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National Bank of Poland

The aim of this Report is to assess nancial system stability in Poland. Financial system stability is
a situation when the system performs all its functions in a continuous and eective way, even when
unexpected and adverse disturbances occur on a signicant scale.

The stability of the nancial

system is a necessary condition for ensuring sustainable economic growth.
The stability of the banking system is of particular importance for nancial system stability. Banks
play a crucial role in nancing the economy and settling payments.

They also perform another

important function, by providing products that allow other entities to manage their nancial 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 nancial system and to establish the necessary conditions for the
development of the banking system.
task of the central bank, i.e.

Financial system stability is closely related to the primary

maintaining price stability.

The nancial system plays a key role

in the transmission of monetary impulses to the real economy.

Financial system instability may

hamper the ecient implementation of the monetary policy. The analysis of the nancial system
stability also constitutes a necessary element of an ecient regulatory and supervisory policy in
the development of which the NBP plays an important role and which, together with the monetary
policy, contribute to maintaining sustainable economic growth. Another reason for the involvement
of the National Bank of Poland in activities supporting the stable functioning of the nancial 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
nancial institutions that are integral components of these systems.
The Financial Stability Report is primarily addressed to nancial 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 nancial system stability, including the assessment of its resilience to potential disturbances. Disseminating this knowledge should support the
maintenance of nancial stability through, among others, better understanding of the scale and
scope of risk in the nancial 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 nancial system stability.
The analysis conducted in this Report is based on data available up to 10 November 2011.

The

Report was approved by the Management Board of the National Bank of Poland at a meeting on 8
December 2011.
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Chapter 1.

Assessment of nancial stability and risk
outlook
Synthetic assessments of risks to Polish
nancial system stability
Data released since the publication of the previous Financial Stability Report in July 2011 point
to a continued improvement in the condition of

However, owing to the increased probability of
a signicant economic downturn, it is advisable
that banks conduct a prudent dividend policy. In
particular banks with high exposure to lending
in foreign currencies should strive to strengthen
their capital and liquidity positions.

The stabilisation of GDP

Due to the distinctive nature of nancial ser-

growth at a level above 4% in 2011 contributed

vices, including insurance, provided by non-bank

to lowering the cost of credit risk. Competition

nancial institutions (NBFI) and the relatively

for stable funding sources remained unchanged,

minor degree of connections with banks, the im-

which led to a slight increase in net interest mar-

pact of NBFIs on the situation of the banking

gins. As a result of these processes, banking sec-

sector in Poland is limited.

tor earnings rose in 2011 and will likely reach a

situation of the NBFI sector does not pose ma-

record high in nominal terms.

jor threats to nancial system stability.

the banking sector.

The loss absorption capacity of banks did not
change in the period covered by the Report. Average capital adequacy ratios declined slightly
but remained at high levels.

Since the onset

of the nancial crisis, no bank has required recapitalisation with public funds. The results of

Furthermore, the
The

easing of price competition in the non-life insurance sector in late 2010 and early 2011 enabled these institutions to return to positive territory in terms of technical results, which will
contribute to strengthening the sound functioning of the sector.

macroeconomic stress tests indicate that a signif-

The outlook for the environment of the Polish

icant majority of commercial banks possess suf-

economy, which will inuence the operating con-

cient capital to absorb the eects of a serious

ditions of the Polish nancial system, continued

economic slowdown and to meet the higher cap-

to deteriorate since the publication of the pre-

ital requirements temporarily recommended by

vious Report.

the European Banking Authority.

nomic growth in 2012 have been successively

It has to be

Forecasts concerning global eco-

emphasised that these analyses were conducted

downgraded during this period.

under very severe assumptions. The probability

global economic slowdown, along with the s-

of their materialisation can be assessed as low.

cal problems of a number of EU member states

Financial Stability Report. December 2011
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Table 1.1.

Synthetic assessment of domestic nancial system stability
Area of assessment

Change since the previous
edition of the Report

Banks' current nancial standing

K

Banks' shock absorption capacity



Non-bank nancial institutions' current nancial standing

K

Outlook for environment of Polish economy
Synthetic assessment of outlook for domestic nancial system
stability
Notes:

LL
L

K K - signicant improvement, K - improvement,  - no change, L - deterioration, L L - signicant deterioration.

Source: NBP expert assessment.

have resulted in continued tensions in interna-

solvency of systemically important nancial in-

tional nancial markets. A materialisation of the

stitutions forced the governments of many coun-

scenario featuring a slight decline in economic

tries to support these institutions with public

growth in Poland, in accordance with the Novem-

funds.

ber NBP macroeconomic projection, would not

recession, scal policy was expansionary, which

threaten domestic nancial sector stability. How-

contributed to curbing recession, but also to a

ever, there remains a high degree of uncertainty

sharp increase in public nance decits in a num-

with respect to the global economic climate in

ber of countries. In 2010 and 2011 the growing

the coming months, including the potential scale

levels of public debt and public nance decits

of slowed economic growth in countries that are

in several eurozone countries raised concerns re-

Poland's major trading partners.

Thus in the

garding their long-term solvency. These concerns

analysed period there has been an increase in the

were heightened by the insucient  in the view

risk of materialisation of threats to domestic -

of investors  pace of implementation of scal and

nancial system stability, which are summarised

structural reforms, aimed at restoring macroe-

below in the present chapter.

conomic stability.

Furthermore, in response to economic

This is reected in the high

yields of sovereign debt of these countries. These

Risk factors for Polish nancial system
stability

concerns adversely aect the condition of banks,
which are among the largest holders of sovereign
debt, and limits the possibility of recapitalising
nancial institutions from public sources.

Macroeconomic risk and funding risk

Ensuring the long-term solvency of countries

The main risk factor is the course of events in

with excessive levels of public debt requires the

the European Union and other developed coun-

implementation of large-scale scal consolida-

tries.

tion.

As a consequence of the global economic

Its goal should be the stabilisation and

and nancial crisis, there has been a higher de-

subsequent reduction of the public debt-to-GDP

gree of interdependence between macroeconomic

ratio. In the light of the deteriorating economic

trends, the condition of nancial institutions and

growth outlook, such a consolidation would have

the public nance sector in these countries. Dur-

a pro-cyclical eect, however, it is necessary in

ing the rst stage of the crisis, concerns over the

order to regain the condence of nancial mar-

8
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Table 1.2.

Main risk factors for domestic nancial system stability
Risk factor

Change in importance since the
previous edition of the Report

Risk of a renewed economic slowdown, which may be
accompanied by an increase in risk aversion and outow of
capital from Poland
Funding risk and FX swap rollover risk due to capital outow
from Poland
Risk of fall in condence towards banks resulting from ownership
changes
Notes:

K K

- signicant increase of risk,

decrease of risk.
Source: NBP expert assessment.

kets and stabilise public nances.

K

- increase of risk,

If, in turn,



- no change,

K
K
K
L

- decrease of risk,

sovereign creditworthiness.

L L

- signicant

The marginal eect

scal consolidation failed, this could give rise

to date of market turbulence on the prices of Pol-

to a negative feedback eect, where the mutu-

ish Treasury bonds is an indication of the positive

ally reinforcing concerns regarding the solvency

assessment of Poland's creditworthiness on the

of countries and nancial institutions result in

part of investors, which supports the view that a

a recurrence of economic slowdown, reduced liq-

possible increase in risk aversion may apply to a

uidity of nancial markets, the outow of capital

larger extent to other countries.

from emerging markets and diculties with renancing debt by nancial institutions.
The mechanism of such feedback would resemble the conditions during the aftermath of the
collapse of Lehmann Brothers in October 2008.
However, unlike 2008, the governments of many
developed countries are not capable of taking on
the risk accumulated in the balance sheets of nancial institutions. Due to the very low level of
interest rates in the world's leading economies,
the ability to counteract against the described
feedback eect by means of conventional monetary policy tools is limited.

In an environment of higher global risk aversion, a number of banks may encounter diculties with renewing swap transactions hedging the
risk associated with FX loan portfolios, as well
as rolling over other forms of market funding.
Increased risk aversion would also entail heightened market pressure for the develeraging of European banks, characterised by a continued increase in the cost of market funding, its reduced
availability and shorter maturities.

In such an

environment, the cost and availability of funding provided by strategic investors to Polish subsidiaries could also deteriorate.

An additional

If such a negative scenario were to unfold, it

factor that may lead to the deleveraging of Eu-

would lead to the materialisation of credit risk

ropean banks are the increased capital require-

and renancing risk in the Polish banking sector.

ments, which are to come into eect from mid-

A recurrence of turmoil in global nancial mar-

2012, particularly in the situation where banks

kets would cause a slowdown of economic growth

are not capable of obtaining capital through the

in Poland, which would eventually result in a de-

issuance of shares or the conversion of other types

terioration of loan quality. Slower growth would

of liabilities (e.g.

primarily be the consequence of reduced external

quality capital. Deleveraging may take the form

demand, as well as a forced procyclical response

of changing the structure of assets so as to in-

with regard to scal policy in order to maintain

crease exposures with low risk weights, which

Financial Stability Report. December 2011
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may induce banks to reduce their exposures to
subsidiaries operating in other countries, including Poland.

The risk of ownership changes
Some strategic investors of Polish banks, de-

Economic developments in recent months point

spite their high protability, may decide to sell

to the view that economic recovery in developed

Polish subsidiaries as part of a restructuring

countries may slow down due to the need to re-

programme.

duce imbalances in public nances and private

tain majority shareholders of banks operating

sector debt.

Current trends in global nancial

in Poland is dicult, the decision to sell their

markets also indicate increased probability of the

shares may also be forced by home country regu-

materialisation of such a scenario.

Due to the

lators (as a response to signicant capital needs)

lingering uncertainty concerning the implemen-

or (where public funds are involved) by the Eu-

tation of scal consolidation plans in euro area

ropean Commission.

countries, the probability of an intensication of

stability of the Polish nancial system it is essen-

the debt crisis in these countries combined with

tial that such processes take place in an orderly

increased volatility in nancial markets increased

manner, and that the new owners of banks ensure

and remains elevated.

their stable functioning. However, the process of

The consequences of a materialisation of credit

potential ownership changes is associated with

risk for the stability of the domestic nancial sys-

the risk of reduced condence towards banks un-

tem were the subject of macro stress test anal-

dergoing such a process.

ysis. The results of these tests point to a su-

probability of ownership changes in the Polish

cient resilience of the Polish banking sector. Due

banking sector, this risk has heightened in recent

to the minimal role of credit exposures to foreign

months.

counterparties, increased credit risk in the Polish
banking sector would primarily be related to an
economic slowdown in Poland.

As the nancial condition of cer-

In order to maintain the

Due to the increased

If necessary, domestic authorities are empowered
to apply instruments aimed at reducing the consequences of the materialisation of this risk. Such

sible materialisation of funding risk and market

instruments are included in the Act on Recapitalisation of Certain Financial Institutions 1 , which

turmoil on the condition of the banking sector.

enables the State Treasury to provide a guarantee

The scale of this impact will depend upon, i.a.,

to recapitalisation operations of nancial institu-

the nancial condition of strategic investors of

tions and to take over such institutions. Domes-

banks operating in Poland, as well as measures

tic business entities may also become involved in

taken by economic policymakers in the home

the process of ownership changes in the Polish

countries of these institutions.

banking sector.

It is dicult to assess ex ante the impact of a pos-

The Polish -

nancial system has so far demonstrated considerable resilience to market turmoil. The results of
stress tests, which include funding risk, indicate

Other risk factors

that reduced dependence on funding from foreign

In previous editions of the Report, the lending

parent entities would be favourable for the stabil-

outlook was identied as a potential risk. Eco-

ity of the domestic nancial system. This stems

nomic growth, should it continue at a rapid pace,

from the fact that a number of domestic banks do

was mentioned as a factor that could lead to the

not have sucient liquidity buers which could

risk of excessive credit growth, particularly in the

cover the potential outow of funds in a scenario

segment of housing loans. At the current junc-

involving the withdrawal of foreign capital.

ture, due to deterioration of the economic growth

1

Act of 12 February 2010 on the Recapitalisation of Certain Financial Institutions, Journal of Laws no. 40, 2010,

item 226, as amended
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outlook, the probability of materialisation of this

sible eects of an economic slowdown for

risk is judged by the NBP to be low, therefore

their protability.

it has been removed from the list of major risk

increasing capital would also be favourable

factors. In the long term, this risk may still ma-

in terms of banks' liquidity positions, as

terialise and thus requires constant monitoring.

the payment of dividends involves liquid
funds.

Recommendations

Earmarking prots for

High capital levels may also help

banks to obtain funding themselves if the
availability of funding from parent entities

The role of the Financial Stability Report, apart

is reduced.

from the analysis of risks, is to propose measures
aimed at containing these risks.

This is one of

2. Banks, whose liquidity position is particu-

the activities that the National Bank of Poland

larly sensitive to an intensication of mar-

performs, fullling its mandate to support the

ket turmoil or to the availability of funding

stability of the domestic nancial system.

within a capital group, should strengthen

As a result of assessing the risks to the stability
of the Polish nancial system presented in this
Report, the National Bank of Poland indicates
that the following measures would contribute to
further strengthening of the stability of the Pol-

their liquidity position.

Such measures

may involve a restructuring of funding,
supplemented if necessary by correcting asset growth plans. Banks should hold sucient liquidity, while banks holding a substantial share of nancial instruments de-

ish nancial system:

nominated in foreign currencies in their
1. Banks should pursue a dividend policy that
will allow them to hold sucient capital to maintain  even in the event of a
signicant deterioration of the macroeconomic outlook  a capital adequacy ra-

additional buer allowing them to cover
liquidity needs arising from transactions
hedging their FX position, also in an environment of signicantly higher zloty exchange rate volatility.

tio based on capital of the highest quality
(Core Tier 12 ) amounting to at least 9%.

3. In order to diversify sources of funding,

EBA recommends that the largest Euro-

banks should, to a much larger extent than

pean banks reach and temporarily main-

at present, obtain funding through the is-

tain capital adequacy ratios at this level.

suance of long-term debt.

Banks should also hold an additional capital conservation buer3 amounting to 2.5%.

banks could strive to obtain funding by is-

This recommendation applies in particu-

loans. Banks should use these instruments

lar to banks which are characterised by

to obtain funding from non-bank entities,

heightened sensitivity to disturbances in

rather than other banks.

their environment.

2

balance sheets should also maintain an

In particular,

suing debt securities secured by mortgage

This sensitivity may

result from high exposure of the bank to

4. Housing loans denominated in foreign cur-

foreign currency housing loans or a rel-

rencies should be a niche product, oered

atively low capital adequacy ratio calcu-

exclusively to borrowers who receive regu-

lated on the basis of highest quality cap-

lar income in the currency of the loan. The

ital. When preparing their dividend plans,

implementation of the recommendation of

banks should take into account the pos-

the European Systemic Risk Board of 21

Core Tier 1 capital is approximately equal to the sum of share capital and retained earnings, minus regulatory

deductions.
3
The concept of the capital conservation buer is described in Art. 123 of the CRD IV proposal.

Financial Stability Report. December 2011

11

Assessment of nancial stability and risk outlook

September 2011 should abate the growth

In a longer time frame, a necessary condition for

of FX housing loans. In particular, impos-

the economies of the European Union and other

ing stricter limits with regard to Loan-to-

developed countries with high levels of debt to

Value ratio should be considered as part of

return to a path of sustainable growth is the im-

supervisory policy.

plementation of credible scal consolidation pro-

5. It would be desirable to introduce a regulation, according to which the capital requirement for pension fund management
companies would depend on the scale of
activity of the open pension fund (OFE)
it manages.

grammes and structural reforms, which will allow
to increase the potential economic growth rate.
Their introduction will be a dicult challenge
due to the worries regarding their impact on economic growth rate, which currently is very low
in the developed economies.

A credible imple-

mentation of these measures will however con-

Apart from the above measures related to the

tribute to strengthening the global nancial sys-

nancial sector, in order to reduce macroeco-

tem and macroeconomic stability.

nomic risk in the Polish economy, it is neces-

crisis should also prompt economic policymakers

sary to steadily reduce the imbalances in pub-

to pay particular attention to long-term sustain-

lic nances, in a manner that is sustainable and

ability of public and private sector debt, so that

credible for market participants. An eective and

it will not exceed levels above which it exerts a

lasting consolidation of public nances will im-

negative impact on economic growth.

prove Poland's creditworthiness, which will con-

perience gained during the period of building up

tribute to sustainable long-term growth and sta-

of macroeconomic imbalances prior to the cur-

bility of the domestic nancial system. Economic

rent crisis should be used to develop domestic,

research indicates that a consolidation of public

pan-European and global institutional solutions

nances focused on limiting expenditure is more

in the area of scal and macroprudential pol-

benecial to economic growth compared to a reduction of public debt by means of raising taxes4 .

icy which will reduce the probability of unstable

The current

The ex-

booms and crises occurring in the future.

Box 1. Macroprudential supervision
The need for macroprudential supervision
The lack of a macroprudential approach to nancial system supervision is considered to be one

1

of the causes of the recent nancial crisis .

The dynamic growth of the share of nancial sys-

tem assets in relation to GDP has signicantly tied macroeconomic stability to nancial stability.
Stronger and more complex relations between the nancial system and the real economy have
led to a situation where the monitoring of individual institutions is no longer a sucient source
of information regarding the condition of the nancial system as a whole. Therefore, traditional
nancial supervision focused on individual entities (microprudential supervision) requires appropriate supplementation. Macroprudential supervision is a new component of the nancial safety
net that provides a solution to the identied regulatory gap.
The macroprudential approach to nancial supervision is based on an analysis of the nancial
system as a whole, its links with the real economy, as well as the early identication and response to
threats to nancial system stability. The primary aim of macroprudential supervision is containing
4

This is the conclusion of i.a. research conducted at the NBP, using a general equilibrium model  see e.g. J. Hage-

mejer, T. J¦drzejowicz, Z. óªkiewski, "Fiscal tightening after the crisis.

kredyt

12
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systemic risk, dened as the risk of distress in the nancial system that may have signicant adverse
eect on nancial markets and the real economy.

The organisation of macroprudential supervision
In most countries, discussions are still underway concerning the institutional arrangements for
macroprudential supervision.

Specic models have been implemented in several jurisdictions,

most notably, the European Union, the UK and US.

Table 1. Organs responsible for macroprudential supervision in the European Union, UK and US

Country

Authority responsible for macroprudential supervision

European European Systemic Risk Board (ESRB)
Union
The ESRB is a collegiate body with the leading role of central banks.
The ECB President chairs the ESRB General Board, which consists of
central banks governors from EU states. The ECB provides the
Secretariat for the ESRB, as well as analytical, statistical, logistical
and administrative support.
United
(Interim) Financial Policy Committee (FPC)
KingThe FPC was created as a collegiate body within the Bank of England.
dom
The Bank of England has a leading role in FPC, as it presides over
FPC and holds the majority of votes.
USA
Financial Stability Oversight Council (FSOC)
The Federal Reserve Board coordinates FSOC activities even though it
does not formally preside over it.
1

Date of
creation1
16 December
2010

17 February
2010
21 July 2010

Based on the date of passing the respective legal act.

The issue of institutional arrangements for macroprudential supervision is addressed in papers
published i.a. by the International Monetary Fund,

3 , Bank for International Settlements4 and the

5
G-30 . These papers indicate that macroprudential supervision should be entrusted to a central
institution or formal collegial organ with guaranteed independence, and that the central bank
should be given a prominent role in macroprudential policymaking and a key role in conducting
macroprudential supervision. This is due to the fact that central banks have proven analytical
resources and experience in the oversight of the nancial system and real economy. The institution
responsible for macroprudential supervision should have a clear mandate and be equipped with
an appropriate set of instruments to achieve that mandate.

Macroprudential supervision in Poland
The lessons learned from the recent nancial crisis and regulatory reform in the European nancial
system are determinants for strengthening the framework of nancial supervision in Poland. The
NBP supports the establishment of a Systemic Risk Council as the institution responsible for
macroprudential supervision in Poland, in which the central bank (NBP) should play a leading
role. The Council should be vested with the right to set the rate of the countercyclical capital
buer

6 and issue recommendations with regard to regulatory and supervisory policy, which would

prompt relevant institutions to undertake appropriate measures for the strengthening of nancial
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system stability, thus contributing to strengthening the macroeconomic stability of the Polish
economy.

1

Report by the High-Level Group on Financial Supervision in the EU (the `de Larosiere Report'), Brussels, 25

February 2009.
2
The term `macroprudential supervision' is frequently used interchangeably with the term `macroprudential
policy'.
3
Central Banking Lessons from the Crisis, IMF, May 2010.
4
Practical approaches to designing and conducting macroprudential policy, BIS, December 2010.
5
Enhancing Financial Stability and Resilience: Macroprudential Policy, Tools, and Systems for the Future, G-30,
October 2010.
6
The design of the countercyclical buer is specied in Chapter 4 of the proposed CRD IV Directive.
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Chapter 2.

Financial institutions' economic
environment
The rate of economic growth in most developed economies decreased in the second and
third quarter of 2011.

Poland's GDP growth rate remained stable.

As a result of the

eurozone crisis and related deterioration of the global economic growth outlook, the risk
of a signicant economic slowdown in Poland also increased.
In the second half of 2011 the situation in Polish nancial markets was mainly determined
by events in global markets, as well as economic and political developments, particularly
related to the unstable situation in a number of euro area countries.

Despite a global

increase in risk aversion, in the domestic interbank unsecured deposit market there were
no signicant changes in the perception of credit risk, which became lower than in the
eurozone.
i.a.

Yields on Polish government bonds continued to fall.

This was caused by

a major inow of non-residents to the domestic bond market, a relatively positive

economic growth outlook, a high degree of nancing the state's borrowing needs and
market expectations regarding a decline in interest rates.

The depreciation of the zloty

and increased volatility of the EUR/PLN exchange rate in the period from June to
September were largely the result of external factors. During this period, there was also
a temporary increase in the cost of obtaining foreign currencies for zlotys by domestic
banks in fx swaps and CIRS transactions.
Ask prices of ats in most large cities declined, both in the primary and secondary markets.
Falling prices were the result of an increased supply of ats.

The growing number of

building permits issued points to a further increase in the supply of ats, which combined
with slower growth in demand (related i.a. to the phasing out of government programme
subsidizing housing loans) will contribute to a continued decline in prices.
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Figure 2.1.

The change of macroeconomic indicators over the last three years
Unemployment rate (LFS, %)

Current account and capital account balance /
GDP

Spread 5Y PL - 5Y DE

Purchasing power on residential property
market

Public debt / GDP

Spread WIBOR 3M - OIS 3M
(quarterly average)
2011 Q2

GDP growth rate (y/y, %)
2010 Q4

2009Q4

Note: the chart presents changes of indicators describing the main areas of nancial institutions' environment. The
analysed variables relate to the macroeconomic situation, nancial markets and the property market. The closer to
the centre of the chart the observation, the less favourable - in terms of nancial system stability - the situation in
the area described by a given indicator. Data are presented after standardisation against the lowest and highest value
from the fourth quarter of 2000 to the second quarter of 2011. Accordingly, the development of individual variables
could be presented in relation to their highest and lowest values over a longer period. The purchasing power in the
property market - the size of a at which a person with average income for the region (voivodship) and funding the
purchase with a loan could aord to buy. The chart presents the average purchasing power in the markets included
in 2.16. The closer the line to the centre of the chart, the fewer square metres of a at the consumer is able to buy.
A low level of this indicator implies that prices in the property market have lost touch with economic fundamentals
(in the simulations approximated by average wages and interest on loans), which generates a risk for nancial system
stability.

