated. Positive data
from the American economy and an improvement in the American financial sector that had
taken place by the end of the first quarter of 2010
pointed to a possible change of a Federal Reserve
System policy, of which the first sign was the increase in the discount rate in February 2010. In
the analysed period, the European Central Bank
did not signal it would change its interest rate
policy, however it gave up using some of the instruments, including offering 6-month and 1-year
repo operations for commercial banks, full allotment and fixed rate for 3-month repo operations
and FX swaps. As difficulties in access of some
European banks to money and foreign exchange
markets re-emerged, the ECB decided to restore
fixed-rate tender procedure with full allotment
in the regular 3 month repo operations, 6-month

basis points

the highest in several years due to a rise in credit repo operations and - in agreement with the Fedrisk premium of the so-called periphery countries eral Reserve – FX swaps.
(see Figure 2.2).
The actions taken to date by the ECB, the InterIn early May 2010, a decline in investors’ propen- national Monetary Fund and the European Comsity to take credit risk, initiated by concerns mission resulted in easing some tensions in the
over Greece’s solvency, led to an outflow of cap- financial market. The size of the intervention
ital from the markets for riskier financial assets. reduced the spread of turmoil and mitigated inUncertainty increased in the interbank market, solvency risk related to the lack of liquidity on
which was reflected in the rise in LIBOR-OIS the market, but did not change investors’ genspreads. Financial market liquidity decreased erally negative assessment of fiscal risk in some
considerably, including liquidity of such impor- euro area countries, primarily in Greece. Calmtant segments as government bond markets and ing down the situation in the financial market
in a sustainable way will require fiscal consolidamajor foreign currency markets.
tion in the most indebted countries. A new poIn response to the strong turmoil in financial
tential escalation of concerns regarding sovereign
markets, the governments of euro area counsolvency and an increase in risk aversion may
tries and the European Central Bank agreed on
contribute to the persistence of high volatility for
the European Stabilisation Mechanism program
a longer time.
aimed at providing assistance to countries at
risk of insolvency. The European Central Bank
Figure 2.3.
Risk premium in interbank deposit
carried out an intervention in the government market
and corporate bond market, provided liquidity
400
in American dollars and increased the scale of
350
funding financial institutions in euro.
300

Euro area
United Kingdom

Notes: risk premium calculated as the spread between
the interest rate on 3-month interbank deposits and
the rates on 3-month contracts for Overnight Index
Swaps (OIS).
Source: Bloomberg, Reuters.

2.2.2.

Money market

Since the publication of the previous Report to
May 2010, risk premium in money markets of developed countries declined. In the period when
concerns regarding the solvency of Greece inten-
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sified at the beginning of May 2010, there was
an increase in spreads on interbank deposit markets. However, they remain on much lower levels
than in the period after the collapse of Lehman
Brothers.

however, that since the beginning of 2010, the
shortest money rates (inter alia, POLONIA, WIBOR O/N, S/W) have been systematically approaching the level of the NBP reference rate. At
the same time, some banks obtain liquidity from
the NBP through repo operations but the use of
this instrument has been decreasing in 2010. Interest rates for transactions with longer maturity
remain on a much higher level. In view of the absence of transactions with such maturities, they
are of theoretical nature and reflect banks’ aversion to taking credit risk and depositing cash for
maturities longer than a few weeks.

basis points .

Unlike in money markets of the developed countries, some symptoms of turmoil, observed since
the end of 2008, have remained on the domestic money market. At the same time, there
have been some signs of gradual improvement in
the functioning of the market (see Figure 2.3).
Risk premia in the interbank deposit market remain high, which testifies of the still ineffective
functioning of the market. The dominant transFigure 2.5. Premia in foreign exchange swap maractions are overnight transactions, with a very
kets
small number of longer-maturity transactions.
300
Since the beginning of 2010, there has been a
250
tendency to reduce risk premium in the inter200
bank deposit market, but it still amounts to 80
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developed countries 3 .
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swap prices and interest rate differential observed in
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Source: NBP calculations based on Bloomberg data.
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Figure 2.4. Market interest rates against NBP reference rate

NBP reference rate

WIBOR 3M

Source: NBP.

Banks’ propensity to maintain a current liquidity surplus (see Chapter 3.5) contributes to a
low level of rates for short maturity transactions.
The overnight rate remains below the NBP reference rate (see Figure 2.4). It should be noted

Liquidity disturbances in the domestic money
market are reflected on the foreign exchange
swap market. Arbitrage between these money
market segments remains limited (see Figure
2.5). The deviation of foreign exchange swaps
valuation from interest rate parity has been decreasing since the start of 2010, pointing to a
gradual reduction of tensions in the money market, and according to market participants a reduction of credit risk related to the Polish bank-

3

The premium may partly result from low liquidity of the OIS market and a small exposure of domestic banks on
this market.
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increase was halted after the announcement of
Forward rates for money market rates indicate the European Stabilisation Mechanism plan (see
that financial market participants expect a rise Figure 2.7).
in these rates no sooner than in the fourth quarter of 2010 (see Figure 2.6). The interpretation Figure 2.7. Yield on Polish Treasury bonds and
of FRA rates in terms of expectations of changes IRS-bonds spread
in NBP rates is difficult on account of the above
8.0%
300
mentioned low liquidity of the market for inter7.0%
200
bank deposit with maturities longer than one
6.0%
100
day.
5.0%
0
basis points .
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Figure 2.6. Current and expected WIBOR rates
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If turmoil in the international financial market
gradually subsides, one may expect a further normalisation of the domestic money market. Then,
a further decline in risk premia in the interbank deposit market would be likely. The main
risk factor for this scenario is materialisation of
credit risk of government bonds of both developed countries and emerging markets. A potential rise in risk aversion on financial markets may
influence the risk of the domestic financial sector,
which would enhance tensions on the domestic
money market.

2.2.3.

Bond market

Yields on Polish bonds have decreased since the
publication of the previous Report. Following the
turmoil in financial markets of the euro area in
early May, yields have slightly increased. The

18

Yields on Polish bonds have been falling despite
Poland’s considerable borrowing needs, execution of a significant part of the general government deficit plan and unclear outlook regarding the ratio of public debt to GDP. Yields on
Treasury bonds continue to exceed interest on
IRS transactions with a similar maturity but
the spread has clearly decreased in 2010, which
points to a rise in market liquidity and confirms the stable assessment of the credibility of
Poland’s public finances. The decrease of yields
on Polish bonds was supported by the inflow of
portfolio investment to Poland. In the first quarter of 2010, non-residents’ exposure in the bond
market rose by 10 billion zlotys. After a shortlived fall in early May, foreign investors’ exposure
returned to the upward trend. The inflow may
have been additionally revived by the growing
credit risk of certain euro area countries.
CDS premia for credit risk of the Eurobonds issued by the Polish government have decreased
since the beginning of 2010, falling to the lowest level since September 2008. At the initial
stage of concerns about Greek solvency, credit
risk perception regarding Polish Eurobonds did
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not change significantly. Investors pointed to
a different character of risk related to Central
and Eastern European countries and risk related
to Greece and other South European economies
(see Figure 2.8). In May 2010, when the rise in
risk aversion affected all asset classes, the CDS
premium on Polish bonds increased to the level
recorded in the second quarter of 2009. Soon after the European Stabilisation Mechanism had
been announced, risk assessment of Polish bonds
improved considerably, but then rose again to the
level of around 140 b.p. at the beginning of June
of 2010.

Poland (see Figure 2.9). However, it cannot be
ruled out that a potential escalation of the crisis may lead to an increase in CDS yields and
premia in bond markets of Central and Eastern
European countries. Another risk factor is the
situation in public finances of individual countries of the region. In the case of Poland, if the
public debt level of 55% of GDP is exceeded, this
might lead to a strong rise in CDS yields and premia.
Figure 2.9. Spreads between risk premium of Polish Eurobonds and bonds of selected South European
countries

Figure 2.8. Risk premia for Eurobonds of Central
European countries
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2.2.4.

Foreign exchange market

CDS premia for bonds of other Central and Eastern European countries behaved in a similar way.
Premia decreased until May 2010 in all countries
of the region, with countries perceived as more
risky recording a larger improvement in credit
spreads. At the same time, when turmoil in the
euro area bond market was at its peak, CDS
premia for bonds of countries perceived as more
risky increased the most.

The zloty exchange rate and its volatility remained under a strong influence of changes in
global investors’ risk aversion. The zloty exchange rate is more sensitive to global factors
than the exchange rates of other currencies of the
region, which is probably connected with high
liquidity of the zloty market. The high liquidity favours the use of the Polish currency by investors as a representative currency of the CenTrends on the market for Polish government
tral European region.
bonds will continue to be under the influence of
developments in South European countries. So Until the beginning of May 2010, the zloty was
far, the debt crisis in South European countries one of most rapidly appreciating currencies in
has had a small impact on bond markets of Cen- emerging markets and Central and Eastern Eutral and Eastern European countries, including ropean countries. The appreciation of the zloty
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was supported by a very strong inflow of portfolio capital to the bond and capital markets. The
volatility of zloty exchange rate in this period returned to levels close to those recorded before the
crisis, which may have resulted from the persistent appreciation trend 4 .
Figure 2.10. Zloty exchange rate and its volatility
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Source: Bloomberg.

by the developments in the euro area countries
and the related global factors. A rise in risk aversion caused by renewed problems related to debt
servicing in one of European countries may lead
to a depreciation of the zloty exchange rate and
a rise in its volatility.

2.2.5.

Equity market

Stock indices of the Warsaw Stock Exchange
continued the upward trend that started in the
first quarter of 2009, with corrections of stock
prices in January and May 2010. Rates of return on stock indices of the Warsaw Stock Exchange are lower than the average for the emerging markets. Similarly as on other world stock
exchanges, stock prices declined as a result of
capital outflow and a rise of risk aversion caused
by the debt crisis in South European countries
(see Figure 2.11). Indices of the Polish equity
market are strongly correlated with the markets
of developed countries.
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In the first week of May, following concerns about
Figure 2.11. Indices of Polish and global equity
Greece solvency and the related rise in risk aver- markets
sion, the EUR/PLN exchange rate weakened
200
strongly. The depreciation of the zloty against
180
the dollar and the Swiss franc was even stronger
160
as investment in these currencies was recognised
140
by investors as safe. Similarly as in the past, the
120
EUR/PLN exchange rate strongly responded to
100
the rise in uncertainty in the international finan80
cial market. Within a few days the zloty depreci60
ated by over 6% and returned to the end of 2009
level. Implied volatility of the zloty exchange
rate also increased. After the announcement of
WIG20
mWIG40
sWIG80
S&P500
the ECB intervention and of the European StaEURO STOXX 50
MSCI EM
bilisation Mechanism the zloty exchange rate vis- Source: Bloomberg.
a-vis the euro strengthened (see Figure 2.10).
Market participants expect that the zloty will
have strengthened against the main currencies by
the end of 2010. In the short- and medium-term,
the zloty exchange rate will be largely influenced
4

Exchange rate volatility is generally much lower in the period of appreciation than in the period of depreciation.
Implied volatility of 3-month EUR/PLN exchange rate options was above 14% in the first week of May compared to
the volatility below 10% in April 2010.
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2.3.

Property market

Figure 2.13. Annual growth in residential property
ask prices in the biggest cities - secondary market
(y/y)

Residential property market

120%

In the fourth quarter of 2009 and the first quarter of 2010, the ask prices of flats stabilised on
the primary and secondary market. In some locations prices slightly decreased. The decline in
prices of flats was generally smaller than in the
previous quarters (see Figures 2.12 and 2.13).
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Figure 2.12. Annual growth in residential property
ask prices in the biggest cities - primary market (y/y)
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Banks’ lending policies had an impact on the
decline in demand on the residential property
10%
market in the previous quarters. This phe-10%
nomenon was to a certain extent limited by the
-30%
government program "First family home (Rodzina na swoim)", where the interest on zlotyWrocław
Łódź
Kraków
denominated housing loans is subsidised. In
Warszawa
Gdańsk
Gdynia
Poznań
2009, borrowers’ interest in this program inSource: NBP calculations based on Pont Info data.
creased6 . The value of housing loans extended
under this program in 2009 accounted for 18.5%
The structure of flats offered on Poland’s six of new housing loans to households in 2009.
biggest residential property markets changed
considerably in 2009 and at the beginning of As a result of the stabilisation or even a slight
20105 . In this period, completed flats and flats fall in the prices of flats and wages growth, the
with a close completion date dominated in mar- purchasing power of households increased. Howket offers. This situation was the consequence ever, due to the tightening of lending standards
of the fact that developers postponed the sale of and terms of granting housing loans the increase
flats with a distant completion date and slowed in the purchasing power did not translate into a
the pace of construction work. The change in significant increase in households’ real capability
the structure of flats offered for sale was strongly of purchasing a flat.
affected by the differentiation of banks’ lending Stabilisation of prices of flats may be expected
policies with regard to flats under construction in the successive months of 2010. The rise in deand flats with a close completion date, in favour mand on the residential property market in the
coming quarters will be influenced by the absence
of the latter.
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5
According to Reas, the largest number of flats is built in Warsaw, Krakow, Wrocław, Tri-City (Gdańsk, Gdynia,
Sopot), Poznań and Łódź urban areas which represent around 60% of the residential property market, around 75%
of the market in terms of value.
6
In 2009, 30.8 thousand loans subsidised by the State Treasury, of the total value of 5.4 billion zloty, were extended.
Source: BGK data, available at www.bgk.com.pl
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of lending policy tightening by banks and an observed rise in demand for housing loans. Entry
into force of Recommendation T, approved by
the Polish Financial Supervisory Authority, may
have an adverse impact on the rise in demand
on the residential property market. (see Chapter
3.2.).
Figure 2.14. Purchasing power of the consumer on
selected residential property markets.
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Office space market
The year 2009 saw a significant fall in demand
for office space, which led to a decline in rents.
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number of dwellings whose construction starts in
2010 as developers have a large number of plans
with valid permits obtained in previous periods
that they may start to carry out. (in 2009, developers obtained 19.1 thousand more dwelling
building permits than the number of construction projects started in this period 8 ).

Kraków
Gdynia

Note: The simulation shows the size of a flat (in
square metres), which a person with average income
for the region (voivodship), funding the purchase
with a loan, could afford to buy. Assumptions for the
calculation: borrower’s downpayment 20%; borrower
is a one-person household; borrower’s income equals
the average gross salary for a given voivodship, as calculated by GUS; the maximum amount earmarked for
repayment of loan instalment does not exceed 50% of
net income; monthly funds left to cover expenses after loan instalment has been repaid are min. 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.

In the first five months of 2010, the number
of dwelling building permits issued to developers fell by 14.8% in comparison to the first five
months of 2009 7 The fall in the number of building permits is not likely to imply a fall in the

Demand on the part of tenants fell in 2009 to
the 2004 level recorded. The observed rise of the
share of renegotiated lease contracts in market
transactions and the fall in the share of contracts
signed at the stage of office space construction
may negatively influence investors’ financial position.
The volume of new office space completed in 2009
did not differ from that of previous years. Due to
investors’ difficulties in obtaining funding and to
a halt of many investment projects, new supply
of office space available in 2010 and 2011 will be
much lower than originally planned.
As a result of falling demand the office space vacancy rate increased. In December 2009, the office space vacancy rate increased in Warsaw to
7.3% (from 2.9% in December of 2008) and remains low, compared with the countries of the
region. High availability of office space for sublease shows that the real office space vacancy rate
is higher 9 .
Rents for office space in the main cities declined
by 15-20% in 2009. In December 2009, rents for
office space in Warsaw ranged from 18 to 25 euro
per square metre. In Poland’s remaining main
cities, rents for office space fell by 10-15% in comparison with December 2008, and stood at 12-16
euro per square metre 10 . In 2010, modest falls
in rents or their stabilisation may be expected.

7

see "Housing construction in the period I-V 2010", GUS.
Compared to the corresponding period in 2009, in the first five months of 2010, the total number of dwellings
whose construction has started rose by 26.5%, and in the case of developers this figure increased by 89.7%.
9
Colliers International Real Estate Review 2010, www.colliers.com
10
op.cit
8
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The impact of the deterioration in the office space loans for office space in banks’ assets (in Februmarket on the stability of the financial system in ary 2010, it amounted to 0.7%). In addition, the
Poland should not be large due to a small share of quality of these loans remains high.
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Chapter 3.

Banking sector stability
After a strong decline at the turn of 2008 and 2009, in the second half of 2009 and in
the first quarter of 2010 the average monthly earnings of the banking sector in Poland
stabilised at the level that was around 50% lower than in the period prior to the collapse of
the Lehman Brothers investment bank. In the first quarter of 2010, aggregate net earnings
of the banking sector were, however, higher than a year earlier. Since the publication
of the last "Financial Stability Report" in December 2009, the current situation of the
banking sector has improved.
The net profit of banks - lower than in the pre-crisis period - resulted from the
materialisation of credit risk, which was accumulated on their balance sheets in times
of favourable economic conditions, higher funding costs than in previous years and from
lower lending growth which led to a decrease in interest income. Unlike in the first
half of 2009, credit risk cost concerned, to a lesser extent, loans to corporates, and was
concentrated in the portfolio of consumer loans. The quality of housing loans, both in
zloty and foreign currencies, was stable. On account of the cyclical nature of credit risk,
its cost may be expected to remain at an elevated level until the financial position of
enterprises and the situation in the labour market improve.
Stabilisation of the funding gap and the increase in value of liquid funds on banks’
balance sheets improved the liquidity position of banks; however, the discrepancy in this
respect remains strong. In the longer term, banks may be compelled to considerably rebuild
the balance sheet structure, if the proposed European liquidity regulations come into force
in their present form.
Banks’ capacity to absorb losses rose on the back of capital increase - through share issue and retention of profits generated in 2009 – and the increase of the capital adequacy
ratios. No bank required the use of public support for capital increase. The results of
macroeconomic stress test simulations presented in this publication show that the majority of commercial banks are able to absorb higher than expected credit risk cost with the
revenue they generate and the capital buffer they hold, without endangering their capital
adequacy.

Financial Stability Report – July 2010

25

Earnings I

The major part of the sector’s profit was generated by the largest banks.At the same time, the
number of loss-making medium-sized and small
institutions increased. In 2009, the earnings of
the six largest banks12 (controlling 48.9% of the
sector’s assets) accounted for 80.4% of the total
earnings (in 2008 – 63.1%). The share of lossposting commercial banks and branches of credit
institutions rose in this group’s assets from 1.8%
in 2008 to 8.6% in 2009. In addition to banks
in the early stages of operation, this group also
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Despite the global economic crisis, the slowdown
in economic growth in Poland and considerable
volatility in the financial markets, Poland’s banking sector posted relatively high albeit lower than
in 2008 earnings in 2009 and in the first quarter
of 201011 (see Table 3.1 and Figure 3.1). From
October 2009 to March 2010, the net profit of
the banking sector was much higher than in the
corresponding period a year earlier.

Figure 3.1. Monthly net profit of the banking sector
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Taking into account the ongoing slowdown
of economic growth in Poland and the increase in volatility in the financial market,
the earnings of Poland’s banking sector can
be considered as good. The fall in earnings
in comparison to 2008 was primarily due to
a strong increase in banks’ cost of credit risk
materialisation. In the first quarter of 2010,
however, the banking sector posted a higher
net profit than a year earlier. The sector’s
profitability may be expected to stabilise or
slightly improve in the coming quarters.

comprised some medium-sized institutions which
were profitable in previous years. Large charges
to loan impairment provisions, high costs of obtaining funding or a mix of these factors contributed to their losses and lower profits of many
other institutions. On the other hand, profitmaking institutions exhibited a diversified structure of the loan portfolio and a negative funding gap, which allowed them not to compete as
strongly for deposits as smaller institutions did
(see Chapter 3.5).
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3.1.

Source: NBP.

Net income from banking activity in 2009 and in
the first quarter of 2010 increased slightly in comparison with the corresponding periods of a year
earlier (see Table 3.1). In this period, the banking sector posted a lower net interest income, but
its fall was balanced with the increase in net fee
and commission income and gains/losses on valuation and trading activities.

11
Data on banks presented in Chapter 3 are derived from the database "Bankowa Informacja Sprawozdawcza"
(banking reporting information - old prudential reporting based on the Polish Accounting Standards) as long as
respective data were available in the database (for data on capital adequacy – until December 2007, for other data
– until February 2010). Starting from the next period, the data used come from the database "System Informacji
Sprawozdawczej" (reporting information system - new prudential reporting based on the CEBS-approved COREP
and FINREP standards). If in the former reporting system a particular data breakdown was not available (by counterparty, by product etc.), only data derived from the new reporting system were analysed (in such cases starting
from December 2008).
12
Banks with assets above 50 billion zlotys.
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The cost of materialisation of credit risk, incurred by the banking sector, rose in comparison
with 2008 (see Table 3.1 and Chapter 3.3). At
the same time, banks managed to limit the rise
of operating costs, which supported improvement
of efficiency ratios, i.e. operating costs to assets,
and operating costs to net income from banking
activity (see Table 3.2).

