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The aim of this Report is to assess ﬁnancial system stability in Poland. Financial system stability is a situation
when the system performs its functions in a continuous and eﬃcient way, even when unexpected and adverse
disturbances occur on a signiﬁcant scale. The stability of the ﬁnancial system is a necessary condition for
ensuring sustainable economic growth.
The stability of the banking system, which accounts for two thirds of assets of the Polish ﬁnancial system, is of
particular importance for ﬁnancial system stability. Banks play a crucial role in ﬁnancing the economy and
settling payments. They also perform another important function by providing products that allow other
entities to manage their ﬁnancial risk. Therefore, special emphasis is put on the analysis and assessment of
banking system stability.
Financial system stability is of particular interest to the NBP due to its statutory tasks to contribute to the
stability of the domestic ﬁnancial system and to establish the necessary conditions for the development of the
banking system (article 3 paragraph 2 items 6 and 6a of the Law on NBP). Financial system stability is closely
related to the primary task of the central bank, i.e. maintaining price stability. The ﬁnancial system plays
a key role in the transmission of monetary impulses to the real economy. Financial system instability may
hamper the eﬃcient implementation of the monetary policy. The analysis of the ﬁnancial system stability
also constitutes a necessary element of an eﬃcient 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 NBP in activities
supporting the stable functioning of the ﬁnancial system is the fact that the central bank is entrusted with the
task of organising monetary clearing (article 3 paragraph 2 item 1 of the Law on NBP). The stable functioning
of ﬁnancial institutions that are integral components of payment systems is a necessary condition for the
smooth operation of these systems.
The “Financial Stability Report” is primarily addressed to ﬁnancial market participants as well as to other
persons and institutions interested in the subject. The aim of the Report is to present conclusions from analytical and research work on ﬁnancial system stability, including the assessment of its resilience to potential
disturbances. Disseminating this knowledge should support the maintenance of ﬁnancial stability through,
among others, better understanding of the scale and scope of risk in the ﬁnancial system. This enhances
the probability of a spontaneous adjustment of the behaviour of those market participants that undertake
excessive risks, without the necessity of public entities’ intervention into market mechanisms. Thus, the
information policy of the central bank is an important instrument for maintaining ﬁnancial system stability.
The analysis conducted in this Report is based on data available up to 31 May 2015 (cut-oﬀ date). Some
high-frequency data, especially relating to ﬁnancial markets, and other particularly signiﬁcant information
go beyond the adopted cut-oﬀ date. The Report was approved by the Management Board of the Narodowy
Bank Polski at a meeting on 23 July 2015.
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Executive summary

Executive summary
In the period under analysis,1 Poland’s ﬁnancial sys-

tor remained in good ﬁnancial condition, and in-

tem was functioning in a stable manner.

dustries exhibiting substantially-lower-than-average

The situation in the economic environment of the
Polish ﬁnancial sector has improved since the publication of the previous Report. The recovery in the
global economy in the last quarter of 2014 consolidated despite various diﬀerences between speciﬁc

ﬁnancial condition did not have a big share in banks’
loan portfolio. The forward-looking indicators of the
enterprise sector indicate that default risk for 2015 is
not high. The debt of households and enterprises remained moderate.

countries and regions. GDP accelerated noticeably

With regard to the ﬁnancial condition of the public

in the euro zone – the most important area from

sector, the reduction of the budget deﬁcit continued,

Poland’s point of view. Positive trends in euro area

which resulted in the abrogation of the excessive

countries translated into a pick-up in economic ac-

deﬁcit procedure with respect to Poland. The sus-

tivity in Central and Eastern Europe.

tainability of the excessive deﬁcit reduction is conﬁrmed both by projections of the European Commis-

The Polish economy was growing at a stable rate.
The lack of signiﬁcant imbalances is the positive factor behind domestic ﬁnancial system stability. In
the ﬁrst quarter of 2015, GDP growth rate accelerated, both in quarterly and annual terms. Deﬂationary pressures are receding steadily, albeit at a rate
slower than previously expected. NBP expects economic growth to stabilise at around 3.5% in the near-

sion and the Polish Ministry of Finance.
Poland’s external equilibrium has also improved. In
the ﬁrst quarter of 2015, Poland reported a current
account surplus of 2.2 billion euros, which was the
ﬁrst time a surplus was recorded since 1995 and
was the result of both cyclical factors and structural
changes in the Polish economy.

est three years.
As in the period covered by the previous Report, economic growth was mainly driven by domestic demand, investment and consumption. Favourable
trends in the labour market continued, especially
rising employment and wages. The enterprise sec1 The

Report focuses on analysing the information from the period between the cut-oﬀ date of the previous edition (30 November 2014)
and the cut-oﬀ date of the current edition (31 May 2015). Some high-frequency data, especially those relating to ﬁnancial markets,
and other particularly signiﬁcant information go beyond the adopted cut-oﬀ date.
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Table 1. Synthetic assessment of domestic ﬁnancial system stability
Area of assessment

Change since the previous edition of the Report

Outlook for environment of Polish economy

K

Banks’ current financial standing



Banks’ shock absorption capacity



Credit unions current financial standing

L

Non-credit financial institutions current financial standing



Synthetic assessment of outlook for domestic financial system stability



Notes: K K – signiﬁcant improvement, K – improvement,  – no change, L – deterioration, L L – signiﬁcant deterioration. The outlook
for the Polish economic environment takes into account both the most likely developments and the risk to the materialisation of a
signiﬁcantly more unfavourable scenario. In this table, non-credit ﬁnancial institutions include institutions discussed in Chapter 4.
Source: NBP expert assessment.