Value of 60% (the Maastricht criterion and constitutional limit) is presented as the most unfavourable

situation in respect of data on the public debt-to-GDP ratio. The spread 5Y PL - 5Y DE  dierence between the
yields on 5-year Polish and German bonds.
Source: GUS and NBP.

2.1. Macroeconomic
ments

develop-

tions in highly developed countries to the eects
of these processes.

Information published since the previous Report
demonstrates a decline in the rate of global economic growth.

In the second quarter of 2011,

economic growth rate in the euro area amounted
to 1.6% and preliminary data on the third quarter show it further declined to 1.4% y/y.

The

global outlook for economic growth has also deteriorated, which was reected in lower economic
growth forecasts in highly developed economies.
The factors behind the deterioration in forecasts
included: the crisis in the euro area related to
mounting scal problems of some countries and
insucient credibility of remedial actions undertaken, the need to reduce nancial leverage in
the real sector (mainly households) in countries
that had experienced credit booms, as well as un-

16

certainty over the resilience of nancial institu-

As global investors increased their risk aversion 
in the wake of the above-mentioned processes -,
capital shifted from a number of riskier nancial
asset markets to the markets of assets considered to be safer (inter alia US and German Tbonds). In addition, emerging markets' currencies, including the zloty, depreciated against the
main currencies, which adversely aected particularly the cost of debt servicing by households
that had taken out loans in foreign currencies.
The rise in risk aversion and uncertainty over the
scale of the impact of scal problems on the situation of nancial institutions also contributed to
reduced funding available to international nancial institutions.
In the second quarter of 2011, economic growth
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rate in Poland stabilised at a relatively high level

lences in the domestic nancial stability but it is

of 4.3% y/y compared to 4.4% y/y in the rst

necessary to monitor risk factors for the domestic

quarter. Domestic demand was the main growth

economic conditions. These risk factor originate

factor which resulted from increased investment

primarily abroad.

growth (in particular, public investment) and
persisting relatively high consumption growth.

Further development of the crisis in euro area
countries constitutes a signicant uncertainty

In real terms, wage growth remained positive

factor. Its potential further escalation leading to

(0.7% y/y in the second quarter). Employment

another recession in the euro area and a marked

growth, however, declined - both in the economy

deterioration in European banks' situation would

as a whole and in the sector of enterprises. Un-

trigger a signicant risk of a much stronger slow-

employment rate remained at an elevated level

down of the economic growth in Poland that that

but this resulted, to a great extent, from a rise

described in the central path of the NBP macroe-

in labour supply.

conomic projection.

The number of persons em-

ployed in the sector of enterprises declined in
August and September 2011 (in m/m terms) and
economic climate indicators relating to employment as presented in NBP surveys gradually deteriorated. Those developments may point to a
further slowdown in employment growth in the

2.2. Developments in nancial
markets
2.2.1.

Global markets

whole economy. Households' disposable income
continued to rise in real terms (1.2% y/y in the

Since the publication of previous Report the situ-

second quarter).

Real growth of disposable in-

ation in the nancial markets in Poland has been

come will stay moderately positive within the

mainly aected by developments in global mar-

macroeconomic projection horizon.

kets, the economic and political situation in the

According to NBP surveys, despite a good nancial situation of enterprises and rising production capacity utilisation, which was, however,
lower than in 2006-2008, enterprises postponed
investment-related decisions in view of increased
uncertainty with respect to the future economic
climate.
Due to a strong deterioration in economic climate
among Poland's main trading partners, the expected scal tightening and falling transfers from
the EU, the improvement in households' and enterprises' situation in 2012 will be constrained.
In consequence, demand of households and enterprises may be anticipated to moderately increase
during the next year, as a result of which GDP
growth will slow down.

United States and in the euro area.

Macroeco-

nomic data from the United States and China,
which were worse than expected, raised the probability of a double-dip recession in the global
economy.

In consequence, a number of institu-

tions, including the IMF and the OECD, considerably revised their economic growth forecasts.
On 5 August, Standard & Poor's downgraded the
US credit rating for the rst time in history, from
AAA to AA+, even though a political consensus had been reached with respect to raising the
federal debt ceiling, which averted the renancing risk.

This raised concerns among investors

that rating agencies could also cut other countries' triple A ratings. The 447 billion dollar plan
of the US President announced on 8 September
2011 to stimulate the US economy did not have

The central path of GDP growth in the Novem-

a signicant impact on reducing market uncer-

ber NBP projection stands at 3.1% in 2012 and

tainty.

2.8% in 2013, i.e. at a lower level than the July

ber 2011 FED representatives said they did not

projection and is lower than the expected 4.1%

exclude further monetary policy easing through

growth rate in 2011. The materialisation of the

purchases of securities (QE3).

Therefore in the second half of Octo-

central path scenario poses no threat of turbu-
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Ratings of selected countries and dates of their revisions in the period from 20 June 2011 to 10
November 2011

Table 2.1.

Greece

MOODY'S

S&P

FITCH

Ca
25 July 2011 (Caa1)

CC
27 July 2011 (CCC)

CCC
13 August 2011 (B+)

Ireland

Ba1
12 July 2011 (Baa3)

BBB+

BBB+

Spain

A1
18 October 2011 (Aa2)

AA13 October 2011 (AA)

AA7 October 2011 (AA+)

Portugal

Ba2
5 August 2011 (Baa1)

BBB-

BBB-

Italy

A2
4 October 2011 (Aa2)

A
19 September 2011 (A+)

A+
7 October 2011 (AA-)

A-

AA+

Poland
Czech Republic
Hungary

A2
A1

AA24 August 2011 (A)

Baa3

BBB-

BBB-

Note: ratings pertain to long-term debt in foreign currencies; ratings revised in the period from 20 June 2011 to 10
November 2011 are marked in italics; rating before the last revision is presented in brackets.
Source: Bloomberg.

Due to the scale of sovereign debt in euro area pe-

tries, purchased from the beginning of August

ripheral countries, combined with low economic

to 10 November 2011 debt securities worth close

growth, made it impossible to regain investors

to 115 billion euro. Moreover, major rating agen-

condence despite the implementation of reform

cies cut ratings of European banks holding signif-

programmes.

Unsatisfactory, in the opinion of

icant positions in Greek government bonds. This

market participants, measures to solve the prob-

built up concerns among nancial market partic-

lems relating to excessive debt level resulted in

ipants about these intitutions' capital base and

a signicant increase in risk aversion at the be-

contributed to price falls in equity markets.

ginning of August 2011, which was reected i.a.
in a rise in CDS premia on government bonds

During the summit on 26 October 2011, the lead-

(see Figure 2.2), a rise in yields on the bonds

ers of euro area countries, acting jointly with the

(see Figure 2.3) and credit rating downgrades of

IMF and representatives of the banking sector,

peripheral countries of the euro area (see Table

decided on restructuring the Greek debt.

2.1), as well as a strong depreciation of the euro

cordingly, holders of Greek government bonds

against the currencies of countries perceived as

were to incur a loss amounting to 50% of their

more stable. Consequently, the capital inow to

face value. It was also agreed that the lending ca-

the Swiss franc market led to a strong appreci-

pacity of the EFSF would be increased without

ation of this currency, curbed only by decisive

increasing the guarantee amount granted by the

actions taken by the Swiss National Bank, which

Member States to 1 billion euro (through grant-

set the minimum EUR/CHF exchange rate at
1.2 on 6 September 2011 5 . The European Cen-

ing the right to the EFSF to insure part of the

tral Bank, in its attempt to counteract exces-

establishing a Special Purpose Vehicle to raise

sive rise in bond yields of some euro area coun-

funding from public and private sector investors),

5

Ac-

losses incurred by euro area bonds investors and

The Swiss National Bank press release of 6 September 2011.

www.snb.ch/en/mmr/reference/pre_20110906/source/pre_20110906.en.pdf
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capital would be increased in European banks by

the Greek prime minister, the announcement of a

more than 100 billion euro so that by the end of

referendum in Greece on the nancial aid package

June 2012 their highest quality capital (Core Tier

from the EU and the IMF, the resignation of the

1) after writing o losses on investments in gov-

Italian prime minister and early elections in both

ernment debt securities should reach 9% of risk

countries) again led to a strong rise in risk aver-

weighted assets, and that the Italian government

sion and, as a consequence, falls of equity prices

is committed to take further measures to reduce

on stock exchanges, particularly of banks with

its debt.

The positive impact of these stipula-

large positions in government debt securities of

tions on the situation in nancial markets proved

peripheral countries of the euro area, the depre-

short lasting. Political instability at the turn of

ciation of the euro and an increase in yields on

October and November 2011 (the resignation of

government bonds of some euro area countries.

CDS premia on 5-year Polish and Hun- Figure 2.3. Dierence in yields on 5-year governgarian Eurobonds and government bonds of selected ment German bonds and government bonds of seeuro area countries
lected European countries
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Figure 2.2.
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Source: Thomson Reuters.

Note: data concern bonds denominated in the currency of
a given country.
Source: Bloomberg.

2.2.2.

in the interbank unsecured deposit market de-

Money market

creased, as global risk aversion soared at the beSince the publication of the previous Report the
situation in the domestic money market has been
stable. Average daily net turnover in the interbank unsecured deposit market from June to October 2011 amounted to 6.0 billion zlotys and was
around 10% lower than from December 2010 to
May 2011 (see Figure 2.4).

The average daily

ginning of August 2011. Banks continued to prefer operations with the shortest maturities for liquidity management purposes. As a result, O/N
transactions dominated the term structure of the
turnover in the interbank unsecured deposit market.

Their share in the trade composition in

September 2011 amounted to 92%.

value of overnight transactions, on which the

From the end of June to November 2011, short-

POLONIA rate is based, also declined, from 3.5

term interest rates in the interbank deposit mar-

billion zlotys to 3.0 billion zlotys. The turnover

ket were mainly aected by NBP operations and
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current liquidity conditions in the banking sys-

Despite this, credit risk perception in the inter-

tem. Similarly as in the rst half of 2011, at the

bank unsecured deposit market in the euro area

beginning of reserve requirement maintenance

was still higher than in the domestic market. It

periods banks held surplus funds above the re-

resulted from signicant positions held by certain

quired level in current accounts with the NBP.

European banks in government debt securities of

The earlier fullment of the reserve requirement

some euro area countries. Since August 2011 in-

obligation (frontloading) led banks to deposit

creased risk aversion has been observed in the

cash surpluses in O/N transactions in the inter-

unsecured interbank deposit market in the euro

bank market in the nal days of reserve require-

area, which was reected i.a. in a rise in the EU-

ment maintenance period, bringing the POLO-

RIBOR 3M/OIS 3M rates spread.

NIA rate closer to the NBP deposit rate (see

2.7).

Figure 2.5).

Therefore, in July 2011 the NBP

decided that 1-day ne-tuning open market operations would be carried out on a regular basis6 .
From July to October 2011 the NBP issued 1-,
2- and 3-day money bills to absorb excess liquidity in the domestic interbank market.

As a

result, the narrowing of the POLONIA rate to
the NBP reference rate spread was observed in
that period.

In the period from the end of June to the middle
of September 2011 hedging conditions for domestic banks against the currency risk arising from
granted loans denominated in foreign currencies
temporarily deteriorated.

European banks (in-

cluding parent entities of some domestic banks)
had problems in raising dollars, which was reected in USD fx swap rates.

This inuenced

the cost of raising US dollars in the fx swap mar-

In the analysed period the NBP reference rate
remained at the level of 4.5%. In July 2011 market participants expected that restrictive monetary policy would be continued. However, beginning August 2011, their expectations changed in
response to weaker-than-forecast data on global
economic outlook.
market rates.

(see Figure

This was reected in FRA

In October 2011 as the weaken-

ing of the expectations of monetary policy easing
caused FRA rates to rise marginally.

Nonethe-

less at the beginning of November 2011 they
still pointed to expectations of interest rate cuts
within a year by 25-50 basis points (see Figure

ket also in the case of domestic banks (see Figure
2.8). The situation in this market improved when
3M US dollar liquidity-providing operations were
re-established by the ECB7 . The weakening of
the zloty against the euro observed from the end
of June to the middle of September 2011 led to
the margin calls for domestic banks raising foreign currencies in CIRS basis transactions.

At

the same time the margin they had to pay above
the WIBOR rate in exchange for the EURIBOR
rate that reected i.a counterparty credit risk increased in this period by almost 100 basis points
(see Figure 2.8). The later increase of liquidity
in the euro area interbank market by the ECB

2.6).

and the stabilisation of the EUR/PLN exchange
In spite of a global rise in uncertainty there

rate mitigated risk aversion and were conducive

was no major change in perceived credit risk in

to the fall in CIRS basis rates, beginning the sec-

the domestic interbank market.

ond half of September.

From the end

of June to October 2011 the WIBOR 3M/OIS
3M spread remained at a relatively low level of
around 40 basis points. At the turn of October
and November 2011 the increase in WIBOR rates
led to a rise in the spread to over 60 basis points.
6

NBP

press

release

of

20

July

2011

on

ne-tuning

open

market

operations

www.nbp.pl/home.aspx?f=/aktualnosci/wiadomosci_2011/20110720_dok.html.
7
ECB Press release of 15 September: www.ecb.int/press/pr/date/2011/html/pr110915.en.html.
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Turnover in the interbank deposit mar-

Figure 2.4.

ket

Figure 2.6.
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Figure 2.8.

the euro.
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counterbalanced the impact of global factors on
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the CHF/PLN exchange rate.

against the euro increased, which was mainly
driven by factors of a global character (see Figure 2.9).

This was caused by a signicant in-

crease in risk aversion in the global nancial markets, which was due to a deterioration of public
nances in some euro area countries and macroeconomic data on world economic growth.

Con-

sequently, some investors sought to realise profits on speculative investments and moved capital to currency markets in countries perceived
as safe havens. The relatively greater weakening
of the zloty than of the forint against the euro
could have been a result of higher liquidity of the
EUR/PLN market compared to the EUR/HUF
market.
The large inow of capital to the Swiss franc
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Since 23 September the zloty gradually appreciated, which was supported by weakening expectations of interest rate cuts.

The zloty ex-

change rate was also inuenced by BGK bank
that sold foreign currencies in the spot market,
mainly the euro from EU funds.

The National

Bank of Poland also sold certain amount of foreign currencies in exchange for the zloty on 23
and 30 September, and 3 October. The presence
of the NBP in the zloty market contributed to a
decrease of volatility of the EUR/PLN exchange
rate. At the turn of October and November 2011
the rising risk aversion in global nancial mar-
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kets, related to the possibility of Greece failing
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which was reected in CDS premia on 5-year Eurobonds, remaining, nonetheless, higher than the
credibility of euro area peripheral countries. In
the analysed period, despite a rise in perceived

Source: Thomson Reuters.

credit risk, a downward trend was observed in
yields on Poland's government bonds across the
yield curve (see Figure 2.10).

This was mainly

The value of Polish government bonds
held by non-residents
Figure 2.11.
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vestor structure in the government bonds mar-

6-2011

20%

The share of non-residents in in-

3-2011

100

Figure 2.11).

12-2010

24%

9-2010

120

lion zlotys from June to September 2011 (see

6-2010

creased from 151.5 billion zlotys to 155.8 bil-

3-2010

28%

12-2009

140

9-2009

Their investments in this market in-

6-2009

market.

3-2009

32%

12-2008

160

zloty billion

investments in the domestic government bonds

Amounts outstanding (left axis)
Share of non-residents in the value of issued bonds (right axis)
Source: Ministry of Finance.

nancial institutions and foreign banks which were

Polish government bonds were of interest to non-

the ones that constrained their investments in the

residents because of their relatively high yields

domestic market for government bonds to the

for a given level of credit risk, which is demon-

greatest extent (a fall in the portfolio value by

strated by a strong demand of foreign investors
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for Eurobonds issued in that period. The inow

ceived as safe (ight to quality), including i.a.

of non-residents to the domestic market for gov-

the German bonds market. The stabilisation of

ernment debt securities may also have been sup-

yields on Polish 2-year government debt securi-

ported by the relatively good economic outlook,

ties observed in this period was connected with

compared to euro area countries and some coun-

market participants' expectations of monetary

tries of the region.

policy easing, as well as the concentration of nonresidents' demand in the segment of instruments

Structure of investors in the Polish
government bond market

with shorter maturities.

As a consequence, the

modied duration of non-residents' portfolio of
xed-interest wholesale domestic bonds slightly

550
500
450
400
350
300
250
200
150
100
50
0

declined and amounted to approximately 3.0 at
the end of October 2011.
The average daily value of outright transactions
in the secondary market for government bonds
was slightly lower in May-September 2011 than
in January-April 2011, and amounted to approx-

Banks
Pension funds
Other domestic
Foreign fin. institutions

9-2011

6-2011

3-2011

12-2010

9-2010

6-2010

3-2010

12-2009

9-2009

6-2009

3-2009

12-2008

imately 17 billion zlotys.

9-2008

zloty billion

Figure 2.12.

Insurance companies
Investment funds
Foreign banks
Other foreign

2.2.5.

Equity market

In the analysed period the situation in the domestic equity market was mainly under the inuence of global factors, the situation in global

Source:

nancial markets and political events. The sig-

Ministry of Finance.

nals from the euro area and the United States

A high degree of nancing borrowing needs of

played a particularly signicant role. Rising con-

the state was also conducive to the decline in

cerns about the nancial condition of banks with

yields on Polish government bonds in the anal-

a low capital base and large positions in govern-

ysed period (at the end of October the Ministry

ment bonds of euro area countries contributed

of Finance had nanced 100% of borrowing needs

to the growth in risk aversion and a strong de-

for 2011).

Moreover, the expectations of mar-

cline in equity prices. This in turn translated into

ket participants with respect to monetary policy

large falls of global indices, including S&P500

easing by the NBP was an important factor con-

and EURO STOXX 50, followed by falls of the

tributing to the decline in yields since the begin-

GPW indices (see Figure 2.13).

ning of August 2011.

2011 to 10 November 2011 WIG20 declined by

driven, i.a.

These expectations were

by worse-than-expected macroeco-

20.5% and WIG80  by 25.8%.

From 20 June
The strongest

nomic data, including data on global and Polish

falls of stock prices were observed in the rst

economic growth in 2012.

two weeks of August 2011 and their direct causes

In September 2011 the yield curve of government
bonds

with

longer

maturities

increased

tem-

porarily (see Figure 2.10). The growth in spreads
between Polish and German 10-year bonds was

were the downgrade of the United States rating
from AA to AA+ and the uncertainty over a political consensus with respect to the increase of
the federal debt ceiling in this country.

the eect of increased uncertainty in global -

The value of shares listed on the GPW in non-

nancial markets in this period, coupled with an

residents' portfolios amounted to 206.4 billion

inow of capital to markets of instruments per-

zlotys at the end of August 2011, which was
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31 billion zlotys less than at the end of May

Moreover, the value of Poland's public debt 

2011. The largest fall took place in August 2011

due to the relatively large share of liabilities de-

(by 21.8 billion zlotys) and was driven almost

nominated in foreign currencies in its structure

exclusively by negative changes in stock valua-

(approximately 29% at the end of August 2011)

tion.

 could exceed the threshold of 55% of GDP.

The balance of transactions in shares by

non-residents for this month was negative and
It may also be expected that should the credit

amounted to 0.8 billion zlotys.

risk of the peripheral countries of the euro area

Selected stock market indices

Figure 2.13.

materialise some non-residents would exit the
domestic government bond market and yields

140

on these securities would temporarily grow i.a.

130

as a result of their sale by investors attempting to quickly realise prots.

points

120

This, in turn,

could lead to the further depreciation of the zloty

110

against the currencies of countries regarded as

100

safe havens. Non-residents' large investments in
the domestic bond market, together with the ob-

90

served depletion of the domestic investors base

80

would strengthen the potentially negative eects
of the outow of this market's participants.

WIG20
sWIG80
EURO STOXX 50

11-2011

8-2011

5-2011

2-2011

11-2010

8-2010

5-2010

2-2010

11-2009

70

mWIG40
S&P500
MSCI Em

Default or inappropriately prepared restructuring of government bond-related debt in euro area
countries could have a signicant impact on the
nancial situation of European banks , in partic-

Note: data normalised to 100 as of 2 November 2009.
Source: Thomson Reuters.

ular French, German, Italian and Belgian.

Al-

though some of them have already made provisions to cover potential losses related to that,

***

they might require capital increases. This would
result in a global rise in risk aversion and a fall in

The main risk factor that may impact nancial

condence among global nancial market partic-

system stability in Poland through nancial mar-

ipants, which would in turn make it dicult for

kets is the materialisation of credit risk in euro

banks operating in Poland to hedge against cur-

area countries.

This may result not only from

rency risk, and, due to credit risk management

the economic situation, but may also be driven

at the level of banking groups, could contribute

by political conditions.

to a reduction of liquidity in the domestic money

The announcement of

an unexpected debt restructuring or an uncon-

market.

trolled default by one of these countries could
result in a strong growth of risk aversion in the

An additional risk factor for the nancial sys-

global nancial markets and, consequently, lead

tem stability is a potential recession in the global

to the depreciation of the zloty and a signicant

economy hampering actions aimed at improving

rise in the volatility of its exchange rate.

This

public nances in some countries and translat-

would contribute to an increase in the cost of

ing into a worse outlook for economic growth in

hedging against currency risk for domestic banks

Poland.

and increased demand on their part for liquidity

sion this may contribute to an increase in investor

needed for transactions hedging their foreign cur-

sensitivity to the manner in which Poland imple-

rency position in the Swiss franc and the euro.

ments the budget decit reduction programme.
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2.3. Property market

riod of 2010. The total oer of ats available for
sale on these markets was the highest since the

has been a fall in ask prices of ats on the pri-

beginning of 2007 (amounting to approximately
48 thousand)9 .

mary and secondary market in most large cities

Banks' lending policy did not support a rise in

(see Figures 2.14 and 2.15). The total decline in

demand on the residential market.

the prices of ats from mid- 2008 to the end of

a signicant tightening of lending standards for

September 2011 did not exceed 15-25% in large

housing loans in the second half of 2010, major-

cities.

ity of banks did not change their lending policy

The fall in the prices of ats was mainly driven

in 2011 while some banks slightly tightened their

by the growth of the supply of ats on the pri-

lending standards (see Chapter 3.2).The demand

mary market in 2011.

was supported by the government programme

Since the previous edition of the Report there

In the second and third quarter of 2011 the
number of ats oered for sale in Poland's six
biggest residential property markets8 amounted
to around 19.5 thousand, which represented a rise
of over 20% compared to the corresponding pe-

Figure 2.14.
Growth in residential property ask
prices on the primary market in the biggest cities
(y/y)

"First family home" (Rodzina na swoim), where
the interest on zloty-denominated housing loans
is subsidized.
As a result of a fall in the prices of ats and wage
growth, availability of ats stabilised10 .