Figure 3.2. Return on assets
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In the fourth quarter of 2009 and in the first quarter of 2010, the profitability of the banking sector stabilised at the level that was around two
times lower than in the fourth quarter of 2008
Interquartile range
Median
Mean
(see Table 3.2). Larger banks continued to exhibit higher average profitability ratios (see FigNotes: annualised data.
Unless otherwise indicated, the dispersion plots in ure 3.2).
-1.0%

Chapter 3 relate to domestic commercial banks and
branches of credit institutions. At the end of March
2010, the assets of these banks accounted for around
94.1% of the assets of the banking sector as a whole.
Source: NBP.
Table 3.1. Selected items of the profit and loss account of the banking sector

Interest income
Interest expense
Net interest income
Net non-interest income
- net fee income
- dividends received
- gains/losses on valuation
and trading activities1
Net income from banking activity
General expense
Depreciation
Net movements in provisions
and valuation allowance
- of which: net charges to provisions for impaired loans
Pre-tax earnings
Net earnings

12-2008
(zloty
billion)
58.06
30.03
28.03
20.41
11.46
1.46
7.49

12-2009
(zloty
billion)
55.50
29.12
26.38
23.26
12.50
1.39
9.37

3-2010
(zloty
billion)
13.83
6.62
7.22
5.40
3.37
0.13
1.90

Change in 2009
(y/y in %)

Change in Q1
2010 (y/y in %)

-4.41
-3.02
-5.89
13.96
9.11
-4.75
25.02

-6.62
-22.41
14.79
-4.91
16.31
-63.52
-21.78

48.44

49.63

12.61

2.47

5.44

24.64
2.33
4.27

24.71
2.54
11.38

6.02
0.64
2.70

0.31
8.89
166.45

-2.35
2.31
9.74

4.18

11.37

2.70

171.71

9.97

16.75
13.63

10.44
8.50

3.01
2.49

-37.68
-37.63

14.68
16.81

1

This item comprises gains/losses on assets and financial liabilities of the portfolios of "held for trading"
and "(financial assets) at fair value through profit and loss account", realised gains/losses on assets and
financial liabilities from other portfolios and gains/losses on foreign exchange rate movements.
Source: NBP.
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Table 3.2. Selected operating indicators of the banking sector
As % of average assets

Net interest income (NIM)
Net non-interest income
Net income from banking activity
Operating costs1
Net movements in provisions and valuation allowance
- of which: net charges to provisions
for impaired loans
Pre-tax earnings
Net earnings (ROA)
Pre-tax earnings as % of core capital2
Net earnings (ROE)2

As % of net banking income

2008
3.14
2.29
5.43
3.02
0.48

2009
2.51
2.21
4.72
2.59
1.08

Q1
2010
2.57
2.17
4.74
2.56
1.10

2008
57.87
42.13
100.00
55.67
8.82

2009
53.15
46.85
100.00
54.90
22.93

Q1
2010
54.31
45.69
100.00
53.93
23.11

0.47

1.08

1.09

8.64

22.90

23.09

1.88
1.53
25.34
20.61

0.99
0.81
13.04
10.62

1.02
0.83
12.92
10.67

34.58
28.13
-

21.03
17.12
-

21.53
17.62
-

1

Operating costs = general expense + depreciation.
Core capital without deductions; profits of branches of foreign banks are deducted.
Note: annualised data.
Source: NBP.
2

The decomposition of changes in ROE of the do-

Figure 3.3. ROE of the domestic banking sector
mestic banking sector shows (see Figure 3.3) that
(right-hand axis) and decomposition of changes (leftit stabilised, starting from the fourth quarter of
hand axis)
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.
Notes: annualised data, changes of decomposition components – quarter on quarter.
The share of pre-tax profits in net income from
banking activity may be interpreted as the part
of net income from banking activity that was not
used to cover operating costs and costs of credit risk
materialisation.
Source: NBP.
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2009, primarily on the back of the decrease in
credit risk cost burden on net income from banking activity (this factor was the major reason behind ROE’s fall in the previous period) while the
improvement of capital adequacy had an opposite effect (see Chapter 3.6).
Commercial banks controlled by non-residents,
generally exhibited better profitability than their
parent entities. As the Polish banking sector concentrates on traditional deposit-taking and lending activities, its net profit is, on average, more
stable than in the United States and in Western
European countries.
In the coming quarters, profits of the banking
sector may be expected to stabilise or slightly
grow. The following could threaten materialisation of this scenario: lower than expected pace
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of economic growth, which would contribute to
an increase in provisions for impaired loans, and
could also lead to a further decrease in interest income and harm growth of the banking sector’s income on other types of activity. In the
longer term, introducing regulatory changes in
the form that would force banks to reconfigure
their balance sheet structure (see Box 4) could
also limit improvement of the banking sector’s
earnings through growth of funding costs.

in value of impaired loans in the portfolio of loans
to corporates. Corporates’ demand for loans did
not increase significantly and mainly stemmed
from the plans to restructure existing debt. According to the banks, investment demand rose in
importance in the first quarter of 201014 .

Figure 3.4. Growth rate of lending (y/y)
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Lending
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There is high uncertainty over lending
growth developments, especially in the long
term. Over the next few quarters it may
be expected that the total loan growth will
decrease further, and at the same time,
housing loans will grow. In the longer term,
fast credit expansion may return after the
economic situation in Poland’s economic
environment has stabilised.
In the period analysed in this Report, the value
of loans to corporate sector fell (see Figures 3.4
i 3.5). The rate at which the value of the loans
decreased was the highest in the case of large
enterprises. The decrease was supported by a
tightening of lending policy over a period of 5
to 8 quarters (depending on loan category) 13 .
Banks’ restrictive approach - compared to the
period prior to the collapse of Lehman Brothers
- arose from the persistently elevated risk in some
branches of the economy and a further increase
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Since the publication of the previous Report, the growth rate of all major loan
categories has decreased further. Despite
this development, a relatively high growth
rate was maintained in the group of loans
to households.

Loans to enterprises
Loans to households
Loans to non-financial sector, ttl

Note: data after excluding the impact of foreign exchange rate changes.
Source: NBP.

After a strong fall in the fourth quarter of 2009
and in early 2010, monthly increases in the
value of consumer loans stabilised in the last two
months covered by the Report(see Figure 3.6).
In this period, banks continued to tighten their
lending policies for consumer loans, although
such approach was reported by fewer banks than
in previous quarters. The major reasons for
tightening banks’ lending policies were the worsening quality of the portfolio of consumer loans
and the risk related to the financial position of
borrowers in the future. According to the banks,
demand for consumer loans decreased, with the
deteriorating financial position of households and
lower purchases of durable goods as contributing
factors.

13

More on changes in banks’ lending policies in: "Senior loan officer opinion survey - on lending practices and loan
conditions", NBP, quarterly editions from the years 2009-2010.
14
For a detailed description of changes in loan demand and reasons of these developments, see "Senior loan officer
opinion survey - on lending practices and loan conditions", NBP, quarterly editions from the years 2009-2010.
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Figure 3.5. Changes (m/m) in the value of loans
to corporates
6

creased competitive pressure and property price
stabilisation. Price developments in the property
market also had a positive impact on demand for
housing loans.

4

Figure 3.7. Changes (m/m) in the value of housing
loans to households
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Note: data after excluding the impact of foreign exchange rate changes.
Source: NBP.
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Figure 3.6. Changes (m/m) in the value of consumer loans to households

Note: data after excluding the impact of foreign exchange rate changes.
Source: NBP.
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Figure 3.8. Currency structure of new housing
loans to households
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Since September 2009 increases of housing loans
have stabilised at the level close to the average
for 2009. (see Figure 3.7). In this period, a
tendency to ease lending policy in the category
of housing loans became visible. The majority of
the banks declared either to ease or not to change
the terms of granting this type of loans. According to the banks, this was mainly due to an in-
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The currency structure of new housing loans
changed. Since mid-2008, the share of loans
taken out in foreign currencies fell significantly,
with Swiss franc being a historically dominant
currency (see Figure 3.8). In the period analysed
in this Report, approximately 80% of new loans
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were taken out in zlotys. At the same time, the
share of loans denominated in euro in new loans
increased, exceeding for the first time the percentage of Swiss franc-denominated loans.
It should be expected that the growth rate of the
value of loans will fall further over the next few
quarters. In line with banks’ expectations for the
second quarter of 2010, slight tightening of lending policy will only concern consumer loans. In
the case of loans to corporates, the banks expect

the easing of the standards of granting loans, especially with reference to large enterprises and
short-term financing. In the segment of housing
loans, banks foresee no changes or slight easing
of lending policy. The NBP estimates based on
qualitative data suggest that the growth of main
loan categories may be more pronounced in 2011.
Adjusting banks’ lending policies to the Recommendation T requirements (see Box 1) may result
in a further tightening of the credit requirements
in the second half of 2010.

Box 1. Recommendation T

Recommendation T on good practices with regard to risk management of retail credit exposures
was approved by the Polish Financial Supervision Authority on 23 February 2010. The purpose
of this Recommendation is to improve the evaluation of retail customers’ creditworthiness by
banks. In 2006, Recommendation S was introduced and then amended in 2009 (so-called Recommendation S II). The purpose of that Recommendation was to reduce risks arising out of the
portfolio of mortgage loans. Unlike Recommendation S, which solely concerns mortgage-secured
loans, the Recommendation T requirements relate to all retail credit exposures1 . All provisions of
Recommendation T should be implemented by banks by the end of 2010.
Some provisions of Recommendation T repeat or supplement regulations contained in Recommendation S. The provision of Recommendation S on the maximum LTV levels was supplemented
with the requirement to provide substantiation of why a bank uses a particular maximum LTV
limit. In the case when a currency of a loan is different than a currency in which collateral is
valued, a requirement has been introduced for calculation of LTV to increase the amount of a loan
by 10% for loans with maturity of up to 5 years and by 20% for other loans.
Recommendation T introduces requirements pertaining to the level of loan and other liabilities
servicing cost burden on borrowers. Pursuant to its provisions, a bank should set the maximum
limits of the ratio of expenditure related to servicing loan and financial liabilities to a customer’s
income. The provisions of Recommendation T stipulate that loan repayment burden cannot exceed
50% of the net income for borrowers with income below the national average salary. In the case
of other borrowers, this threshold should not exceed 65% of borrower’s net income.
Moreover, it is recommended that banks should use (stress-test) analysis for setting the maximum
burden limit. The analyses should assume a depreciation of the zloty at the minimum level of
30% and an increase in interest rates by at least 400 basis points.
The adoption of Recommendation T opened a discussion on the effects of the new regulation for
future lending growth. The NBP has estimated the impact of the introduction of Recommendation
T on the future growth rate of lending, using panel econometric models that explain the growth
rate of lending on the basis of data for individual banks and results of the senior loan officer
opinion survey2 . This method allows estimating effects of the introduction of Recommendation T
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from the supply side. The effect of introducing Recommendation T is estimated indirectly on the
basis of an assumed shift in banks’ lending policies.
In the model applied, quarterly loan growth is explained by: banks’ economic ratios (among
others, the capital adequacy ratio, net position in the interbank market), domestic macroeconomic
indicators (among others, growth rate of real GDP, CPI), variables explaining a bank’s lending
policy (standards and terms of granting loans) and ancillary variables (dummy variables explaining
structural changes). The use of measures describing banks’ lending policy as explanatory variables
allows quantification of the impact of changes in the restrictiveness of banks’ future lending policy
on lending growth.
The simulations performed cover a period from the second quarter of 2010 till the end of 2011. In
the first stage of the simulation, a lending growth rate forecast assuming the absence of implementation of Recommendation T provisions was performed. In the second stage, a forecast assuming
banks’ implementation of Recommendation T provisions between the fourth quarter of 2010 and
the second quarter of 2011 was performed. The difference between the growth rates of loans in
these forecasts approximates the effect of the introduction of Recommendation T.
Forecasts that take no account of the introduction of Recommendation T (first stage) were performed assuming the following:
• banks’ financial ratios remain at the end of the first quarter of 2010 level in the forecast
horizon,
• macroeconomic variables are in line with the NBP macroeconomic projection of June 2010,
• changes in banks’ lending policy in the second quarter of 2010 correspond to banks’ plans
reported in the last edition of the NBP senior loan officer opinion survey (conducted at the
turn of March and April 2010.),
• banks’ lending policy will not change after the end of the second quarter of 2010.
In the second stage, forecasts taking into account the coming into force of Recommendation T
were generated; they take into account a different assumption with regard to banks’ future lending
policy. To this end, the following were assumed:
• consumer loans: it was assumed that all banks taking part in the survey and extending
consumer loans (16 banks) would tighten the standards and selected terms of granting loans,
starting from the fourth quarter of 2010. The forecast of the growth rate of lending, taking
into account the introduction of Recommendation T, assumes that all banks will increase
collateral requirements and decrease the maximum loan size between the fourth quarter of
2010 and the second quarter of 2011. Lending policy tightening will last three quarters
until as late as the end of the second quarter of 2011. In addition, it was assumed that in
the fourth quarter of 2010, maximum loan maturity would be extended on a one-off basis,
which will partially mitigate the impact of Recommendation T on the calculation of clients’
creditworthiness.
• housing loans: it was assumed that all banks that extend housing loans would tighten lending
policy with regard to housing loans, starting from the fourth quarter of 2010 until as late as
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the end of the second quarter of 2011. In this period, the standards of granting loans and
collateral requirements will be tightened, and lower LTVs will be required.
Lending policy tightening for three successive quarters arises from the observation of banks’ past
responses to recommendations implemented in earlier periods and from the specification of implemented model. In the case of the introduction of Recommendation S in July 2006, banks were
tightening their lending policies for two quarters in a row. As for Recommendation T, the expected
effect of lending policy tightening is stronger. The implemented model does not allow grading the
scale of lending policy tightening. On this account, in order to achieve a stronger effect of the
introduction of Recommendation T as compared with the provisions of Recommendation S, it is
necessary to sustain the tightening of lending policy for one quarter longer.
The results of performed calculations indicate that the introduction of Recommendation T may
lower the annual growth rate of lending by a few percentage points. In comparison with the loan
growth forecasts taking no account of Recommendation T, its introduction may cause the growth
rate of lending to fall by 4-13 percentage points (depending on model specifications) from the first
quarter of 2010 to the fourth quarter of 2011. In the case of housing loans, the expected fall of
the growth rate of lending ranges from 7 to 18 p.p., and in the case of consumer loans - from 0.1
to 4 p.p.
Due to the heterogeneity of banks’ lending policies, it seems most likely that not all banks will
tighten them to the same extent3 . If it is assumed that lending policy would not be changed by
the banks whose accepted loan service cost burden on income in the first quarter of 2010 was lower
than the average for banks taking part in the survey, then a decrease of the growth rate of lending
by 1-4 p.p. (depending on model specifications) may be expected between the first quarter of 2010
and the fourth quarter of 2011.
1

Retail credit exposures - exposures towards natural persons for purposes other than business or farming.
The preliminary version of the models used in the forecast was presented in the paper by Grodzicki M.,
Hałaj G., Żochowski D., "Commercial Bank Lending Policy and Loan Supply"; the article presented at
the 29th CIRET conference on "Business tendency surveys and policy formulation", in Santiago in 2008.
3
It was assumed that in the case of banks that report higher average loan service cost burden on
borrower’s income, the likelihood of tightening lending policy is higher.
2

The NBP surveys among enterprises indicate
that enterprises’ demand for loans may remain
low in the coming months. In the first quarter
of 2010, the number of enterprises planning to
reduce their bank loan debt increased15 .

good liquidity position of enterprises (primarily
large ones) will decrease their demand for shortterm loans in the nearest quarters. Changes in
financing needs for inventories and working capital, and the use of alternative sources of financing, including own funds, are factors contributing

Uncertainty over future economic growth and the
15
See "Informacja o kondycji sektora przedsiębiorstw ze szczególnym uwzględnieniem stanu koniunktury w I kwartale
2010 r. oraz prognoz koniunktury na II kwartał 2010 r.", NBP, 2010 r. ["Information on the condition of the enterprise
sector, including the economic climate in 2010 Q1 and forecasts for 2010 Q2", NBP, 2010.]
16
See "Senior loan officer opinion survey - on lending practices and loan conditions", 2nd quarter of 2010", NBP,
2010.
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to the decrease16 .
The low level of production capacity utilisation
and relatively large investment outlays in the
years 2005-2008 cause the propensity of enterprises to start new investment projects to remain
low17 . Survey data show that the percentage of
enterprises that declare their intention to finance
investments with own funds is growing18 . This
implies that in the coming months, enterprises’
demand for investment loans will remain low.
Historical data show that after the previous economic slowdown, the value of loans to enterprises
remained stagnant for a period of around 2-3
years. Similar trends are expected over the horizon of a few quarters. However, implementation
of investment projects co-financed with EU funds
may stimulate a higher demand for loans, compared to the period following the previous economic slowdown.
In the longer term, demand for loans is expected
to grow. These expectations arise out of Poland’s
good economic outlook and low indebtedness of
the real sector in comparison to other EU countries (no need for deleveraging). In the case of
housing loans, strong demand will be supported

by demographic factors, particularly by an increase in the number of households 19 .
In the longer term, it also seems that the pace of
lending growth will not be constrained by supply
factors. The high profitability of banking activity
in Poland is an incentive for international banking groups to expand operations of their subsidiaries. Despite the financial crisis, they refrained from deleveraging at banks operating in
Poland and are ready to provide capital to their
subsidiaries (see Chapter 3.6).
In the longer term, lending will be affected by
the European capital and liquidity regulations
currently under elaboration, whose final shape
is as yet not known. The draft assumptions of
amendments to Directive 2006/48/EC and Directive 2006/49/EC show that implementing the
new regulation in the currently proposed form
could mean that it will be necessary to rebuild
banks’ balance sheet structure (see Box 4). Unless legal changes are introduced to make it easier
for banks to obtain funding, e.g. in the form of
mortgage bonds issue, one of the possible effects
of these adjustments could be a reduction of lending by those banks whose long-term assets have
no adequate coverage in long-term liabilities.

Box 2. Outlook for lending growth in Poland
The growth rate of lending to the non-financial sector in Poland was strongly accelerating
since 2003, from the level of 7% per annum to 24% in 2006, 32% in 2007 and 38% in 2008.
The share of housing loans in the composition of loans was rising and their annual growth rate
amounted to 48% in 2003, 54% in 2006, 50% in 2007 and 65% in 2008 (after excluding the impact
of exchange rate changes, the annual growth rate of housing loans were: 38% in 2003, 58% in
2006, 59% in 2007 and 39% in 2008).
Strong lending growth, most notably housing loans, was a consequence of both households’ rising
demand for dwellings, supported by the increasing availability of credit and its relatively low cost,
and limited supply on the residential property market which elevated prices. The price rise yielded
a feedback in the form of growing demand, triggered by, among others, an expected further price
rise, which in turn stimulated higher demand for loans.
A significant role in this process was played by strong easing of standards and terms of granting
17

"Informacja o kondycji [...]" op.cit.
"Informacja o kondycji [...]" op.cit.
19
"Household projection of Poland 2003-2030", GUS, 2004.
18
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loans by banks and the related low loan spreads observed in the pre-crisis period1 . This development stemmed from strong competition among banks, leading some institutions to focus on
raising a market share at the expense of diligent credit risk assessment. The strong lending growth
observed in the past years can be assessed as being the start of the process of credit market overheating in Poland (symptoms of the credit boom). A continuation of a high lending growth rate
could have led to an emergence of imbalances in the property market, further strong consumption
growth and accumulation of excessive credit risk on banks’ balance sheets.
The accumulation of imbalances has been disrupted by the current crisis. Following the world
financial crisis, banks curbed supply of loans by considerably tightening the standards and terms
of granting them. Demand, particularly from enterprises, also fell. Starting from 2009, the annual
growth rate of lending to the non-financial sector has significantly decreased to reach around 2%
(slightly over 5% after excluding exchange rate movements) in April 2010. The annual growth rate
of housing loans dropped to around 13% (after excluding the impact of exchange rate changes).
On account of the negative side effects of overheating in the credit market, it makes sense to assess
whether there is a risk of a renewed strong acceleration of loan growth, similar to the developments
observed in 2006-2008.
The key factor that may stimulate demand for loans is of demographical nature, i.e. creation of
numerous new households (although on a smaller scale than in the past2 ) and internal migration
to big cities, coupled with the aspiration to improve living conditions via purchase of the first
dwelling, change of dwelling, its interior decoration, purchase of durable goods and other behaviour
explained by the theory of lifetime consumption smoothing. Demand for new dwellings, which
implies demand for bank loans for dwelling purchase and for decoration, may be supported by
the downward trend of prices in the residential market observed in the past two years. Together
with the rise of income, the trend increased households’ capacity to buy property. The growth in
demand for loans may also be driven by a low current and expected inflation rate which supports
relatively low interest rates and low nominal loan servicing costs even when loan spreads are high.
Expectations for low interest rates may additionally grow when Poland approaches euro adoption.
High liquidity of banks, currently absorbed by short-term bills issued by the NBP, may be a
significant factor supporting loan supply growth. Banks could spend these funds on lending,
unless they assess that the market situation calls for maintaining a high buffer of liquid assets.
It can be expected that due to the mechanism of conversion of the EU funds, banks’ short-term
liquidity will continue to grow rapidly, meaning that this factor will gain in importance3 .
After a period of tightened ending policy, one can currently observe the start of a gradual process
of easing the standards and terms of granting loans by banks. If the trend is maintained and
becomes widespread, this will mean a better availability of loans and increased competition on
the credit market. In the years 2006-2008, the competition factor was critical in impacting the
lending policy of banks and ensured easy access to low-cost funding by the non-financial sector.
A long-term trend of an increase in the scale and scope of financial intermediation, observed as
the countries that have recently built a market economy are catching up, will be a next factor
stimulating an increase of the lending growth rate. Data on the long-term loan to GDP ratio
developments confirm that the phenomenon is also present in Poland. However, it is hard to
determine the scale of intermediation that would be consistent with the long-term sustainable
economic growth in highly developed countries that Polish economy is catching up with in the
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next several years. In particular, present crisis experience suggests that following the credit boom,
the scale of financial intermediation in some of the most developed countries in the pre-crisis period
exceeded the long-term equilibrium level. However, due to a large difference in the loan to GDP
ratio between Poland and the EU-15 countries, it can be assessed that there is still considerable
scope for increasing the scale of financial intermediation in Poland.
The abovementioned factors may stimulate the acceleration of lending, but one may also identify
factors constraining lending growth.
High uncertainty about the direction of world macroeconomic developments that limits the propensity of banks and their parent entities to take credit risk remains a major lending-constraining
factor. Uncertainty over employment prospects also discourages consumers from taking out longterm liabilities. However, this factor will have an impact over a limited time horizon.
Banks’ impaired loan burden, which dissuades them from accelerating lending, is an important
microeconomic factor. The experience of the period of the previous economic slowdown shows
that banks may take more time to shift their attitude; therefore easing stringent requirements
implemented during the period of turmoil may be a slow and gradual process. In addition, in the
wake of the crisis the majority of banks strengthened the role of their risk management divisions
at the expense of sales departments, which will reduce banks’ propensity to take risk.
However, on the other hand the attempts to recoup losses arising out of the materialisation of
credit risk related to the portfolio of loans extended before the crisis may induce banks to accelerate
lending when risk perception declines sufficiently. The policy of bank groups whose activities will
be concentrated on the markets offering higher ROE may also work in a similar direction. The
Polish market is one of them. This may ease access to external funding of parent banks. In 20072008, banks managed to obtain more funding from parent banks, and the process may continue.
This is also confirmed by the high propensity of some parent banks to increase the capital base of
their Polish subsidiaries. Risk to such a scenario is that their own refinancing needs may be very
large over a few next years4 . However, this risk may be limited by groups’ liquidity management
towards transfers of funding to most effective markets, which may only increase deleveraging on
base markets. The scale of this process may critically depend on the perception of risk related
to the Polish market. Currently, this risk is assessed as low; the Polish market is perceived by a
number of bank groups as part of their core market and is high in investment rankings.
Another lending-constraining factor may be reforms of banking regulations at the global and EU
levels, aimed at preventing banks from engaging in excessively risky activities, including too rapid
lending development. In particular, currently prepared global and European liquidity regulations
will force banks to reduce the maturity transformation by increasing the scope of financing longterm assets with long-term liabilities, which may in consequence increase banks’ funding costs and
lead to contraction in lending growth. However, as a result of proposed limits, bank groups may
reduce their activity on less promising markets and intensify lending in countries offering higher
rates of return, including Poland.
A following conclusion may be drawn from the analysis presented above: the likelihood of the credit
boom, or credit growth that may cause adverse macroeconomic effects and lead to disturbances
in the financial system, seems to be low at the moment. However, in the coming years the risk
of rapid acceleration of lending is expected to increase, stimulated by, among others. the longterm upward trend in financial intermediation, cyclical growth of loan demand and loan supply and

36

National Bank of Poland

Banking sector stability

optimistic perception of rates of return offered by the market in Poland. Therefore, from the point
of view of financial system stability in the future, the fact that the Polish Financial Supervision
Authority has taken measures aimed at strengthening credit risk management at banks should be
assessed positively. In particular, the introduction by the KNF of Recommendation T will limit
accumulation of risk on banks’ balance sheets.
1

The NBP pointed to risk taken by banks as a result of easing their lending policies, including lowering
loan spreads for housing loans in, among others, "Financial Stability Review - first half of 2007.".
2
According to the GUS 2004 forecast of the number of households for 2002-2030, the number of
households in cities increased by a total of 450,000 in the years 2004-2009. In the years 2010-2015, the
number of households in cities is forecasted to grow by a total of around 150,000. Since 2015, the number
of households in cities is forecasted to decrease, according to GUS.
3
At the end of May 2010, the value of NBP bills exceeded 76 billion zlotys.
4
See "Financial Stability Review. June 2010". ECB.
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Since the publication of the last Report the
value of impaired loans and their share in
total loans has grown, in particular in the
segment of consumer loans. In the coming
quarters, this trend may be expected to continue, however the value of charges to loan
impairment provisions should stabilise.