Growth in residential property ask
prices on the secondary market in the biggest cities
(y/y)
Figure 2.15.
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Source:
NBP calculations based on PONT Info Nieruchomo±ci data.
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12-2010
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Gdynia
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Source: NBP calculations based on PONT Info Nieruchomo±ci data.

According to Reas, the largest number of ats is built in Warsaw, Krakow, Wrocªaw, Tri-City (Gda«sk, Gdynia,

Sopot), Pozna« and ód¹ urban areas, representing around 60% of the residential property market and around 75%
in terms of value.
9
"Rynek mieszkaniowy w Polsce. III kwartaª 2011 r.", Reas, www.reas.pl
10
The average size of a at a household with average income in a given region can aord to buy.
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Simulation of availability of ats in
selected residential property markets
Figure 2.16.

fuelled by a rise in the supply of ats. The increase in the number of permits granted to developers for construction projects (by 23% in the

35

square metres

In 2012, the downward trend in prices may be

rst three quarters of 2011 compared with the

30

corresponding period in 2010) indicates that a
positive growth in the supply of ats is likely to

25

continue.

20

The phasing out of the "First family

home" (Rodzina na swoim) programme will contribute to a decline in the growth of demand,

15

which will also support a fall in prices.

Wrocław
Warszawa
Poznań
Note:

Łódź
Gdańsk

9-2011

12-2010

12-2009

12-2008

12-2007

12-2006

12-2005

12-2004

12-2003

12-2002

10

Kraków
Gdynia

the simulation shows the size of a at (in square

metres), which a person with average income for the region (voivodship), funding the purchase with a loan, could
aord to buy on the primary market.
Assumptions for the calculation: borrower's downpayment 20%; borrower is a one-person household; borrower's
income equals the average gross salary in the enterprise
sector for a given voivodship, 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 minimum PLN
1,000; loan maturity of 25 years; loan repaid in diminishing instalments.
Source:
NBP calculations based on PONT Info Nieruchomo±ci and GUS data.
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Chapter 3.

Banking sector stability
Since the publication of the previous Financial Stability Report in June 2011, the
current condition of the banking sector has improved.

The performance of the banking

sector in the rst three quarters of 2011 indicates that the sector is on track to post
record nominal earnings for the year. Return on assets and equity improved, yet remained
approximately 1/3 lower compared to 2007-2008. Higher earnings were achieved thanks to
the reduced cost of credit risk resulting from the stabilisation of the quality of loan portfolios, as well as continued positive credit growth and a slight increase in net interest margin.
During the period analysed in the Report, the average funding gap was relatively small,
due to the traditional model of bank funding and the large share of real sector deposits in
banks' liabilities. The value of funds obtained by domestic banks from their parent entities
remained stable. However, banks that rely on intra-group funding are exposed to the risk
of increased costs and reduced availability of such funding, depending on the condition of
foreign parent entities.
The loss absorption capacity of banks has not changed signicantly since March 2011.
During this period, capital levels have increased, primarily as a result of retained earnings
from 2010, and to a lesser extent, the issuance of subordinated debt and new shares. Since
the onset of the crisis in global nancial markets, no Polish bank required recapitalisation
with public funds.

The sound capital condition of banks is conrmed by the results of

macro stress tests, which indicate that a considerable majority of commercial banks
hold sucient capital to absorb the eects of a severe economic slowdown and full
the increased capital requirements recommended by the European Banking Authority.
However, it is advisable that banks continue to improve their capital holdings.
Assuming the materialisation of a scenario in line with the NBP's macroeconomic projections, banking sector earnings should remain stable. A lower rate of economic growth may
result in a moderate decline in the quality of loan portfolios, stabilisation of the value of
provisions for impaired loans at a level comparable to recent quarters, slower credit growth
and increased competition for funding. Higher funding costs may apply in particular to
banks heavily relying on funding from foreign parent entities.
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3.1. Earnings

ing sector's assets considerably decreased (from
8.3% to 3.2% at the end of September 2011.).

In the period under analysis11 , the earnings and

This resulted from a shift in the composition of

protability ratios of the banking sector contin-

the group of banks with negative protability ra-

ued to improve.

tios.

The sector's quarterly prots

In terms of return on assets, discrepancy

reached the 2008 level (see Figure 3.1), and an-

among commercial banks and branches of credit

nualised earnings, at over 14.7 billion zlotys, were
close to their historical high12 . However, the sum

institutions has narrowed (see Figure 3.2). How-

of banks' losses was still higher than in the pe-

the sector's average.

riod prior to the outbreak of the crisis in global
nancial markets.

Figure 3.1.

sector

ever, large banks still exhibit higher ROA than

The improvement in the banking sector's earnings and protability ratios was mainly driven

Quarterly net earnings of the banking

by the stabilisation of loan portfolio quality (see
Chapter 3.3) expressed in decreasing value of
charges to provisions for impaired loans (see Fig-

5

ure 3.3). The decomposition of changes in ROE
of the domestic banking sector13 shows that in

zloty billion

4
3

the period under analysis the improvement in

2

ROE was also supported by a slight increase in
nancial leverage by banks (see Figure 3.4).

1
0

The bulk of the sector's earnings was generated

-1

by conventional operations of intermediation between savers and borrowers and of payment ser-

9-2007
12-2007
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

-2

vicing.

The share of net interest income in

net income from banking activity exceeded 60%
(see Table 3.1).

Profits

Losses

Net earnings

Fees and commissions related

primarily to operations carried out with the nonnancial sector  lending and servicing of credit

Source: NBP.

cards and bank accounts  were the second most

The number of banks reporting negative prof-

important source of net income from banking ac-

itability ratios remained close to the March 2011

tivity. Trading in securities was traditionally of

level, but the share of these banks in the bank-

small importance as a source of banks' income.

11

Analysis in the

Report

focuses on data that became available in the period since the cut-o date of its previous

edition, i.e. 20 June 2011. In this chapter, period under analysis means the second and third quarter of 2011.
12
Data on Polish banks presented in Chapter 3 are derived from the "Bankowa Informacja Sprawozdawcza" database
(banking reporting information  former 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 data used come from the "System Informacji Sprawozdawczej"
database (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 De-

cember 2008.).
The annualisation method applied in the case of data on ows (e.g.
account of ows from 12 preceding months.

data from the prot and loss account) takes

When calculating ratios that compare annualised ows with data on

stocks (an example of such a ratio is ROA) data are averaged for the period of the preceding 12 months.
13
The formula of decomposition of ROE shown in Figure 3.4:
net earnings
pre−tax earnings
f rom banking activity
earnings
= pre−tax
∗ net income
∗ net income
ROE = net
core capital
earnings
f rom banking activity
risk−weighted assets
risk−weighted assets
core capital
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Figure 3.2.

Return on assets

Sources and allocation of net income
from banking activity
Figure 3.3.
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0.5%

-0.5%
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9-2008

-1.0%

Mean

Notes: annualised data.
Unless otherwise indicated, dispersion plots in Chapter
3 relate to domestic commercial banks and branches of
credit institutions.
Source: NBP.

Figure 3.4. ROE of the domestic banking sector
and decomposition of changes

Net charges to provisions
for corporate loans
Net charges to provisions
for consumer loans
Net charges to provisions
for housing loans
Operating costs
Other components of net
income from banking
activity
Net fee and commission
income
Net interest income
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Net earnings

Note: quarterly data.
Source: NBP.

Figure 3.5.

Net interest margin

3.5%

1.0%

-15%

12%

0.5%

-20%

10%

-25%

8%

Risk-weighted assets to core capital
Income from banking activity to risk weighted assets
Share of pre-tax earnings in income from banking activity
Share of net earnings in pre-tax earnings
ROE (right axis)
Notes: annualised data, components of decomposition 
quarter on quarter changes.
The share of pre-tax earnings in net income from banking
activity may be interpreted as 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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as % of assets
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12-2008

9-2011

14%
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16%
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22%
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6-2009

24%

3-2009

15%
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26%

12-2008

20%

Adjusted net interest margin
Interest income on securities
Net charges to provisions for impaired loans
Notes: annualised data.
The upper edge of the area in the Figure corresponds to
NIM. The NIM is partially created by interest income on
debt instruments (not classied in the "loans and other
receivables" portfolio), issued mostly by the government,
therefore carrying low credit risk. The remaining part of
interest margin after deduction of charges to provisions
for impaired loans is an adjusted net interest margin that
measures the net protability of intermediation between
savers and borrowers.
Source: NBP.
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Table 3.1.

Selected operating indicators of the banking sector
2010
Q2

Q1

Q3

Q4

Q1

2011
Q2

Q3

As % of average assets
Net interest income
Net non-interest income
Net income from banking activity
Operating costs1
Net charges to provisions for impaired loans
Pre-tax earnings
Net earnings

2.58
2.17
4.74

2.70
2.07
4.77

2.74
2.07
4.81

2.77
1.99
4.77

2.79
1.96
4.74

2.81
1.89
4.71

2.81
1.85
4.66

2.56
1.11

2.55
1.11

2.55
1.11

2.51
0.94

2.48
0.84

2.45
0.73

2.39
0.63

1.01
0.83

1.06
0.88

1.13
0.92

1.28
1.03

1.40
1.12

1.47
1.18

1.55
1.24

As % of net income from banking activity
Net interest income
Net non-interest income
Net income from banking activity
Operating costs1
Net charges to provisions for impaired loans
Pre-tax earnings
Net earnings

54.4
45.7
100.0

56.6
43.4
100.0

57.0
43.0
100.0

58.2
41.8
100.0

58.8
41.2
100.0

59.8
40.2
100.0

60.3
39.7
100.0

53.9
23.3

53.5
23.2

53.0
23.2

52.6
19.8

52.2
17.6

52.0
15.5

51.2
13.5

21.2
17.4

22.3
18.4

23.6
19.2

26.9
21.6

29.4
23.6

31.3
25.0

33.3
26.7

17.6
14.1

18.5
14.8

As % of core capital2
Pre-tax earnings3
Net earnings3
1
2
3

12.7
10.5

13.3
10.9

13.8
11.2

15.4
12.4

16.6
13.3

Operating costs = general expense and depreciation.
Core capital without deductions by a shortfall of specic provisions and other so-called regulatory deductions.
Prots of branches of credit institutions are deducted.

Note: annualised data.
Source: NBP.

32

National Bank of Poland

I

Banking sector stability

A slight increase in net interest margin (NIM)

rates (whose level determines interest income on

coupled with a decrease of the ratio of charges

this portfolio) and the eective interest rate on

to provisions for impaired loans to assets led to

liabilities, an improvement in the average prof-

an increase in the protability of intermediation

itability of housing loan portfolio should be not

between savers and borrowers, measured by the

be expected.

so-called adjusted net interest margin (see Figure
3.514 ). Unlike in previous periods, both interest

Loans to the sector of SMEs were more protable

income and interest expense increased, which was
related to an increase in market interest rates.

Protability of products
The protability of loan portfolios, estimated by

than loans to large enterprises.

Higher spreads

above the market rate were primarily responsible for this situation. The protability of loans
to enterprises was, to a larger extent, dependent
on funding costs than on charges to impairment
provisions.

adjusted net interest margin, was strongly discrepant (see Figures 3.6  3.9). Loans to households were on average more protable than loans

***

to enterprises.
Consumer loans were the most protable prod-

The banking sector should be expected to report,

uct, and their protability had been growing

in nominal terms, historically highest earnings

since the end of 2009. The funding costs of con-

for the entire year 2011. Shall the scenario con-

sumer loans were relatively small in relation to

sistent with the NBP macroeconomic projection

interest income, therefore their protability was

materialise, the earnings of banks would remain

primarily determined by loan portfolio quality

stable. A lower pace of economic growth may re-

expressed in impairment provisions burden. The

sult in a further moderate deterioration in loan

diminishing impairment provisions burden and

portfolio quality and stabilisation of charges to

stabilisation of loan portfolio quality suggest that

provisions for impaired loans at the level close

the bulk of the losses on this portfolio related to

to that recorded in recent quarters. Net interest

too lenient standards of granting these loans in

income, the main component of net income from

the past had already been incurred (see Chapter

banking activity, is unlikely to grow as in recent

3.3).

quarters, due to slower lending growth and a si-

This means that the protability of this

portfolio may grow further.

multaneous increase in funding costs.

The good quality portfolio of housing loans to

Funding costs may be pushed up by a planned

households was of relatively low protability. Its

change in the principles for assessing personal in-

level was mainly dependent on funding cost. Due

come tax, which will remove the possibility for

to the anticipated stabilisation or a possible nar-

savers to avoid tax payment on interest earned
on a deposit 15 .

rowing of the dierence between market interest
14

The fall of the ratio of interest income on debt instruments to assets in the rst quarter of 2010 is related to a

change in the way interest income on debt instruments classied as "held for trading" and "designated at fair value
through prot and loss account" is presented. Till the end of 2009, this income was recognised as interest income,
and currently it is recognised jointly with price changes of these instruments. In 2009, this part of interest income
accounted for 27.7% of total interest income on debt instruments.
15
In accordance with Article 63 of the Act of 29 August 1997  Tax Ordinance (Journal of Laws 2005, No. 8, item
60), currently in force, tax amounts due are rounded o to full zlotys, i.e. amounts ending in less than 50 groszes
are ignored. Banks take advantage of this provision by oering deposit products with daily capitalisation of interest
and such a limit on the maximum value of a deposit that the amount of the tax on daily interest is lower than 50
groszes. The Ministry of Finance plans to introduce the rounding up of tax bases and the personal tax amounts due
on interest income (The draft law of 13 November 2011 on amending some laws related to the implementation of the
budgetary law). This amendment may result in the pressure on banks to raise the interest rates on deposits in order
to partially compensate the decrease in savers' income.
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Estimated protability of consumer loans (left-hand panel) and housing loans (right-hand

Figure 3.6.
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Notes: annualised data.
The presented values of the adjusted net interest margin should only be regarded as a proxy of the actual protability
of particular credit products. Identical funding costs ("eective interest rate on liabilities") were assumed for each
credit category. Estimated protability takes no account of prot earned on foreign currency-denominated loans due
to the dierence between the bid and oer price of currencies (FX spread). Moreover, the calculation did not take
into account operating costs, which probably dier depending on the type of product.
"The result of closing open currency position" is the estimated net nancial result on closing an open FX position by
banks (related to the origination of Swiss franc-denominated housing loans) by 3-month CHF/USD and USD/PLN
FX swaps. The result was estimated as the product of the sum of banks' long positions (the quarterly average of
positive dierences between the value of Swiss franc-denominated housing loans and the value of liabilities valued
at amortized cost in this currency) and the average quarterly dierence between WIBOR 3M rate and LIBOR CHF
3M rate adjusted for implied spread on FX swaps. This estimate may be overstated as it does not take account of
counterparty risk margin paid by Polish banks.
Source: NBP.

The share of banks with a specied estimated protability of loans in consumer loans (left-hand
panel) and housing loans (right-hand panel) extended by the banking system
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Note: for description of estimated protability measurement see Notes to Figure 3.6.
Source: NBP.

34

National Bank of Poland

I

Banking sector stability

8%

6%

6%

0%

Effective interest on loans
Burden of charges to provisions on loans
Effective interest on funding
Adjusted net interest margin on loans

9-2011

6-2011

3-2011

12-2010

9-2010

12-2008

9-2011

6-2011

3-2011

9-2010

12-2010

6-2010

3-2010

12-2009

9-2009

-6%
6-2009

-6%
3-2009

-4%
6-2010

-2%

-4%

3-2010

-2%

2%

9-2009

0%

4%

12-2009

2%

6-2009

4%

3-2009

as % of loans to SME

8%

12-2008

as % of loans to large enterprises

Figure 3.8. Estimated protability of loans to large enterprises (left-hand panel) and loans to small and
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Source: NBP.
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Source: NBP.
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The funding cost growth factor may be partic-

granting loans to enterprises were insignicant17 .

ularly relevant for banks whose activities rely

At the same time, banks were easing the terms

on funding provided by non-residents.

In the

of granting loans, inter alia, by lowering loan

present banking environment, there is market

spreads and, to a lesser extent, increasing maxi-

pressure on the deleveraging of many European

mum loan size and extending maximum loan ma-

banks, which is reected in the increase in the

turity. In the third quarter of 2011, lending poli-

market costs of funding, its smaller availability

cies were revised only by a few institutions.

and shorter maturity.

In such an environment,

both funding costs and the availability of fund-

Figure 3.10.

Growth rate of lending (y/y)

tal on the market or via conversion of other items
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-10%
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12-2005

stitute a portion of funding provided by parent
In

case of a strong rise of global risk aversion, the

Loans to non-financial sector, ttl
Consumer loans
Housing loans to households
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trends mentioned above may intensify.

3.2. Lending
Throughout the year 2010, loans to the nonnancial sector grew at a rate of 56% y/y to
accelerate to around 78% in 201116 (see Figure 3.10).

6-2011

30%

12-2010

banks are not capable of raising additional capi-

6-2010

40%

12-2009

to come into force from mid-2012, especially if

6-2009

50%

12-2008

come from higher capital adequacy requirements,

6-2008

60%

12-2007

son for the deleveraging of European banks may

6-2007

70%

6-2006

An additional rea-

sidiaries may grow worse.

12-2006

ing provided by strategic investors to Polish sub-

Notes: data after excluding the impact of foreign exchange
rate changes.
Data on lending referred to in the
relate to res-

Report

idents' debt (at the end of September 2011, loans to
householdsresidents accounted for 99.6% of total loans
to households, loans to corporatesresidents  98.0% of
total loans to corporates).
Source: NBP.

The stable rate at which the credit

aggregate has been growing in recent months has

Housing loans were the most rapidly and evenly

been accompanied by marked dierences between

growing loan category. In the period under anal-

the rates of change of particular loan categories

ysis, the growth rate of housing loans declined

it comprises.

slightly (to 11.2% y/y in September 2011.), how-

The growth rate of loans to enterprises has been
steadily rising since the end of the rst quarter
of 2011. In September 2011, the annual growth
rate of lending to enterprises amounted to 9.4%,
with the growth rate of lending to SMEs slightly
higher than to large enterprises (10.4% and 9.4%
y/y in September 2011, respectively.)
In recent quarters, changes in the standards of
16

ever the value of monthly loan increases were at
a comparable level as a year earlier.
The standards of granting housing loans have
been tightened for several quarters, although in
the period under analysis this only applied to a
few banks. At the same time, the tightening of
the standards was accompanied by a relatively
high decrease in loan spreads.

Changes in the value of loans referred to in Chapter 3.2 relate to data after excluding the impact of foreign

exchange rate changes.
17
For more information on changes in banks' lending policies, see "Senior loan ocer opinion survey  on bank
lending practices and credit conditions", NBP, editions from 2011.
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Changes (m/m) in the value of loans to corporates (left-hand panel), consumer loans (central
panel) and housing loans to households (right-hand panel)
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Figure 3.11.

Notes: data after excluding the impact of foreign exchange rate changes.
At the end of September 2011, loans to corporates accounted for around 31% of total loans to the non-nancial sector,
consumer loans  around 18%, and housing loans to households  around 41%.
Source: NBP.

Currency structure of new housing
loans to households
Figure 3.12.
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Unlike in the period prior to the

global nancial crisis, banks provided primarily
zloty-denominated loans (see Figure 3.12). However, they account for only slightly more than
one third (37%) of the currency structure of the
portfolio, and Swiss franc-denominated loans 
for around 53%. Due to such a portfolio structure, banks are exposed to additional credit risk
arising from households' sensitivity to foreign exchange rate shocks and to liquidity risk associated with the necessity to roll-over hedges of
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their open foreign exchange balance sheet positions.

The resilience of banks to both types

of risk was examined in macro stress tests (see
Chapter 3.5.3). To keep domestic nancial sys-
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Notes: data based on a sample of 20 banks reporting information on interest rates and value of new loan agreements
to the NBP. At the end of September 2011, the share of
these banks in the whole portfolio of zloty-denominated
housing loans of the banking sector was around 80%, and
of foreign currency-denominated loans around 66%.
Since June 2010, loans in USD have not been included in
interest rate statistics.
Source: NBP.

tem stable, it would be benecial to further reduce the scale of origination of foreign currencydenominated loans.
Consumer loans were the only loan category
whose value was declining. The fall in the value
of consumer loans was largely driven by supply
factors, i.e. signicant tightening of lending policy by banks following the 2010 entry into force

The currency structure of new housing loans

of the provisions of Recommendation T on good

remained unchanged in the period analysed in

practises with regard to risk management of retail
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credit exposures 18 .

a new, lower limit for the price of a square metre
of a at/home that qualies for a loan subsidy,

***

residents in the majority of large cities will nd
it more dicult to take part in the programme21 .

It seems that the growth rate of lending should

This change may have a large major impact on

not be expected to increase in the coming quar-

loan growth, as loans extended under the pro-

ters.

The factors supporting such an opinion

gramme framework accounted for around 40% of

are changes in the legal environment of banks,

the growth of zloty-denominated housing loans

including tighter supervisory regulations, uncer-

in 2011. However, it is possible that developers

tainty in the economy and the related likely

will choose to cut ask prices in order to adjust

weakening of corporate demand for loans, and

to the regulatory and market changes. It seems

bleaker economic outlook for 2012.

that due to the high protability of developers'

Banks have until the end of 2011 to implement all
provisions of Recommendation S on good prac-

activity (on the average, in the sector), at least
some developers can revise their oer22 . Some

tices with regard to management of credit expo-

customers, who will not benet from the pro-

sures that nance property and are mortgage-

gramme, may choose to take out a lower value

secured, amended in January 2011.

Accord-

loan. It is now dicult to estimate the combined

ing to the amended provisions, foreign currency-

eect of the above-mentioned changes in the reg-

denominated housing loan repayment burden on

ulatory environment on the housing loan growth

the retail borrower's net income should not ex-

rate.

ceed 42%.

Banks asked in the NBP survey

about the impact of implementing the provisions
of the amended Recommendation S on lending
foresee a relatively large scale of the decline in
the growth rate of housing loans.

In turn, the

amended Resolution of the KNF (to enter into
force in June 2012) transposing into Polish law
an amendment of the CDR directive envisages

When the growth of funding obtained by banks
from foreign nancial institutions (mostly from
parent entities) is compared with the value of
household loan growth, one can see a positive
correlation between these two developments (see
Figure 3.13).

A potential acceleration of the

process of deleveraging of parent banks and the
resulting smaller ability for funding their sub-

the raising of risk weights to 100% for foreign
currency-denominated retail exposures19 .

sidiaries in Poland (see Box 4) may negatively

The amendment to the government-subsidised

ket.

programme "First family home" (Rodzina na
swoim)20 may trigger a drop in household de-

does not seem to be excessive however, and in

mand for loans. As a result of the introduction of

activity (see Box 2).

18

aect the supply of lending on the Polish marThe size of debt of real sector in Poland

itself is not the reason for curbing banks' lending

More on the impact of banks' lending policies and regulatory changes on lending growth in: "Financial Stability

Report. July 2011", NBP, pp. 3537.
19
Resolution of 7 June 2001 of the Polish Financial Supervision Authority (KNF) amending Resolution No. 76/2010

on the scope and detailed principles for determining capital requirements on particular types of risk.
on amending the law on nancial support for families to acquire their own accommodation, and on some other laws, in Journal of Laws 2011, No 168, item 1006.

of the KNF
20
See the Law of 15 July 2011
21

Since 2009, maximum prices that qualies a at/home to the programme have been higher than average market

prices. The new limits are currently much lower than average market prices; e.g. in Warsaw, the maximum price of
1 square metre of a at/home for owners who under the programme are eligible for a loan subsidy is 6,435 zlotys on
the primary market and 5,148 zlotys on the secondary market, whereas the average ask price in the second quarter
of 2011 amounted to 8,064 and 8,333 zlotys, respectively.
22
More on the protability of developers' investments in largest cities in: "Informacja o cenach mieszka« i sytuacji na rynku nieruchomo±ci mieszkaniowych i komercyjnych w Polsce w II kwartale 2011 r.", NBP, 2011, pp. 34
and 1213.

38

National Bank of Poland

I

Banking sector stability

Comparison of changes in funding
provided to banks by parent entities with value of
household loan growth in August 2008August 2011

Household loan growth (zloty billion)

Figure 3.13.

portfolio loan quality and the ending of the process of creating provisions for loans extended in
20082009 may induce banks to increase supply
in this segment. New loans extended according

45

to tighter standards should generate lower im-
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pairment provisions, which may have a positive
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impact on interest margin.
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cate that since mid-2009 their investment activ-
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ity has been low: the new investment indicator
runs below its long-term average23 . Uncertainty
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in the economy is the factor that makes enterprises plan their investments with caution. The
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dicult economic situation of some EU countries
and worse growth forecasts will not help to mitigate the importance of this factor.

Source: NBP.

A potential rise in funding costs may also curb

Banks' short-term expectations with regard to

loan growth.

The protability of the portfolio

lending policy revisions also do not indicate that

of corporate loans and housing loans is not high

the supply of lending will grow. In all segments

and heavily inuenced by these costs (see Fig-

of the credit market under discussion,

ure 3.6 and 3.8).

On the other hand, the prof-

intend to tighten their lending policies in the

itability of consumer loan portfolio  which is the

fourth quarter of 2011, and this tightening will be

highest despite high impairment provisions  is

stronger with regard to housing loans (net per-

relatively less sensitive to an increase in fund-

centage of around 60%) and long-term loans to
SMEs (net percentage of around 40%)24 .

ing cost.

Therefore, halting the worsening in

banks

Box 2. Non-nancial sector debt

Household debt
In the period preceding the collapse of the Lehman Brothers the growth rate of household debt
in Poland and other new EU Member States was higher than the average growth rate for euro
area countries (see Figure 1). It resulted, inter alia, from the expansion of international banking
groups in the markets of host countries and a large demand for loans, supported by expectations
of a continued high economic growth rate. As a consequence, from 2004 to 2010, the ratio of loans
to households to GDP increased in Poland from approximately 7% to 31%, while in the group of
euro area countries it rose from 39% to 48%.
23

All references to surveys conducted among enterprises relate to "Informacja o kondycji sektora przedsi¦biorstw

ze szczególnym uwzgl¦dnieniem stanu koniunktury w II kwartale 2011 r. oraz prognoz koniunktury na III kwartaª
2011 r." [Information on the condition of the enterprise sector, including the economic climate in 2011 Q2 and
forecasts for 2011 Q3], NBP, 2011.
24
Net percentage means the dierence expressed in percentage points between banks' responses pointing to an easing
or tightening of lending policy. A negative value amounts to tightening.
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Figure 1. The ratio of loans to households to GDP in Poland and euro area countries in 2004-2011
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Source: ECB.

The rise in household debt in Poland was mainly a result of the growth of housing loans market.
The average ratio of granted housing loans to GDP increased from approximately 4% in 2004 to
approximately 21% at the end of 2010.

A corresponding ratio for the consumer loan portfolio

increased in that period to a lesser extent and amounted to approximately 10%, i.e. above the
average for euro area countries where it stood at approximately 7%.
Since 2006, housing loans have constituted the main form of household debt. Their share in the
portfolio of loans to households amounted to approximately 67% at the end of 2010 and, compared
to 2004, came closer to the level observed in euro area countries, where average value of this ratio
in 2004-2010 stood at approximately 85%.
Polish household debt remains much lower, on the average, than in the EU countries.

In the

group of euro area countries the ratio of loans to households to their net nancial assets amounts
to approximately 23% (see Figure 2). For Poland, this ratio has increased signicantly in recent
years but its value has remained at a level three times lower than the average for the euro area.
The ratio of the value of loans to average household gross disposable income is also lower than in
euro area countries. As at the end of 2010, this ratio amounted to approximately 32% in Poland
compared to 55% in euro area countries.
The ratio of loans to households to GDP in Poland and other new EU Member States is comparable
(see Figure 3), which results from a similar model of the development of domestic economies and
banking sectors.
The negative eects of the nancial crisis, including primarily economic growth slowdown and
the reduction in interbank market liquidity, as well as the tightening of banks' lending policies
resulting from new domestic supervisory regulations and the materialisation of credit risk have led
to a slowdown in lending growth. However, a lower level of household debt in Poland than in the
EU and the described fundamental factors may reect a potential for further growth of lending
to households in Poland in the future, mainly in the segment of housing loans.

To maintain

the stability of the nancial system it would be advisable for the growth to take place in the
environment of banks' high lending policy standards. The risk of the appearance of an excessively
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fast growth in loans to households is currently low. In the long term, however, such a risk may
materialise and therefore requires constant monitoring.

Figure 2. The ratio of household debt to household net nancial assets in Poland and euro area countries
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Figure 3. The ratio of household debt to GDP in euro area countries, Poland, the Czech Republic and
Hungary at the end of the second quarter of 2011
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Enterprise debt
In contrast to households, enterprises nance their activities to a great extent with funds other
than bank loans. Surveys show that in 2009 enterprises also used the following external funding
sources:

commercial (trade) credit, leasing, share issue, loans from related entities (including

1

parent entities), grants, subsidies, EU funds, factoring and forfaiting .
In Poland, loans granted to enterprises by domestic banks amounted to 204 billion zlotys at the
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end of 2010, while Polish enterprises' foreign debt (in the form of credits, loans, and commercial
credit) amounted to 378 billion zlotys.

Of this amount, 55% were funds received from foreign

2
direct investors .
The amount of enterprise debt in Poland in relation to GDP is lower than in other EU countries.

3

Total liabilities of the enterprise sector arising from loans , securities other than shares and trade
credits and advances account for 60% of the debt, while in the Czech Republic they stand at 86%,
in Hungary - 152% and in the euro area they amount to 131% (see Figure 4). The value of bank
loans to enterprises is also low in relation to the size of the economy. At the end of 2010, loan
liabilities of enterprises accounted for approximately 35% of GDP in Poland, i.e. relatively less
than in the Czech Republic (40%) or in the euro area (90%).

Figure 4. Liabilities of the enterprise sector to GDP (left panel) and structure of enterprise balance sheet
liabilities (right panel).
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Data for Poland and Hungary as at the end of 2010, for the Czech Republic and euro area as at the end of 2009; data
from nancial accounts based on ESA95; "loans" category includes credits taken in banks (domestic and foreign)
and credits and cash loans drawn from other entities (domestic and foreign).
Source: Eurostat.

In 2009-2010, enterprises in Poland limited their debt with respect to the domestic banking sector.
An unstable situation in global markets and a reduction in external and internal demand led
to a lower capacity utilisation and constraining enterprise investment plans (according to the
NBP survey of enterprises). Enterprises reduced their credit and loan burden in favour of other
funding sources (e.g. leasing, trade credit), which was particularly noticeable in the case of large

4

enterprises . Since January 2011, the value of loans to enterprises has again started to grow.
The structure of balance sheet liabilities of Polish enterprises is similar to that of enterprises in
the euro area and the Czech Republic. Shares and other equity capital account for approximately
50%, loans account for 22% and securities other than shares  only 3%. Similarly as in the Czech
Republic, the share of other accounts payable(including commercial credit) in the debt of Polish
enterprises is slightly higher than in the euro area.

Financial leverage of the Polish enterprise

sector does not signicantly dier from the average level observed in the euro area.
Although it is dicult to determine what level of debt may be too high for a given economy and

5

may lead to a potentially negative impact on economic growth , debt ratios for Polish enterprises
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do not seem to be excessive and should not induce the enterprise sector as a whole to deleverage.

1

More information about enterprise funding sources in: "Rozwój systemu nansowego w Polsce w 2009 r.", NBP,
2011, p. 15 and: "Ankieta roczna dla przedsi¦biorstw za 2009 r.", NBP.
2
NBP data (external debt statistics).
3
Eurostat data, denitions according to ESA95.
4
GUS (Central Statistical Oce) data (F01 reports database).
5
BIS surveys show that the rise in the debt of the enterprise sector or the household sector above the level of
8590% of GDP results in a decline in economic growth rate in subsequent years. See S. Cecchetti, M. Mohanty,
F. Zampolli, "The real eects of debt", BIS Working Paper, No 352, September 2011 r.

3.3. Credit risk

than in the case of large enterprises (see Figure
3.15).

3.3.1.

Credit risk of corporate loans

Due to the involvement of several large

banks in nancing SMEs, the median of the impaired loan ratio for enterprises is lower than the

As compared with the period analysed in the pre-

mean for the banking sector.

vious edition of the Report, the value of impaired
corporate loans increased.

Impaired loans have
increased by 1.7% since March 201125 .
The impaired loan ratio for enterprises declined
to 10.7% in September (see Figure 3.14), which
was, however, largely due to a relatively high
growth rate of lending that increased the ratio's

Figure 3.15.
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105.2 bln
zloty

denominator.

9%

Figure 3.14.

Impaired loan ratios for enterprises
6%

20%
3%

15%

0%
Large

SME

10%
12-2008

5%

9-2011

6-2011

3-2011
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12-2010
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3-2010

12-2009

9-2009

6-2009

3-2009

12-2008

9-2008

0%

Interquartile range
Median
Mean
Mean - banking sector
Source: NBP.

The impaired loan ratio for SMEs was still higher

12-2009

12-2010

3-2011

9-2011

Note: large enterprises dened as employing at least 250
persons, SMEs  fewer than 250 persons; values in the
column labels mean value of all claims on a given sector
of enterprises as of September 2011
Source: NBP.

Changes in the quality of claims on enterprises,
broken down by NACE sections, as compared
with values in March
(see Table

2011

were insignicant

3.2). Impaired loan ratios improved

in the majority of the sections.

than that for large enterprises, however in the period under analysis it improved to a larger extent
25

Changes in the value of impaired loans referred to in Chapter 3.3 relate to data after excluding the impact of

foreign exchange rate changes.
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Table 3.2.

Quality of large exposures by sections of the economy ( %)

Section

Structure of
total loans
by section

A  Agriculture
B  Mining
C  Manufacturing
- Food processing
- Manufacture of coke and rened petroleum
products
- Manufacture of rubber and plastic products
- Manufacture of other non-metallic products
- Manufacture of metal products (excluding
machinery and equipment)
D  Electricity, gas and steam supply
E  Water supply, sewerage, waste
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, scientic 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)

1.7 (1.6)
0.9 (0.9)
28.3 (28.5)
5.0 (4.9)
3.3 (3.0)

Structure of
impaired
loans by
section
1.5 (1.4)
0.5 (2.1)
28.0 (30.7)
6.7 (7.1)
0.1 (0.1)

6.9 (7.7)
4.5 (19.6)
7.6 (9.4)
10.3 (12.6)
0.2 (2.2)

1.6 (1.6)
2.0 (1.5)
2.6 (2.6)

1.4 (1.4)
1.9 (1.8)
2.6 (2.6)

6.6 (7.6)
7.1 (7.4)
7.7 (8.8)

3.9 (4.0)
1.0 (1.3)

0.6 (0.7)
0.8 (0.7)

1.3 (1.4)
5.7 (4.8)

15.5 (15.6)
19.6 (19.8)
2.7 (2.8)
2.0 (2.1)
3.0 (3.4)
10.5 (10.9)
13.1 (11.6)
3.2 (3.2)

17.9 (16.6)
17.4 (17.0)
3.6 (3.4)
4.6 (4.1)
1.1 (0.9)
1.4 (1.4)
15.7 (15.5)
5.6 (5.0)

8.9 (9.2)
6.9 (7.4)
10.3 (10.6)
17.4 (16.9)
2.8 (2.2)
1.1 (1.1)
9.3 (11.6)
13.5 (13.6)

3.0 (3.0)
14.1 (9.9)
0.3 (0.4)
1.1 (1.2)
0.3 (0.3)
0.3 (0.3)
80.3 (82.8)
402.6 (360.5)

0.9 (0.4)
1.0 (0.6)
0.4 (0.3)
0.7 (0.6)
0.7 (0.6)
0.1 (0.1)
97.7 (98.0)


2.2 (1.3)
0.5 (0.5)
8.1 (7.6)
4.8 (4.0)
15.3 (17.6)
3.5 (4.0)
7.7 (8.7)
31.1 (31.3)

Impaired
loan ratio

Notes: data for September 2011, in brackets data for March 2011; 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 o-balance sheet debt and nancial 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 zlotys, for an associated cooperative bank, exposure towards one client in excess of
50,000 zlotys; in section C

manufacturing

data on ve subsections with the largest share in total claims are presented

Source: NBP.
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of oce space loans and so-called other real es-

Corporate real estate loans

tate loans, i.e.

The portfolio of real estate loans of corporates
amounts to 40 billion zlotys, i.e. around 18% of
all types of corporate loans and 3.2% of the banking sector's assets26 . The quality of corporate
real estate loans does not deviate from the average of corporate loan portfolio as a whole (11.1%
in September 2011). However, the quality of particular real estate loan categories is highly discrepant.

loans for other buildings, struc-

tures, proprietary rights to apartments and land
remains relatively high.

Financial condition of enterprises
In the period under analysis, the nancial condition of enterprises was good. In the second quarter of 2011, the margin ratios of enterprises improved. As compared with the corresponding period of 2010, nominal net earnings rose by 45.4%

The ratio of impaired real estate loans to corpo-

(in real terms, by 35.9%), whereas pre-tax prot

rates amounted to 22% at the end of September

margin and prot margin rose by over 1 percent-

2011 (see Figure 3.16).

age point.

This loan category ac-

counts for only 6% of all corporate loans. Housing loans to enterprises are concentrated in several banks, and the share of this loan category in
the whole loan portfolio of these banks is small.

Structure and quality of real estate
loans for enterprises

was also reected in changes in the distribution
of corporate debt by the borrower's protability.
As compared with the end of the second quarter of

2009 and 2010, the larger part of debt in

the second quarter of 2011 was concentrated in
enterprises with positive pre-tax prot margins

50

25%

(see Figure 3.17).

40

20%

The favourable net prot helped to maintain a

30

15%

20

10%

10

5%
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0%
9-2011
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sound capacity of enterprises to settle liabilities,

12-2008

zloty billion

Figure 3.16.

The improvement in the net prot of enterprises

Office space loans
Housing loans
Other real estate loans
Impaired housing loan ratio (right axis)
Impaired office space loan ratio (right axis)
Impaired other real estate loan ratio (right axis)

although the last two quarters show that the todate trend to improve liquidity ratios was halted.
Survey data27 show that liquidity developments
are discrepant due to enterprise size and section
of activity.

Among enterprises participating in

the survey, small companies, especially construction rms, report bigger problems.
On the average,

the burden of loans on the

balance-sheet total, and the interest to net operating income ratio in the corporate sector contin-

Note: data do not include loans extended by BGK.
Source: NBP.

ued to decline in the period under analysis, which

Despite a slight increase in the impaired loan

ties. At the same time, the debt service burden

ratio in the period under analysis, the quality

ratio (the ratio of bank loans and other liabilities

26

could point to better loan repayment capabili-

Values of loans and the ratios after excluding Bank Gospodarstwa Krajowego (BGK). BGK, as a state-owned

bank, was not included due to its specic activities that consist, inter alia, in extending subsidised loans for residential construction under the state-provided funds.
27
A detailed description of changes in the condition of enterprises can be found in: "Informacja o kondycji sektora
przedsi¦biorstw ze szczególnym uwzgl¦dnieniem stanu koniunktury w III kwartale 2011 r. oraz prognoz koniunktury
na IV kwartaª 2011 r.", NBP, 2011 [Information of the condition of the enterprise sector, including the economic
climate in 2011 Q3 and forecasts for 2011 Q4].
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to the balance-sheet total) stabilised around the
average level of the past ve years.

Figure 3.18.

Impaired loan ratios for households

12%

Distribution of corporate debt by pretax prot margin
Figure 3.17.
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Pre-tax profit margin (in %)
II quarter 2009

6-2009

5

3-2009
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12-2008

0%

15

9-2008

zloty billion

30

II quarter 2011

Note: data from form F-01 reports (enterprises with em-

Figure 3.19. Changes (q/q) in value of impaired
loans for households

ployment 50 and over); debt arising from advances and
loans from non-associated entities.
Source: NBP calculations based on GUS data.

3.5

Due to unfavourable economic developments in

2.5

global markets, the economic climate can be ex-

2.0

pected to weaken in the coming quarters. In this

1.5

enterprises cannot be ruled out.

zloty billion

context, a deterioration in the quality of loans to

3.0

1.0
0.5
0.0
-0.5

Changes in the quality of loans to households
were similar to changes discussed in the previous edition of the Report
and 3.19).

(see Figures 3.18

The value of impaired loans in the

past six months rose by 7.2%. The impaired loan
ratio declined to 7.3% at the end of September
20011, which resulted from the increase in value
of the whole portfolio of loans28 .
28

In this edition of the

Report

9-2011

6-2011

3-2011

12-2010

9-2010

6-2010

3-2010

12-2009

9-2009

holds

-1.0
6-2009

Credit risk of loans to house-

3-2009

3.3.2.

Housing loans

Consumer loans

Other loans

Total loans

Note: data after excluding the impact of foreign exchange
rate changes. Dotted line  estimated growth excluding
the impact of the sale of debt in the second quarter of
2011.
Source: NBP.

Changes in the value of impaired loans to households were largely the result of the sale of debt,

the quality of loans to households in individual currencies is not analysed. As pointed

out in the previous edition of the

Report

(see Chapter 3.3.3 in "Financial Stability Report  July 2011"), signif-

icant dierences in the quality of zloty-denominated loans and foreign currency-denominated loans result from a
forced conversion of foreign currency-denominated loans into zlotys after an occurrence of circumstances of signicant impairment, and in particular when they are submitted for collection or execution. This factor may lead to an
over-estimation of the quality of foreign currency-denominated loans and an under-estimation of zloty-denominated
loans.
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i.e. the factor not related to an improvement in

six months was 20.3%.

the borrower's ability to repay loans (see dotted
line Figure 3.19)29 . Data on net charges to provi-

Figure 3.21.

sions for impaired loans to households merely indicate that the pace at which the quality of loans
deteriorated was only slightly lower (see Figure
3.20).

Net charges arising from loan impairment provisions in successive quarters
Figure 3.20.
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Impaired loan ratios for main types
of loans to households
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zloty

Other
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Housing
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Other

9-2011

Note: values placed above the bars that present data for
particular loan types denote a total value of each type of
loan at the end of September 2011.
Source: NBP.

An increase in the value of impaired housing

Other loans

loans is driven by a natural deterioration in housing loan quality as the portfolio is aging.

Note: the sale of debt has little impact on the value of
net charges to impairment provisions (balance of newly

This

process was also observed in 20062007 and

created provisions for impaired loans less releases of exist-

in the rst three quarters of 2008, when con-

ing provisions). Therefore, the analysis of changes in the

ditions in the macroeconomic environment were

value of these balances over time helps to assess changes
in the quality of loans, excluding this factor.
Source: NBP.

Housing loans

favourable from the point of view of the ability of the household sector to service loans (high
growth of GDP, employment and wages, fall in
employment) (see Figure 3.22). The portfolio of

The quality of this loan portfolio has been grad-

housing loans in Polish banks is relatively young

ually worsening for several quarters (see Figures

 its dominant part is composed of loans ex-

3.19 and 3.20). However, the quality of housing

tended in recent years, including loans extended

loans is still much better than that of other types
of loans to households (see Figure 3.21). The in-

during the 20062008 credit boom, which account for about 50% of the portfolio30 (see Figure

crease in the value of impaired loans in the last

3.23).

29

In the second quarter of 2011, three large transactions for the sale of retail debt were carried out (of a total

nominal value of 2.3 billion zlotys) to entities that were members of the holdings of debt collecting rms. One of
these transactions will be partially settled in the fourth quarter of 2011. The sale of retail debt tends to concern loans
with substantial impairment (see "Presentation of H1 and Q2 2011 Results", Kruk S.A. Grupa Kapitaªowa, August
2011, available on www.kruksa.pl).
30
Debt arising from loans extended in this period accounted for 57% of total debt arising from loans granted from
January 2005 to June 2011.
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Figure 3.22. Share of loans in arrears of more than Figure 3.23. The structure of housing loans at the
90 days (or submitted for collection or execution) end of 2011 H1 by year of loan origination
from loan origination for loans extended in succes30%
sive years at the end of successive half years
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this Figure presents the shares of successive vin-

tages of loans (each compounded of loans extended in a
given year) in the portfolio of housing loans originated in

Source: NBP estimates based on BIK data.

20052010 and in 2011 H1.
Source: NBP calculations based on BIK data.

Figure 3.24.
The ratio of loan instalment calcu- Figure 3.25. Average values of LtV for Swiss franclated on the basis of current market data to the in- denominated loans originated in successive quarters
stalment at loan origination against current values of
120%
Swiss franc-denominated housing loans taken out in
110%
successive months of the period of 20052010

3

60%

0

Values of loans extended in successive months
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Ratio - constant total instalment
Assumptions: Swiss franc-denominated housing loan with
maturity of
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successive months (zloty billion)
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In quarter of loan origination

Currently

Assumptions: estimates of the current average value of
LtV were made on the basis of average CHF exchange
rates, average LtV at loan origination date, average maturity of loans by quarters and changes in the average
transaction prices of ats in the surveyed period. Value
of a loan translated into zloty at the CHF exchange rate
as of 31 October 2011.
Source: NBP estimates based on survey data.

basis of the Swiss franc exchange rate and LIBOR 3M
rate of 31 October 2011 and the average spread on Swiss
franc-denominated loans on the date of loan origination.
Points on the horizontal axis denote the month of loan
origination.
Source: NBP, BIK.
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The depreciation of the zloty exerted an adverse

are collateralised as a result of the depreciation of

inuence on the foreign currency denominated

the zloty in the past three years are much lower

housing loans repayment burden of household.

than in the case of Swiss franc-denominated

The average growth of the value of an instal-

loans.

ment (provided that loans are repaid according

ing loans is 5.5 times lower than Swiss franc-

to the method of constant instalments) for loans

denominated loans. At the same time, the aver-

extended in 20052010 was 23% at the end of

age fall of the PLN/EUR exchange rate in rela-

October 2011.