Figure 3.9. Adjusted net interest margin and the
share of impaired loans in the loan portfolio

12-2002

Credit risk

12-2001

3.3.

Share of impaired loans in the loan portfolio (left axis)
Adjusted net interest margin (right axis)

.

In 2009 and in the first quarter of 2010, the quality of banks’ loan portfolio worsened significantly
as a result of large-scale materialisation of credit
risk accumulated in banks’ loan portfolios arising out of pursuit of lenient lending policies in
times of good economic conditions, as pointed
out in the previous editions of the Report. The
higher values of impaired loans to enterprises and
households, coupled with a relatively low lending
growth rate, led to the increase in the impaired
loans ratios20 (see Figure 3.9).

Note: data relating to margin annualised.
Source: NBP.

The deterioration in the quality of loan portfolio
was reflected in the growth of the value of charges
to provisions for impaired loans (see Table 3.1)
and the increase of the burden of these provisions
on net income from banking activity. In the first
quarter of 2010, the growth rate of charges to

20

Starting from this edition of the Report, the value of impaired loans in banks unsing IFRS and the value of irregular
loans in banks using the Polish Accounting Standards will be described collectively by the terms "impaired loans" or
"loans with identified impairment", used as synonyms.
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loan impairment provisions decreased. However,
the burden ratios of charges to impairment provisions stabilised at the level that was nearly three
times higher than in 2008 (see Table 3.2).
Figure 3.10. Net interest margin

.
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Adjusted net interest margin
Interest income on securities
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.
Notes: data annualised.
The fall of the ratio of interest income on debt
instruments to assets in the first quarter of 2010 is
related to a change in the way interest income on
debt instruments included in portfolios "held for
trading" and "(financial assets) at fair value through
profit and loss account" are presented. In the past,
the income was recognised as interest income, and
presently it is recognised jointly with price changes
of these instruments (see item "Gains/losses on
valuation and trading activities" in Table 3.1). In
2009, this part of interest income accounted for
27.7% of total interest income on debt instruments.
Source: NBP.

Individual commercial banks and branches of
credit institutions differed strongly in terms of
the value of charges to impairment provisions
and provision burden ratios. In 2009, the share
of 10 institutions with the highest provisions to
loan value ratio in total provisions amounted to
41.2% (these banks extended 12.4% of loans).
These were primarily medium-sized banks that
often specialise in consumer lending.

In 2009, the net interest income of the banking
sector decreased by 5.9%, which pushed down net
interest margin. Both interest income and interest expense fell, but the decrease of the former
was bigger. In the first quarter of 2010, the fall of
interest margin was halted as a result of a marked
fall of interest expense (by 22.4% compared to
the first quarter of 2009). The fall of interest income resulted from the reduction of banks’ risk
appetite and falling demand for some types of
loans (see Chapter 3.2), whereas the acceleration
of the fall of interest expense at the end of 2009
and in early 2010 – resulted from lower intensity
of competition for deposits (see Chapter 3.5).
Negative trends with regard to credit risk and net
interest income led to the fall of the adjusted net
interest margin that measures the profitability
of intermediation between savers and borrowers
(see Figure 3.10).
In the coming quarters, values of charges to provisions for impaired loans and net interest income may be expected to stabilise, due to which
the profitability of intermediation between savings holders and borrowers will not worsen further. What could threaten the materialisation
of this scenario is the slower than expected economic growth rate which would result in a further rapid worsening of the quality of loan portfolio, as well as further decrease in interest income.
An increase in funding costs could lead cause the
adjusted net interest margin to turn negative at
banks which used to originate low margin mortgage loans in times of good economic situation.

3.3.2.

Credit risk of corporate loans

Since the publication of the December 2009 Report, the quality of corporate loans has deteriorated21 (see Figure 3.11). However, the rate at
which the quality of loan portfolios was worsening was slower. After excluding the impact of

21

The worsened quality of corporate loans in the past 6 months is also confirmed by data received by the NBP from
10 largest banks. The data show that the share of entities lacking creditworthiness in the total number of borrowing
entities rose to 3.7% (first quarter of 2010) from 3.4% (third quarter of 2009), and the share of debt of these entities
in loan portfolios increased in this period to 11.9% from 10.6%.
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foreign exchange rate changes, the value of impaired loans rose by 12% in the past 6 months
and by 24% in the past 12 months. The increase
of the impaired loan ratio resulted also from the
decrease of the value of total claims on corporate
customers (see Chapter 3.2). Small and mediumsized enterprises show a higher impaired loans ratio (see Table 3.3), which may result from their
less favourable economic and financial position.
Figure 3.11. Impaired loan ratios for enterprises

Throughout the year, the majority of the sections of the economy recorded a similar increase
in values of the impaired loans ratio (see Table
3.4). In the case of some sections, this increase
stemmed solely from the fall in the value of total
claims.
Figure 3.12. Percentage of enterprises with negative value of cash flows from operating activities (annualised)
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Note: calculations for a fixed sample of enterprises
which have been present in the database in all analysed periods
Source: NBP calculations based on GUS data.

Table 3.3. Impaired loan ratios for corporates (%)
Enterprises
Large, of
which:
– zloty loans
– foreign
currency loans
SME, of
which:
– zloty loans
– foreign
currency loans

12-2008
5.4

12-2009
9.1

3-2010
9.6

5.6
4.7

10.4
6.0

10.9
6.6

7.4

12.0

12.4

The slower growth in the value of impaired loans
followed the gradual improvement of the economic and financial position of enterprises22 . A
better liquidity position and a higher profitability of enterprises helped reduce the likelihood of
their insolvency and increased their capacity to
settle bank liabilities in a timely manner.

Since the publication of the last Report, the liquidity position has improved most in the group of
enterprises with employment of at least 50 persons. Liquidity ratios in the group rose to all
time highs. This improvement resulted, on the
Note: large corporates are defined as employing at one hand, from the decrease of short-term liabilleast 250 persons, SMEs - fewer than 250 persons.
ities, and on the other hand, from the growth of
Source: NBP.
liquid funds, including bank deposits, in the sec8.3
4.1

14.0
5.3

14.4
5.1

22

A detailed description of changes in the position of enterprises can be found in: "Informacja o kondycji sektora
przedsiębiorstw ze szczególnym uwzględnieniem stanu koniunktury w I kwartale 2010 r. oraz prognoz koniunktury
na II kwartał 2010 r.", NBP, 2010 r. [Information on the condition of the enterprise sector, including the economic
climate in 2010 Q1 and forecasts for 2010 Q2]
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ond half of 2009 (see Chapter 3.2). The percentage of enterprises generating a negative value of
cash flows from operating activities fell (see Figure 3.12), and the coverage of loans and other
liabilities with cash flows from operating activities increased (see Figure 3.13).
Figure 3.13. Ratio of the value of cash flows from
operating activities (annualised) to total liabilities of
enterprises

in the previous period. Enterprises quickly limited the wage growth and reduced the growth
rate of costs related to maintenance of stocks,
thus improving the cost to income ratio.
Figure 3.14. Profitability of enterprises
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Figure 3.15. Financial leverage

Although core profit margin ratios fell in early
2009, they were still higher than during the previous economic slowdown in 2000-2002 (see Figure 3.14). This points to a higher adaptability of
enterprises to difficult operating conditions than
23
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The improved situation of the enterprise sector is
also confirmed by higher profits. Export growth
was the factor that had a positive impact on the
profitability of enterprises 23 . In the first half of
2009, losses on financial activities affected pretax and net profits of enterprises. Towards the
end fo 2009, their significance for enterprises’
earnings was much lower. However, the profitability of enterprises’ core activities - measured
by the ratio of return on sales - stabilised at
a lower level than in 2007 and 2008. (see Figure 3.14).

12%

3-2007

Note: calculations for a fixed sample of enterprises
which have been present in the database in all analysed periods
Source: NBP calculations based on GUS data.

Loan burden ratio (left axis)
Debt burden ratio (right axis)

Note: indicators calculated for all enterprises with
employment over 49. Data include domestic and foreign debt.
Source: NBP calculations based on GUS data.

In the second half 2009, the debt burden ratios
of enterprises decreased (see Figure 3.15). The
financial leverage ratio fell slightly towards the
end of 2009. Appreciation of the zloty between
February and April 2009 and the reduction of en-

see "Inflation Report - June 2010.", NBP.
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Table 3.4. Quality of large exposures by sections of the economy (%)
Impaired loans by section
Section

A – Agriculture
B – Mining
C – Manufacturing
- Food processing
D – Electricity, gas and steam
supply
E – Water supply, sewerage,
waist management
F – Construction
G – Retail trade and repairs
H – Transportation and storage
I – Hotels and restaurants
J – Information and
communication
K – Financial and insurance
activities
L – Real estate activities
M – Professional, scientific and
technical activities
N – Administrative activities
O – Public administration
P – Education
Q – Health care
R – Arts, entertainment and
recreation
S – Other services
Total (excluding sections
K and O)
Total value (excluding sections
K and O), (zloty billion)

Structure of
total loans by
section
1.6 (1.4)
0.8 (0.7)
29.0(30.7)
5.4 (5.2)
3.9 (3.9)

Structure of
impaired
loans by
section
1.9 (2.6)
2.5 (1.0)
38.1(41.6)
9.4 (9.4)
0.7 (0.7)

percentage
of section
portfolio
9.7 (11.2)
26.1 (8.4)
10.8 (8.4)
14.3 (11.3)
1.5 (1.2)

of which
classified as
loss
6.5 (9.3)
0.4 (0.1)
4.5(2.8)
7.1(5.2)
1.3 (1.0)

1.3 (1.0)

0.5 (0.9)

3.2 (7.0)

2.0 (2.1)

15.3 (14.8)
20.4 (19.1)
2.9 (3.1)
2.0 (1.8)
3.7 (3.7)

15.6 (12.5)
16.7 (15.0)
3.5 (5.3)
3.9 (3.4)
0.7 (1.1)

8.4 (5.2)
6.8 (4.9)
9.8 (10.7)
15.7 (11.9)
1.4 (1.9)

10.7 (9.4)

1.1(1.3)

0.8 (0.9)

0.6 (0.8)

11.2 (11.9)
3.2 (3.1)

10.3 (10.1)
4.1 (4.0)

7.6 (5.2)
10.5 (7.9)

2.3 (1.7)
2.9 (1.2)

2.8
9.1
0.3
0.9
0.3

(3.2)
(5.5)
(0.3)
(0.9)
(0.3)

0.4
0.1
0.3
0.3
0.4

(0.5)
(0.2)
(0.3)
(0.4)
(0.3)

1.3
0.1
7.6
2.2
10.6

2.4
2.7
5.3
2.5
0.5

(1.2)
(1.7)
(4.9)
(2.0)
(0.8)

(1.0)
(0.2)
(6.7)
(2.8)
(7.0)

0.7 (0.6)
0.02 (0.01)
4.5 (3.7)
0.6 (0.4)
2.9 (2.6)

0.3 (0.2)
83.5 (87.0)

0.1 (0.2)
98.8 (98.5)

3.5 (5.9)
8.2 (6.2)

2.6 (4.5)
3.0 (2.1)

264.1 (316.8)

–

26.3 (22.7)

9.7 (7.6)

Notes: data for March 2010, in brackets - data for March 2009; by NACE-2007 sections of the economy; credit
exposures include claims arising from advances and loans, debt purchased, cheques and bills of exchange,
guarantees realised, other similar claims and off-balance debt and financial guarantees; large exposures for a bank in the form of a joint stock company, state-run bank and a non-associated cooperative bank an
exposure towards one enterprise in excess of 500,000 zloty, for an associated cooperative bank an exposure
towards one client in excess of 50,000 zloty.
Source: NBP.
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terprises’ total liabilities contributed to a slight ing indicators, observed in the first quarter of
decrease of leverage and reduction of interest bur- 2010, is not sufficient to unambiguously affirm
den on net operating income (see Figure 3.16).
that the progress of economic sentiment is slowing down. Changes in leading indicators testify,
The conclusion that can be drawn from an imhowever, to the persistent uncertainty over the
provement of economic and financial position of
scale of economic growth in the future.
enterprises compared to mid-2009 and the more
favourable growth outlook is that the value of
impaired loans from enterprises will be rising in 3.3.3. Credit risk of the portfolio of
the coming months at a slower rate than in the
loans to households
second half of 2009. The persistent high volatility of exchange rates and uncertainty over future Since the end of the period analysed in the Deeconomic growth are the factors that may change cember 2009 edition of the Report, the quality
the present picture regarding the situation of en- of loans to households has continued to deteriterprises. On the one hand, the relatively fast orate. The increases of the value of impaired
appreciation of the zloty between February and loans and of impaired loan ratios were higher
April 2010 resulted in lower competitiveness of than in the past period (see Figures 3.17 i 3.18).
Polish exports. On the other hand, the earnings After excluding the impact of foreign exchange
of enterprises in the fourth quarter of 2008 and rate changes, the value of impaired loans rose by
the first quarter of 2009 showed that a rapid and 27.0% in the past six months, and by 55.6% in
considerable depreciation of the zloty may lead to the past twelve months. The impaired loans ratio
an increase in enterprises’ loan repayment burden increased to 6.6% at the end of March 2010.
and to an increased volatility of their earnings.
Figure 3.17. Quarterly changes in value of impaired
Figure 3.16. Interest burden on net operating in- loans
come
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Note: data adjusted for exchange rate changes.
Source: NBP.

In turn, the recent surveys of economic sentiment24 indicate that after a period of consistent
improvement, leading indicators stopped improving. However, a halt in the improvement of lead-

Labour market developments, especially the
crease in the number of working persons and
low wage growth, had a negative effect on
quality of loans in the period analysed in

dethe
the
the

24

E.g. Leading Indicator Published by the Bureau for Investments and Economic Cycles (BIEC) or PMI Purchasing
Managers’ Index published by Markit Economics.
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Report. Throughout 2009, the decrease in the
number of working persons was, however, relatively small (the rise of the unemployment rate
resulted, in part, from the increase of the number
of economically active persons), which reduced
the scale of the deterioration in the quality of
loans. The weakening of the negative trends in
the labour market in the period analysed in the
Report is reflected in the systematic fall - since
the second half of 2009 - of the percentage of companies that plan to cut employment, although
still slightly more companies participating in the
survey plan to cut employment, rather than increase it25 .
Figure 3.18. Impaired loan ratios for households
12%

able portion of loan portfolio. Tightening lending
policies in the segment of consumer loans may
have made it difficult for persons with high loan
repayment burden on their income to roll over
loans, and led to the materialisation of credit risk
arising out of their excess indebtedness.
Table 3.5. Impaired loan ratios for households (%)

Type of loans
Housing loans,
of which:
– zloty loans
– foreign currency loans
Consumer loans,
of which:
– zloty loans
– foreign currency loans

12-2008
1.1

12-2009
1.5

3-2010
1.5

1.7
0.8
7.8

2.3
1.1
13.1

2.4
1.0
14.8

8.3
2.4

13.7
4.4

15.5
4.4

10%
8%

Source: NBP.
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Housing loans continued to exhibit good quality,
and the amounts of increases of impaired loans
were relatively low (see Figure 3.19). The quality
of foreign currency-denominated housing loans,
which accounted for around 64% of housing loans
(see Table 3.5) at the end of the first quarter of
2010, was particularly high.

The further deterioration of the quality of the The reasons of the relatively high quality of housportfolio of loans to households was also related ing loans are primarily:
to the emergence of lagged effects of a lenient
lending policy during the past periods. The loans
• socio-economic features of borrowers repayoriginated at a time when a lenient lending policy
ing housing loans, indicating a lower risk of
was pursued continue to account for a considerjob loss 26 .
25

See "Informacja o kondycji sektora przedsiębiorstw ze szczególnym uwzględnieniem stanu koniunktury w I kwartale
2010 r. oraz prognoz koniunktury na II kwartał 2010 r.", kwiecień 2010 r., NBP. ["Information on the condition of
the enterprise sector, including the economic climate in 2010 Q1 and forecasts for 2010 Q2", April 2010, NBP]
26
A detailed description of households repaying their mortgage loans and other loans can be found in: "Financial
Stability Report - December 2009", p. 39.
27
According to the results of a survey carried out by the Warsaw School of Economics, the percentage of households
that declare to stop, as a first and second priority, servicing housing loans and (collateralised) loans for car purchase
should financial problems arise was 2.7% and 0.7%. The two values were the lowest among all types of households’
obligations listed in the survey. In the case of cash credit/loan or instalment (uncollateralised) loan, values were over
three times higher and amounted to 8.8% and 4.6%, respectively. Source: "Raport KPF–IRG SGH: Sytuacja na
rynku consumer finance. I kwartał 2010", Warszawa–Gdańsk, 2010 r.
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• the high priority (against other obligations) or fell for borrowers in highest-income brackets
of housing loan servicing declared by house- (see Figure 3.21). However, loans extended to
borrowers in lowest-income brackets borrowers
holds in case financial problems arise27 .
constitute an insignificant percentage of banks’
• more thorough creditworthiness review by portfolios (see Figure 3.22).
banks for large value loans.
Figure 3.20. The ratio of current loan instalment
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Timely repayment of foreign currency- to the instalment at loan origination, against monthly
denominated loans was supported by a very low loan growth
level of interest rates in Switzerland28 . For a firm
110%
24
majority of loans originated in the years 2003–
105%
21
2010, their servicing costs are presently consid100%
18
erably lower than at the moment of loan origi95%
15
nation (see Figure 3.20). In addition, the results
90%
12
85%
9
of the NBP surveys show that foreign currency80%
6
denominated loans were granted to households
75%
3
whose financial position was better compared to
70%
0
households taking out zloty-denominated loans
(see Figure 3.25).
Loan growth

Figure 3.19. Quarterly changes in value of impaired
housing loans to households
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Note: data adjusted for exchange rate changes.
Source: NBP.

Data for housing loans extended in the first four
months of 2010 on loan repayment burden on
households indicate diversified trends, depending
on the borrower’s income. Following an earlier
considerable fall of average loan repayment burden in 2009, in the first four months of 2010 it
rose for lowest-income borrowers, and stabilised

Ratio

Assumptions: Swiss franc-denominated loan of maturity of 25 years, repaid in equal principal instalments
(decreasing interest instalment), present instalment
calculated on the basis of Swiss franc exchange rate
and LIBOR 3M rate of 15 June 2010 and the average
spread on Swiss franc loans at the time of origination;
loan growth excluding the impact of foreign exchange
rate changes.
Source: NBP.

The fact that the zloty remained at a lower level
than in 2008 had an adverse influence on the
extent to which collateral covered the value of
some foreign currency-denominated loans. The
high CHF/PLN exchange rate (compared to the
time of loan origination) resulted in significantly
higher values of LTV ratios for some housing
loans, especially those extended in 2007–2008,
than in the quarter of loan origination (see Figure 3.23). In the case of zloty-denominated loans,
the situation was much more favourable due to
the stabilisation of property prices – average LTV
ratios remained below average levels for the quarters of loan origination (see Figure 3.24).

28

In March 2010, loans denominated in Swiss francs accounted for around 93% of foreign currency-denominated
housing loans.
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Figure 3.21. Average loan-to-monthly-income ratio
for households taking out a housing loan
250

Figure 3.22. Share in banks’ portfolios of housing
loans extended to borrowers from particular income
brackets
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Note: columns in different colours represent average values of loans taken out in a given year/first
4 months of 2010.
Source: NBP estimates based on BIK data (sample
size of around 35,000).

Figure 3.23. Average values of LTV of Swiss francdenominated housing loans by quarter of loan origination
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Note: columns in different colours represent values of
indicator for loans taken out in a given year/first 4
months of 2010.
Source: NBP estimates based on BIK data (sample
size of around 35,000).