For cohorts of loans with a rel-

tion to the time of loan origination was substan-

atively small (15%) share in loans extended in
20052010, this growth was over 30% (see Fig-

tially smaller than in the case of the PLN/CHF
exchange rate33 .
Moreover, euro-denominated

ure 3.24).

loans were primarily extended in the last 2

The average increase in Swiss-franc-denominated
loan instalment repayment burden in relation to
the time of loan origination is much lower than
the scale of the depreciation of the zloty31 . This
results from the decrease in market interest rates
in Swiss franc in the period, which determine the
interest rate paid by clients32 .

The value of euro-denominated hous-

3 years, i.e.

in the period when the lending

policies of banks were strongly tightened.

On

the contrary, Swiss franc-denominated loans were
mostly extended during the 20062008 credit
boom (see Figure 3.24).

Consumer loans

The depreciation of the zloty also led to a de-

The rise in value of impaired consumer loans was

crease of the extent to which housing loans de-

slower in the last six months than in the period

nominated in Swiss franc were collateralised.

covered by the previous version of the Report (see

This referred, in particular, to cohorts from the

Figures 3.19 and 3.26) and it amounted to 1.2%.

time of a high zloty exchange rate (in 20072008).

However, it resulted exclusively from the sale of

In the case of these cohorts, the current value of

debt, mentioned earlier in the text.

the LtV ratio is the highest, and for individual
quarterly cohorts it exceeds 100% (an estimated
share of the value of these loans in loans extended
amounts to 32%) (see Figure 3.25).

In comparison with the period of a strong deterioration in the quality of consumer loans (2009
2010), this process slowed to the largest extent

In the case of euro-denominated housing loans,

in banks that specialise in providing loans to
households34 (see Figure 3.26). At the end of

risks related to an increase in loan repayment

September 2011, the impaired consumer loan ra-

burden and a decrease in the extent to which they

tios in banks specialising in household loans and

31

The current Swiss franc exchange rate (at the end of October 2011) was around 52% higher than the average

exchange rate according to which Swiss franc-denominated loans were taken out in the period of January 2005  June
2011 (approximately 2.35 zlotys  loan-amount-weighted average at the end of the rst half of 2011.).
32
Almost the whole portfolio of housing loans (99.9% at the end of September 2011) carries an interest rate according to a variable interest rate usually calculated as an average interest rate of interbank deposits, increased by a
xed spread. Therefore, a fall in interest rates in Swiss franc has an impact on the decrease in the value of interest
instalments of housing loans denominated in this currency.
33
The average exchange rate at which euro-denominated loans were extended (loan-amount-weighted at the end of
the rst half of 2011) can be estimated at around 4.04 zlotys, so only

7% below the exchange rate at the end of

October 2011 (the data relate to loans extended in 2005-2010 and in 2011 Q1).
34
Banks that specialise in providing loans to households are dened as commercial banks and branches of credit
institutions with an over 80% share of loans to households in loans to the whole non-nancial sector. This group
of banks includes mainly small and medium-sized banks that rapidly increased lending to households in the years
2005-2008 and in early 2009 (at a much faster pace than other banks). These banks have a particularly high share in
consumer loans (46% at the end of September 2011), against a 34% share in housing loans and a 7% share in loans
to corporates. The remaining part of the banking sector is composed mainly of large universal banks.
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in other banks were 27.1% and 10.8%, respectively.

of banks in this market segment in 20092010.

Share of consumer loans in arrears of
more than 90 days after 6, 12, 24, 30 and 36 months
from loan origination for loans extended in the successive months of 2007-2010
Figure 3.27.

Quarterly changes in the value of impaired consumer loans (by banks specialising in loans
to households and other banks

Figure 3.26.
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The increases in the value of impaired loans - other banks

6 months

12 months
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The increases in the value of impaired loans - bank specialising in
loans for the household sector

24 months

30 months

36 months

Note: the line patterned red bar in 2011 Q2  an increase
excluding the impact of the sale of debt.
A higher increase in impaired consumer loans (than in
previous quarters) in the third quarter of 2011 resulted
from a high increase of this value in one of medium-sized

Note: points on the horizontal axis denote the month of
loan origination. The smaller the distance between particular lines for a given month, the slower the pace the
quality of loans extended in a given month is worsening
in the course of time.
Source: BIK.

banks specialising in loans to households (the bank accounted for around two thirds of a total increase in the
value of impaired loans in the whole banking sector).

***

Source: NBP.

The slower (than in 20092010) pace at which
the quality of consumer loans have been deteriorating, observed for several quarters, is the result of the materialisation of a considerable portion of credit risk related to loans extended in
the period of a lenient lending policy and a relatively good quality of consumer loans extended
in the past two years. This is conrmed by BIK
data which shows that after 18-24 months from
consumer loan origination a considerable part of
loan-related credit risk is already materialised.
This is reected in the small increases of the percentage of loans in arrears of more than 90 days
after this period (see Figure 3.27). At the same
time, the percentage of loans in arrears for cohorts of loans originated after the rst half of
2009 was falling fairly rapidly and was particu-

A

projected

lower

pace

of

economic

growth

within the NBP macroeconomic projection horizon will not be favourable for the quality of loans
to households. Although a fall of the unemployment rate is still forecasted, the growth rate of
the number of working persons will be declining,
and it may be expected to fall y/y from the end
of 2012.
The value of impaired consumer loans is likely
to grow in the coming months albeit at a slower
pace than in 2009 and in the rst three quarters
of 2010.

Factors contributing to slower growth

include the materialisation of a considerable portion of credit risk on loans extended in the period
of a lenient lending policy in previous periods,
and a relatively good quality of consumer loans
originated in the past two years.

larly low for loans extended in 2010, mainly on

In the case of housing loans, the value of im-

account of a strong tightening of lending policy

paired loans and impaired loan ratios can be
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expected to grow further.

This growth will be

The materialisation of a worse-than-currently-

driven by a continued deterioration in loan port-

expected macroeconomic scenario, which would

folio quality due to its aging. This process will be

result in the deterioration in the conditions on

supported by the present composition of banks'

the labour market, is the main risk factor for the

housing loan portfolio, largely composed of loans

quality of loans to households. A considerable in-

extended in the period of robust lending growth.

crease in interest rates or a strong depreciation of

For some borrowers who took out loans at a time

the zloty are other risk factors for the quality of

when the income standards used by banks were

loans to households. Sensitivity to these shocks is

less stringent and the zloty was strong, an in-

primarily experienced by households that repay

crease in the value of an instalment may be un-

housing loans, mostly on account of a high per-

sustainable.

centage of foreign currency-denominated loans in
these type of loans and a relatively high share of

In a longer-term perspective, banks' implemen-

interest instalment in the total loan instalment.

tation of all the provisions of the amended Rec-

The resilience of borrowers to shocks is under-

ommendation S by the end of 2011, including one

mined by the fact that a relatively small portion

that restricts maximum loan maturity that could

of borrowers have buers in the form of savings

be taken into account during borrower's credit-

that might be used to absorb shocks related to

worthiness assessment to 25 years, and the re-

falling income or a considerable rise in loan ser-

duction of the maximum ratio of loan repayment
expenditures to borrower's net income to 42% for

vicing costs at a time of a substantial increase in
interest rates or depreciation of the zloty35 . Es-

newly extended foreign currency-denominated

timates of the impact of the materialisation of

loans, should have a positive impact on the qual-

shock scenarios on loan quality have been pre-

ity of newly extended housing loans.

sented in Chapter 3.5.3.

Box 3. Currency loans in Poland and ESRB recommendations

The currency structure of credit portfolios directly aects the level of risk borne by the banking
sector.

1

Foreign currency loans , as opposed to loans in domestic currency, carry an additional

risk factor related to the volatility of exchange rates.

A depreciation of the domestic currency

results in an increase in the value of the loan expressed in the domestic currency. This is crucial,
considering that in the household segment, most borrowers are not secured against exchange rate
uctuations, either in the form of regular income received in the foreign currency or nancial

2

instruments to hedge their exposure. .
Foreign currency loans are also a source of macroeconomic threats. As changes in domestic interest
rates are neutral for the cost of servicing debt in foreign currencies, the availability of this form
of nancing reduces the eectiveness of domestic monetary policy.

The exchange rate channel

of monetary policy is also distorted due to the fact that disposable income of households is tied
to changes in exchange rates.

The growth of lending in foreign currencies increases the risk of

unstable credit booms and leads to greater reliance on external nancing as well as rising external
35

In line with the results of the 2011 project "Social Diagnosis", only around 32% of households that have taken out

bank loans have some savings, and 27% of these households have small savings of up to the equivalent of a 1-month
income.

In the case of households which have taken out loans for the purchase of a home, a dwelling or a down

payment in a housing cooperative, the percentage of persons having savings is higher and amounts to 52% (Source:
own estimates based on "Social Diagnosis: an integrated database", www.diagnoza.com [downloaded on 03 November
2011.]).
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debt. Foreign currency loans are primarily used for nancing the purchase of real estate, rather
than production-oriented investment. As a result, the increasing indebtedness of entities in the
real economy and external debt is not accompanied by an increase in economic potential, which
would make it possible to service this debt in the future.
In the European Union, the problem of foreign currency loans exists in the group of new member

3 and Austria. In Poland it is related to the dynamic growth of housing loans taken out by

states

households in the years 2006-2008 (see gure 1). Increased competition among banks and easy
access to funding from foreign parent entities or interbank markets caused a rise in the supply of
housing loans in foreign currencies (see gure 1). This form of nancing the purchase of real estate
was attractive for households due to lower costs of servicing loans, thanks to the positive dierence
between domestic and foreign interest rates. Another factor driving demand were expectations
concerning the appreciation of the zloty and Poland's adoption of the euro.

Figure 1. Growth of foreign currency loans in Poland (y/y)
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Source: NBP.

The rising value of portfolios of housing loans in foreign currencies largely applied to loans denominated in Swiss francs. Reduced access to funding in foreign currencies in interbank markets
and the depreciation of the zloty contributed to slowing the growth of foreign currency loans in
the years 2009-2011 (see gure 2).
Despite a sharp depreciation of the zloty in the years 2008-2011, the quality of portfolios of housing
loans in foreign currencies did not deteriorate signicantly. The negative eects of the materialisation of foreign exchange risk were largely compensated by a series of interest rate cuts by the Swiss
National Bank and ECB, beginning from 2008. An additional factor which aected the quality
of foreign currency loan portfolios were measures undertaken by the Polish Financial Supervision
Authority (until 2006, the Commission of Banking Supervision). The rst recommendations concerning the proper assessment of creditworthiness and additional requirements towards borrowers
taking out housing loans in foreign currencies, who do not receive income in the currency of the
loan, were issued by the Commission of Banking Supervision in 2006 (Recommendation S). Due
to the high pace of growth of foreign currency lending, in subsequent years the Polish FSA introduced i.a. a maximum limit on the burden of borrowers' repayment in the case of foreign currency
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loans (Recommendation T and amendment of Recommendation S).

Figure 2. The structure of foreign currency loan portfolios
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Source: NBP.

In 2011 the issue of foreign currency loans to the non-nancial sector came under the attention of
the European Systemic Risk Board (ESRB). The ESRB concluded that this category of loans was
a potential threat to nancial stability at EU level. On 11 October 2011, the ESRB published a
list of seven recommendations, aimed at preventing excessive foreign currency lending to unhedged

4

borrowers .

The recommendations were addressed to the EU member states, national supervi-

sory authorities and the European Banking Authority.

The ESRB recommended the following

measures:



Recommendation A: nancial institutions are required to provide all information to borrowers regarding the impact on instalments of a depreciation of the domestic currency and of an
increase of the foreign interest rate; supervisors should encourage banks to oer customers
domestic currency loans for the same purposes as foreign currency loans;



Recommendation B: national supervisory authorities should monitor levels of foreign currency lending and of private non-nancial sector currency mismatches and allow foreign
currency loans to be granted only to borrowers that demonstrate their creditworthiness,
taking into account their capacity to withstand adverse shocks in exchange rates and in
the foreign interest rate; supervisors should consider setting more stringent underwriting
standards, such as debt service-to-income and loan-to-value ratios;



Recommendation C: national supervisory authorities are recommended to monitor whether
foreign currency lending is inducing excessive credit growth as a whole and, if so, to adopt
new or more stringent rules than those set out in Recommendation B;



Recommendation D: national supervisory authorities are recommended to address guidelines
to banks so that they better incorporate foreign currency lending risks in their internal risk
management systems;
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Recommendation E: national supervisory authorities are recommended to implement measures under the Second Pillar of the Basel II, and in particular to require nancial institutions
to hold adequate capital to cover risks associated with foreign currency lending;



Recommendation F: national supervisory authorities are recommended to closely monitor
funding and liquidity risks taken by banks in connection with foreign currency lending,
together with their overall liquidity positions and limit exposures to these risks;



Recommendation G: in the case of international banking groups, national supervisory authorities of the home Member States are recommended to impose measures addressing foreign
currency lending at least as stringent as the measures in force in the host Member State. This
applies only to foreign currency loans granted to borrowers domiciled in the host Member
States.

It should be noted that in the case of the Polish banking sector, some of the measures recommended
by the ESRB have already been implemented. Despite the fact that in recent months the growth
of foreign currency loans has subsided, and their quality is relatively good, a further reduction
of the scale of this lending is desirable.

In the opinion of the NBP, housing loans in foreign

currencies should be a niche product, oered only to borrowers who receive regular income in
the currency of the loan. In this context, it would be advisable on the part of the Polish FSA
to impose stricter criteria regarding the granting of foreign currency loans, i.a. by setting more
restrictive LtV limits (Recommendation B) and considering a capital surcharge on banks granting
foreign currency loans to unhedged borrowers (Recommendation E). Finally, Recommendation G,
which limits the possibility of evading supervisory restrictions through cross-border activity, is
particularly important in order to ensure the eectiveness of actions taken by national supervisory
authorities.

1

Foreign currency loans include loans paid out in a foreign currency, as well as loans denominated in a foreign
currency or indexed to a foreign currency, but paid out in the domestic currency.
2
For more on the risks associated with foreign currency loans, see the "Financial Stability Report. December 2010",
Box 2.
3
Foreign exchange risk plays a minor role in countries with a high degree of euroisation of the economy (e.g.
Romania) or which have introduced a xed exchange rate, i.e.

Bulgaria (currency board), Lithuania (currency

board, ERM II), Latvia (xed rate, ERM II).
4
www.esrb.europa.eu/recommendations/html/index.en.html

3.4. Liquidity risk and market
risk

after excluding the impact of foreign exchange
rate changes, the majority of banks reported an
increase in the surplus of extended loans over accepted deposits.

3.4.1.

Liquidity risk
Despite a recent increase, the average funding

The average funding gap in the sector of com-

gap in the banking sector remains at a relatively

mercial banks grew in the period under analy-

low level.

sis (see Figure

3.28). This growth stemmed, to

ropean countries, the share of funding obtained

some extent, from the depreciation of the zloty,

from other sources than deposits of the real and

which led to an increase in the zloty value of for-

general government sectors is moderate.

eign currency-denominated loans. However, even

favourable in terms of nancial system stabil-
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ity since the dependence of the banking sectors'

concentration risk and makes them dependent on

standing on price volatility and availability of

a recently deteriorating standing of their foreign

funding sources in the wholesale nancial mar-

parent entities (see Box 4).

ket is limited.

Figure 3.28.

Figure 3.29.
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Risk related to funding provided by non-residents

However, Polish banks are markedly discrepant

is particularly relevant for banks that follow the
foreign funding strategy36 .
In the period un-

in terms of the value of the funding gap (see

der analysis, the share of banks that follow this

Figure

3.28). A large funding gap is primarily

strategy in the banking sector's assets rose by

kept by branches of foreign nancial institutions,

around 1 percentage point to 17% at the end of

which, to a great extent, results from the spe-

September 2011. However, also for some banks

cic character of their activities in Poland. How-

running the mixed funding strategy funding ob-

ever, one may also single out a group of commer-

tained from foreign parent entities constitutes a

cial banks that nance their activities with funds

relatively large part in the funding structure (see

other than deposits of the real sector, including,

Figure 3.30), and a potential withdrawal of this

in particular, funds obtained from foreign nan-

funding might jeopardise the stable operation of

cial institutions.

these banks.

Loans and deposits obtained from parent entities
are the main part of funds from foreign nancial
institutions.

Despite the fact that their value,

after excluding the impact of foreign exchange

From the point of view of nan-

cial system stability, the fact that many banks nanced with foreign funds have recently increased
their market share by pursuing a relatively expansive lending policy is also unfavourable.

rate changes, remains relatively stable (see Fig-

Risk related to foreign funding is not limited to

ure 3.29), this source of funding has to be re-

balance sheet liabilities in the form of loans and

garded as risky.

High share of funding raised

deposits from parent entities. A number of Pol-

within the capital group, exposes domestic to

ish banks hedge their open balance sheet FX po-

36

For more details on the specic funding strategies of Polish banks, see Chapter 3.4.1 in "Financial Stability Report

 June 2009".
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sition with fx swap and CIRS transactions with

stable). This shows that competition for term de-

foreign banks.

posits of households has not signicantly changed

In order to estimate liquidity risk related to substantial foreign funding, a simulation was conducted as part of macro stress tests. The shock

in comparison with the assessment presented in
the previous Report.

On the other hand, this

competition is markedly lower than in 2009.

scenario of this simulation assumes, inter alia,

Eective interest that illustrates costs related to

outow of a portion of foreign liabilities, depre-

the whole portfolio of zloty and foreign currency

ciation of the zloty and a fall in the value of the

liabilities of banks has stabilised.

buer of liquid asset. The results of the simula-

time, since 2009 the interest on liabilities towards

tion performed according to these restrictive as-

the non-nancial sector has been higher than on

sumptions showed that for around 25% of the

liabilities towards the nancial sector, and the

banks liquidity shock related to the outow of

dierence between the two has been widening.

foreign capital would pose a serious risk for their

This development is related to the turbulences

stable operation due to lack of sucient buers

in global nancial markets and banks' eorts to

of liquid assets (see Chapter 3.5.3).

raise more stable funding sources, even at the

In the period under analysis, cost related to attracting new zloty term deposits from the non-

At the same

cost of an elevated price.

nancial sector increased, which was associated

In the past six months, the average supervisory
long-term liquidity ratio M437 slightly declined.

with an increase in market interest rates (spread

Except for one small bank, all commercial banks

between the interbank market rates and the in-

posted a respective minimum ratio required by

terest rate of new deposits remained relatively

the KNF.

Structure of funding in banks applying deposit strategy (left-hand panel), foreign funding
strategy (central panel) and mixed strategy (right-hand panel)
Figure 3.30.
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Source: NBP.
37

More on supervisory liquidity standards of the KNF in Box 2 in "Financial Stability Report - December 2009"
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Figure 3.31.

Interest on new zloty term deposits

ure 3.33).

Supervisory M2 liquidity standard in
commercial banks
Figure 3.33.
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Figure 3.32.

Eective interest on liabilities
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Market risk
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Market risk taken by domestic banks remains low
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As for short-term liquidity, banks are bound to

in the valuation of this position is small. Value
at risk (VaR) for FX risk does not exceed 0.1% of
the regulatory capital of commercial banks (see
Figure 3.34).

meet liquidity ratios M1 and M2, i.e. to maintain

VaR for FX risk is calculated under the assump-

liquidity reserve above the level of unstable exter-

tions that market of hedging instruments is liquid

nal funds. In the period under analysis, all com-

and banks are capable of rolling over maturing

mercial banks maintained ratios M2 above the

hedges. This estimate does not include the risks

required minimum of 1.00. However, at the same

banks, in practice, are exposed to: an increase

time the average liquidity ratio M2 slightly de-

in transaction cost, incapability of rolling over

clined in the sector of commercial banks (see Fig-

maturing hedges and counterparty default.
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A potential rise of market spreads on transac-

crease in the value of zloty funds needed to roll

tions that hedge against FX risk may pose a

over hedging contracts would exceed their liquid-

threat to the protability of the portfolio of

ity buer in the form of government bonds. This

FX assets if spread on a hedging transaction

particularly concerns banks that extended for-

is higher than the sum of deposit and credit

eign currency loans denominated in Swiss franc

spreads. This risk is particularly signicant for

and in euro on a large scale despite a small scale

some banks, which in the period when market

of balance sheet funding in these currencies.

competition was at its height, extended foreign
currency housing loans loans at very low spreads
(in the range of 100-150 basis points), and at the
same time competed for new deposits.

At the

end of September 2011, for about one fourth of
banks the estimated protability of housing loan
portfolio was negative (see Figure 3.7).

Figure 3.34. Median of Value at Risk for FX risk
and interest rate risk
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Table 3.3.

-treasury bills
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local governments
Financial
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institutions
Total

9.0
117.9
11.0
8.9

0.0
0.7
0.0
1.4

7.6
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241.9
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Note: as at the end of September 2011.
Source: NBP.

Interest rate risk in the Polish banking sector
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A potential substantial depreciation of the zloty
is also the source of risk related to FX balancesheet position hedging. Depreciation has an inuence on the increase in the value of zloty
funds needed to roll over contracts hedging FX
positions on banks' balance-sheets.

Deprecia-

securities.

The vast majority of this portfolio

are composed of domestic government bonds and
NBP bills (see Table 3.3). The share of securities issued by non-residents does not exceed 0.1%
of the portfolio. Therefore, Polish banks are not
directly exposed to risk related to the scal position of euro area countries.
Banks hold round 80% of Treasury securities in
portfolios that are valued according to market
prices (see Table 1 in Box 6). However, the risk
of their movements is mostly hedged by derivatives. In consequence, an estimated VaR for interest rate risk in banks' trading books does not
exceed 0.3% of banks' regulatory capital.

tion may also entail the necessity to involve liq-

Banks may be exposed to risk related to volatil-

uid funds to complement collaterals related to

ity of spread between bond yields and the interest

transactions that hedge foreign exchange posi-

rate on swaps that hedge bonds. This risk is not

tion.

This risk was accounted for in the stress

included in VaR estimates, but was taken into ac-

scenario of macro stress tests. The results of the

count in the stress scenario of macro stress tests

simulation indicate that for some banks an in-

(see Chapter 3.5.3). Results of these simulations
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show that this risk is not high, which largely re-

no sucient buers that could cover a potential

sults from the short duration of the portfolios of

outow of funds under the scenario of foreign

Treasury debt securities held by Polish banks.

capital withdrawal.
Therefore, to preserve domestic nancial stabil-

***

ity it is desirable for banks to be able to operate

The future liquidity position of domestic banks
will be greatly dependent on developments in
euro area countries and on the condition of parent banks from these countries.

Should the

sovereign debt crisis further intensify and the
pressure on nancial institutions to deleverage
grow, some parent entities of Polish banks may
be forced to reduce or even stop funding their
Polish subsidiaries.

as independent entities, i.e. not relying on support provided by parent banks. Despite a relatively favourable liquidity position, Polish banks
should therefore take measures aimed at reducing
the scale of dependence on foreign funding.

In

this context, development of the market of bank
securities would seem to be favourable. In particular, banks may acquire funding through issue of debt securities collateralized by mortgage
loans.

Banks should use these instruments to

The simulations indicate that a potential delever-

raise funding from non-bank entities rather than

aging of parent entities may be a major challenge

from other banks.

for the Polish banking sector, if it is transferred

for individual clients would enhance the availabil-

to the Polish market. Some domestic banks hold

ity and diversication of savings instruments.

Supply of these instruments

Box 4. The situation of the largest European banks
One of the potential risks to the Polish banking system is a deterioration in economic environment and, in consequence, in the nancial standing of European banking groups, especially
the ones that own subsidiaries in Poland.

The deterioration in the standing of European

banks may have an impact on the Polish banking sector through, inter alia, a reduction in the
availability of funding provided by parent entities and other nancial institutions, and a rise in
the cost of market funding.
The parent entities have to date maintained the scale of funding their subsidiaries in Poland

1

(see Figure 3.29). However, due to problems in raising new capital through nancial markets and
the limited possibilities of increasing the banks' capital using public funds because of the dicult
scal situation of their home countries, banks may be forced to intensify deleveraging through a
reduction in activity, including the sale of Polish subsidiaries. The parent banks that benetted
from the assistance provided by the state may also be forced to sell some assets. Such a situation
may entail risk to domestic nancial system stability.
Two major risks to the nancial system stability of the euro area identied by the ECB in its
euro area nancial stability review

2 concern the interplay between the vulnerabilities of public

nances and the nancial sector, including mutual contagion eects, and the low availability of
funding to banks, especially medium-term and long-term funding.
The nancial condition of European banks deteriorated in the second quarter of 2011. The profitability of European banks decreased as a result of an increase in provisions for credit risk, a fall
of net income from trading activity and funding cost growth (see Figure 1). Provisions related
to the decline in the value of Greek bonds in banks' portfolios also contributed to this decrease.
Preliminary results for the third quarter of 2011 corroborate a further decrease in the protability
of European banks.
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Figure 1. Quarterly net income of selected European banks
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Note: data shown in Figures in the Box relate to 13 European banks, listed on the stock exchanges, which own the
largest, in terms of assets, subsidiaries in Poland.
Source: Bloomberg.

Since the second half of 2011, the EURIBOR 3M  OIS 3M spread has widened (see Figure 2.7)
and trading volume in the European interbank market has fallen. At the same time, the ECB has
increased funding to European banks, especially from euro area peripheral countries. The other
sign of the deteriorating situation in the interbank market was an increase in the value of deposits
held at the ECB (in November, they were ve times higher than their average in the rst half of
2011), which demonstrates that banks accumulate liquidity surpluses.
The issues of medium-term and long-term debt securities of banks decreased substantially. Since
July 2011, only few banks have managed to place unsecured securities with longer maturities

3 (see

Figure 2). Some European banks replaced funding with unsecured debt securities with funding
via issue of covered bonds. Market funding costs are high, especially for banks from countries at
risk of a debt crisis.
The funding cost of banks is strongly dependent on risk assessment and funding cost of the
government sector of their home countries. The strong increase in yields and CDS premia of some
euro area countries in the second quarter of 2011 (see Figure 2.2)resulted in the growth of banks'
funding. This shows a substantial increase in CDS premia in the same period for the majority of
European banks (see Figure 3). Concerns about the scal condition of some euro area countries led
to an increase in risk of potential losses for banks should value of government bonds decline, and,
in addition, limited the possibility of providing further public assistance to nancial institutions
being in dicult situation.
As a result of the deterioration in the scal situation of some euro area countries, ratings agencies
downgraded their credit ratings, which resulted in a downgrade of ratings of banks operating
in these countries.

The share prices of the majority of European banks recorded strong falls,

particularly in August and September 2011, especially for banks with substantial exposures to
peripheral euro area countries and banks seen as having an unstable liquidity position.
Some European banks nance part of their operations through short-term funding in US dollar,

4

obtained from U.S. money market funds . Since mid-2011, these funds have been cutting their
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exposures towards European banks and reducing the maturity of exposures.

As in the case of

funding in euro, risk related to funding in US dollar has been mitigated by the 15 September 2011
launch of US dollar liquidity providing operations by major central banks.
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Figure 2. Debt maturity of selected European banks (left-hand panel) and issuance of debt securities
(right-hand panel)

Source: Thomson Reuters.
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The outlook for European banks seems unfavourable. Besides losses on government bonds, higher
cost and problems in accessing funding, European banks will sustain higher credit risk cost due to
the economic slowdown in the euro area. The size of credit risk cost will be dierentiated between
banks and strongly dependent on the country of origin of a given banking group.

Particularly

exposed are banks with substantial exposures to euro area countries that are likely to make scal
adjustments resulting in a deterioration in the economic condition of households. In addition, some
European banks are strongly exposed to a potential fall in property prices, including commercial
property prices.
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Increased credit risk and problems in raising funding may lead to reduction lending.

Such a

5

possibility is indicated by the results of the ECB Euro Area Bank Lending Survey . European
banks tightened lending standards in the third quarter of 2011 and have plans to tighten them
further in the fourth quarter of the year.

A reduction in the supply of credit will additionally

hinder economic activity and lead to a negative feedback between the nancial and real sectors.
Although since the start of 2011 European banks have increased their capital adequacy ratios,
the challenges they are facing show that their eorts in that respect have not been sucient.
The need to increase the capital buer of European banks is indicated both by the EBA and

6

the IMF .

During the 26 October 2001 summit, euro area countries agreed that banks should

raise their minimum capital adequacy ratios, calculated by taking into consideration the highest
quality capital (Core Tier 1 ), to 9% by the end of June 2012. The EBA estimated the resulting
capital needs of banks at 106 billion euros. The need to substantially increase banks' capital will
additionally have an inuence on cuts in the supply of credit.

1

This analysis is based on publicly available data for a selected group of European banks and on selected
publications by the ECB, IMF, the Bank of England, OECD and the Financial Stability Board.
2
See "Financial Stability Review - June 2011", ECB, 2011.
3
In the case of some banks, net issuance wes negative (the value of maturing securities was higher than that of
placed securities), which, in part, may be explained by the progressive decrease in the balance-sheet and reducing
leverage, which resulted in lower wholesale funding needs.
4
According to data of the Fitch ratings agency, this funding source was used by a small group of Europe's largest
banks, mostly from Great Britain, France, Germany, the Netherlands and the Scandinavian countries.
5
See Euro Area Bank Lending Survey October 2011, ECB, 2011.
6
In "Global Financial Stability Report" (September 2011), the IMF published estimates of the impact of credit
risk growth related to the government bonds of selected euro area countries on European banks' exposures equals
200 billion euro. The estimates cannot be regarded as potential capital increase needs, rather as an increase in
credit risk cost in the European banking sector related to the government bonds of selected euro area countries.

3.5. Banks' capital position and
loss absorption capacity
3.5.1.

Banks' capital position

In the period under analysis, the regulatory capital of the domestic banking sector grew by
around 9.5%.

This growth was mainly due to

the retention of 2010 prots and  to a lesser ex-

The average capital adequacy ratio of the banking sector decreased slightly (see Figure 3.36),
however it was still higher than the regulatory
minimum by around 5 percentage points.

This

decrease was due to higher lending to the nonnancial sector and a simultaneous fall of the
Treasury debt securities and NBP bills, the items
that do not generate the capital requirement for
credit risk.

tent  to the increase of subordinated debt and
an issue of new shares38 (see Figure 3.35). The

The majority of commercial banks maintained

structure of regulatory capital was favourable in

atively high resilience to shocks  the capital ad-

terms of the capacity to absorb potential losses,

equacy ratios of banks with an 81% share in the

as it was largely composed of core capital (see

assets of domestic commercial banks were higher

Figure 3.36).

than 11% (see Figure 3.38).

38

high capital adequacy ratios, ensuring them rel-

The growth of regulatory capital also resulted from the transformation as of 19 September 2011 of the branch of

EFG Eurobank Ergasias SA, operating in Poland under the brand name of Polbank, into a domestic bank. Excluding
the impact of this transformation, the sector's regulatory capital would grow by 4.1%.
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Figure 3.35. Changes (y/y) in selected items of the
regulatory capital of domestic banks

Selected items of the regulatory capital and the capital adequacy ratio of domestic banks
Figure 3.36.
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Source: NBP.
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The nancial leverage ratio is an additional measure that indicates the capital position of banks
without taking into account the assets' risk. In

Figure 3.39.

mercial banks

the period under analysis, the average nancial

20

leverage ratio increased modestly but remains

18

low (11.9 at the end of September 2011; see Fig-

16

ure 3.39). Relatively large funding provided by

14

parent banks to some Polish banks, however, may

12

force the latter to reduce assets, if their parent

10

banks deleverage their balance sheets.

The nancial leverage ratio in com-
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Box 5. Maximum harmonization of macroprudential instruments in CRD IV / CRR
On 20 July 2011 the European Commission published a set of legislative proposals, comprising
a Directive (CRD IV)

1 and Regulation (CRR)2 , implementing the regulatory framework devel-

oped by the Basel Committee on Banking Supervision concerning capital, liquidity and leverage

3

ratio (known as Basel III) . The European Commission acknowledged the signicance of macroprudential supervision, which is reected in the proposed provisions applying to macroprudential
instruments.

Macroprudential instruments in CRD IV/CRR

Macroprudential instruments, which should be at the disposal of the institution responsible for macroprudential supervision in order to respond to the build-up of risk in the nancial system, may be divided into
two categories:
a) instruments specically designed to contain systemic risk,
b) microprudential instruments, which applied in an appropriate manner, may have a systemic impact.
The CRD IV proposal includes a countercyclical capital buer, which falls under category a). It involves
the requirement for banks to maintain, during periods of excessive credit growth, a capital buer aimed at
containing credit growth, improving banks' capacity to absorb losses in stressed periods and strengthening
their capital base. In periods of economic slowdown, the buer rate may be lowered.
The CRR proposal features instruments falling under category b)4 . These include:
 a temporary increase in the level of capital requirements,
 capital charges for credit risk (risk weights for selected classes of exposures),
 capital requirements for securitisations,
 capital requirements for counterparty credit risk.
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The countercyclical capital buer, introduced in the Basel III framework, is an instrument specifically designed for the purpose of macroprudential supervision.

In accordance with CRD IV,

designated national authorities are responsible for setting the buer rate. The rate is to range
from 0% to 2.5%, but may be set in excess of 2.5%, if in the view of the designated national
authority, local conditions justify such a decision. Due to the fact that the countercyclical capital
buer will apply to institutions based on decisions of the countries where their credit exposures
are located, an international reciprocity regime has been introduced.

The regime species the

conditions regarding the recognition of the buer by foreign designated authorities that supervise
banks, which engage in lending in a given market through a branch or by way of cross-border
provision of services (without commercial presence).

According to the CRD IV proposal, if a

national designated authority sets a buer rate of up to 2.5%, mandatory reciprocity will be in
force with respect to foreign designated authorities. If however domestic authorities set the buer
rate above 2.5%, voluntary reciprocity will apply with respect to foreign designated authorities
to the value of the buer in excess of 2.5%.

In the NBP's opinion, the principle of voluntary

reciprocity above the rate of 2.5% may limit the eectiveness of the countercyclical capital buer.
Therefore, it seems justiable to introduce full reciprocity regardless of the buer rate. The European Commission's proposal exposes EU member states to the risk of regulatory arbitrage, which
would also constitute a breach of the level playing eld principle for EU banks, should a given
country introduce a countercyclical buer in excess of 2.5%.
The European Commission's legislative proposal applies maximum harmonisation to the remaining
instruments which may be used for macroprudential purposes. According to the CRR Regulation,
whose provisions are to be directly applicable by member states, only the European Commission
will be empowered to impose stricter prudential requirements  with respect to countries or regions
 in response to changes in the intensity of micro- and macroprudential risks.

Consequently,

national designated authorities will not have the power to impose stricter prudential requirements
on credit institutions in their jurisdiction. In the view of the NBP, such an approach may exert
a negative impact on the eectiveness of macroprudential supervision at domestic level. This is
evident, based on the following factors:



The European Union comprises 27 heterogenous nancial systems, diering i.a. in the degree
of development of nancial intermediation (nancial assets/GDP), the structure of banking
sectors, currency regimes, business cycles. Therefore, applying a one-size-ts-all approach to
domestic nancial systems may prove to be inadequate and result in insucient or excessive
regulation of a given market;



national central banks and supervisory authorities have relevant knowledge concerning the
specicity of the domestic nancial system and appropriate competences to identify and
assess local systemic risks;



the lack of sucient exibility of domestic authorities with regard to calibration of macroprudential instruments may weaken their capacity to fulll the macroprudential mandate,
which in turn could undermine their credibility as institutions responsible for macroprudential supervision;



considering the lack of an EU-level system encompassing deposit guarantees, crisis management and a resolution framework, it is the member states which are responsible for the
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stability of their nancial systems and bear the scal costs of potential crisis situations.

1

Proposal for a Directive of the European Parliament and of the Council on the access to the activity of credit
institutions and the prudential supervision of credit institutions and investment rms, European Commission, 20
July 2011.
2
Proposal for a Regulation of the European Parliament and of the Council on prudential requirements for credit
institutions and investment rms, European Commission, 20 July 2011.
3
Basel III: A global regulatory framework for more resilient banks and banking systems, BCBS, 16 grudnia 2010
r.
4
The following instruments also fall under category b), but are not regulated by the provisions of CRD IV/CRR:
LtV (loan-to-value), LtI (loan-to-income) and LtD (loan-to-deposits).

3.5.2.

Simulations of loan loss absorption capacity

event of an abrupt deterioration in the quality
of impaired loans and of a decrease in the value
of their collateral. The results of this simulation

Four simulations were performed39 to determine

may indicate whether the present portfolio of im-

whether banks' capital is sucient to absorb po-

paired loans poses a threat to banks' capital ade-

tential losses arising from credit risk materialisa-

quacy. The results of the simulation show that in

tion. The purpose of a separate simulation was

the period under analysis the signicance of the

to analyse the risk of the domino eect related

portfolio of impaired loans for banks' capital ad-

to mutual exposures in the market of interbank
unsecured deposits40 .

equacy rose modestly (see Figure 3.41). Banks,
that register a fall of their capital adequacy ratio below 8% in this simulation may be regarded

The results of the rst simulation (see Figure

as exhibiting a relatively high value of impaired

3.40) indicate the scale of the deterioration in the

loans as compared to capital. The share of this

quality of performing loans that individual banks

group of banks in the assets of the banking sec-

may absorb without their capital adequacy ratios

tor's assets amounts to around 18.4%. All banks

falling below 8%. These results permit ranking

in this group posted a positive net prot after

these banks by their resilience to the deteriora-

the rst three quarters of 2011, which may allow

tion in the quality of their loan portfolios. The

them to increase their regulatory capital in the

simulation performed on September 2011 data in-

future and thus improve their resilience to loan

dicates a rise of the signicance of a group of

losses.

banks that are able to absorb only a relatively
minor deterioration in loan portfolio quality. The
deterioration in the quality of 5% of loans would
result in the fall of the capital adequacy ratio below 8% in banks with a 10.8% share in the banking sector's assets. In March 2011, an identical
shock would have caused the capital adequacy ratio to fall below 8% in banks with a 7.1% share
in the banking sector's assets.

The comparison of the results of the rst two
simulations allows to isolate a small group of
banks (with a total share in the banking sector's assets close to 5.5%) whose capital buers
are low.

These banks concentrate on providing

loans to households. Their situation deserves attention due to their relatively high sensitivity to
the deterioration in the quality of assets and the
rapidly deteriorating quality of their loan port-

The purpose of the second simulation was to de-

folio in 20102011. It seems that although these

termine the capital adequacy ratio level in the

banks meet the supervisory capital requirements,

39

The simulations were performed only on data of commercial banks with a total share of around 90% in the assets

of the banking sector. Branches of credit institutions and cooperative banks were not included in these simulations.
40
The impact of the primary insolvency of commercial banks on commercial and cooperative banks was examined
in this simulation.
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they should increase their capital in order to en-

simulation did not take into account exposures

hance their resilience to a potential deterioration

towards subsidiaries and aliates. These simu-

in assets quality.

lations indicate that the impact of the nancial
position of a group of the largest borrowers on

Simulation I: assets of commercial
banks by percentage of loans without identied impairment whose deterioration in quality would lower
the capital adequacy ratio to 8%
Figure 3.40.

90%

creased in September 2011 (see Table 3.4).

Simulation II: average capital adequacy ratio of commercial banks in scenarios that assume deterioration in the quality of impaired loans
Figure 3.41.
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Assumptions of the simulation:
1. Deterioration in loan quality means that 50% impairment is recorded for these loans. 2. Hypothetical charges
to impairment provisions fully decrease the banks' regulatory capital. 3. Impaired loans carry a 100% risk weight.
4. No release of impairment provisions.
Source: NBP.

The third simulation was designed to examine the signicance of the concentration risk of
loan exposures in the banking sector.

The si-

mulation assessed the impact of a simultaneous
bankruptcy of three largest non-nancial borrowers (in the sector as a whole ) on the banking
sector.

These enterprises represent the fuel in-

dustry and the retail distribution sector. Claims
on these enterprises are held in the portfolios
of 19 banks.

The simulation assumed that im-

pairment would stand at 100% for all loans extended to these enterprises and that the cost of
provisions would reduce banks' regulatory capital, which would result in a drop of the capi-

Assumptions of the simulation:
1.

In all scenarios, banks sustain losses (that decrease

the bank's regulatory capital) equal to the value of an
unsecured portion of impaired loans. 2. The portfolio of
loans without identied impairment remains unchanged.
3. In Scenarios 2 and 3, charges to impairment provisions
are increased by the value of a decrease in collateral value
(25% of collateral value in Scenario 2 and 50% in Scenario
3.).
Source: NBP.

The fourth simulation examined the concentration of loan exposures in individual commercial
banks by the impact assessment of a hypothetical
bankruptcy of three largest non-nancial borrowers of each bank (see Table 3.4, last column). Results of the simulation show that the resilience of
particular banks to the bankruptcy of the largest
borrowers in their portfolios decreased as compared with March 2011.

tal adequacy ratio. The eects of a hypothetical

The fth simulation showed that the domino

bankruptcy of three largest nancial (non-bank)

eect resulting in the secondary insolvency of

borrowers were examined in a similar way. This

banks would be triggered by the primary insol-

41

The simulation examined the consequences of a bankruptcy of each individual commercial bank. For more details

on the methodology of an examination of the domino see Box 4 in "Financial Stability Report. July 2011".
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Table 3.4. Simulations III and IV: impact of a hypothetical bankruptcy of three largest borrowers of the
banking sector and three largest borrowers of each bank

Non-nancial
borrowers

Financial borrowers

19

14

Three largest
borrowers of each
bank
-

75.5%

58%

-

7.3
1.5%

3.5
0%

16.1
10.9%

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

vency of 11 out of 48 commercial banks operating at the end of 201141 . In the case of their
bankruptcy, secondary insolvency would aect
from 1 to 10 commercial and cooperative banks

Simulation II: distribution of assets
of commercial banks in scenarios of the deterioration
in the quality of impaired loans according to data as
of September 2011
Figure 3.42.

with a share in the assets of the whole banking

above 16%

12% - 16%

comparison with their regulatory capital.

10% - 12%

between domestic commercial banks is low in

9% - 10%

(see Figure 3.43). The value of deposits placed

8% - 9%

banks and between domestic and foreign banks

6% - 8%

transactions between cooperative and aliating

4% - 6%

mestic banks. A dominant part of deposits are

0% - 4%

relatively small scale of transactions between do-

45%
40%
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The low risk of the domino eect arises from a

Share in commercial bank assets of banks in
range

sector below 2.0%.

Capital adequacy ratio
Actual data

Scenario 1

Scenario 2

Scenario 3

Note: the scenarios are dened in explanatory notes below the Figure 3.41.
Source: NBP.
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Figure 3.43.

Mutual direct exposures ofdomestic banks due to loans and deposits

Note: individual commercial banks are identied by red colour, cooperativebanks  by green colour, and all foreign
banks  by blue colour.
Source: NBP.

3.5.3.

Macro stress tests

In this edition of the Report these analyses were
divided into three parts. In the rst one, the impact of two (baseline and shock) macroeconomic

Besides the simulations discussed above, macro
stress tests were used to assess the capacity of
banks to absorb negative shocks. The purpose of
these tests is to analyse the eects of hypothetical negative shocks rather than present the most

scenarios on credit risk costs and on banks' earnings was analysed. In the second part , the impact of an additional negative market shock was
added to the shock scenario analysis. Potential
capital needs of banks were determined for both

likely developments in the banking sector.
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scenarios. The impact of market shock on banks'
liquidity position42 was examined in part three.
Two scenarios developed by NBP economists
were considered, a baseline scenario consistent
with the central path of the NBP macroeconomic
projection from

"Ination Report  November

2011" and a shock scenario.
The shock scenario assumed that in highly developed economies the years 20112013 would see a
recurrence of recession as a consequence of the
growing reduction in debt levels of the private
and public sectors, coupled with weakening consumer demand.
In the shock scenario, a recurrence of the slowdown in economic growth in highly developed
economies would result in a fall of Poland's real
GDP growth, further increased by a hypothetical
pro-cyclical response of scal policy. Fiscal policy tightening would be prompted by the risk of
exceeding the prudential thresholds of the public debt to GDP ratio.

Under such a scenario,

further tightening in lending policy would also
contribute to a decline in GDP growth.
A comparison of the path of GDP growth in the
shock scenario with the fanchart of the GDP

basis points lasting one year and a

ciation of the zloty) and also force further scal
adjustments aimed at regaining the creditworthiness of the Polish government.

loan portfolio, increase the capital requirements
for banks and their liquidity needs.

Major economic indicators in macro
stress test scenarios
Table 3.5.

2011
2012
GDP growth r/r
Baseline scenario
4.1%
3.1%
Shock scenario
4.1%
0.8%
LFS unemployment rate, yearly average
Baseline scenario
9.5%
9.2%
Shock scenario
9.5% 10.1%
CPI ination y/y
Baseline scenario
4.0%
3.1%
Shock scenario
4.1%
5.3%
WIBOR3M
Baseline scenario
4.49% 4.72%
Shock scenario
4.58% 5.93%

6
5
4
3
2
1

impact of a drop in foreign investor condence
to the Polish economy, which would lead to the

-2

ment bond yields and a depreciation of the zloty
(the simulation assumed a rise in the yield by 300
42

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
3-2013
6-2013
9-2013
12-2013

0

This outow

4.72%
4.98%

7

-1

would prompt, inter alia, an increase in govern-

2.8%
3.6%

8

ditional market shock that reects a potential

outow of capital from Poland.

9.0%
12.5%

3.44.
Shock macroeconomic scenario
against the fanchart of GDP from "Ination Report
 November 2011"

GDP (y/y, in %)

shock scenario was next expanded with an ad-

2.8%
-0.8%

Figure

growth rate than that arising from the shock sce-

The analysis of the eects of the macroeconomic

2013

Source: NBP.