Figure 3.24. Average values of LTV for zloty housing loans by quarter of loan origination
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Assumptions: estimates of the current average value
of LTV were made on the basis of average CHF exchange rates, average LTV at loan origination, average maturity of loans by quarter period and changes
in average transaction prices of flats in the surveyed
period. Value of loan converted into zloty at the exchange rate of CHF as of 15 June 2010.
Source: NBP estimates based on data from an additional question to a senior loan officer opinion survey.
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Figure 3.25. Average income per person at the time
of loan origination

the share of mortgage-secured loans in housing
loans increased significantly in the past two years
(see Figure 3.26).
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Note: data relate to households that took out housing loans in particular quarters of the period: second
quarter 2006 – first quarter 2010.
Source: NBP estimates based on data from an additional question to the senior loan officer opinion survey.

Figure 3.26. Share of mortgage-secured loans in
housing loans to households

In the period analysed in the Report, the quality of consumer loans continued to deteriorate
(see Figure 3.27 and Table 3.5). This mostly
concerned consumer loans of low average individual value and poorly collateralised, such as credit
card loans, or other consumer loans except for instalment loans for car purchase (see Figure 3.28).
Figure 3.27. Quarterly changes in value of impaired
consumer loans to households
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One of risk factors related to housing loan portfolio involves the lack of mortgage collateral on
some of these loans. This factor concerns, among
others, loans extended for flats under construction and new loans, in the case of which the process of entering mortgage collateral into the Land
and Mortgage Register has not been completed.
On account of a large fall of the lending growth,
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The deterioration in the quality of consumer
loans is the major reason why the quality of loans
to households has been falling. The share of consumer loans in the increase of impaired loans to
households in the past 6 months amounted to
85% (for housing loans: 7%).
The quality of consumer loans was much lower in
banks specialised in consumer finance, including
banks that offered consumer loans in cooperation
with retail chains. In March 2010, impaired loans
ratios at these banks were nearly twice as high as
the average ratios at other banks. This related
to both credit card and other consumer loans.
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Figure 3.28.
households

Quality of main types of loans to

8

percentage points .

6

ing consumer loans in particular. However, the
lagged effects of a lenient lending policy during
the past periods will continue to adversely affect
the quality of loans.

The continuation of lending policy tightening in
the segment of consumer loans and the policy of
0
some banks to limit the offer for these loans for
-2
external customers (who do not use the bank’s
-4
other products) should have a positive influence
-6
on the quality of new loans. In the case of some
banks, a further tightening of lending policy and
a more thorough review of borrowers’ creditwor12-2008
6-2009
9-2009
12-2009
3-2010
thiness may result from the implementation of
the provisions of Recommendation T adopted by
Note: the figure shows differences between values of the KNF. The Recommendation introduces deimpaired loans ratios by type of loan and average im- tailed requirements regarding the process of aspaired loans ratio for loans to households.
sessing creditworthiness by banks, implementaSource: NBP.
tion of which should also contribute to credit risk
mitigation.
4

Other

Housing
loans

Other
consumer
loans

Car loans

Credit card
lending

2

Loan quality outlook
In the coming quarters, it may be expected that
the quality of loans to households will continue
to deteriorate due to the materialisation of credit
risk accumulated on banks’ balance sheets in
times of favourable economic conditions. Further credit risk materialisation will result from
the lagged effects of the deteriorating situation
in the labour market, which was observed in the
past quarters.
The NBP macroeconomic projection indicates
that some negative - from the point of view of
credit risk - trends in the labour market, including further rise in unemployment, may continue29 . In line with the projection, the negative
trends should, however, abate gradually in 2010–
2012, which will diminish this factor’s impact on
loan quality. On the other hand, recent data on
employment may indicate a gradual reversal of
the negative developments in the labour market.
A steady rise of demand for work will positively
impact the quality of loans to households, includ-

In the case of foreign currency-denominated
housing loans, a possible further depreciation of
the zloty remains a risk factor to their quality.
Given the current levels of market interest rates
in Swiss franc, the possibility to balance the impact of the depreciation of the zloty with a fall in
the value of interest instalments, as was the case
in the second half of 2008 and the first half of
2009, is very limited. On this account, any further depreciation of the zloty would result in an
increase in the burden of households’ loan servicing costs. In the longer perspective, an increase
in interest rates from the present all time low30
is a risk factor for housing loans, denominated
both in foreign currencies and in zloty.
In the longer term, due to a strong demand for
housing loans (see Chapter 3.2.) banks may be
compelled to re-intensify competition for a larger
market share. Any associated excessive loosening of lending policies in the segment of housing
loans would yield negative effects for the quality
of banks’ loan portfolios.

29

see "Inflation Report – June 2010", NBP.
The majority of housing loans (over 98% at the end of the first quarter of 2010.) bear variable interest rates
based on interbank market rates. Therefore for almost all these loans, an increase in interest rates translates into an
increase in interest payments.
30
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Market risk taken by Polish banks remains
low. Hedging government bond portfolios
with IRS transactions reduces banks’ exposures to general interest rate risk. In the
case of considerable turmoil in the market
of government bonds, banks may, however,
be exposed to risk related to volatility of
spread between interest rates of hedging instruments and underlying bond yields.
Market risk in the Polish banking sector mainly
relates to foreign exchange and interest rate risks.
These risks are hedged with derivatives. Banks
only buy shares of public companies at their
own account in exceptional cases. In consequence, banks’ exposure to market risk arising
from changes in share prices is low.
FX risk in Poland’s banking sector results from
a long balance-sheet FX position due to a large
portfolio of extended FX loans. This risk is
hedged with FX swaps and other derivatives that
form a short off-balance sheet FX position. As
a result, FX risk taken by domestic banks remains low. VaR for FX risk has fallen since the
publication of the previous edition of the Report
(see Figure 3.29). This was primarily related to
the decrease of exchange rate volatility (see Figure 2.10), amid a slight rise of the net open FX
position in the sector.
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9-2008

12-2008

6-2008

3-2008

9-2007

Market risk

12-2007

3.4.

6-2007

0.00%

3-2007

Excessive relaxation of household income-related
Figure 3.29. VaR for FX risk
standards of granting housing loans could be
0.25%
especially unfavourable. This would result in
an increase in the percentage of households ex0.20%
hibiting high loan service burden on their in0.15%
come, low income buffer and high sensitivity to
shocks. Therefore, implementing Recommenda0.10%
tion T should be deemed favourable from the
point of view of financial system stability in the
0.05%
future.

Interquartile range
Median

Notes: VaR at confidence level of 99% over a 10day horizon, calculated for commercial banks and expressed as % of regulatory capital.
Source: NBP.

VaR indicators are based on the assumption
that the financial market is liquid and, in consequence, may not take into account all risks
taken by banks. On an illiquid market, banks
may be incapable of rolling over maturing hedging transactions (such as FX swaps) or the cost
at which they are rolled over may considerably
exceed the cost of a maturing transaction. In
the event of banks being incapable of rolling
over hedges, their capital requirement for FX risk
would grow31 .
In order to assess the risk arising from insufficient market liquidity, a simulation of the impact of a hypothetical lack of rollover of maturing
hedges on the capital adequacy ratios of commercial banks was conducted (see Figure 3.30). In
the extreme case, should it be impossible to roll
over all the maturing hedges, around 6% of banks
would not meet the required capital adequacy ratio. The impact of this factor on the condition of
banks is lower than in the simulation performed
in the previous edition of the Report, when the
corresponding percentage of banks would have

31

The financial result on exchange rate differences resulting from zloty exchange rate fluctuations and the revaluation of assets and liabilities would then directly impact the profit of a bank; for banks with a long balance-sheet FX
position, depreciation of the zloty would increase their earnings.
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amounted to 10%. This improvement stems priFigure 3.31. Value at Risk for total FX and intermarily from an increase in banks’ regulatory cap- est risk.
ital.
4.5%
4.0%
3.5%

>12%

10-12%

8-10%

6-8%

4-6%

31.03.2010
1/3 of position not hedged
2/3 of position not hedged
Position not hedged

Notes: fixed zloty exchange rate at the end of March
2010 level and the inability to close part of total
balance-sheet FX position were assumed in the simulation.
Source: NBP.
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Figure 3.30. Capital adequacy ratio of commercial
banks when FX risk hedges are not rolled over

Notes: VaR at confidence level of 99% over a 10day horizon, calculated for commercial banks and expressed as % of regulatory capital, determined jointly
for the banking and trading books
Source: NBP.

Figure 3.32. Valuation of a bond hedged with IRS
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The turbulences on financial markets related to
fiscal condition of some euro area countries had
a limited influence on Polish government bond
yields and volatility (see Chapter 2.2.2). In consequence, in the period since the publication of
the previous edition of the Report general interest rate risk borne by the banking sector has remained at a similar level. Total VaR for FX and
interest rate risk slightly declined. The discrepancy of VaR among banks also declined, although
some smaller and medium-sized banks continue
to maintain a relatively high exposure to the
analysed risk.

10%

6-2007

Interest rate risk in the Polish banking sector
refers primarily to the portfolio of fixed-rate securities, including mainly government bonds. This
risk is mostly hedged with derivatives.

30-06-2008
31-03-2009

Notes: the simulation assumes purchase of a 10-year
benchmark government bond and, at the same time,
opening of a short position in 10-year IRS to hedge
against interest rate risk. Valuation of the position is
presented as % of bond par value.
Source: NBP calculations based on Bloomberg data.

32
In practice, there may be an additional accounting mismatch between the bond classified as available for sale,
whose changes in value are accounted for in capital, and a swap, which is valued at fair value through the profit and
loss account. In this analysis, it is assumed that both components of the portfolio are valued at fair value through
the profit and loss account. As data on the specific composition of banks’ trading books are not available, the impact
of this risk on banks’ net income from financial operations can only be presented via simulations.
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The average funding gap in the banking
sector stabilised.
Funding from foreign
parent entities of Polish banks remains the
main source of closing the gap.
In the analysed period, the value of liquid
funds in banks’ balance sheets increased.
Liquidity surpluses are mainly concentrated
in the largest banks.
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Figure 3.33. Funding gap

3-2008

Liquidity risk

The average funding gap34 in the sector of commercial banks stabilised in the last period (see
Figure 3.33). This results from similar growth
rates of loans and deposits since the third quarter
of 2009. In contrast, at the time of a considerable
fall of the average funding gap (in the first three
quarters of 2009), the decrease of claims growth
markedly exceeded that of banks’ liabilities.

9-2007

3.5.

Funding liquidity

12-2007

Polish banks do not hold bonds of euro area countries, whose creditworthiness declined in the period analysed in the Report 33 . As a result, specific interest rate risk relating to the economic
situation of these countries is of no significance
for the situation of Polish banks.

3.5.1.

6-2007

It seems that specific interest rate risk is currently the most important factor of market risk in
the context of a potential impact of the turmoil
in the markets in some euro area countries on
the Polish government bond market. At present,
the valuation of a long position on the market of 10-year government bonds, hedged with
a short position in an IRS market, may range
from around -4.1% to around 4.4% of the nominal value of a purchased bond, depending on the
moment the transaction was concluded (see Figure 3.32). High volatility of this valuation indicates the scale of risk related to movements of
spread between bond yields and swap rates.

In the coming quarters, further stabilisation
or a slight increase of the funding gap may
be expected. In the longer term, banks may
be forced to significantly re-build their balance sheet structure provided that the proposed European regulations on liquidity risk
enter into force in their present form.

3-2007

If banks hold a portfolio of government bonds
hedged with derivatives, they may also be exposed to the so-called specific interest rate risk 32 .
In the Polish banking sector, this risk is related
to volatility of spread between government bond
yields and interest rates on swaps that hedge
bond portfolios. This risk is not accounted for
in VaR calculations presented above.

Interquartile range
Mean (fixed exchange rate)
Median
Mean

Note: for variable mean (fixed exchange rate) values
of foreign currency claims and liabilities were converted into zloty according to a fixed exchange rate
as at the end of March 2007 in order to eliminate the
impact of exchange rate movements on the value of
the funding gap.
Source: NBP.

Reduction of the deposit base growth is related

33

Data for March 2010 based on reporting of the so-called large exposures. Definition of large exposures - see footnote
to Table 3.4. The total value of foreign government debt securities issued by all countries in this period accounted
for around 0.04% of banks’ assets.
34
For definition of funding gap, seeGlossary.
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to the gradual moderation of price competition in
the market for new deposits of the non-financial
sector. This mainly concerns new deposits from
households. The interest rates on these deposits,
that since the fourth quarter of 2008 has been
either higher than or close to interbank market rates, has decreased permanently below these
rates in recent months (see Figure 3.34). This
was accompanied by a fall in the value of new
deposits acquired from households. In the fourth
quarter of 2009 and in the first quarter of 2010,
the value of new deposits were already lower than
the average values in 2007 or in the first half of
2008, i.e. before the period of intense competition for customer deposits.

itive funding gap remains unchanged. Besides
customer deposits, banks finance their operations
mainly with funds obtained from foreign banks,
primarily from their parent banks or other affiliated entities. The funding raised on a large
scale after the collapse of Lehman Brothers and
the outbreak of financial market crisis is mostly
rolled over (see Figure 3.36). From the point of
view of the stability of banks’ funding sources,
the maturity structure of loans and deposits received from foreign banks seems to be favourable.
The share of liabilities with maturities longer
than 1 year has been gradually rising since the
fourth quarter of 2008, and amounted to around
65% at the end of April 201035

3.0%

50

2.5%

40

2.0%

4.5%

30

4.0%

Amount

Interest

3-2010

9-2009

12-2009

6-2009

3-2009

9-2008

12-2008

6-2008

3-2008

9-2007

3.0%

12-2007

20

6-2007

3.5%
3-2007

25

The average WIBOR 3M

Amount

Interest

3-2010

3.5%

60

35

9-2009

4.0%

70

5.0%

12-2009

4.5%

80

40

6-2009

5.0%

90

5.5%

3-2009

5.5%

100

45

9-2008

6.0%

110

12-2008

120

6-2008

6.0%

3-2008

6.5%

50

9-2007

7.0%

130

12-2007

140

6.5%

6-2007

7.0%

55

3-2007

60

zloty billion

zloty billion

Figure 3.34. Zloty deposits of households – value Figure 3.35. Zloty deposits of enterprises – value
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Note: data based on a sample of 20 banks reporting Note: see Notes to Figure wykresu 3.34
information on interest rates to the NBP. Methodol- Source: NBP.
ogy of interest rate statistics is available on the NBP
website.
Source: NBP.

The decrease in values of new deposits does not
concern enterprises (see Figure 3.35). The increase in price competition in this segment was
much weaker than in the case of household deposits, but the average monthly value of new deposits is high. This is connected with a relatively
favourable cash flow situation of enterprises (see
Chapter 3.3.2).

The impact of deleveraging of foreign banks on
the Polish banking sector is likely to be small
- confined to individual banks. Past experience
shows that the value of funding raised by domestic banks from their foreign parent banks is
stable. The likelihood of deleveraging by parent
entities at the expense of Polish assets seems limited on account, among others, of the sound condition of domestic banks, high profitability and
growth potential.

Banks’ policy with respect to "closing" the pos- Since the publication of the previous Report, the
35

Maturities given relate to contractual maturities.
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turnover in the market of interbank deposits has
increased. This concerns, in particular, O/N
transactions, for which the turnover is close to
that recorded in the period prior to the collapse of Lehman Brothers (see Figure 3.37). The
turnover for transactions with longer maturity
rose to a lesser extent. The decrease of respective
WIBOR rates may point to some improvement
on the market of deposits with longer maturities
though (see Chapter 2.2). The rise in turnover
on the market also had an influence on a slight
increase in the value of liabilities towards domestic banks (see Figure 3.36).

of a stable deposit base in their liabilities. This,
in particular, related to banks applying foreign
funding strategy36 and mixed strategy37 (see Figure 3.38). The funding structure of banks applying deposit strategy remains relatively stable. It
should also be noted that both banks with mixed
and deposit strategies made use of NBP refinancing facilities. However, no bank, whose dominant
funding source were funds obtained from foreign
entities, concluded a repo operation with the central bank.
Figure 3.37. Turnover in the market of interbank
deposits

Figure 3.36. Liabilities towards domestic and foreign banks and branches of credit institutions
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Notes: dotted lines denote values of liabilities after The average supervisory long-term liquidity raconversion according to a fixed rate foreign exchange tio – M4 in the sector of commercial banks inrate as of the end of December 2007.
creased slightly38 . The average coverage of asSource: NBP.

Changes in banks’ funding structure indicate
that after an initial period, which saw a considerable rise in funding from foreign financial
institutions, banks sought to increase the share

sets of limited liquidity with stable external funds
also slightly rose (see Figure 3.39). Assets of
limited liquidity (whose major part are loans to
non-financial customers) remain at a relatively
unchanged level, whereas a small increase was
noted for stable external funds (see Figure 3.40).

36
To some extent, changes in the funding structure of banks with foreign funding strategy resulted from consolidation
processes in Poland’s banking sector in the analysed period. In particular, this concerns the merger of Bank BPH
SA and GE Money Bank, which were members of different groups, in terms of funding strategy.
37
More on funding strategies of Polish banks, see "Financial Stability Report - June 2009", Chapter 3..1.
38
More on the supervisory liquidity standards of the KNF in the previous edition of the Report.
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Figure 3.38. Structure of funding in banks applying deposit strategy (left-hand panel), foreign funding
strategy (centre panel) and mixed strategy (right-hand panel)

F

Legend: A - deposits of non-financial and the general government sector, B - liabilities towards financial
entities-residents, C - liabilities towards financial entities-non-residents, D - liabilities on repo operations
with the NBP, E - capital, F - other liabilities.
Notes: banks were classified into particular groups on the basis of their funding structure at the end of
August 2008 - prior to the failure of Lehman Brothers. The share of banks with individual strategies in the
assets of the sector of commercial banks amounts to: deposit strategy - 59.7%, foreign funding strategy 10.5%, mixed strategy - 29.8%
Source: NBP.

Figure 3.40. Assets of limited liquidity and selected
liabilities of commercial banks
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Figure 3.39. Ratio of stable external funds to assets of limited liquidity in commercial banks

Source: NBP.

A comparison of the development of banks’ cluded most of the funding from foreign parent
deposits, foreign liabilities and stable external entities into stable funds (see Figure 3.40). In
funds shows that domestic banks might have in- the fourth quarter of 2008 and the first quar-
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ter of 2009, the growth of stable external funds
Figure 3.42. Balance of NBP open market operawas markedly higher than the growth of deposits, tions
and the difference between the two categories was
80
close to the increase of foreign funding.
70
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zloty billion .

50

Short-term liquidity

40
30
20
10
0

6-2010

3-2010

9-2009

12-2009

6-2009

3-2009

9-2008

12-2008

6-2008

3-2008

9-2007

12-2007

6-2007

3-2007

The past six months saw a further reduction of
-10
the mismatch between short-term assets and lia-20
bilities in banks’ balance sheets. In consequence,
the average adjusted liquidity gap in the sector of
Note: a positive value of the balance of open market
commercial banks decreased39 (see Figure 3.41). operations means a surplus of liquidity absorbing operations over liquidity-providing operations.
Source: NBP.
Figure 3.41. Ratio of adjusted liquidity gap to
assets with maturity of up to 1 month
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Figure 3.43. NBP bills to banks’ assets
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Short-term liquidity surplus is invested chiefly in
money bills issued by the NBP. Starting from
the second half of 2009, the balance of open market operations has been rapidly rising (see Figure
3.42). As at the end of May 2010, the NBP absorbed around 76 billion zlotys from the market
under its weekly money bills issues. The rise in
the structural liquidity of the banking sector resulted primarily from the increase of NBP’s foreign currency reserve assets.
39

Although the banking sector as a whole exhibits
short-term liquidity surplus, the situation of individual banks is not homogenous. Liquidity surpluses are mainly accumulated in large banks,
and they are re-distributed to other entities only
to a small extent. In consequence, there is
a high concentration of NBP bills (see Figure
3.43). Since early 2010, this concentration has
decreased because also small banks significantly

For definitions of short-term liquidity gap and adjusted liquidity gap, see Glossary.
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increased their bill portfolios.