November 2011" (see Figure 3.44) shows that the
likelihood 43 of a stronger slowdown of the GDP

below 5% in 2013.

Depreciation of

the zloty would adversely impact the quality of

growth rate presented in "Ination Report 

nario is in the range of 5% and 20% in 2012 and

30% depre-

Note: red line denotes the shock scenario.
Source: NBP.

The methods and assumptions adopted in the analysis of the impact of both scenarios and of market shock on

capital needs and the buer of liquid assets are described in Box 6 "Methodology of stress testing exercise".
43
Probability estimation based on uncertainty factors presented in the fanchart, i.e. relating to the assumptions and
specication of the model, errors in estimation of variables and the residual error.
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On the basis of the paths of macroeconomic vari-

In addition, due to losses on exposures in the in-

ables in both scenarios and the impact of market

terbank market, the capital needs of the banks

shock the potential capital needs of Polish banks

would grow by an additional 0.4 billion zlotys.

were determined. It was assumed that banks had

The majority of banks in need to increase their

to keep such capital levels that would ensure the

capital in the shock scenario reported a positive

capital adequacy ratio calculated on the basis of
core capital at 9%44 .

net prot in the rst three quarters of 2011, how-

The impact of a liquidity shock on the stability
of Poland's banking sector was analysed sepa-

ever even if these prots were earmarked for capital increase, this move would not ensure them a
sucient buer to absorb potential losses.

rately. The purpose of this simulation was to as-

The simulation of liquidity risk showed that in

sess whether banks had an adequate buer of liq-

the case of materialisation of a very restrictive

uid assets in case of the depreciation of the zloty

shock scenario, a group of banks with an approx-

adopted in the shock scenario, a rise in domestic

imately 25% share in the sector's assets would

government bond yields, foreign capital outow

not have suciently high buers of liquid assets

and a drop in condence both from nancial in-

to cover liabilities related to foreign capital out-

stitutions and entities of the real sector.

ow, depreciation of the zloty and a fall in cus-

The

analysis

of

the

impact

of

a

potential

bankruptcy of banks (in both macroeconomic
scenarios) on the situation of other banks via the
so-called domino eect was the last element of
the simulation.

of these banks are to a large extent nanced with
foreign funds or they hold substantial portfolios
of foreign currency-denominated loans. A shortfall of liquid funds in these banks would total
42 billion zlotys.

In the baseline scenario, some Polish banks would
need to increase their capital levels to keep the
capital adequacy ratio  when taking into account core capital  above 9% (by a total of
around 805 million zlotys, see Table 3.6).

The

share of these banks in the assets of the banking sector would stand at 1.8%.

tomer condence (see Figure 3.45). The majority

Some of them

have already posted negative earnings.

In the

shock scenario that assumes occurrence of significant economic turbulences for which the proba-

Results of the liquidity shock simulation proved
that it is desirable that banks operate as independent entities without relying heavily on support from foreign parent banks and run diversied funding structure in order to ensure a stable operation of the domestic nancial system.
If domestic banks increased their capital, this
would also reduce the negative impact of potential deleveraging of foreign parent entities.

bility of materialization is low, about 24% banks

The simulation has also proven that a consid-

in terms of assets would need additional capital

erable portfolio of foreign currency-denominated

and the size of required capital increase would to-

loans may pose relevant liquidity risk for banks

tal around 5.7 billion zlotys. This gure includes

with no stable funding sources in foreign cur-

additional losses arising from market shock. This

rency.

proves that even in case of materialization of very

banks to further limit lending denominated in

restrictive assumptions, the size of potential cap-

foreign currency, in particular housing loans to

ital increase would not exceed 6% of the current

households, so that it is possible to gradually re-

banking sectors capital.

duce the currently high share of foreign currency-

44

This conrms the necessity for Polish

At the EU summit meeting on 26 October 2011, a decision was taken to temporarily raise the minimum capital

adequacy ratio to 9%. When calculating this ratio, banks will take into consideration only the highest quality capital,
i.e. (Core Tier 1). Banks shall meet these requirements by the end of June 2012. As the macroeconomic horizon
of the macro stress tests discussed in this edition of the

Report

ends in December 2013, any potential capital needs

relate to the new standards and not to standards binding in 2011.
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denominated loans in the portfolio of loans to the

their resilience has slightly declined since the

non-nancial sector (36%).

last assessment presented in the previous Report.
There is a small group of banks exhibiting low

Assets of commercial banks by coverage of outow of funds with a buer of liquid assets
in the shock scenario
50%
45%
40%
35%
30%
25%
20%
15%
10%
5%
0%

resilience.

These banks should pursue a pru-

dent lending policy and seek to speedy and rmly
strengthen their capital base.
The results of macro stress tests show that
the majority of commercial banks operating in
Poland have sucient capital to safely operate
and to absorb eects of a minor slowdown in economic growth and the resulting modest increase
in credit risk cost.
However, in the period under analysis the risk of

Over 200%

175 - 200%

150 - 175%

125 - 150%

100- 125%

75 - 100%

50 - 75%

25 - 50%

a substantial deterioration in the economic sit-

0 - 25%

Share in the banking sectors' assets

Figure 3.45.

Coverage of funds outflow with buffer of liquid assets

uation has increased.

The results of the shock

scenario of a prolonged recession in the world
economy and market turmoil intensication indicate that capital needs would be signicant .
From the point of view of the stability of the domestic nancial system, it is desirable that all

Source: NBP.

banks increase their capital buers. The banks

***

should ensure that, when developing their dividend policy, they have capital enabling them 

Results of these simulations point to sustained

also when macroeconomic outlook worsens  to

discrepancy

buers

keep their capital adequacy ratio of the highest

among banks. The majority of banks still hold

quality capital at the level of the EBA-proposed

sucient buers to absorb a potential further

minimum of 9%, increased by a capital conservation buer45 of 2.5 percentage points.

with

respect

to

capital

deterioration in loan portfolio quality, however

45

The concept of the conservation capital buer is discussed in Article 123 of the draft directive CRD IV.
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Table 3.6.

Results of macro stress tests  baseline and shock scenarios (billion zlotys)
Historical
data
for he
period
10-2010 
9-2011

Simulation results for the period 9-2011 - 12-2013
baseline scenario
sum

shock scenario

per year

sum

per year

Macroeconomic shock

Impairment charges1 for
loans
- of which for loans to
enterprises
- of which for loans to
households
Impairment charges1 for
loans (as % of loans)
Impairment charges1 for
loans (as % of assets)
Net interest income2
Other income and expenses3
Pre-tax prot
After-tax prot

4.7

10.0

4.4

20.4

9.1

0.6

2.3

1.0

6.4

2.8

4.1

7.7

3.4

14.0

6.2

0.65%

n/d

0.61%

n/d

1,25 %

0.40%

n/d

0.38%

n/d

0,77 %

21.5
3.6
17.3
13.9

45.2
5.0
40.3
32.1

20.8
2.2
17.9
14.3

33.7
5.0
16.8
12.7

14.9
2.2
7.5
5.6

Market shock

Fall in bond value
recognised in the prot and
loss account
Fall in bond value
recognised in capital
Zloty depreciation
(impairment charges for
foreign currency household
loans)
Capital needs4

Additional losses due to
domino eects
Additional capital needs4
due to domino eects

n/d

n/d

0.5

n/d

n/d

5.0

n/d

n/d

0.9

n/d

0.8

5.7

n/d

0.1

2.4

n/d

0.0

0.4

1. In this table, "impairment charges" is understood as the dierence in the stock of provisions between the start
and end of a given period.
2. "Net interest income" includes fees and commissions on extended loans, but does not include interest income on
securities.
3. "Other income and expense" includes, inter alia, interest income on securities, fees and commissions income
excluding fees and commissions on extended loans, gains/losses on valuation and trading activities, dividends received,
general expense and depreciation.
4. Value of capital injection necessary to ensure that capital adequacy ratios  when taking into account core capital
 exceed 9% and keep core capital at the level not lower than internal capital at the end of the simulation period.
Notes: a xed value of loan portfolio and assets in the simulation horizon and earmarking all generated albeit
undistributed prot for increasing banks' capital were assumed. Data for commercial banks.
Source: NBP.
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Box 6. Methodology of the macro stress tests
Macroeconomic stress tests conducted at the NBP consist of several stages.
During the rst stage, macroeconomic scenarios are generated which serve as the basis for simulations. The NECMOD

1 model has been used to assess the impact of the hypothetical events on

the condition of the Polish economy.
The second stage involves a quantication of the impact of macroeconomic variables generated for
the baseline and adverse scenario on credit risk costs. This is achieved by applying panel models
which explain the development of net charges to provisions for impaired loans for individual commercial banks. In these models the provisions are explained by macroeconomic variables (changes
in the real WIBOR 3M rate, GDP growth rate, changes in household disposable income) and
an autoregressive component. Provisions for loan portfolios consisting of corporate and housing
loans, as well as other loans granted to households are modeled with separate equations.
In the next stage of the simulation, banks' hypothetical earnings are calculated for both scenarios.
The interest income forecast for banks is performed with a panel model presenting the development

2

of interest income .

The model explains the development of interest income based on paths

of macroeconomic variables from respective scenarios and bank-specic variables, including the
quality of their loan portfolios. It was assumed that interest expense in the baseline scenario rises
by 10% compared to the value attained in the 12-month period ending in September 2011. In the
shock scenario, interest expense remains constant.
In order to estimate the remaining components of banks' earnings, it was assumed that gains/losses
on valuation and trading activities decrease by 20%, and other components of net operating income

3 do not change in relation to the value attained in the 12-month

before provision for impaired loans

period ending in September 2011 (including interest earned on securities).
The next step of the simulation was to take into account the eects of market stress. The fall in
value of Polish treasury bonds was estimated, as was the impact of a depreciation of the zloty on
credit risk costs and the increase in capital requirements related to housing loans denominated in
foreign currencies.
Banks' exposure to interest rate risk arising from the portfolio of treasury securities is hedged by
derivatives, such as IRS. This implies that the rise of government bond yields and a simultaneous
parallel change of the IRS curve has no impact on banks' earnings. The shock scenario assumed
that although the yields on government bonds rose, the IRS curve did not change, so a change in
yields fully reected a change in credit risk premium and had a direct impact on banks' earnings,
while in the case of instruments classied as held for trading  on banks' capital levels.

The

method of accounting for an increase in bond yields on the pricing of respective portfolios in
presented in the table (see Table 1).
The impact of zloty depreciation on the value of net charges to provisions for impaired household
loans was estimated based on data collected by the Credit Information Bureau (BIK). It was
assumed that the probability of a serious delinquency (dened as an occurrence of a delay in
payments exceeding 90 days, or loans being collected or subject to enforcement proceedings)
depends only on the level of income buer. A depreciation of the zloty causes the level of this

4

buer to fall due to an increase in the cost of servicing foreign currency loans . A reduction of
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the borrowers' income buer in turn results in higher probability of cessation of servicing a loan,
and thus in an increase in the estimated value of loans overdue. Next, it was assumed that an
increase in the value of impaired loans in commercial banks would be the same as the increase in
the value of overdue loans estimated on the basis of data collected by BIK. The value of charges to
provisions for impaired loans was established by assuming that the relation of charges to provisions
for impaired loans to the gross value of impaired loans will not change after the stress test.
Table 1. Treasury securities in banks' balance sheets as of September 2011: structure and presentation in shock simulations

Classication
(IFRS portfolio)
Held for trading

Balance sheet
value (zloty bn)
7.8

Share in total
6.1%

Valued at fair value
through prot and loss
account
Available for sale

7,8

6,2%

84.3

66.5%

Loans and receivables

3.8

3.0%

23.1

18.2%

Held to maturity
Total

126.8

Treatment in stress tests - inuence on
banks' nancial position
Through prot and loss account lower pre-tax prot
Through prot and loss account lower pre-tax prot
Through capital - lower revaluation
reserve, when the reserve is exhausted
through the prot and loss account
Not included - a fall in market value is
not reected in the books of banks if a
credit event did not take place
Not included - a fall in market value is
not reected in the books of banks if a
credit event did not take place

Note: data for 48 commercial banks under analysis.
Source: NBP.

The adverse scenario also involved an analysis of the impact of market shock on the liquidity of
banks. It was assumed that during the rst phase of market shock, there would be a full clearing
of short-term transactions in the domestic interbank market.

In the event that a given bank

did not hold sucient liquid funds to clear its net obligations in this market, it would liquidate
deposits held by respective creditor-banks in proportion to their share in its total obligations in

5

the interbank market .
Another feature of the liquidity shock was the outow of funds obtained from foreign nancial
institutions (mainly parent entities). It was assumed that Polish banks will not be able to roll over
funding from foreign parent entities maturing within one month. There would also be an outow
of a signicant portion (25%) of remaining funds obtained from parent entities. Furthermore, due
to zloty depreciation, the value of foreign currency obligations expressed in zlotys would rise.
Banks which hedge their foreign currency exposures by means of o-balance sheet transactions

6

would also require a larger amount of funds to roll over these transactions. . This is because a
zloty depreciation would lead to an increase in the level of zloty funds needed to roll over hedge
transactions for the same level of underlying foreign currency assets.
In the simulation it was also assumed that a market shock would cause reduced condence of nonbank entities towards banks, which would result in the withdrawal of some of their deposits. In
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the case of households, enterprises and public sector entities, it was assumed that apart from the

7

outow of the non-core deposits with a maturity of up to 1 month , these entities would withdraw

8

5%, 10% and 10% of their deposits, respectively .
The last stage of the liquidity simulation was to establish whether banks hold buers of liquid
assets sucient to absorb the abovementioned outows of funds. Liquid funds included receivables
and debt securities with a residual maturity of up to 1 month, cash, deposits with the central bank
and portfolios of government bonds. The value of the government bond portfolio was adjusted
according to the adverse scenario, which assumed an increase in the yield of these bonds of 300
basis points.
The nal stage of the analysis was an impact assessment of the potential failure of a bank in both
macroeconomic scenarios on the condition of the remaining banks through the so-called domino
eect. It was assumed that the bank whose capital adequacy ratio would fall below 4

1

NECMOD, the multi-equation macroeconomic model of the Polish economy, has been developed for monetary
purposes in Poland. The current specication of the model is available on the NBP website. The NECMOD model
is used in the preparation of the NBP macroeconomic projections presented in its Ination Reports.
2
In this panel model, the explained variable is interest income less interest income on securities and increased
with fees and commissions on loans extended.
3
Net operating income before provisions for impaired loans is net income from banking activity less general
expense and depreciation.
4
For more information on the simulation of the impact of zloty depreciation shock and interest rate shock on the
quality of household loans, based on data from BIK, see the Financial Stability Report. July 2011, NBP, Box 2.
5
Each bank-creditor would also post a loss amounting to the value of the unpaid obligations, which would be
reected in lower earnings.
6
Due to the lack of data on the maturities of hedge transactions, it was conservatively assumed that in the
projection horizon, banks must roll over all their hedge transactions or supplement their margin deposits.
7
For each bank, a stable portion of current deposits was established with primary maturity of up to 1 month
(core deposits).
8
The smaller value of outow of funds from households is, i.a. a result of the fact that these deposits are covered
by the Polish deposit guarantee fund (BFG).

3.6. Market assessment of Polish banks

ber 2011, the WIG-Banki index attained its local
minimum. (ca. 29% below its January 2011 levels).

The share prices and ratings agencies' assess-

The "price to book value" ratio of several Polish

ments of Polish banks remain heavily inuenced

banks fell below 1, for the rst time since autumn

by the share prices and ratings of their parent
banks46 .

2009. The ratio's median is below its long-term

The share prices of Polish banks listed on the
Warsaw Stock Exchange (GPW)47 remained sta-

In the period under analysis, the ratings agen-

ble till July 2011.

ish banks.

Afterwards, the share prices

of Polish banks fell, by 23%

average (see Figure 3.47).

cies downgraded the deposit ratings of three PolIn the case of

Credit Agricole and

on the average, on

Bank Millennium, downgrades of deposit rating

the back of negative information on the condi-

followed downgrades of ratings of their parent

tion of the European banking sector and some

banks. On the other hand, the BGZ deposit rat-

euro area countries (see Figure 3.46). In Septem-

ing downgrade followed the partial sale of shares

46

Assessment of the present condition of the European banking sector is presented in Box 4.

47

Fourteen domestic banks are listed on the GPW. Their share in the banking sector's assets amounted to around

66% at the end of September 2011.
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of this bank by the State Treasury. Moody's also
lowered the nancial strength rating of Credit
Agricole. Moody's and Fitch upgraded the rat-

Figure 3.47.

banks

ing of BZ WBK as a result of a change of its

7

parent bank (AIB was replaced by Banco San-

6

tander).

5

Figure 3.46.

Share prices of Polish banks

Price to book value ratio of Polish
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Note: the ratio based on data of banks included in the
WIG-Banki index.
Source: NBP calculations based on Bloomberg.

WIG-Banks

Notes: stock prices rescaled to 100 at the end of September 2007.
Source: Bloomberg.
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Table 3.7.

Ratings of Polish banks by Moody's and Fitch

Moody's
PKO BP
Pekao
BRE Bank
ING Bank l¡ski
BZ WBK
Bank Millennium
BPH
Bank Handlowy
BG
Credit Agricole
BRE Bank Hipoteczny
Fitch
Pekao
BRE Bank
ING Bank l¡ski
BZ WBK
Getin Noble Bank
Bank Millennium
BO

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

Long-term deposit
rating

Short-term deposit
rating

Outlook

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

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

STA (STA)
STA (STA)
STA (STA)
NEG (NEG)
STA (RUR)
NEG (NEG)
STA (STA)
NEG (NEG)
STA (STA)
RUR (NEG)
STA (STA)
Outlook

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

F2 (F2)
F1 (F1)
F1 (F1)
F1 (F2)
B (B)
F3 (F2)
F3 (F3)

STA
STA
STA
STA
STA
STA
STA

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

Notes: in brackets  as of end of March 2011.
Denitions of ratings in the

Glossary ;

STA  stable outlook; NEG  negative outlook (probable rating cut); RUR 

rating under review.
The banks are listed according to total assets.
On 24 September 2011, Lukas Bank SA was renamed to Credit Agricole Bank Polska SA.
Ratings by Standard and Poor's are not included as the agency has assigned ratings only to two banks over the past
two years, both based on publicly available data.
Source: www.moodys.com, www.tchpolska.com.
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Chapter 4.

Non-bank nancial institutions
Due to the specic nature of nancial services, including insurance, provided by non-bank
nancial institutions (NBFI) and the relatively minor degree of connections with banks, the
impact of NBFI on the situation of the banking sector in Poland is limited. Furthermore,
the situation of the NBFI sector does not pose major threats to nancial system stability.
The potential for non-bank nancial institutions to generate threats to nancial sector
stability is considerably lower compared to the banking sector.

Non-bank nancial institutions (NBFI) have little impact on the banking sector through the
credit, nancial and ownership channel.

Banks

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

were direct shareholders of 14 insurance companies and their share in the core subscribed capital
of insurance companies amounted to 3.6%. Five
banks had a direct share in the shareholding of
pension fund management companies (PTE) and
their share in PTE capital amounted to 18.2% (as

2008
2009
2010
9-2011

OFE
138.3
178.6
221.3
222.0

NBFI
ZU
137.9
139.0
145.1
156.0

FI
73.9
93.4
116.5
108.1

Banks
1
1
1
1

034.7
056.7
158.5
157.0

NBFI /
Banks
33.8%
38.9%
41.7%
38.5%

at the end of 2010). Banks weredirect shareholders of only three investment fund management
companies (TFI). Capital ties between TFI and

Note: for OFE and FI data on net assets; for ZU, data as
at the end of June 2011.
Source: Analizy Online, UKNF, NBP.

banks are usually of an indirect character, i.e.
the participation in the same capital group.
Bank deposits of insurance companies accounted
for 1.9% of the banking sector balance sheet total and deposits of open pension funds (OFE)

4.1. Insurance companies

and investment funds - for 0.7% and 0.8%, respectively.

This means that bank deposits are

of little signicance for nancing banks.

Risk to insurance companies remains low and

The

their nancial situation in the rst half of 2011

share of deposits in insurance companies' portfo-

improved as a result of the rise in insurance rates

lios amounted to 9.7% while for OFE the average

for automobile insurance and the improvement in

was 3.6%.

loss history.
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Earnings of insurance companies

Table 4.2.

Change
6-2010/
6-2011
(in %)

6-2010
(in million
zloty)

12-2010
(in million
zloty)

6-2011
(in million
zloty)

15 115
1 806
1 891

31 423
3 567
3 633

16 738
1 754
1 745

10.7
-2.9
-7.7

11 318
-788
3 106

22 741
-1 263
3 109

12 757
257
2 652

3 120

3 120

1 987

12.7
-14.6
-

Life insurance sector

Gross premiums written
Technical result
Net prot
Non-life insurance sector

Gross premiums written
Technical result
Net prot
dividend paid out by PZU ycie to PZU
Source: UKNF, PZU.

insurance (automobile third party liability insur-

Insurance premium

ance OC and auto casco insurance AC). This in-

In the rst half of 2011, the gross written premium (hereinafter called:

premium) in the life

insurance sector rose by 10.7%, and in the nonlife insurance sector by 12.7% (see Figure 4.1).

surance accounted for more than half of the insurance portfolio measured by the premium.

Earnings
The nancial situation of the insurance sector

Growth rate of gross written premium
in the insurance sector
Figure 4.1.

improved in the rst half of 2011. The life insurance and non-life insurance sectors posted positive technical results and earnings. Non-life in-

20%

surance companies recorded a positive technical
result amounting to 0.3 billion zlotys (in the cor-

10%

responding period - 0.9 billion zlotys), which was
mainly the result of price rises for automobile in-

0%

surance in the largest product groups - automobile third party liability insurance OC and auto

-10%

casco insurance AC and property damage insurance (see Table 4.2).

-20%

Earnings of insurance companies in Poland are

-30%
6-2009

6-2010

6-2011

highly dependent on earnings of the PZU group.
Prot posted by PZU ycie amounted to 1.0 bil-

Life insurance

Non-life insurance

lion zlotys (prot for the insurance sector as a
whole amounted to 1.7 billion zlotys). In the rst

Source: UKNF.

In the rst half of 2011 and in 2010, the majority
of insurance companies increased insurance rates
for automobile insurance. As a result, there was
an increase in insurance premium for automobile

80

half of 2011, PZU ycie paid a dividend to PZU
in the amount of 2 billion zlotys, which translated into the earnings of the non-life insurance
sector in the amount of 2.7 billion zlotys.
Earnings of the non-life insurance sector also im-
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proved as a result of an improvement in loss his-

investments was that of investment funds' partic-

tory, which is reected by the decline in the gross

ipation units and certicates of investment funds

loss ratio of the sector to 64.4% in the rst half

as well as debt securities (20.0%).

of 2011 from 81.9% in the rst half of 2010.

ment portfolio of UFK is not taken into account

The invest-

in stress tests carried out by insurance compa-

Investments of insurance companies

nies and has no direct impact on insurance companies' solvency.