a relatively stable share of core and supplemenBanks also invest funds in Treasury securities tary liquidity reserve in banks’ balance sheets.
that can be used as collateral in conditional operIn the analysed period, the payment system exations (including transactions with the NBP) or
perienced a one-off disruption in the operation
sold outright in the market. Since the publicaof the SORBNET system. However, all orders
tion of the previous Report, the share of Treasury
were executed on the date of the disruption ocsecurities on the balance sheets of banks remains
currence, without putting the financial system
relatively stable (see Figure 3.45). This is due to
stability at risk. Details of the disruption and
the increase of the portfolio of government bonds
protection against main sources of risk in the
amid a decrease of the portfolio of bills, but was
payment system are presented in Box 3.
chiefly the result of a change in the composition
of debt issues of the State Treasury. Similarly
as in the case of money bills, there is a consid- Figure 3.45. Government bonds and bills to banks’
assets
erable concentration of Treasury securities in the
20%
largest banks.
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Figure 3.44. Structure of assets of domestic commercial banks by ratio of coverage of adjusted liquidInterquartile range
ity gap with Treasury securities
Source: NBP.
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The coverage of the adjusted liquidity gap with
Treasury securities in the commercial banking
sector as a whole remains over 100%. In the
past six months, the share of banks with a full
coverage of the gap increased (see Figure 3.44).
A low coverage of the gap with Treasury securities is mainly maintained by branches of credit
institutions and a few small commercial banks.
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Figure 3.46. Supervisory short-term liquidity standard M2 in commercial banks
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Box 3. Risk in the payment system
One of the key factors that have an impact on financial system stability is a stable and
effective functioning of the payment system. Three main risks to payment system stability can
be identified: operational risk, credit risk and liquidity risk. The system of safeguards against
materialisation of risk in the domestic payment system is presented below. The Box also presents
information about the disruption that occurred in the system on 8 February 2010.
1. Operational risk
Procedures and tools protecting the systems operated by the NBP against materialisation of operational risk are in place in the National Bank of Poland. Under these
procedures, descriptions of security measures regarding identified potential threats have
been developed.
A key element limiting the effects of operational risk materialisation is the business continuity
plan that is in place in the NBP, and has been developed in case incidents occur that may
lead to disruptions in the proper functioning of NBP infrastructure. The NBP business
continuity plan also protects the banking sector as a whole against negative effects of the
materialisation of above mentioned risk and the related liquidity risk.
2. Credit risk and liquidity risk
Credit risk in the SORBNET and SORBNET –EURO systems is minimised, which
results from the very nature of RTGS–type (Real Time Gross Settlement System) systems.
These systems are characterised by:
• automatic execution of orders in real time,
• execution of debit orders only up to the amount of funds on the payer–bank current
account,
• settlement finality.
To mitigate liquidity risk, the NBP provides participants with a few tools enabling them to
manage liquidity, i.e.:
• order queuing systems – according to which, if there are no funds to cover the order, it
is placed in a central queue until sufficient funds are collected to execute it. The queue
is netted periodically. Payment orders that remain in the queue at the end of the day
are rejected automatically and the order–issuing party is informed about the fact. It is
possible to revoke orders from the queue,
• ongoing access, both by banks and the NBP, to information about the balance on the
bank account (monitoring) and about payment orders awaiting execution in the queue,
• access to liquidity via intraday usage of funds held on the bank account that are included
in minimum required reserve,
• access, during the whole operating day, to non-interest bearing funds (secured by adequate securities 1 ) offered under the intraday credit facility in PLN (in SORBNET
system) and intraday credit (in SORBNET–EURO),
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• access, during the whole operating day, to Lombard credit facility secured by government bills and bonds,
• possibility to book liquidity/funds for a specific purpose – in particular, for the needs
of external system settlement (net balances arising from the settlements of ELIXIR,
EuroELIXIR, KDPW systems).
Moreover, to mitigate liquidity risk of the participants of SORBNET and SORBNET–
EURO systems, prioritisation of orders was introduced – the payments of Krajowa Izba
Rozliczeniowa SA are executed first, followed by orders of the National Bank of Poland,
National Depository for Securities SA and banks.
3. Disruptions in the operation of SORBNET on 8 February 2010
On 8 February 2010, the operation of SORBNET was disrupted, which resulted from
incorrect functioning of database system used by SORBNET. The break in processing
transactions lasted around five hours but the functioning was restored on the same operating
day. This was the first disruption in the functioning of the database system since the launch
of SORBNET, i.e. since April 1996.
Due to the above mentioned disruption the operation of the system was prolonged by around
three hours to enable execution of all orders and functions planned for a normal operating
day on the same day.
The NBP, as the central bank and operator of the payment system that is key to the functioning of the financial market, took all the necessary steps to restore the proper operation of
SORBNET system. Analysis was also performed of the reasons and effects of the disruption
in the operation of the system, which led to decisions on short – and long–term measures
aimed to counteract similar incidents in the future. These measures include:
• introduction of new software mechanism enabling quick resumption of operations in
case of a failure of database management system,
• development of a mechanism of daily update of data in the SORBNET back–up
database with data from production base reflecting data from the end of the previous day,
• introduction of the functionality of saving payment orders executed in SORBNET production environment and enabling - if it is impossible to work in the production environment - to process data in the testing environment that reflects the production
environment ,
• a change in the system of daily security features of SORBNET database by fully securing the system’s databases on a daily basis, which enhanced the possibility of retracing
their content also in other technical environment,
• adequate modification of procedures for system administrators,
• continuation of activities regarding the building of a NBP–PHA system to replace the
existing SORBNET–EURO system, and SORBNET2 system to replace the existing
SORBNET system. One of the purposes of this change is to replace the existing
database management system with other more advanced tools.
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1

For the SORBNET system these are Treasury bills, NBP money bills, government bonds and other debt
securities deposited by the bank with the National Depository for Securities. For the SORBNET–EURO
system, the required collateral, pursuant to the principles laid down for RTGS systems that are components
of TARGET2 system, are only government bonds subject to fixing at MTS–POLAND approved by the
Ministry of Finance and valued according to market value.

∗∗∗
Stabilisation or a slight increase of the funding
gap in the banking sector may be expected in
the coming period. The falling growth rate of
liabilities towards the non-financial sector along
with the decreasing values of households’ new deposits indicate that banks’ possibility of further
expansion of the deposit base is limited. In addition, if upward trends in the capital market
continue, customers’ savings may also be - to a
large extent - invested in non-bank financial institutions or directly in the market. It is worth
noting that in the first four months of 2010, the
average monthly net inflows of cash to investment funds was relatively high (see Chapter 4.3).
At the same time, lending may be expected to
accelerate from 2011.
Banks’ financial plans submitted to the Polish Financial Supervision Authority also indicate that
the funding gap is likely to widen in the coming
quarters. According to these plans, the banks
assume that as at the end of 2010, the increase
of claims will be higher than that of liabilities,
both in the non-financial sector and the general
government sector40 .
In the longer term, the proposed European regulations on liquidity risk (see Box 4) will have
a considerable impact on the funding position

of Polish banks. It seems that the requirements
regarding long-term liquidity ratios would be of
particular importance. If these regulations come
into force in their currently proposed form, meeting the requirements would require a substantial
restructuring of banks’ balance sheets, including,
inter alia, extension of the maturity structure of
liabilities. This would entail a marked increase
of funding costs, especially if banks wanted to
raise funding in the market of long-term debt
instruments. The market of these instruments
issued by private entities is currently small. In
addition, Polish banks have not used the international market on a significant scale.
In the context of the new regulatory solutions,
as well as the enhancement of stability and diversification of funding sources, it seems that development of bank securities’ market would be
favourable. In the NBP’s view, it would be advantageous to allow all banks that meet respective conditions ensuring safe trading and low refinancing cost to issue mortgage covered bonds.
At present, they can only be issued by specialised
mortgage banks whose activities are limited and
confined to funding commercial property investments. Allowing universal banks to issue mortgage bonds would have a positive influence on
the stability of the funding structure and would
also stimulate banks’ capacity to finance longterm housing investments.

Box 4. The proposals to introduce uniform European regulations on liquidity risk
(CRD IV)
Among the new financial system regulations that are currently developed at the international level there are also regulations regarding liquidity risk. It has been emphasised in the
40

See "Report on the condition of Polish banks in 2009", UKNF, 2010.
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consultative document of the European Commission1 (hereinafter: CRD IV), which proposes
changes to Directive 2006/48/EC and 2006/49/EC, that the recent financial crisis has documented the need for increasing financial institutions’ resilience to liquidity risk and for introducing
uniform regulations in this respect at the European level. The main element of the proposed
regulations is the introduction of two supervisory standards for short – and long–term liquidity
position of financial institutions: Liquidity Coverage Requirement and Net Stable Funding
Requirement. They are based on the proposals of the Basel Committee on Banking Supervision
published in December 2009. 2
The key assumptions for the proposed liquidity risk standards, together with the assessment of
potential effects of their transposition into the Polish banking system, are presented below. The
opinion and comments of the National Bank of Poland to the European Commission’s consultative
document are available on the websites of the NBP3 and European Commission4 . It should also be
strongly emphasised that the European Commission proposals described below are of a preliminary
nature and may be amended after the end of the consultation process.
The Liquidity Coverage Ratio (LCR) is to reflect an institution’s ability to cover potential liquidity
outflows over a 30-day time period with a buffer of high quality liquid assets.
The LCR standard takes into account a stress scenario, which assumes both institution–specific
and systemic shocks, and entails, inter alia, a downgrade of the institution’s rating, run-off of a
proportion of retail deposits, worse capacity of raising unsecured wholesale funding and increased
financial market volatility. . The scale of liquidity outflows in particular categories of institution’s
liabilities under the stress scenario is also set by the Directive.
Under the LCR standard each institution is required to have a buffer of high quality liquid assets
fully covering cash outflows in the stress scenario. The buffer comprises cash and other claims
on central bank and high quality securities 5 . At the present stage of work on the CRD IV,
the possibility of including certain corporate bonds and mortgage bonds (not in their total value
though) is also proposed. An alternative solution presented in the proposal makes the inclusion
of an asset in the buffer contingent only on its eligibility as collateral for central bank refinancing
operations.
The proposed regulation on banks’ short-term liquidity has its equivalent in the Polish regulations.
Resolution No. 9/2007 of the Commission for Banking Supervision, approved in 2007, regarding
liquidity standards for banks (subsequently replaced with Resolution No. 386/2008 of the Polish
Financial Supervision Authority) introduced the short-term liquidity ratio according to which all
liabilities recognised by a bank as unstable should be covered with core and supplementary liquidity
reserve6 . The key difference between the Polish standards and the proposed LCR standard is the
assumption regarding the value of funds that have to be covered by the liquid assets buffer. The
Polish standards assume that the liquidity reserve should cover liabilities recognised by the bank as
unstable (based on the bank’s internal analyses using the methodology approved by the supervisor,
regarding primarily estimating the stable portion of deposits, so called "core deposits"), whereas
the LCR directly introduces parameters determining the share of funds that may be withdrawn
in a stress situation.
The Net Stable Funding Requirement (NSFR) is intended to ensure a stable funding structure
of a financial institution ensuring it’s safe operation over a one-year time horizon under a stress
scenario that assumes a very limited access to market funding.
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In the case of the NSFR standard, the stress scenario assumes a significant decline in profitability
or solvency of an institution and a downgrade of its rating, as well as the occurrence of a material
event that would have an adverse impact on the institution’s reputation and the assessment of its
solvency by other market participants.
For the purpose of the NSFR standard, assets currently funded and requiring funding over a oneyear horizon should be funded with liabilities recognised as stable over the same time horizon.
Stable liabilities also entail a portion of non–maturity deposits or term deposits with maturity of
less than one year.
The extent of the required stable funding coverage for individual asset classes depends on their
liquidity. Cash, securities and receivables from the financial sector with maturities of less than
one year are not required to be covered by stable funding. Required stable funding coverage for
securities with residual maturities of more than one year depends on their credit quality and the
liquidity of the market on which they are traded. Long–term loans to the non-financial sector
require full coverage with stable funding whereas loans with maturities of less than one year need
to be covered in 50 – 85%.
Stable funding sources include primarily equity capital and long–term liabilities. The so called
core part of non-maturity and short–term deposits from non–financial entities is calculated using
parameters set top–down at the Directive level.
Similarly as the LCR standard, the NSFR has its Polish equivalent in supervisory regulations.
The aforementioned resolution of the Commission for Banking Supervision of 2007 introduced the
obligation to maintain coverage of illiquid assets and assets of limited liquidity with regulatory
capital and stable external funding at the level exceeding 100%. Similarly as in the case of
short-term standards, the difference between Polish standards and standards proposed by the
European Commission consists in the classification of individual assets and liabilities positions.
Pursuant to Polish standards, all assets not comprised in the liquidity reserve and not arising
from transactions in the wholesale funding market should be covered by stable funding and
regulatory capital. On the other hand, the projected NSFR standard focuses on assets maturity
and the liquidity of the market on which they are traded, attributing different parameters of
required stable funding coverage to each asset class. Moreover, according to Polish standards,
the bank’s own models (approved by the supervisor) are used to calculate the value of stable
funding while the NSFR standard focuses on liabilities’ maturity, additionally assigning different
parameters of stability to different categories of deposits with a maturity of less than one year.
It seems that if the regulations entered into force in the presently proposed form, the long–term
liquidity standard – NSFR would have a significant impact on the future situation of the Polish
banking sector. According to data as at the end of April 2010, only 17 commercial banks with
a share in the sector’s assets of around 14% would meet the NSFR standard in the currently
proposed form (see Figure 1). The average ratio of net stable funding requirement in the sector
of commercial banks would be around 84%.
Most Polish banks apply a traditional business model, focusing their activities on lending and
deposit taking. Apart from government bonds and bills and NBP money bills, the share of the
remaining securities on the balance sheets of domestic banks is negligible. The majority of banks
assets are loans to the non-financial sector, which in the light of the proposed regulations would
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require a high degree of coverage with stable funding. The introduction of NSFR standard could,
therefore, lead to a decline in lending to the real sector at the expense of further increase of the
portfolio of government securities, which would also improve banks’ situation regarding the LCR
standard. A lower required weight of debt securities coverage could also make banks change the
form of financing enterprises by shifting from loans to bonds issue taken up directly by banks. This
could, however, reduce availability of funding for enterprises in the SME sector. In addition, the
need to meet the NSFR standard could induce banks to convert long–term loans into short–term
ones that require lower stable funding coverage.
Figure 1. Distribution of commercial banks’ assets by Net Stable Funding Requirement at the end of
April 2010

Share in commercial banks' assets
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Source: NBP.

It seems that potential changes in the balance–sheet structure, caused by the need to meet the
NSFR requirement in the currently projected form, would to a greater extent concern banks’
liabilities. It should be noted that, unlike in many banks of the euro area, the issue of debt
securities represents only a small portion of the funding structure of Polish banks. At the end of
March 2010, the value of long–term debt securities issued by Polish commercial banks amounted
to 1.6% of their balance-sheet total (in the same period this ratio amounted to around 14% for
euro–area banks). Clients’ deposits with longer maturities are also very rare. The possibility of
raising funding with a maturity of more than one year, recognised as a fully stable funding source,
is therefore significantly limited. Preliminary simulations also show that even some banks with a
well developed base of household deposits (which included in the stable funding with a relatively
high weight) would not be able to meet the NSFR standard. On the other hand, banks pursuing
the strategy of foreign funding could classify funds received from parent entities as stable only if
they were long–term 7 .
Passing over the adjustments on the assets side of the balance sheet, the introduction of the NSFR
standard would make it necessary for Polish banks to significantly extend the maturity structure
of liabilities. This could be a stimulus for the development of the small-until-now market for bank
debt securities, including mortgage bonds (covered bonds). It should be emphasised, however,
that this would trigger a significant rise in funding costs, in particular, given the large funding
needs of the public sector and other European banks. The rise in costs would also apply to a
potential lengthening of maturity of funding raised from affiliated entities. The very possibility of
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a significant lengthening of maturities of such type of funding seems, however, limited as it would
adversely affect liquidity position of affiliated entities extending such long–term loans (that would
also be subject to the analysed standard).
1

,
"Possible
further
changes
to
Capital
Requirements
Directive",
http://ec.europa.eu/internal_market/consultations/docs/2010/crd4/consultation_paper_en.pdf
2

, "International framework
www.bis.org/publ/bcbs165.pdf
3

for

liquidity

risk

measurement,

standards

and

monitoring",

http://www.nbp.pl/en/publikacje/mou/crd_nbp_en.pdf

4

http://circa.europa.eu/Public/irc/markt/markt_consultations/library?l=/financial_services/ requirements_directive_1/public_authorities/pl_nb_enpdf/_EN_1.0_&a=d
5

In the consultative version of the Directive, this group comprises securities issued by the State Treasury
and entities of the public sector, central banks and international financial institutions that would be
assigned 0% risk weight according to the standard approach, and claims from the government sector and
central bank in the domestic currency.
6

More information about supervisory liquidity standards of the KNF can be found in the previous publication of the Report.
7

The method of classifying intra–group transactions is tackled in the consultative document and is
subject to further decisions.

3.6.

Banks’ capital position and
loss absorption capacity

In the period from September 2009 to April
2010, banks strongly broadened their capital
base, thus increasing their capacity to absorb
potential losses. It was not necessary to use
public support measures to provide capital to
any banks.
The regulatory capital of the domestic banking sector increased moderately in the period
of September 2009-April 2010. The structure
of regulatory capital was favourable in terms of
the capacity to absorb potential losses, as it was
largely composed of core capital (see Table 3.6).
Regulatory capital of the domestic banking sector grew by 7.8% from September 2009 to April
2010. The sector’s regulatory capital increased
mainly as a result of raising new equity capital and retention of the profit generated in 2009.
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In the period of September 2009-April 2010, 11
commercial banks issued new shares of a total
value of 6.8 billion zlotys (with 5.1 bn zlotys
in equity capital raised by one bank). Out of
the profit generated in 2009, banks earmarked
5 billion zlotys to increase their regulatory capital. The value of subordinated debt decreased
slightly (in April 2010, subordinated debt of the
domestic banking sector amounted to 9.0% of
their regulatory capital).
The growth of regulatory capital and the decrease of the capital requirement contributed to
the increase of the average capital adequacy ratio of the domestic banking sector to 14.1% in
April 2010. The improvement of the capital adequacy ratio of the majority of banks is confirmed
by a change in the distribution of banks’ assets
by the capital adequacy ratio (see Figure 3.47).
In April 2010, around 80% of assets of domestic
commercial banks were invested in banks with
the capital adequacy ratios above 12%.
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Table 3.6. Regulatory capital and the capital adequacy ratio of domestic banks

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

2008
77.6
70.2
55.5
5.7
11.2
10.1

2009
90.1
81.2
54.2
6.0
13.3
12.0

4-2010
96.3
87.3
54.5
6.2
14.1
12.8

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.
Table 3.7. Annual changes in the value of selected positions of assets, the capital requirement for credit
risk, and changes in regulatory capital of domestic banks
2008 2009 4-2010
(zloty billion)
221.9
22.7
39.1
151.7
21.2
1.0
-20.1 -30.7
-6.7
43.5
28.5
51.9
9.6
-1.3
-1.8
16.5
12.6
14.4

Assets, of which:
- non-financial customers
- financial sector
- securities
Capital requirement for credit risk
Regulatory capital

2008
29.2
37.4
-17.3
33.1
24.6
27.1

2009 4-2010
(in %)
2.3
3.9
3.8
0.2
-32.0
-8.3
16.3
28.3
-2.6
-3.6
16.2
17.5

Source: NBP.

Figure 3.47. Distribution of assets of domestic
commercial banks by the capital adequacy ratio
Share in commercial bank assets of banks
in range .
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among others, from changes in the structure of
growth of banking sector’s assets (see Table 3.7).
The lower growth rate of lending to the nonfinancial sector in 2009 and in early 2010 was associated with a substantial increase in the value
of debt securities (mainly money bills) which do
not generate the capital requirement for credit
risk.

The regulatory capital of the domestic banking
sector should be expected to grow in the successive months of 2010. The majority of banks
declare that they will retain profits for 2009 to inCapital adequacy ratio
crease their regulatory capital. Some banks plan
12-2008
6-2009
12-2009
4-2010
to pay out a dividend, but they set its level at
below 30-40% of last year’s profits. Some banks
Source: NBP.
announced share issues for 2010, primarily for existing shareholders (mainly rights issuance). The
The decrease of the capital requirement resulted, value of share issues scheduled for 2010 amounts
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adequacy ratio to fall below 8% at banks with a
These issues will be largely offered to strategic 5% share in the sector’s assets.
shareholders, thus mitigating the risk of failure
Figure 3.48. Assets of commercial banks by perof issues due to high volatility of share prices on centage of performing loans whose deterioration of
the stock exchange. Strategic shareholders’ dec- quality would lower the capital adequacy ratio to 8%
larations on the intention to exercise their pre100%
emptive rights show that the risk of a negative
90%
impact of the financial position of parent enti80%
ties on the capital position of their subsidiaries
70%
60%
in Poland is currently low.
50%
40%
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20%
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50%

40%

30%
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The planned increase of capital should be assessed positively, both in the context of the capacity to absorb potential losses and the planned
changes in the EU capital adequacy regulations.

Cumulative assets of banks
(in % of assets of banks included in the simulation) .

to around 3.1 billion zlotys.

0%

Banks hold sufficient capital to meet the minimum regulatory requirements. Although the av9-2009
6-2009
12-2009
3-2010
erage capital adequacy ratio in the banking sector grew in the past 6 months, the capacity of Assumptions of the simulation:
some banks to absorb losses has not risen.
1. Deterioration in quality of loans means that a 50%
impairment is recorded for these loans.
2. Hypothetical charges to impairment provisions
Simulations of loan loss absorption ca- fully decrease a bank’s regulatory capital.
3. Impaired loans carry a 100% risk weight.
pacity
4. No release of impairment provisions.
Source: NBP.
41

Three simulations were performed to determine
whether banks’ capital is sufficient to absorb possible losses arising from credit risk materialisation. The results of the first simulation (see Figure 3.48) indicate the scale of the deterioration
in the quality of performing loans that individual
banks may absorb without their capital adequacy
ratios falling below 8%.

The simulation performed on March 2010 data
shows a continued improvement of banks’ capacity to absorb losses in comparison with the end of
the third quarter of 2009. This is reflected in the
decrease of the share of banks that are capable
of absorbing only a relatively minor deterioration in the quality of loan portfolio. According to
March 2010 data, the deterioration in the quality
of 5% of loans would result in a fall of the capital adequacy ratio below 8% at banks with a 3%
share in the sector’s assets. In September 2009,
an identical shock would have caused the capital

The purpose of the second simulation was to determine the level of the capital adequacy ratio
in the event of an abrupt deterioration in the
quality of loans with identified impairment and
a decrease in the value of their collateral. The results of this simulation may indicate whether the
present portfolio of loans with identified impairment poses a threat to banks’ capital adequacy.
In the first scenario, the assessed impairment of
all loans with identified impairment was assumed
to be equal to the value of unsecured portion of
the loans. In the second and third scenarios, an
additional decrease in the value of collateral by
25% and 50% was assumed, respectively.
The results of the simulation show that at the
turn of 2009 and 2010, the significance of the
portfolio of loans with identified impairment for
banks’ capital adequacy slightly rose (see Figure

41

The first two simulations were conducted only on data of commercial banks (branches of credit institutions and
cooperative banks were not included in these simulations).
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3.49) - the scale of the fall of the capital adequacy ratio in particular scenarios increased in
comparison with the end of the third quarter of
2009. However, the growth of the average capital
adequacy ratio of commercial banks results in a
higher capital adequacy ratio in all variants of
the simulation than in previous periods.
Figure 3.49. Average capital adequacy ratio of
commercial banks in scenarios assuming deterioration
in the quality of impaired loans
16%

14%

12%

8%

6-2005
9-2005
12-2005
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9-2006
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3-2009
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9-2009
12-2009
3-2010

10%

Capital adequacy ratio - actual data
Scenario 1 - recovery of 100% of security
Scenario 2 - 25% decline in the value of security
Scenario 3 - 50% decline in the value of security

Assumptions of the simulation:
1. The assessed impairment of all loans with identified impairment is equal to the value of unsecured
portion of the loans.
2. The portfolio of loans without identified impairment remains unchanged.
3. Additional charges to impairment provisions fully
decrease a bank’s regulatory capital.
4. In the case of Scenario 2 and Scenario 3, charges to
impairment provisions are increased by the value of
a decrease of collateral value (25% of collateral value
under Scenario 2 and 50% under Scenario 3.).
Source: NBP.