At the end of the rst half of 2011, investments
of insurance companies amounted to 98.0 billion zlotys and their structure did not change.
Debt securities (mainly bonds issued or guaranteed by the State Treasury) had the largest share
in the investment portfolio of insurance companies.

The share of corporate shares quoted on

the regulated market as well as investment funds'
participation units and certicates of investment
funds accounted for an insignicant share of the
portfolio (see Figure 4.2).

Figure 4.2.

companies

Structure of investments of insurance

Solvency and capital position of insurance companies
At the end of the rst half of 2011, the activity monitoring ratio48 in the life insurance sector
amounted to 273%, and in the non-life insurance
sector to 370%. The provisions coverage ratio 49
amounted to 111% and 127%, respectively. The
level of the ratios shows that the insurance sector
has sucient own capital to cover the statutory
solvency margin, and sucient assets to cover
provisions arising from insurance contracts.
In the rst half of 2011, the share of entities
whose activity monitoring ratio stood in the

100%

range of 100%200% declined to 48% from 31%
in the life insurance sector, which reects an im-

80%

provement in the solvency status of these insur-

60%

ance companies.

40%

In the non-life insurance sector, the activity monitoring ratio in 14 companies (representing a 50%
share in the premium) was in the range of 100%

20%

200%, which mainly resulted from the rise in pre-

0%
12-2010
6-2011
12-2010
6-2011
Life insurance
Non-life insurance
Debt securities
Investments in subordinate entities
Equities
Bank term deposits
Investment funds' units and certificates
Note: in life insurance, shares calculated without taking
into account investment where investment risk is borne
by clients.
Source: UKNF.

mium (and a rise in solvency margin) and not,
like in 2010, from the decline in own funds. This
reects an improvement in the nancial condition
of this sector (see Figure 4.3 and 4.4).
In 2011, insurance companies carried out stress
tests

based on the methods developed by
UKNF50 . The biggest losses may be incurred as
a result of a fall in equity prices and a decrease

The value of unit-linked insurance investments

in interest rates.

(UFK), where investment risk is borne by clients

major type of risk insurance companies may be

increased to 40 billion zlotys at the end of the

exposed to. Other risks, such as cat risk, higher

rst half of 2011.

cost- lower rate risk (lapses), operational risk and

48

The largest share (69.0%) in

Therefore, market risk is the

The activity monitoring ratio is 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).
49
The provisions cover ratio is the ratio of assets to gross insurance provisions.
50
"Metodyka przeprowadzania testów stresu w zakªadach ubezpiecze«", Warszawa 2011, UKNF.
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demographic risk pose lesser threat to the sys-

rate signicantly, this development should trig-

tem.

ger a deterioration in the nancial standing of
those companies for which nancial insurance is

Distribution of activity monitoring ratio in life insurance sector
Figure 4.3.

companies with a large portfolio of nancial insurance but it should not pose a major threat to

60%

the insurance system in Poland.

50%
Share in premium

the basic activity. This may jeopardise insurance

40%

4.2. Pension fund management
companies and open pension funds

30%
20%
10%
>300%

250-300%

200-250%

150-200%

100-150%

<100%

0%

12-2010

to fund participation (beneciaries) rather than
to pension fund management companies (PTE).

Activity monitoring ration (in %)
12-2009

In pension funds investment risk is transferred

Due to the fact that OFE post earnings nancial

6-2011

results the minimum required rate of return, the
pension sector does not currently generate a risk

Source: UKNF.

to stability of the nancial system.
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Figure 4.4. Distribution of activity monitoring ratio in non-life insurance sector
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The increase in nancial results was

mainly driven by the rise in the average value
of OFE net assets and consequently, higher revenues from OFE management fee. There was a
rise in acquisition costs compared to the rst half

6-2011

Source: UKNF.

of 2010, which resulted from the intensication of
PTE activities undertaken to attract new members in view of prohibition of acquisition services

The portfolio of nancial insurance (credit insur-

that will be eective from 2012. In the rst half

ance and insurance guarantee) that could pose a

of 2011, two pension fund management compa-

potential threat to the solvency of particular non-

nies posted negative nancial results and nega-

life insurance companies declined to 2.1% of the

tive technical protability on OFE management

premium collected by non-life insurance compa-

(see Figure 4.5), which was mainly inuenced by

nies (3.5% at the end of 2010). However, should

high acquisition costs but did not pose a threat

the quality of credit insurance portfolio deterio-

to long-term existence of these PTE.
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Financial results and technical protability of PTE
6-2010
12-2010
(in mil(in million zloty)
lion zloty)
Revenues from OFE manage868
1 826
ment
- contribution fee
376
806
- management fee
432
894
OFE management costs
588
1 242
- obligatory costs
253
533
- other costs
334
235
costs of acquisition
214
474
Technical prot on OFE manage280
583
ment
PTE net prot
292
588
Technical protability on OFE
32
32
management (in %)

Table 4.3.

6-2011
(in million zloty)
948

Change
6-2011/6-2010
(in %)
9.2

393
490
594
262
332
222
354

4.6
13.4
1.0
3.4
-0.5
3.5
26.5

328
37

12.4
5 pp.

Note: technical protability - technical prot to revenues from OFE management.
Source: GUS, UKNF

Technical protability of pension fund
management companies versus the value of open pension funds' assets

Figure 4.5.
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40%
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Figure 4.6.
Ratio of pension fund management
companies' capital to the value of open pension funds'
net assets they manage
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OFE net assets (zloty billion)
Note: OFE net assets as at the end of September 2011;
protability in the rst half of 2011.
Source: NBP calculations based on UKNF data.

Minimum required rate of return of
open pension funds

0%
2007

2008

Weighted average
Maximum

2009

2010

9-2011

Interquartile range
Minimum
Median

Note: equity capital as at the end of June 2011; OFE net
assets as at the end of September 2011.
Source: NBP calculations based on UKNF data.

The capital requirements for pension fund man-

As at the end of September 2011, the weighted

agement companies are of particular signicance

average rate of return for 3 years amounted to

for preserving stability and solvency of the capi-

14.7%.

All pension funds generated 36-month

tal part of the pension system. PTE equity cap-

returns, which were higher than the minimum

ital may be used to cover shortfalls arising from
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a lower rate of return attained by a pension fund

capital equity of ING PTE which resulted from

than MWSZ. This situation occurs when funds

dividend payout for 2010.

accumulated on the reserve account and in the
additional section of the Guarantee Fund are insucient to cover the shortfall. Pursuant to the
law, PTE are not obliged to increase equity capital when there is an increase in the value of assets of pension funds they manage. From pension
system security perspective, PTE equity capital
should be determined in relation to the OFE net
assets they manage, particularly when external
benchmark would be used. Therefore, it is advis-

Two PTE that manage funds with the largest
asset value in the sector had relatively low equity capital (see Figure 4.7). However, under the
currently binding legal construction of internal
benchmark the risk of a shortfall in these OFE is
minor due to their signicant impact on value of
the minimum required rate of return.

Structure of OFE investments

able to implement regulations according to which

Investment strategy of pension fund management

the required capital of a pension fund manage-

companies has not changed signicantly since the

ment company will be determined by the scale of

publication of the previous Report. The majority

OFE activities.

of OFE assets has been invested in domestic gov-

Ratio of pension fund management
companies' capital to the value of open pension funds'
net assets they manage and the value of OFE net assets
Figure 4.7.

investment portfolios.

The fall in the prices of

equities among companies listed on the Warsaw
Stock Exchange (GPW) observed from the beginning of June 2011 contributed to a decrease in
the share of equities in OFE investment portfolio
by 15.4 billion zlotys (compared to June 2011).

8

Figure 4.8.
Structure of investment portfolios of
open pension funds

9-2011

6-2011

3-2011

9-2010

Note: equity capital as at the end of June 2011; OFE net
assets as at the end of September 2011
Source: NBP calculations based on UKNF data.

12-2010

60

6-2010

20
30
40
50
OFE net assets (zloty billion)

3-2010

10

12-2009

0

9-2009

0

6-2009

2

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
3-2009

4

9-2008

6

12-2008
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10

ernment securities, accounting for 53.5% of OFE

A tendency to increase equity capital has been
observed so far in PTE in Poland. In the rst half

Treasury securities

Foreign investments

Equity

Other

of 2011, this trend was discontinued - the value of
equity capital declined by 4.2% compared to the

Source: UKNF.

rst half of 2010. The decline in equity capital

As at the end of September 2011, the average

was observed in three PTE, despite an increase

share of equity in OFE portfolio amounted to

in the value of assets of pension funds they man-

31%, with the regulatory limit of 42.5%. There

age. The decline in equity capital of the sector as

was an increase in investment in deposits and

a whole was mainly inuenced by the decrease in

bank securities (by 4.3 billion zlotys) and in non-

84

National Bank of Poland

I

Non-bank nancial institutions

Treasury debt securities (by 5.1 billion zlotys).
The increase in share of non- Treasury debt securities in OFE portfolios resulted mainly from

140

purchases of bonds issued by Bank Gospodarstwa

120

Krajowego (BGK) for Toll Motorways and National Road Fund (rise by 3.8 billion zlotys).
due to their higher yields compared to the yields
on Treasury securities and comparable invest-

100
zloty billion

These bonds were popular among pension funds

Net assets of investment funds

Figure 4.9.
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4.3. Investment fund management companies and investment funds

Source: Analizy Online.

Monthly net inows to investment

Figure 4.10.

funds

ket risk is not borne by TFI but is transferred

3

onto the holders of investment funds participa-

2

tion units.

1
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6-2011

3-2011
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6-2010

3-2010

-7
12-2010

opments in the equity market and the net outow

-6
12-2009

decrease was related to unfavourable price devel-

-5

9-2009

At the end of September 2011, their
value amounted to 108.1 billion zlotys51 . This

-4

6-2009

ure 4.9).

-3

3-2009

ment funds' net assets were decreasing (see Fig-

-2

12-2008

In the second and third quarter of 2011, invest-

-1

9-2008

Changes in asset value and net inow
to investment funds

zloty billion

0

from investment funds (see Figure 4.10).

Source: Analizy Online.

Since the beginning of 2011, the largest amount

The fall in prices on the GPW was the reason for

of funds has been withdrawn from domestic eq-

a sudden outow of funds from investment funds

uity funds, foreign equity funds and mixed funds.

in August 2011, when, in net terms, investors

Due to persistent risk aversion, most investors

withdrew 2.6 billion zlotys. This was the largest

chose money market funds that conduct a safe
investment policy52 and bond funds. Net inow

amount withdrawn since October 2008. Falling

was also recorded by non-public asset funds.

ment fund translated into a considerable decline

51
52

equity prices and signicant outow from invest-

Data by Analizy Online.
Money market funds are all the funds that mainly invest in money market instruments rather than only the funds

dened in Article 178 of the Act of 27 May 2004 on Investment Funds (Journal of Laws 2004, No. 146, item 1546, as
amended).
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in these entities' assets. They decreased by 6.1%

asset value of the managed funds improved for

(7.3 billion zlotys) in a month.

most TFI in comparison to the period analysed
in December 2010 Report (see Figure 4.11).

Financial results of investment fund
management companies

Ratio of equity capital of selected TFI
to asset value of the managed funds
Figure 4.11.

After a two-year period when revenues and earn-

result of a considerable increase in the asset value
of investment funds and, consequently, a rise in
the amount of management fees constituting the
main revenue source for TFI (see Table 4.4). The
largest increase in costs was observed in expenses
related to the distribution of investment funds

8

TFI capital / FI assets (in %)

ings were falling, the nancial standing of TFI
improved signicantly in 201053 . This was the

6

4

2

participation units that had been limited in previous years.
As at the end of 2010, the value of TFI equity

0
0

5
10
FI assets (zloty billion)

capital amounted to 1 176.4 million zlotys and
was higher by approximately 8% than at the end
of 200954 , which can be attributed to better earnings than in 2009. The ratio of equity capital to

15

Note: The value of equity capital as at the end of December 2010, the value of assets as at the end of September
2011.
Source: Analizy Online.

Financial results and key ratios of the investment fund management companies sector compared
with the average monthly net asset value of investment funds
Table 4.4.

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

12-2008
(in million
zloty)

12-2009
(in million
zloty)

12-2010
(in million
zloty)

2 560.8
2 462.3
1 895.5
722.9
579.7
93 913.9
28.2

1 819.8
1 737.7
1 429.0
451.2
365.4
80 474.6
24.8

2 323.4
2 218.8
1 795.6
553.3
442.6
105 042.1
23.8

Change
12-2010/
12-2009
(in %)
27.7
27.7
25.7
22.6
21.1
30.5
-1.0 pp.

44.0

33.5

37.6

4.1 pp.

Source: GUS, Analizy Online.

53

As at the date of this Report, the Central Statistical Oce (GUS) had only published statistics as at the end of

2010.
54
GUS data.
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Activity monitoring ratio

 the ratio of insurer's capital to the statutory capital requirement,

which is the value of solvency margin or the guarantee capital (whichever is higher).

Adjusted 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.

Annualised data

 in the case of cash ow data - the value of cash ow in a year; in the case of

data about balance (stock) - average value of balance in a year.

Assets of limited liquidity

 according to KNF Resolution No.

386/2008 dening liquidity

standards binding for banks, approximately, assets resulting from banking activities outside the
wholesale nancial market.

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
vehicles with own drive - subsector no.

 third party liability insurance for land

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.

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 capital
2002 No.

 according to the Polish Banking Act of 27 August 1997 (Journal of Laws of

72, item 665) consists of paid-up and registered capital (in cooperative banks paid-

up members share fund), capital surplus (resource fund), reserve capital (reserve fund), general
risk reserve, undistributed prot from previous years, prot under authorisation and net prot
from current period reduced by expected dividends and other burdens. Core capital is diminished
through deduction of own shares in possession of bank, intangible assets, prior period losses, loss
pending conrmation and current period net loss.

Other balance sheet positions added to core

capital are specied by the KNF Resolution No. 434/2010 of 20 December 2010 on other bank's

balance sheet items that are included in the original own funds, their amount, scope and conditions
for their inclusion in the bank's additional own funds. Other regulatory deductions are dened by
the KNF Resolution No.

381/2008 of 17 December 2008 on other deductions from original own
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funds, their amount, scope and conditions for the deduction of these items from the original own
funds of a bank, other bank's balance sheet items that are included in the additional own funds, their
amount, scope and conditions for their inclusion in the bank's additional own funds, deductions
from the additional own funds, their amount, scope and conditions for the deduction of these items
from the bank's additional own funds and the scope and manner of inclusion of banks' operations in
holdings in calculation of own funds.

Core deposits

 the stable part of deposits of the non-nancial sector.

Core liquidity reserve

 according to KNF Resolution No. 386/2008 dening liquidity standards

binding for banks, approximately, cash, receivables and other assets in the amount obtainable within
7 days.

Credit Default Swap (CDS)  a credit derivative whose seller undertakes to pay the buyer the
face value of a third party's contractually specied 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 specied change to the credit rating of
the entity or a change to the rating of a specied debt security.

Credit spread

 the dierence 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 xed maturity, calculated from nominal
amounts in two dierent currencies.

Cross Currency Interest Rate Swap (CIRS) basis

 CIRS transaction, for which interest

rates set for both counterparts are oating and one of them is adjusted with an agreed margin,
so-called basis.

Deposit rating (long-term)  a measure of capacity of a nancial institution to repay its liabilities
with a maturity of 1 year or longer. It reects the risk of default and the scale of possible losses in
the case of default of a nancial institution.

Domestic banking sector  domestically incorporated commercial banks and cooperative banks
functioning in Poland (without branches of credit institutions from other EU countries).

Eective interest rate  the ratio of interest income (cost) to average value of claims (liabilities)
in a given period.

European Financial Stability Facility (EFSF)  a special purpose vehicle founded on 7 June
2010 (decision on establishing it was made in May 2010) aimed at raising funds through bonds
issue on behalf of eurozone states in economic diculty who cannot obtain funding on the markets.
Bonds issued by the EFSF are guaranteed by the eurozone member states.

Financial leverage

 for the banking sector the ratio of assets (or risk weighted assets) to core

capital before regulatory deductions.

Financial strength rating  a measure of long-term capacity of a nancial 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 diversication as well as the level of
development of the nancial system in which the institution operates, the quality of supervision,
and the strength of the economy.
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Forward Rate Agreement (FRA)

 transaction under which the parties are obliged to pay

interest on an agreed nominal amount for a dened period beginning in the future. The interest is
accrued according to the interest rate set on the contract date.

Funding gap

 the dierence between the amount of loans to non- nancial 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 benets paid, taking into account the changes in the amount of provisions for unpaid gross
claims, to premiums earned, in percentages.

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,
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.

Illiquid assets  according to KNF Resolution No.

386/2008 dening liquidity standards binding

for banks, approximately, assets not resulting from banking activities.

Impaired loan ratio  the ratio of loans with identied impairment to total loans.
Income buer

 the dierence 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 reects the exposure of the nancial 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 diversication of activity.

Interest Rate Swap (IRS)  transaction under which two parties are obliged to exchange interest
payments from given nominal amount for a xed term. Payments are settled in the same currency
and valued with interest rate dened for each party. IRS rates presented in the Report are the xed
interest rates paid in exchange for oating interest based on WIBOR.

Interquartile range

 the dierence between the value of the third quartile and the value of the

rst quartile in the distribution of a variable.

Loans with identied impairment

 loans from portfolio B for which objective evidence of

impairment and decrease in the value of expected cash ows have been recognised (in banks applying
IFRS) or loans classied 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).

M1 liquidity ratio  according to the Resolution No.

386/2008 of the KNF on the establishment

of liquidity standards binding for banks, in case of banks with total assets over 200 million zlotys
- the dierence between the sum of primary and supplementary value of liquidity reserves and the
value of unstable external funds. The minimum value of the ratio is 0,00.
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M2 liquidity ratio  according to the Resolution No.

386/2008 of the KNF on the establishment

of liquidity standards binding for banks, in case of banks with total assets over 200 million zlotys
- the ratio of the sum of primary and supplementary liquidity reserves to the value of unstable
external funds. The minimum value of the ratio is 1,00.

M4 liquidity ratio  according to the Resolution No.

386/2008 of the KNF on the establishment

of liquidity standards binding for banks, in case of banks with total assets over 200 million zlotys
- the ratio of the sum of own funds and stable external funds to the sum of non-liquid assets and
limited liquidity assets. The minimum value of the ratio is 1,00.

Net charges / Net movements in provisions and valuation allowances

 charges to pro-

visions 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
nancial instruments of a variable rate of return, net/gains losses on nancial operations, net FX
gains/losses).

Net interest margin

 the dierence 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 ocer

opinion survey, the net percentage is calculated as the dierence 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).
Negative values of the net percentage reect the tightening of credit policy (decline in loan demand)
in net terms.

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 xed term. Payments are settled in the same
currency and valued with interest rate dened for each party. OIS rates presented in the Report
are the xed 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

classied as available for sale or held to maturity, as well as all nancial instruments (including debt
securities) classied as loans and receivables.

Pretax prot margin on sales  the quotient of gross prot and sales revenues.
Price-to-book value ratio

 ratio of the price of one share of a company to accounting value of

capital per share.

Prot margin on sales  the quotient of net prot and sales revenues.
Stable external funds  according to KNF Resolution No.

386/2008 dening liquidity standards

binding for banks, approximately, funds that the bank includes in stable funding sources, in particular core deposits, own securities issued that are not included in regulatory capital, other liabilities
with the original maturity over 1 year, which the bank intends to renew and other liabilities resulting from banking activities, whose plan of obtaining and renewing has been approved by the
supervisory board.
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Supplementary liquidity reserve

 according to KNF Resolution No. 386/2008 dening liq-

uidity standards binding for banks, approximately, receivables and other assets in the amount
obtainable within 730 days.

Technical prot

 the dierence between income from premiums as well as the so-called other

technical income and claims and benets 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 prot/loss of PTE from the management of OFE

 dierence 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).

UCITS

 Directive 2009/65/EC of the European Parliament and of the Council of 13 July 2009

on the coordination of laws, regulations and administrative provisions relating to undertakings for
collective investment in transferable securities.

Unstable external funds

 according to KNF Resolution No. 386/2008 dening liquidity stan-

dards binding for banks, approximately, funds not included in the stable external funds.

Value-at-risk

 maximum loss that can be incurred in a given time horizon with a given condence

level, estimated on the basis of historical data.

WIG20

 Warsaw Stock Exchange Index of large companies. The index consist of 20 biggest in

terms of market value and most liquid companies listed on the Warsaw Stock Exchange.
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Abbreviations
AC
BGK
BFG
BIK
CDS
CEBS
CIRS
CRD IV
EBA
EC
ECB
EFSF
ERM II
ESRB
EURIBOR
FED
FI
FRA
GDP
GPW
GUS
IFRS/IAS
IMF
IRS
KNB
KNF
LFS
LIBOR
LtV
MF
MSCI EM
mWIG40

Auto Casco
Bank Gospodarstwa Krajowego
Bank Guarantee Fund
Credit Information Bureau
Credit Default Swap
Committee of European Banking Supervisors
Cross Currency Interest Rate Swap
Capital Requirements Directive IV (Directive relating to the taking up
and pursuit of the business by credit institutions)
European Banking Authority
European Commission
European Central Bank
European Financial Stability Facility
Exchange Rate Mechanism II
European Systemic Risk Board
Euro Interbank Oered Rate
Federal Reserve System
Investment funds
Forward Rate Agreement
Gross domestic product
Warsaw Stock Exchange
Central Statistical Oce
International Financial Reporting Standards / International
Accounting Standards
International Monetary Fund
Interest Rate Swap
Commission for Banking Supervision
Polish Financial Supervision Authority
Labour Force Survey
London Interbank Oered Rate
Loan-to-value ratio
Ministry of Finance
Morgan Stanley Capital International Emerging Markets Index
Index of 40 medium sized companies listed on the Warsaw Stock
Exchange
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MWSZ
NBFI
NBP
O/N
OC
OECD
OFE
OIS
PAS
POLONIA
PTE
QE
ROA
ROE
S&P
SME
SORBNET
sWIG80
TFI
UFK
UKNF
VaR
VIX
WIBOR
WIG
WIG20
WIGBanki
ZU
ZUS

94

Minimum required rate of return
Non-bank nancial institutions
National Bank of Poland
Overnight
Third party liability insurance
Organisation for Economic Co-operation and Development
Open Pension Funds
Overnight Index Swap
Polish Accounting Standards
Polish Overnight Index Average
Pension fund management companies
Quantitative easing
Return on Assets
Return on Equity
Standard & Poor's
Small and medium-sized enterprises
System for Banks' Accounts Servicing
Index of 80 small companies listed on the Warsaw Stock Exchange
Investment fund management companies
Insurance investment fund
Oce of the Polish Financial Supervision Authority
Value at Risk
Chicago Board Options Exchange Market Volatility Index
Warsaw Interbank Oered Rate
Main index of the Warsaw Stock Exchange
Index of the 20 biggest and most liquid companies listed on the
Warsaw Stock Exchange
Index of banks listed on the Warsaw Stock Exchange
Insurance companies
Social Insurance Institution
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