In the period since the publication of the previous
edition of the Report, the majority of banks reported an increase in the value of loans with identified impairment whose growth rate exceeded
the growth rate of regulatory capital. The number of banks that - in particular variants of the
simulation - post their capital adequacy ratios
below 8% is similar to that as at the end of the

42

third quarter of 2009. According to end of March
2010 data, in the most pessimistic third scenario,
the capital adequacy ratios of 8 banks with a 17%
share in the assets of commercial banks fall below
8%. In the simulation performed on September
2009 data, the capital adequacy ratios below 8%
were recorded by 8 banks with an 11% share in
assets.
The third simulation was designed to assess the
impact of a simultaneous bankruptcy of three
largest non-financial borrowers on the banking
sector. These are enterprises from the raw materials and retail sale sectors. The simulation
assumed impairment at 100% in the case of all
loans extended to these enterprises42 and the
fact that the costs of provisions would reduce
banks’ regulatory capital, which results in a fall
of the capital adequacy ratio. The effects of the
hypothetical bankruptcy of three largest financial (non-bank) borrowers were examined in similar way. The simulation did not take into account exposures towards subsidiaries and affiliates. The results of the two variants of the simulation are shown in Table 3.8.
Due to the growth of banks’ regulatory capital,
the impact of the financial position of the group
of largest borrowers on the safe operation of the
banking sector has decreased. However, at some
banks the concentration of the portfolio of claims
on non-financial customers is relatively high.
The results of the simulations point to a persistent diversity of capital buffers among banks.
The majority of banks exhibiting the lowest capacity to absorb losses increased their capital.
On this account, the share of the banks that are
most sensitive to the deterioration in the quality of loan portfolio in the banking sector is stable. The increase in banks’ capital was, however,
slower than that of loans with identified impairment, which again enhanced the potential impact
of this portfolio on banks’ capital adequacy.

The calculations take into account data available on loan collateral accepted by banks.
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Table 3.8. Impact of the hypothetical bankruptcy of three largest borrowers on the banking sector

Number of banks lending to investigated companies
Share of these banks in assets of commercial and
cooperative banks
Credit risk cost (zloty billion)
Number of banks where capital adequacy ratio falls
below 8%
Share of these banks in assets of commercial and
cooperative banks

Sector of borrowers:
nonfinancial
financial
15
15
65,3%
61,7%
5,8
1

4,0
0

0,6%

0%

Source: NBP.

Macro stress tests
Macro stress tests were used to assess banks’ capacity to absorb potential loan losses that might
arise from the deterioration in economic conditions. The purpose of these tests is to analyse
the effects of hypothetical negative shocks rather
than present the most likely developments of the
banking sector.

A longer period of low economic growth in
highly developed countries would lead to a fall in
Poland’s real GDP, further increased by a hypothetical pro-cyclical response of fiscal policy. Fiscal policy tightening could stem from the risk of
exceeding the prudential thresholds of the public
debt to GDP ratio. In such a scenario, a further
tightening of lending policy would also contribute
to a decline in GDP growth. The deterioration
in asset quality and a fall in the value of financial
instruments on banks’ balance sheets could trigger such a tightening of lending policy. Under
these circumstances, a deepened deleveraging of
banks in developed economies may be expected,
which would likely be transmitted to subsidiaries
in emerging markets, inclusive of Poland. In
turn, tightening lending policy, together with absence of prospects for the economy to return to
economic growth swiftly and the financial standing of the non-financial sector to improve, would
lead to a collapse of credit growth. This would
translate into a further weakening demand and
emergence of a self-reinforcing negative feedback
loop between declines in credit and GDP growth,
inter alia, through a decline in growth of productivity factors.

Macro stress tests performed at the NBP consist
of four stages. In the first stage, macroeconomic
scenarios were generated, which formed the basis
of the simulations to be performed. Two scenarios were analysed - a baseline scenario, consistent with the central path of the NBP macroeconomic projection from "Inflation Report - June
2010", and a shock scenario developed by NBP
economists. The shock scenario assumed world
economic growth would slow again in 2010 and
2011 as a result of the waning effects of the
stimulus measures in the world’s most developed
economies. In this scenario, tightening fiscal policies - arising from concerns of financial markets
participants over the long-term creditworthiness
of some countries - could be an additional factor
contributing to the extension of the period of low The NECMOD model was used to assess the imeconomic growth in highly developed countries. pact of analysed developments on Poland’s eco43

The multi-equation macroeconomic model of the Polish economy, NECMOD, has been developed for monetary
policy purposes in Poland. The current specification of the model is available on the NBP website. The NECMOD
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nomic condition43 . The comparison of the path
of GDP growth rate in the shock scenario with
the fanchart of the GDP growth rate, presented
in "Inflation Report - June 2010" (see Figure
3.50), indicates that the likelihood44 of a stronger
slowdown of the GDP growth rate than that arising out of the shock scenario amounts to around
5% in 2010, below 1% in 2011 and around 5% in
2012.

credit risk costs. For this purpose, panel models explaining the development of net charges to
provisions for impaired loans at the level of individual commercial banks were used. In these
models, provisions are explained by macroeconomic variables (changes in the real WIBOR 3M
rate, GDP growth rate, changes in households’
real disposable income) as well as an autoregressive component. Provisions relating to the portfolios of housing loans and other loans extended
Figure 3.50.
Shock macroeconomic scenario to households are modelled with separate equaagainst the fanchart of GDP from "Inflation Report
tions.
- June 2010"

In the next stage of the simulation, banks’ hypothetical earnings were calculated in both sce8
narios. The forecast of banks’ net interest in6
come was performed by means of panel models
4
that separately describe the development of interest income and interest expense at commer2
cial banks. These models explain the develop0
ment of net interest income on the basis of paths
-2
of macroeconomic variables in individual scenar-4
ios and of bank-specific variables, including loan
portfolio quality. The forecast of net interest income in both analysed scenarios takes account
of changes in the quality of loan portfolio foreSource: NBP.
casted for a given scenario in the previous stage
of the simulation. For the shock scenario, this
Table 3.9. Major economic indicators in macro means a decline of net interest income by around
stress test scenarios
16% compared to data for a 12-month period
ending in March 2010 r. It was assumed that
2010
2011
2012
other components of net operating income before
GDP growth y/y
provisions for impaired loans45 do not change in
Baseline scenario
3.2%
4.6%
3.7%
relation to the value attained in the 12-month
Shock scenario
0.7% -2.4%
0.5%
period ending in March 2010.
LFS unemployment rate, end of period
3-2008
6-2008
9-2008
12-2008
3-2009
6-2009
9-2009
12-2009
3-2010
6-2010
9-2010
12-2010
3-2011
6-2011
9-2011
12-2011
3-2012
6-2012
9-2012
12-2012

GDP (y/y) %

10

Baseline scenario
Shock scenario

10.7%
12.4%

11.2%
14.9%

11.6%
16.5%

Source: NBP.

The paths of macroeconomic variables in the
baseline and shock scenarios formed the basis for
the preparation of conditional forecasts of the
impact of macroeconomic conditions on banks’

The simulation covers the period till the end of
2012. Results of the simulation are shown in detail in Table 3.10.
The simulations performed show that should the
baseline scenario - which points to a relatively
strong acceleration of economic growth in 20112012 - materialise, a stabilisation of the quality of
loan portfolio and a low value of credit risk cost

model is used in the preparation of the NBP macroeconomic projection presented in "Inflation Report".
44
Probability estimation only includes uncertainty factors shown in the fanchart.
45
Net income from banking activity less general expense and depreciation.
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should be expected. However, the model applied
in the simulations may not fully take account of
the lagged effects of a lenient lending policy in
the past, and on this account the actual credit
risk cost may turn out to be higher. In the shock
scenario, credit risk cost is indeed higher than
in the last year, which results in a fall of banks’
earnings.

would not exceed 4% of the total regulatory capital of commercial banks. In this scenario, 16
small and medium-sized banks with a share in
the assets of commercial banks totalling 12.1%
would have to increase their capital. The majority of these banks posted positive earnings in the
first quarter of 2010, but retention of the profits for capital increase does not ensure the banks
In the baseline scenario, five small banks (with will have a sufficient buffer to absorb the effects
share in the assets of commercial banks totalling of a shock scenario.
1.4%) would have to increase their capital to keep
the capital adequacy ratio above 8% (by a total The results of the simulations show, however,
of around 700 million zlotys). The majority of that the firm majority of the sector of commerthese banks have already posted negative earn- cial banks holds sufficient capital to safely opings. In the shock scenario, the value of hypo- erate even in the event of a strong slowdown in
thetical capital increase would be higher but it economic growth.
Table 3.10. Results of macro stress tests

Simulation results for the period
4-2010 – 12-2012
Actual data for the
period April 2009 –
March 2010

baseline scenario
sum

Impairment charges for loans
(zloty billion)
- of which for loans to
enterprises
- of which for loans to
households
Impairment charges for loans
(as % of loans)
Net interest income
Value of capital injection
necessary to ensure that capital
adequacy ratios of all banks
exceed 8% (zloty billion)

shock scenario

9.5

4.7

per year
1.7

1.6

2.7

7.9

sum
39.4

per year
14.3

1.0

25.2

9.2

1.9

0.7

14.2

5.1

1.6%

n/d

0.3%

n/d

2.4%

23.6
n/d

72.8
0.7

26.4

54.6
3.4

19.8

1. In this Table, the term "charges to provisions" is understood as the difference in the stock of provisions
between the start and the end of a given period.
2. A fixed value of loan portfolio in the simulation horizon and earmarking the whole generated albeit
undistributed profit for increasing banks’ capital were assumed.
3. Data for 45 analysed commercial banks.
Source: NBP.
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Although the outlook for economic growth has
slightly improved, banks should be expected to
create further provisions for impaired loans. On
this account, to ensure a stable operation of
banks in the longer term, it makes sense to maintain capital at the level that allows banks to continue to operate safely also in the case of a considerable deterioration in loan quality.

Sectoral index WIG-Banki against

WIG

3-2010

12-2009

9-2009

6-2009

3-2009

`

12-2008

9-2008

6-2008

Due to significant uncertainty over the future
Figure 3.51.
quality of banks’ loan portfolios, it is essential WIG index
for banks to maintain high levels of capital. The
120
observed slowdown in economic growth follows
a period of rapid lending growth under increas100
ingly loose lending policy, particularly in the seg80
ment of mortgage loans. This makes the quality of loans highly uncertain. The uncertainty
60
is further enhanced by the absence of data on
40
the repayment performance of some loan categories across a full business cycle, including hous20
ing loans, in particular.

WIG-Banks

Notes: Indices were rescaled to 100 at the end of June
2008.
Source: NBP calculations based www.bossa.pl.

Figure 3.52. Stock prices of selected banks in Central and Eastern Europe
1000

Market assessment of Polish banks has improved. Rating agencies have confirmed Polish banks’ capacity to settle liabilities. Polish banks are better assessed by investors
than their parent entities. Ratings of parent entities remain low.

The share prices of companies listed on the Warsaw Stock Exchange continued an upward trend,
begun in March 2009 (see Figure 3.51). Similar
trends were observed in other stock markets of
the region (see Figure 3.52).

3-2010

12-2009

9-2009

6-2009

3-2009

10

12-2008

100

9-2008

Market assessment of Polish banks and their parent
entities

6-2008

3.7.

OTP - Hungary
Komercni Banka - Czech Republic
Bank BRD - Romania
Pekao - Poland
PKO BP - Poland

Notes: stock prices were rescaled to 100 at the end of
June 2008. The figure has a logarithmic scale.
Source: Bloomberg.

Ratio analysis indicates that investor assessment of Polish banks has been improving. The
price-to-book value ratio for all Polish banks is
higher than 1. This implies that investors expect
the Polish banking sector to remain profitable.
This ratio has returned to levels recorded before

46

Such a design of the ratio allows to make a de-seasoned and long-term valuation of Polish banks. The period since
the IPO of PKO BP has been adopted.
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September 2008, prior to the failure of Lehman
Brothers (see Figure 3.53). The improved market assessment of Polish banks is also confirmed
by the P/E ratio. The ratio based on average
earnings from the last four years46 is still at a
much lower level than in the record 2007 year
(see Figure 3.54).
Rating agencies point to a relative good outlook
for Poland’s banking sector against the banking
sectors of Central and Eastern Europe47 . The
ratings of Polish banks have not changed consid-

erably since the publication of the prevoiusReport
(see Table 3.11). The ratings and their outlook
for Bank Millennium were downgraded following the downgrade of its parent entity. The rating outlook for BZ WBK was upgraded by Fitch
which pointed out that the bank is capable of reporting good earnings although it operates in difficult conditions. Following the merger of Getin
Bank and Noble Bank, Moody’s and Fitch have
assigned new ratings to this bank. They are close
to Getin Bank’s ratings.

Table 3.11. Ratings of Polish banks by Moody’s and Fitch

Long-term deposit
rating

Short-term deposit
rating

Outlook

A2 (A2)
A2 (A2)
A2 (A2)
Baa1 (A3)
Baa2 (Baa2)
Baa2 (A3)
Baa1 (Baa1)
A3 (A3)
Ba2 (Ba3)
Baa2 (Baa2)
A3 (A2)
Baa3 (Baa3)
Long-term rating

P-1 (P-1)
P-1 (P-1)
P-1 (P-1)
P-2 (P-2)
P-2 (P-2)
P-3 (P-2)
P-2 (P-2)
P-2 (P-2)
NP (NP)
P-2 (P-2)
P-2 (P-1)
P-3 (P-3)
Short-term rating

STA (STA)
STA (STA)
NEG (STA)
STA (DNG)
NEG (NEG)
DNG (DNG)
NEG (NEG)
STA (STA)
STA (NEG)
STA (UPG)
NEG (STA)
STA (DNG)
Outlook

Pekao
ING Bank Śląski
BRE Bank
BZ WBK
Bank Millennium
Getin Noble Bank

Financial
strength
rating
C- (C-)
C- (C-)
D+ (D+)
D (D)
D+ (D+)
D (D)
D+ (D+)
D (D)
D- (D-)
D (D-)
D+ (C-)
E+ (E+)
Individual
rating
C (C)
C (C)
C/D (C/D)
C (C)
C/D (C/D)
D (D)

A- (A-)
A (A)
A (A)
BBB+ (BBB+)
A (A)
BB (BB)

F2 (F2)
F1 (F1)
F1 (F2)
F2 (F2)
F1 (F1)
B (B)

BOŚ

D (D)

BBB (BBB)

F3 (F3)

NEG (NEG)
STA (STA)
STA (STA)
STA (NEG)
NEG (STA)
bez wskazania
()
STA (STA)

Moody’s

PKO BP
Pekao
ING Bank Śląski
BRE Bank
BZ WBK
Bank Millennium
Bank Handlowy
BGŻ
Getin Noble Bank
BPH
Lukas Bank
BRE Bank Hipoteczny
Fitch

Notes: in brackets - as of end of November 2009. For definitions of ratings, see Glossary. The banks are
listed according to total assets.
Source: www.moodys.com, www.fitchpolska.com.

47

See "European Emerging Market Banks. Credit Trends and Industry Outlook in 2010", Moody’s.
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Figure 3.53.
banks

Price-to-book value ratio of Polish

Figure 3.55. Stock prices of parent entities of Polish banks
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Median

Note: the ratio based on data of banks comprising the
WIG-Banki index, excluding BPH (due to bank’s division), Getin Noble Bank (as a subsidiary of Getin
Holding included in the WIG-Banki index).
Source: Bloomberg.

Minimum - maximum range

3-2010

12-2009

9-2009

6-2009

3-2009

12-2008

9-2008

6-2010

3-2010

9-2009

Minimum - maximum range

12-2009

6-2009

3-2009

9-2008

12-2008

6-2008

3-2008

9-2007

12-2007

6-2007

0

3-2007

20

0

6-2008

40

1

Mean

Note: stock prices rescaled to 100 at the end of June
2008.
Source: Bloomberg.

Figure 3.56. Price-to-book value ratio of parent
entities of Polish banks
Figure 3.54. P/E ratio
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Source: Bloomberg.

Notes: see Figure 3.53. The ratio based on average
earnings from the last 4 years.
Source: Bloomberg.

Investors assessed Polish banks more favourably
than their parent entities. The stock prices of
parent entities of the largest Polish banks stabilised after a period of price increase recorded
since march 2009 (see Figure 3.55). Some shares
of parent entities recorded falls on concerns over
their strong presence in South European coun-
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tries.
The median of the price-to-book value ratio of
the parent entities of Polish banks is still below 1 (see Figure 3.56), but the P/E ratio shows
a slight improvement of market assessments, in
particular in comparison with March 2009. Val-
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uation of the parent entities of Polish banks is,
however, much lower than its record high levels
in 2007 (the ratio based on average earnings of
the past 4 years) (see Figure 3.57).

June 2007 (see Table 3.12). As the result of the
Greek fiscal crisis, the rating of EFG Eurobank
Ergasias, operating in Poland under the brand
name Polbank as a branch, were downgraded two
times. The ratings of Deutsche Bank and BNP
Figure 3.57. P/E ratio of parent entities of Polish Paribas were also downgraded due to the deteriobanks
ration in the assessment of their financial standing and the conditions in which they operated.
30
Any downgrading of ratings of the parent enti25
ties of Polish banks may result - similarly as in
20
the first half of 2009 - in rating downgrades of
their Polish subsidiaries.
15

CDS premia illustrating the risk of debt default
by the parent entities of Polish banks had been
5
stable until May 2010. As a result of the increase
in risk aversion and concerns over the future of
0
the financial sector institutions, triggered by the
debt crisis in South European countries, CDS
premia of some parent entities of Polish banks,
Note: see Figure 3.54
in particular banks headquartered in countries
Source: Bloomberg.
rated by investors as threatened by crisis, grew
strongly again. The risk premia of banks holdRatings of the parent entities of Polish banks ing bonds of South European countries in their
remain low, in particular when compared with portfolios also increased (see Figure 3.58).
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Figure 3.58. CDS premia for bonds of parent entities of selected Polish banks
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Table 3.12. Ratings of the parent entities of Polish banks by Moody’s

Parent entity

Long-term
deposit rating

Outlook

Polish
subsidiary

Unicredit
ING Bank

Financial
strength
rating
C (C)
C+ (C+)

Aa3 (Aa3)
Aa3 (Aa3)

STA (STA)
STA (DNG)

Commerzbank
AIB
BCP

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

Aa3 (Aa3)
A1 (A1)
A1 (A1)

NEG (NEG)
STA (STA)
DNG (NEG)

Citigroup
KBC
Raiffeisen Bank

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

A3 (A3)
Aa3 (Aa3)
A1 (A1)

STA (STA)
NEG (NEG)
STA (STA)

Rabobank
GE Corporation
EFG Eurobank
Ergasias

B+ (B+)
brak (brak)
D (C)

Aaa (Aaa)
Aa2 (Aa2)
Baa3 (A1)

NEG (NEG)
STA (STA)
DNG (NEG)

BNP Paribas

B- (B)

Aa2 (Aa1)

STA (NEG)

Nordea
Deutsche Bank

C+ (C+)
C+ (B)

Aa2 (Aa2)
Aa3 (Aa1)

STA (STA)
STA (NEG)

Credit Agricole

B- (B-)

Aa1 (Aa1)

NEG (NEG)

Pekao
ING Bank
Śląski
BRE Bank
BZ WBK
Bank
Millennium
Bank Handlowy
Kredyt Bank
Raiffeisen Bank
Polska
BGŻ
BPH
EFG Eurobank
Ergasias
Oddział w
Polsce
(Polbank)
Fortis Bank
Polska (BNP
Paribas Fortis)
Nordea Bank
Deutsche Bank
PBC
Lukas Bank

Rating
downgrade since
June 2007 r.
2
2
2
5
3
4
1
2
0
3

1

2
2
1

Notes: in brackets - as of end of November 2009. For definitions of ratings, see Glossary. Data on a group
of those among 20 largest commercial banks that have a majority foreign shareholder. Rating downgrade
expressed as the number of credit quality notches.
Source: www.moodys.com.

A possible renewed rise of risk aversion trig- stitutions, which would deteriorate the condigered by credit risk of the government bonds tions in which both parent entities and their subof euro area countries may result in more pes- sidiaries operate.
simistic market assessment of financial sector in-
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Chapter 4.

Non-bank financial institutions
The sector of non-bank financial institutions (NBFI) poses no major threats to financial
system stability. As NBFIs focus on providing conventional financial and insurance services, and the scale of relationships with banks is relatively small, their impact on the
situation of the banking sector in Poland is limited. On the other hand, a hypothetical
significant deterioration in the quality of the mortgage loans portfolio may affect the situation of some entities of the insurance sector as there is a strong concentration of the
insurance portfolio of these loans among non-life insurance companies.
In 2009, insurance companies had sufficient capital to carry out activities, and no
phenomena were reported that may have posed a threat to the stability of this sector. It
seems that the consequences of unfavourable weather conditions in the second quarter of
2010 will not pose a threat to the solvency of the insurance sector in Poland. However,
the claims paid and other benefits arising from damages caused by low temperatures and
heavy snowfalls in the first quarter of 2010, and floods and inundations in the second
quarter of 2010, will have an influence on the deterioration of technical results of the
non-life insurance sector.
The improvement of the situation in financial markets, the rise in stock prices in particular, contributed to the increase of assets of open pension funds and investment funds in
2009. In this period, pension fund management companies posted a modest fall in technical result compared with 2008, and, at the same time, a modest increase of net profit.
In 2009, investment fund management companies (TFI) recorded a significant decline of
revenues. This was primarily connected with a lower level of investment funds’ net assets
which form the basis for calculating the management fee which is the main source of revenues. In the nearest quarters, trends in financial markets, in particular price movements
in equity markets, will strongly influence investment results and development of the sector
of non-bank financial institutions.

Banks play a dominant role in Poland’s financial increased significantly. In 2009, assets of open
system. In the last decade, however, the im- pension funds (OFE) and investment funds (IF)
portance of non-bank financial institutions has increased considerably. The main growth fac-

Financial Stability Report – July 2010

75

Insurance companies I

tors were primarily the improved situation in
financial markets, a rise in stock prices of companies listed on the Warsaw Stock Exchange,
and the inflow of pension contributions to OFEs
(21.5 billion zlotys in 2009). The rise in their
assets was also supported by investment results
recorded by OFEs and IFs. As a consequence,
the ratio of NBFI assets to bank assets started
to increase again in 2009 (see Table 4.1).

cate that the market structure has changed since
then.
Table 4.2. Mutual exposure of banks and nonbank financial institutions, balance-sheet value (in
zloty billion)
Loans and other banks receivables
from insurance companies (ZU),
pension funds (FE)
and investment funds (FI)
ZU FE
FI
2007 0.1 0.0
2.6
2008 0.1 0.1
2.7
2009 1.6 0.3
4.1
Deposits and banks liabilities
to insurance companies (ZU),
pension funds (FE)
and investment funds (FI)
ZU FE
FI
2007 10.6 3.5
8.2
2008 23.7 2.3
4.7
2009 18.1 3.6
5.4

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

2007
2008
2009

OFE
140
138
179

NBFI
ZU
FI
127 134
138 73.9
139 93.2

NBFI/Banks
Banks
792.8
1039
1061

50.50%
33.70%
38.70%

Notes: for OFE and FI - net assets.
Source: Analizy Online, UKNF, NBP.

Note: figures presented in the table refer both to employee pension funds and open pension funds. As
Non-bank financial institutions’ exposure to value of assets of employee pension funds is insignificant, only OFE are analysed in the later part of the
banks is very small (see Table 4.2). The rela- text.
tively small scale of bilateral exposures between Source: NBP.

NBFI and banks means that the impact of nonbank financial institutions on the situation of
Poland’s banking sector is small, both through
the credit channel and the funding channel. In
addition, the impact of NBFI’ financial position
on the banking sector through the capital (ownership) channel is also small. It is the result of
a small value of shares of TFI, PTE and ZU
held by banks48 . On the other hand, a potential deterioration in the quality of mortgage loan
portfolio may have an impact on the situation of
some entities of the insurance sector as there is
a strong concentration of the insurance portfolio
of these loans among non-life insurance companies. In 2008, the entity with the largest insurance portfolio of mortgage loans collected around
fifty percent of the gross written premiums in this
insurance group, and available data do not indi-

4.1.

Insurance companies

Insurance premium
The decline in the economic growth rate in 2009
had an impact on the value of the gross written premium (hereinafter called "premium") collected by insurance companies. In the sector of
life insurance, a significant decline of the premium was recorded, and in the non-life insurance sector the growth rate of the premium went
down. (see Figure 4.1).
A 22.3% decline of the premium in the life insurance sector resulted primarily from a decline

48

The analysis of the influence of the situation in NBFI on the banking sector through different channels is presented
in the "Financial Stability Report - June 2009", NBP, Warsaw, 2009, p. 85-87.
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in the sale of bank deposit-linked policies. This
insurance policy is characterised by a high premium, which is why a large number of companies
decided to sell it in previous years to improve
their market position measured by the share in
the gross written premium of the sector. However, due to low margins for this type of insurance
many entities reduced selling or withdrew from
selling them in 2009. Moreover, during the economic slowdown the insured changed their preferences and showed lower demand for single premium investment products in favour of regular
premium products.

increase in net profits (see Table 4.3), which was
driven by high profit from investments. In 2009,
profit from investments (realised and unrealised)
net of operating expenses amounted to 8.1 billion
zlotys, while in 2008 the sector recorded a loss on
investments in the amount of 6.2 billion zlotys.

In the life insurance sector, the profit increased
by 59.2% despite a decrease of gross written premium. The improvement in the sector’s earnings was largely supported by a reduction in sales
of bank deposit-linked products. With a high
premium, this insurance is characterised by low
profitability, which results, among others, from
high acquisition costs. The technical result of
Figure 4.1. Growth rate of gross written premium
life insurance companies, which reflects the result
in the insurance sector
on insurance activities, also improved. However,
60%
some entities with a smaller market share and
50%
high overhead costs, reported a negative result
40%
on insurance activities.
30%
20%
10%
0%
-10%
-20%
-30%
12-2007
Life insurance sector

12-2008

12-2009
Non-life insurance sector

Source: UKNF.

The factors that significantly influenced the level
of premiums collected in the sector of non-life insurance were the decline in new car sales and, to
a smaller degree, a modest fall in property prices.
A decline in banks’ lending growth rate also contributed to the fall in the premium for mortgage
loan insurance.
Earnings
Despite the decrease of the gross written premium, the earnings of insurance companies as
a whole were better than in the previous year.
The life insurance sector recorded a significant

An adverse impact on net earnings of the nonlife insurance sector was primarily due to the deterioration in the results of insurance activities,
caused by an increase in loss ratio in the second
half of 2009 and the increase of the share of operating expenses in gross written premium (from
25.7% in 2008 to 27.8% in 2009). Among key reasons for the increase of the gross loss ratio (see
Table 4.2.) the following should be mentioned:
• increase by around 22% in the number (and
value) of claims in motor insurance, which
represent the largest group of insurance in
terms of the share in gross written premium (59%), and a simultaneous one digit
percent increase of the premium. The increase in the number and amount of paidout claims resulted from a rise in the number of insured vehicles, rise in the claims
frequency and a factor of one-off nature
- shortening of the average time in which
claims are paid out, which may have been
influenced by the imposition of fines for
non-compliance with the statutory maxi-

49

In 2009, Polish Financial Supervisory Authority imposed 10 such fines, in the first five months of 2010 - another
13 fines.
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mum timeframe for claim pay-out

49

.

• accumulation of unfavourable weather conditions, which had an impact on the loss
ratio in the commercial line business insurance and insurance of dwellings against
natural disaster risks. Accidental damage
insurance of dwellings is the second largest
group of insurance policies, in terms of
share in gross written premium (18%).
• strong price competition on the part of insurance companies that sought to improve
their market position (measured with gross
written premium) by using direct sale and
online sale.
In the non-life insurance sector as a whole, the
gross loss ratio increased from 60.8% at the end of
2008 to 66.5% at the end of 2009. A particularly
marked increase in the loss ratio was recorded in
the second half of 2009, which may be reflected
in the earnings of non-life insurance companies
in successive financial years.
Figure 4.2.
ance sector

Gross loss ratio in the non-life insur-

68%

Source: UKNF.

12-2009

6-2009

12-2008
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12-2007

6-2007

12-2006

60%
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In the first quarter of 2010, net profit of life insurance companies amounted to 979 million zlotys,
while non-life insurance companies recorded a 32
million zloty loss. The financial loss of the nonlife insurance sector resulted from a significant
worsening of technical results. This was caused
by a rise in gross claims paid out in the motor
insurance sub-sector and a 54% rise (2010Q1 /
2009Q1) of gross claims paid in the group of natural disaster insurance due to damages caused by
bad weather (long and severe winter). The total
gross claims paid out in this sector increased by
around 15% (2010Q1 / 2009Q1). The rise of operating expense by around 10% also contributed
to the worsening of the sector’s financial results.
Investments of insurance companies

64%

56%

The financial results of individual non-life insurance companies in 2009 were highly discrepant.
Some companies posted losses and their results
- except for claims paid out - were mainly influenced by the rise in operating expenses in relation to gross written premium (including a high
share of new policies’ acquisition cost). Technical loss incurred by some insurance companies
was partially netted with profits on investment
of own funds.

Insurance companies are required to maintain the
asset structure matching the maturity and currency structure of liabilities arising from insurance contracts. Acting in line with statutory
regulations, insurance companies pursue a conservative investment policy. Term deposits and
debt securities issued or guaranteed by the State
Treasury accounted for 79.7% of investments of
insurance companies at the end of 2009 (excluding life insurance investments, where the expense
and risk are borne by the insured) (see Figure
4.3).
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Table 4.3. Financial results of the insurance sector

Life insurance sector
Gross premiums written
Technical result
Net investment income
not included in technical result
Net profit
Non-life insurance sector
Gross premiums written
Technical result
Net investment income
not included in technical result
Net profit

6-2008
(mn zloty)

2008
(mn zloty)

6-2009
(mn zloty)

2009
(mn zloty)

3-2010
(mn zloty)

2009/2008
(in %)

18 701
1 617
9

38 986
3 453
-347

13 939
2 488
305

30 281
4 239
650

7 693
1 053
163

-22.3%
22.8%
-287.2%

1 344

2 506

2 300

3 989

979

59.2%

10 325
760
2 482

20 306
719
2 896

10 876
207
2 270

21 062
-281
3 264

5 842
-355
392

3.7%
-139.1%
12.7%

3 020

3 277

2 239

2 579

-32

-21.3%

Source: UKNF.

The above mentioned decline in bank depositlinked insurance policies led to the fall of the
share of bank deposits in the portfolio of insurance companies from 21.8% at the end of 2008 to
16.2% at the end of 2009. As individual insurance companies placed most bank deposits in one
bank of their choice, Office of the Polish Financial Supervision Authority (UKNF) introduced
additional prudential requirements for large asset concentration of a company in one entity 50
and increased the amount of required regulatory
capital earmarked to cover the solvency margin.

sured amounted to 31.6 zloty billion. These investments have no direct impact on earnings and
risk level of insurance companies.

Figure 4.3.
companies

Structure of investments of insurance
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ticipation units accounted jointly for 6.2% of
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the investment portfolio. The share of bonds
Debt securities
Investments in subordinate entities
other than Treasury bonds (or guaranteed by the
Equities
Loans
State Treasury), including corporate bonds, in
Bank term deposits
Participation units and certificates of investment funds
the investment portfolio of insurance companies
Real estate
amounted to 2.6%. Credit risk borne by insurOther investments
ance companies on investments in non-bank debt Note: the share calculated without taking into account investments where investment risk is borne by
securities can therefore be assessed as low.
clients.
At the end of 2009, the value of life insurance Source: UKNF.
investments where the risk is borne by the in50

"Release of Office of the Polish Financial Supervision Authority of 15 April 2009 regarding assets covering insurance
provisions", available on www.knf.gov.pl
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According to existing regulations, a significant
portion of financial assets of insurance companies is not marketable and is held to maturity.
Insurance companies assess the value of financial instruments held to maturity according to an
adjusted purchase price. Therefore, short-term
price movements of these instruments are not directly reflected in insurance companies’ earnings.
Solvency and capital position of insurance companies

insurance portfolio comprised nearly half of the
market (measured by gross written premium),
the ratio of own capital to the required capital
was higher than 300% (see Figures 4.5 and 4.6).
At the same time, unfavourable trends were observed among smaller entities. In 2009, the number of companies with the activity monitoring ratio between 150%-200% decreased, and the number of companies with the activity monitoring
ratio between 100%-150% increased.
Figure 4.5.

Distribution of activity monitoring

Figure 4.4. Activity monitoring ratio in the insurance sector
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In 2009, insurance companies had sufficient cap- ratio in life insurance sector
ital to carry out activities and no phenomena
60%
were reported that may have posed a threat to
50%
the stability of this sector. The ratio of capital
40%
of insurance companies to the mandatory safety
30%
level is reflected by the activity monitoring ratio
20%
(capital adequacy). In life and non-life insurance
10%
companies, the ratio exceeded the required level
3.5 times (see Figure 4.4). A significant fall of
0%
the activity monitoring ratio in the non-life insurance sector at the end of 2009 resulted from
the pay out by PZU of a high advance payment
Activity monitoring ratio
in the amount of 12.75 zloty billion on account
12-2007
12-2008
Source: UKNF.
of dividend for 2009.

12-2009

According to preliminary balance-sheet data
published by UKNF, at the end of 2009, insurance companies had assets earmarked to cover
technical reserves, and their financial ratios relating to key solvency ratios were correct. UKNF
announced in a release that in the case of insurance companies, whose ratio of investment
concentration in individual banks was relatively
high, it would be advisable to obtain additional
capital to secure these companies against concentration risk 51 .

Non-life insurance sector

In May 2010, one non-life insurance company
(with a share in gross written premium below
2%) announced that at the request of the audiFor the majority of insurance companies, whose tors it had created higher provisions as at the
Source: UKNF.

51

"Release of 11 September 2009 from the meeting of UKNF management with representatives of management
boards of insurance companies in Poland", available on www.knf.gov.pl
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end of 2009. Due to the need to create higher
provisions, the ratio of coverage the margin with
own capital amounted to 85.9%. Thus, the company did not meet the statutory capital adequacy
requirements at the end of 2009. It was also announced that measures had been taken to restore
proper financial ratios, and at the end of April
2010 the ratio of coverage of solvency margin
with own capital amounted to 90.1%52 . Moreover, on 2 June 2010, the shareholders meeting
of the second largest non-life insurance company
resolved to raise the company capital by 50 million zlotys to increase the coverage of solvency
margin with own capital.

in yields by half) would not result in a decline in
insurance companies’ own capital on a scale leading no non-compliance with the statutory capital
adequacy ratios at the sector level.
Non-life insurance companies are able to absorb
the effects of cat-risk materialisation. The analysis assuming a scenario where the amount of
claims paid out would be three times higher than
in the case of the 1997 flood shows that claims’
pay-out in this amount will not endanger insurance companies’ solvency.

>300%

250-300%

200-250%

150-200%

100-150%

<100%

Share in premium

In September 2009, UKNF announced that it
would recommend stress tests to be carried out
by insurance companies according to the methodology developed and published by UKNF. The
Figure 4.6.
Distribution of activity monitoring
tests will be performed by insurance companies
ratio in non-life insurance sector
themselves, and the results will be submitted to
60%
the supervisory authority. The first examination
50%
of insurance companies in which these instru40%
ments were used was scheduled for the end of
2009. For insurance companies, the key benefit
30%
of the examination is that existing threats will be
20%
diagnosed and management improved. Assess10%
ment of solvency, capital adequacy and adequacy
0%
of asset allocation limits in insurance companies
in the Solvency II context of the project is to be
an additional purpose of these activities.
Activity monitoring ratio

12-2007

12-2008

12-2009

Source: UKNF.

Expert analyses show that insurance companies’
capital levels ensure resilience to the effects of
adverse disturbances in their economic environment. Insurance companies are most exposed to
interest rate risk and equity price risk. The sensitivity of insurance companies’ financial situation
to these risks is markedly higher in the case of
life insurance companies. This stems from higher
value of their assets, and, at the same time, a
similar level of own capital of entities in both
subsectors. However, even very large changes in
prices in equity markets (fall in prices by around
50%) and Treasury debt securities markets (rise
52

Reinsurance of insurance companies
A reinsurance program adjusted to the risk profile of individual insurance companies is aimed,
among others, at mitigating risk in individual
companies, adjusting for seasonal fluctuations of
financial results and securing against financial effects of cat-losses. The share of reinsurers in risk
ceded by insurance companies is measured by the
premiums retention ratio and claims retention ratio.
The share of reinsurers in the life insurance sector
was relatively small. This was the consequence
of risk dispersion and relatively small sum insured in individual contracts. Only individual
contracts with a large sum insured were covered

"Dziennik Ubezpieczeniowy" No 99 (2500), dziennikubezpieczeniowy.pl.
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by reinsurance programs. Premiums retention
ratio in non-life insurance sub-sector amounted
to around 90%. Premiums retention and claims
retention ratios were at a similar level which implied that cedents and reinsurers shared risk in
proportion to their share in premium.
Companies operating in Poland were primarily
reinsured by foreign entities and, to a lesser degree, by entities operating on the domestic insurance market. This resulted form the need to
adjust the range of reinsurance to long-term reinsurance contracts negotiated by insurance companies and from the need to disperse risk.
Potential risk areas
Reducing the sales of bank deposit-linked policies should contribute to stabilising earnings of
life insurance companies and improving capital
adequacy ratios in this sector. In the non-life insurance sector, financial results will be primarily
influenced by strong price competition between
companies, which is connected with attempts of
individual companies to strengthen their market
position. If some companies withdraw from selling policies at underpriced premiums, their earnings should be expected to improve further
It is difficult to assess the value of bad weather
claims in the second quarter of 2010 but it is already clear that it will be far higher than the
claims arising from 1997 flood. The value of
losses amounted to 7.87 zloty billion in 1997 and
the value of claims paid out was 0.87 zloty billion.
It is estimated that the value of claims to be paid
out on account of the 2010 flood may range from
1 to 2 zloty billion. The factors that will have
an influence on the amount of compensation for
flood and inundation-related damages paid out
by insurance companies include: higher value of
insured property and higher than in 1997 flood
costs of prevention and liquidation of the effects
of flood covered by insurance companies (protecting and reconstructing levees and rescue team

and equipment costs). In addition, according to
preliminary estimates, half of properties exposed
to the effects of flood damage were covered by
insurance as at the end of 2009, while in 1997,
only 10% of properties that suffered flood losses
had been insured. A higher than in 1997 value of
claims net of reinsurance paid out by insurance
companies will also result from a smaller participation of reinsurers. In 1997, the participation
of reinsurers accounted for 50% of claims paid
out by insurance companies, while at the end of
2009, the participation of reinsurers amounted to
around 20%.
Bearing in mind the scale of the flooding, UKNF
obligated insurance companies to submit, on a
weekly basis, information about the number of
flood losses, claims paid out and provisions created. In a release of 18 June 2010, the supervisory authority announced that until the date of
the release the clients of insurance companies had
reported 168 350 flood losses53 . The gross claims
paid amounted to 65.2 zloty million and provisions for outstanding claims - to 638.7 zloty million. However, the figures do not reflect the real
size of the insured losses as by 18 June 2010 not
all losses had been reported to insurance companies. In addition, the majority of the reported
damages were only provisionally assessed by loss
adjusters.
Preliminary assessment of the effects of the flood
and inundations, and the present level of insurance provisions as well as capital of insurance
companies permit to expect that although pay
out of claims should pose no threat to the solvency of the insurance sector as a whole, it will
contribute to reducing its technical result. Insurance companies are required to create adequate
cat-losses provisions, and assets to cover these
provisions are earmarked for payment of claims
should the risk materialise. The effects of the
flood may have an impact on the financial position of smaller insurance companies in which
the share of insurance against disaster damage

53

"Release on flood damages reported to insurance companies", Polish Financial Supervision Authority, 18 June
2010, available on www.knf.gov.pl.
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is high in relation to own funds. The fact that 4.2.
Pension fund management
should be taken into account when assessing the
companies and open penimpact of claims on the stability of individual
sion funds
insurance companies is that claims paid out net
of reinsurance by individual insurance companies
will be reduced by claims paid out by reinsurFinancial results of pension fund maners which depend on individual reinsurance proagement
companies
grams.
The financial results of pension fund management companies (PTE) depend on the value of
Despite a relatively small significance in gross assets they manage but do not directly depend on
written premium (3.5% in 2009), the portfolio the investment results attained by open pension
of financial insurance (credit insurance and sure- funds (OFE). In 2009, there was a modest decline
tyships), may impact the stability of some com- in PTEs’ technical profit, representing the differpanies. A significant portion of insurance con- ence between revenue and cost of OFE managetracts is characterised by unbalanced risk mea- ment. Both revenues and costs of PTE increased
sured with "Rate on Line" ratio 54 . This ratio is in comparison to 2008, but technical profitabilvery low in the case of a large number of finan- ity of pension fund management companies went
cial insurance and therefore it is difficult to place down due to a quicker increase in costs. Acquiit on the reinsurance market. Moreover, there sition costs, which increased by 20% compared
is a strong concentration in Poland of mortgage to 2008 (see Table 4.4), mainly pushed up costs
loan insurance and suretyship in a few companies in 2009. The rise in acquisition costs was acspecialising in this type of product. In 2007, the companied by a fall in marketing and advertising
share of one entity in the insurance portfolio of costs, which implies PTE considered contacting
mortgage loans (measured by gross written pre- with OFE members by salesmen as a more effecmium) amounted to around 50%. Available data tive form of acquiring new clients. At the end
do not indicate that the structure of this market of December 2009, only one pension fund manhas changed significantly. If the quality of mort- agement company posted a negative financial regage loans worsens significantly, the financial po- sult (which was the effect of the strategy of this
sition of companies that exhibit a high share of PTE geared towards increasing market share and
such policies in their portfolio and whose insur- the related very high acquisition costs), and two
ance portfolio has not been properly secured by PTE posted negative technical profitability on
a reinsurance program may worsen.
OFE management.

54

"Rate on Line" ratio is the quotient of the premium and the limit of liability. The reverse of the ratio shows
the time (in years) for which (annual) premium should be collected to cover financial expense related to a given
damage. If the insured event occurs before the lapse of this time, the insurance company becomes liable for covering
the expense from its own funds.
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Table 4.4.
million)

Financial results and technical profitability of pension fund management companies (zloty

Revenues from OFE management
- contribution fee
- management fee
OFE management costs
- obligatory costs
- other costs
Technical profit on OFE management
PTE net profit
Technical profitability on OFE
management (in %)

2007

2008

2009

1 737

1 895

2 032

Change 2009 /
2008 (in %)
7.2

1 056
587
961
426
534
776

1 226
586
1 050
428
622
845

1 302
640
1 210
494
716
822

6.2
9.2
15.2
15.6
15.0
-2.7

696
45

731
45

766
40

4.8
-5 pp.

Note: technical profit margin - relation of technical profit to revenues from OFE management.
Source: UKNF.

Figure 4.7. Technical profitability of pension fund
management companies versus the value of open pension funds’ assets

Technical profitability
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icance of management fees grows. The year 2010
should see a significant increase in the share of
management fees in PTE revenues since under
the law of 26 June 200955 , the amount of the
maximum commission on premium was cut to
3.5%. Until January 2010, most OFE charged
a contribution fee amounting to 7% of the premium.
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Note: data at end of 2009
Source: NBP calculations based on UKNF data.

Contribution fees on premiums charged irrespective of the situation on the financial market continue to be the main source of revenue for PTE,
although as OFE asset value increases, the signif-

At the end of September 2009 and the end of
March 2010, all pension funds generated positive 36-month returns which were higher than the
minimum required rate of return (MWSZ). Since
March 2007, the spread between the lowest and
highest rate of return posted by the funds has
been diminishing, as also did the difference between the minimum required rate of return and
the lowest rate of return in the sector. The fact
that the lowest rate of return approaches the
MWSZ gives rise to the risk of a shortfall (see

55

Law of 26 June 2009 amending the law on the organisation and operation of pension funds (Journal of Laws No
127/2009, item 1048).
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Figure 4.8).
Figure 4.8. Rates of return of open pension funds
70%

sharply. The rise in the value of OFE units observed since the second quarter of 2009 causes all
funds to generate - according to the simulation
assumptions - higher 36-month rates of returns
than the MWSZ.
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Figure 4.9. Simulation of rates of return of open
pension funds
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Note: MWSZ/SWSZ/MXSZ/MNSZ - minimum required/ weighted average/ maximum/ minimum rate
of return of open pension funds.
Source: NBP calculations based on UKNF data.

Fund management companies minimise the risk
of failing to attain the minimum required rate
of return by making the structure of their investments resemble the market average weighted
structure of investments. Such activities are
taken by funds particularly after the release
of annual and semi-annual financial statements
with detailed data about the components of the
investment portfolios of other funds.
The simulation of future rates of return in OFE,
carried out at the NBP has assumed that the
value of unit in the nearest several months will
remain on the level of April 2010 in all OFE.
The results of the simulation indicate that spread
between the lowest rate of return recorded by
pension funds and the minimum required rate of
return has gradually increased. The simulation
also shows that until September 2011 all entities will generate a rate of return exceeding the
MWSZ, which will imply the absence of supplementary payments to OFE. The MWSZ calculated in March and September 2011 will include
periods from March 2008 to March 2011 and
from September 2008 to September 2011, respectively, and in 2008 the values of units went down
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Note: MWSZ/MNSZ/Difference - minimum required / minimum rate of return of open pension
fund/difference between MNSZ and MWSZ.
Source: NBP calculations based on UKNF data.

The mechanism for setting the minimum required rate of return does not protect OFE members form losses incurred by funds in financial
markets as it is the clients of OFE on whom all
losses that do not lead to a shortfall are burdened
with. This could be observed particularly in 2008
when negative rates of return generated by pension funds did not translate into the occurrence
of shortfalls and the need for supplementary payments to OFE. In mid-2007, the risk of loss in
pension funds could incur, calculated on the basis of a three-year investment horizon and with
one-day rates of return, started to rise. The trend
came to a halt only in 2010, when the spread of
the value at risk between individual funds decreased significantly, particularly in the period
of falls in share prices on the Warsaw Stock Exchange. After the reversal of trend in the equity
market and the upward trend in prices of these
securities observed from the first quarter of 2009,
at the end of March 2010 the average weighted
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value of unit amounted to the level comparable nies that manage open pension funds with the
with the highest levels generated in the second largest assets have relatively small capital comand third quarter of 2007.
pared to the assets of the funds they manage.
However, the significant impact of earnings of the
The capital requirements for pension fund manlargest funds on the minimum required rate of reagement companies have a significant impact on
turn reduces the shortfall risk and the need for
the financial stability of the fully funded part
supplementary payments by PTE.
of Poland’s pension system. Capital collected
by pension fund management companies may be
Figure 4.11. Ratio of pension fund management
used to cover losses when the rate of return gener- companies’ capital to the value of 1% of open penated by the fund managed by PTE is lower than sion funds’ assets they manage
the MWSZ. Equity capital is used to cover short12
falls when there are no funds on the reserve ac10
count and in the additional section of the Guarantee Fund.
8
6

Figure 4.10. Value at Risk
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Note: VaR set on the basis of data from 1 January
2000 to 31 March 2010. Value at Risk was calculated
on the basis of daily rates of return from three-year
periods.
Source: NBP calculations based on data available on
www.bossa.pl.

In 2009, the average value of PTE asset-weighted
equity capital increased in comparison to the capital accumulated as at the end of 2008. At the
same time, the average ratio of PTE capital to
1% of the value of OFE assets decreased due to
a relatively high growth rate of the funds’ assets (see Figure 4.10). Among some pension fund
management companies, particularly those managing funds with small- and medium-sized assets,
the capital buffer exceeded the market average
significantly. Pension fund management compa-
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-1.0%
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Note: data as at year end.
Source: NBP calculations based on UKNF data.

The value of funds that need to be paid additionally to the fund is expressed in relation to
net assets of a given OFE, which implies that
the larger the OFE assets, the bigger the nominal value of additional payment to the fund with
the same difference in rates of return expressed
in percentage points. The PTE capital requirements do not currently depend on the value of
assets of the managed fund. The minimum required equity capital is the same for all PTE.
Taking into account the level of equity capital as
at the end of December 2009, the average value
of shortfall a PTE would be able to cover from
its equity amounts to around 2-3% of the value
of assets of open pension funds it manages. However, there has been an instance of a shortfall exceeding 7.6% of OFE assets since the time when
OFE started to operate in Poland. Therefore, to
enhance the stability of the fully funded part of
the pension system, it would be desirable to tie
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the value of PTE equity capital with the value
of OFE assets so as to ensure that capital is adequate to the amount of potential liabilities arising from a shortfall. It seems that in the nearest
time legislative activities should be undertaken
to regulate the issue of the amount of PTE equity in relation to the value of net assets of the
fund managed by a given PTE. A similar standpoint in this matter was presented by the Polish
Financial Supervision Authority56 .
To make an appropriate assessment of PTE stability it would also be beneficial to introduce such
regulations according to which acquisition costs
for the needs of calculating capital requirement
would diminish PTE equity capital at the moment these costs have been incurred, irrespective
of the accounting approach used by the PTE.
Figure 4.12. Ratio of pension fund management
companies’ capital to the value of 1% of open pension funds’ assets they manage versus funds’ assets
PTE capital/ 1% OFE assets

10

an impact on the decrease of the share of equity in the investment portfolio in 2008 and at
the beginning of 2009. The rise in equity prices
observed since the beginning of the first quarter of 2009 contributed to a gradual rise in the
share of domestic equity in the portfolio of open
pension funds. At the end of March 2010, this
share exceeded 32%. In OFE investments, domestic non-Treasury debt securities have gained
in importance, and at the end of March 2010
they accounted for 5% of the investment portfolio. This has been the largest exposure to these
instruments since June 1999. The significant increase in the share of non-Treasury debt instruments was mainly connected with the purchase
by OFE of BGK bonds issued for the National
Road Fund. These securities are guaranteed by
the State and therefore are characterised by a low
investment risk. The purchase of these bonds
made them the third largest component of the
investment portfolio in terms of the size of exposure, after government bonds and shares listed
on the regulated market.

8

Figure 4.13. Structure of investment portfolios of
open pension funds
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Source: NBP calculations based on UKNF data.

Other

Source: UKNF.

The structure of investments of open pension
funds is primarily determined by investment limits laid down in legal acts, the situation in fi- The payment of periodical, fully funded pennancial markets and supply of financial instru- sions from the funds accumulated in open penments. The turmoil in the financial markets had sion funds started in 2009. The amount of the
56

"Release by the Polish Financial Supervision Authority of 28 January 2010 on capital adequacy of PTE" available
on www.knf.gov.pl
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pensions was, however, insignificant - the annual
amount of payments amounted to around 91 000
zlotys. These pensions are paid to women who
retired at the age of 60 and whose contributions
had only been collected in ZUS for most of their
economic activity life. The small amount of pensions paid to pensioners did not have an impact
on the composition of the investment portfolio.
It seems, however, that in the long term the increase of these amounts may influence investment
decisions of fund managers as employees born in
successive years will be retiring.
∗∗∗

regarding institutions paying out pensions from
funds accumulated in open pension funds, as the
first payments of whole life pension annuities will
start in 2014.

4.3.

Investment fund management companies and investment funds

Changes in asset value and net inflow
to investment funds
Since the first quarter of 2009, a gradual increase
in net assets of investment funds has been observed (see Figure 4.14). It has been accompanied by a positive balance of cash inflow to these
institutions since May 2009 (see Figure 4.15).
However, while at the end of March 2010 the
value of pension funds’ assets amounted to the
level prior to the turmoil in financial markets, the
value of investment funds’ assets still remains at
a much lower level than the level observed in the
third and fourth quarter of 2007.
Net assets of investment funds

57
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If the proposals of the Ministry become effective,
they will significantly influence the financial situation of pension fund management companies
and may affect the safety and stability of the
fully funded part of the pension system. Irrespective of the proposals presented by the Ministry,
another matter important for the operation of
the pension fund sector is the lack of regulations

3-2007

zloty billion

Enforcing the proposal of the Ministry of Labour
and Social Policy regarding the organisation and
operation of pension funds may have a significant impact on the development and the stability of the fully funded part of the pension system in Poland57 . The Ministry proposed that
the premium transferred to OFE should be reduced from 7.3% to 3% of pension insurance contribution basis, persons who are 65 should have
the possibility of receiving lump sum payment
of funds collected in OFE (provided that the
amount of the contributions registered on the ac- Figure 4.14.
count of the insured held in ZUS allows it to pay
150
out a monthly pension in the amount of at least
130
twice the amount of minimum pension), and that
OFE members who are 55 (women) and 60 (men)
110
should be allowed to transfer the funds collected
in OFE or their portion to a separate pension
90
fund within the Social Insurance Fund. These
70
funds would be registered as social insurance contribution and would not be inherited.
50

Source: Analizy Online.

A different nature of investment funds and investment fund management companies has a
significant impact on the varied growth rate of

Assumptions to the draft law amending the law on fully funded pensions and some other laws of 6 January 2010.
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asset value of both institutions. The mandatory
requirement to transfer contributions to pension
funds supports quick growth of OFE assets. On
the other hand, around 34 zloty billion was withdrawn from the sector of investment funds from
November 2007 to April 2009, Cash inflow to
funds amounted to around 10 zloty billion from
May 2009 to March 2010. Despite a positive
balance of cash inflow, risk aversion may be observed among investment fund participants as
well as an asymmetrical reaction to market stimuli. Since May 2009, cash and money market
funds have enjoyed the biggest interest among
participants.

Figure 4.15.
funds

Monthly net inflows to investment
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Source: Analizy Online.

Financial results of investment fund
management companies
Preliminary data show that there was a significant decrease in revenues and profits of investment fund management companies in 2009. The
fall in revenues was related to a lower average net
value of investment funds’ assets in 2009 compared to 2008. The management fee is the main
source of revenues of investment fund manage-
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ment companies. The fall in net earnings was primarily caused by a quicker fall in revenues compared to costs. Investment fund management
companies limited mainly variable costs, including primarily costs related to the distribution of
participation units while fixed costs went up. In
2009, 14 out of 43 investment fund management
companies operating in the market generated a
financial loss. The losses were generated mostly
by investment fund management companies operating for a period shorter than three years as
the initial period of operation is connected with
high costs and relatively low revenues from fund
management.
∗∗∗
In 2009, the sale and repurchase of participation units were suspended by three investment
funds managed by one investment fund management company for the first time in the history
of the operation of the domestic market of investment funds. The suspensions stemmed from
problems in valuation of securities with embedded derivatives held in the portfolios of these
funds. A change in the valuation methodology
of these instruments resulted in a sharp decrease
in the value of participation units in three funds.
The investment fund management company that
suspended the sale and repurchase of units, and
valued the assets incorrectly paid out compensation in the amount representing 3.4% of its
own capital as at the end of 2007. This company maintained a positive financial result while
at the same time its own capital decreased by
55% at the end of 2008. This case shows the
scale of potential problems that may occur, if a
significant portion of funds’ assets is invested in
structured products with low liquidity, and the
investment fund management company managing their funds has small equity capital in relation to assets accumulated in funds.
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Table 4.5. Financial results and key ratios of the investment fund management companies sector compared
with the average monthly net asset value of investment funds (zloty million)

Revenues on operational activity
- management fee
Costs of operational activity
Pre-tax profit
Net profit
Average monthly value of net assets
Pre-tax profit margin on operational activity (in %)
ROE (in %)

2007H1

2008H1

2009H1

2 070.7
1 712.8
1 512.1
588.1
475.9
120 977.8

1 626.0
1 556.0
1 179.3
483.9
390.3
106 539.9

804.1
773.0
642.2
210.4
170.7
72 680.3

Change 2009H1 /
2008H1 (in %)
-50.5
-50.5
-45.5
-56.5
-56.3
-46.6

28.4

29.8

26.2

-3.6 pp.

78.3

75.1

32.0

-43.1 pp.

Note: ROE annualised.
Source: GUS, Analizy Online.

The suspension of the sale and repurchase of
participation units has also identified some areas of risk to which investment fund participants
are exposed. The main risk is the possibility
of investment funds to invest in securities with
embedded derivatives and structured products
while at the same time to show them in their
financial statements as debt securities. Absence
of information about increased risk underlying
this type of investment may lead to excessive exposure to this type of investment. In the sector of investment funds, no detailed regulations
are in place regarding the manner of calculating compensation granted to the participants of
investment funds arising from an incorrect valuation of a fund’s assets. The lack of regulations
at the level of the sector as a whole leads to discretion in formulating provisions in the statutes
and prospectuses regarding compensation calculation methods, which in the case a valuation error is made may result in setting the compensation without re-calculating the transaction for
the sale and repurchase of participation units.

Sharp falls in the value of net assets of the investment funds sector in 2008 and the suspension
of the sale and repurchase of participation units
by three investment funds operating in the market suggest that regulations should be changed to
enhance the safety of funds’ participants and to
protect their interests. Full protection of funds’
participants is not guaranteed by ambiguity of
present statutory provisions regarding the role of
depositary banks in acting on behalf of the participants of a fund against an investment fund
management company in matters related to a
damage caused by non-performance or improper
performance of tasks related to fund management and its representation58 , and the absence of
unambiguous requirements regarding the principles of setting compensations. In the meantime,
the confidence of fund participants in investment
fund management companies managing the fund
has a significant impact on the inflow of cash to
funds and thus on the financial position of investment fund management companies and development of the whole sector of collective investment
schemes.

58

Tasks and obligations of a depository are defined in chapter IV of the law of 27 May 2004 on investment funds
(Journal of Laws No 146/2004, item 1546 as amended).
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Glossary
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 net interest margin – ratio of net interest income posted in a given period less interest
income on securities held and net charges to provisions for impaired loans to assets in this period.
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.
Annualised data – in the case of cash flow data - the value of cash flow in a year; in the case of
data about balance (stock) - average value of balance in a year.
Auto casco insurance AC – comprehensive auto insurance of land vehicles, excluding track
vehicles, covering damage in automobiles or land vehicles lacking own drive - subsector no. 3 of
non-life insurance sector according to the Law on insurance activity.
Automobile third party liability insurance OC – third party liability insurance for land
vehicles with own drive - subsector no. 10 of non-life insurance sector according to the Law on
insurance activity.
Banking sector – all domestically incorporated commercial and cooperative banks as well as
branches of foreign credit institutions operating in Poland.
Basis risk – the risk that the change in the value of a hedge may not move in line with the value
of its underlying hedged position.
Commercial banks – all domestically incorporated commercial banks and branches of foreign
credit institutions.
Consumer loans – credit card lending, consumer instalment loans and other consumer loans to
natural persons.
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 ratio of operating costs to net income from banking activity.
Coverage of liabilities with cash flows – ratio of cash flows from operating activities to the
value of short- and long-term liabilities.
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Coverage of loans with cash flows – ratio of cash flows from operating activities to the value
of loans.
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.
Cross Currency Interest Rate Swap (CIRS) –instrument hedging interest rate risk and FX
risk simultaneously for a series of interest payments of a fixed maturity, calculated from nominal
amounts in two different currencies.
Debt service burden ratio (corporate sector) – the quotient of liabilities (residents and nonresidents) and the balance-sheet total. Data compiled by GUS based on F-01 reports are used for
calculations both on the level of the sector as a whole and on the level of individual enterprises.
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.
Domestic banking sector – domestically incorporated commercial banks and cooperative banks
functioning in Poland (without branches of credit institutions from other EU countries).
Effective interest rate – the ratio of interest income (cost) to average value of claims (liabilities)
in a given period.
Financial leverage – the ratio of liabilities to shareholders equity.
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.
Forward Rate Agreement (FRA) – transaction under which the parties are obliged to pay
interest on an agreed nominal amount for a defined period beginning in the future. The interest is
accrued according to the interest rate set on the contract date.
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 (i.e. before taking reinsurance into account) insurance claims
and benefits paid, taking into account the changes in the amount of provisions for unpaid gross
claims, to premiums earned, in percentages.
Gross profit rate – the quotient of gross profit and sales revenues.
Gross written premium – 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,
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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.
Impaired loan ratio – the ratio of loans with identified impairment to total loans.
Income buffer – the difference between households’ disposable income and loan servicing costs
and basic living costs.
Individual rating – a measure of a bank’s probability of default and need for support from third
parties, as assessed by Fitch. This measure reflects the exposure of the financial institution to risks.
This measure assesses: risk appetite and risk management of the institution, balance sheet structure
as well as size of the institution and diversification of activity.
Insurance provisions – provisions of an insurance company earmarked to cover current and
future liabilities that may arise from insurance contracts.
Interest Rate Swap (IRS) – transaction under which two parties are obliged to exchange interest
payments from given nominal amount for a fixed term. Payments are settled in the same currency
and valued with interest rate defined for each party. IRS rates presented in the Report are the fixed
interest rates paid in exchange for floating interest based on WIBOR.
Interquartile range – the difference between the value of the third quartile and the value of the
first quartile in the distribution of a variable.
Loan service burden ratio (corporate sector) – the quotient of bank loans (residents and
non-residents) and the balance-sheet total. Data compiled by GUS in compliance with F-01 reports
are used for calculations both on the level of the sector as a whole and on the level of individual
enterprises.
Loans with identified impairment – loans from portfolio B for which objective evidence of
impairment and decrease in the value of expected cash flows have been recognised (in banks applying
IFRS) or loans classified as irregular pursuant to the ordinance of the Finance Minister regarding
principles for creating provisions for the risk of banking activity (in banks applying Polish accounting
standards).
Net charges / Net movements in provisions and valuation allowances – charges to provisions less releases of 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 interest margin – the difference between interest income and interest expenses, divided by
average assets in a given period.
Net percentage – measure aggregating qualitative survey results; in the NBP senior loan officer
opinion survey, the net percentage is calculated as the difference between the percentage of assetweighted banks which eased credit policies (or observed a growth in loan demand) and the percentage
of asset-weighted banks which tightened credit policies (or observed a decline in loan demand).
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Negative values of the net percentage reflect the tightening of credit policy (decline in loan demand)
in net terms.
Net premium earned – part of the gross written premium (after excluding the share of reinsurance) payable to the insurance company for the risk borne in a given reporting period (set as a
written premium in the reporting period less the balance of unearned premium reserve as at the
end of the reporting period plus the balance of unearned premium reserve as at the beginning of
the reporting period).
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.
Operating cash flow – the value of cash flow form operating activity. The value of operating cash
flow was based on financial reports F-01, according to indirect method which adjusts net income as
follows: net income + amortisation + change in the value of reserves - change in the value of stocks
- change in the value of claims + change in the value of short-term liabilities + change in the value
of accruals - change in the value of accrued liabilities - profit from sold investments + loss from
sold investments - interest received (financial income) - dividends + interest paid (financial costs) exchange gain + exchange loss.
Operating costs – the sum of bank’s general expense and amortisation.
Overnight Index Swap (OIS) – transaction under which two parties are obliged to exchange
interest payments from given nominal amount for a fixed term. Payments are settled in the same
currency and valued with interest rate defined for each party. OIS rates presented in the Report
are the fixed rates paid in exchange for interest based on average O/N rate for the duration of the
contract.
Portfolio B – a portfolio of assets separated in banks’ prudential reporting, comprising claims
classified as available for sale or held to maturity, as well as all financial instruments (including debt
securities) classified as loans and receivables.
Price-to-book value ratio – ratio of the price of one share of a company to accounting value of
capital per share.
Specific interest rate risk – the risk of a change in debt instrument price/yield arising from factors
connected with the issuer’s or with the reference entity’s situation, subject to capital requirement
pursuant to Appendix 9 of Resolution No. 380/2008 of the Polish Financial Supervision Authority.
Support rating – measure of ability and willingness of parent entities and home country government to financially support the analysed institution.
Technical profit – the 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.
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 profitability in the insurance sector – ratio of technical result and net premiums
earned.
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Value-at-risk – maximum loss that can be incurred in a given time horizon with a given confidence
level, estimated on the basis of historical data.
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BFG
BIK
CDS
CEBS
CEIOPS
CIRS
COREP
CRD IV
CTI
DNG
ECB
FI
FINREP
FRA
FUS
GPW
GUS
IFRS/IAS
IRS
KDPW
KE
KNB
KNF
LIBOR
LTV
MWSZ
NBP
NEG
NIF
OFE

Bank Guarantee Fund
Credit Information Bureau
Credit Default Swap
Committee of European Banking Supervisors
Committee of European Insurance and Occupational Pensions
Supervisors
Cross Currency Interest Rate Swap
Common Reporting (CEBS standard on bank’s capital adequacy
reporting for supervisory needs)
Capital Requirements Directive IV (Directive relating to the taking up
and pursuit of the business by credit institutions)
Cost-to-income ratio
Rating under review by agency for a possible downgrade
European Central Bank
Investment funds
Financial Reporting (CEBS standard on bank’s financial situation
reporting for supervisory needs)
Forward Rate Agreement
Social Insurance Fund
Warsaw Stock Exchange
Central Statistical Office
International Financial Reporting Standards / International
Accounting Standards
Interest Rate Swap
National Depository for Securities
European Commission
Commission for Banking Supervision
Polish Financial Supervision Authority
London Interbank Offered Rate
Loan-to-value ratio
Minimum required rate of return
National Bank of Poland
Negative rating outlook - expected downgrade
Non-bank financial institutions
Open Pension Funds
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OIS
POS
PAS
PTE
QIS
ROA
ROE
STA
TFI
ufk
UPG
UKNF
VaR
WIBOR
WIG
WIG–Banki
ZU
ZUS
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Overnight Index Swap
Positive rating outlook - expected upgrade
Polish Accounting Standards
Pension fund management companies
Quantitative Impact Study
Return on Assets
Return on Equity
Stable rating outlook
Investment fund management companies
Insurance investment fund
Rating under review by agency for a possible upgrade
Office of the Polish Financial Supervision Authority
Value at Risk
Warsaw Interbank Offered Rate
Main index of the Warsaw Stock Exchange
Index of banks listed on the Warsaw Stock Exchange
Insurance companies
Social Insurance Institution
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