The prices of ﬁnancial instruments in the domestic

The domestic money market functioned in a stable

market were largely aﬀected by developments in in-

manner, although liquidity in the segment of de-

ternational markets. In the period analysed, volatil-

posits transactions was lower than in the second half

ity on the global FX market and government bond

of 2014. The perceived credit risk perceived of banks

market grew, and was driven by the release of euro

remained low.

area and US macroeconomic data and also measures
taken by major central banks. The ECB decision of
22 January 2015 to announce an expanded asset purchase programme that will include the purchase of
bonds issued by euro area central governments in
the secondary market was the key event for European ﬁnancial markets. The announcement resulted
in an appreciation of the US dollar against the euro.
On March 13, the EUR/USD exchange rate reached
a 12-year high.

The long-term downward trend of yields of Polish
bonds (since February 2014) came to an end towards
the end of January 2015. Yields reached their alltime lows, then bond yields began to rise steadily
and the yield curve steepened. The highly diversiﬁed investor structure in the domestic government
bond market, which is a factor strengthening the
resilience of the market to global turmoil, has not
changed substantially.
No imbalances were seen on the residential real es-

The increased volatility in the global ﬁnancial mar-

tate market. Transaction prices of dwellings in the

kets had a moderate impact on EUR/PLN exchange

primary market posted a slight increase. At the same

rate movements. Following the decision of the Swiss

time, a rise in supply was seen in this segment.

National Bank (SNB) to reintroduce a ﬂoating exchange rate of the franc and the abrupt depreciation
of the domestic currency against the Swiss franc,
the zloty appreciated gradually. For the euro, this
trend changed amidst the signs of an improvement
of the macroeconomic situation of euro area countries. The currencies of the emerging markets, including Poland, depreciated on the back of concerns
over a possible declaration of insolvency by Greece.

Financial Stability Report. July 2015

The surplus of supply over demand in the commercial real estate market increased. International investor activity remained robust, especially in the ofﬁce real estate market. This situation does not generate risk to domestic ﬁnancial stability due to the
limited role of domestic banks in the funding of this
segment.
Due to the nature and structure of the Polish ﬁnan-
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cial system, the level of systemic risks is, to a decisive

change fee, a fall in revenue from the distribution

extent, determined by the situation in the banking

of insurance policies), and a rise in banks’ contribu-

sector. This happens because of the dominant share

tions to BFG. On the other hand, a fall in the burden

of banks in the ﬁnancial system and in the funding

of loan impairment provisions on earnings follow-

of the economy.

ing a decrease in loan cost and the good condition

The banking sector was in a good condition. The
capital position of the banking sector remained
good. The Polish banking sector exhibits low leverage, which conﬁrms its good capital position. The
results of simulations and macro stress tests corroborate the sector’s high resilience to a potential deterioration of operating conditions and negative shocks.

of borrowers may help improve the sector’s profitability. Risk to the sector’s proﬁtability may stem
from intensiﬁed competition for deposits of the nonﬁnancial sector, which results in raising the interest
and enhancing the role of deposits with negative interest spreads. It should be noted, however, that the
level of interest rates in Poland as compared to that
of European Union countries is at a relatively high

In the period under analysis, the earnings and prof-

level, which gives more room for achieving positive

itability ratios of the banking sector declined. The

deposits spreads.

pace at which proﬁts were falling and losses were
rising was faster than would result from seasonality

The growth rate of lending to the non-ﬁnancial sec-

seen in the proﬁt and loss account. A small group of

tor has been close to the nominal growth rate of

institutions posted losses; however, they were low

GDP for around three years, which should not give

when compared with the scale of activity and the

rise to a growth of imbalances and is safe from the

level of regulatory capital. The decrease in the prof-

point of view of ﬁnancial stability. Such an assess-

itability of the banking sector was mainly driven by a

ment is conﬁrmed by the analysis of forward-looking

reduction of net interest margin. In most banks, the

indicators, used to consider the risk of a bank cri-

interest on assets responds faster to changes in mar-

sis triggered by excessive lending. The growth rate

ket interest rates than the interest on liabilities. As a

of the main credit categories – housing, consumer

result, a drop of market interest rates leads to a fall

and corporate loans –– has not changed substantially

in banks’ net interest income. In the environment

since the previous edition of the Report.

of low interest rates and the interest rate on some
liabilities being close to zero, the possibility of making further adjustments of interest expense to lower
market interest rates is limited. Therefore, banks
tried to partially neutralise the eﬀect by raising their
non-interest margin and increasing leverage slightly.
The impact of operational costs and costs of credit
risk materialization remained stable.

The lending growth rate may be expected to rise
moderately in the near future, which will be supported by low interest rates. Lower risk weights and
higher proﬁtability may be a factor behind faster
growth of loans to small and medium-sized enterprises (SMEs) and consumer loans. The recovery
in the consumer loan market from previous quarters consolidated.

In the case of housing loans,

The proﬁtability of the banking sector, measured by

the pace of growth will most likely be maintained.

return on assets, may be expected to fall in the fu-

Favourable changes can still be observed in the loan

ture. This may be driven by the following: a fall

portfolio structure; primarily the value of foreign

in net interest margin, a further fall of non-interest

currency housing loans (expressed in the currency of

margin (e.g. the statutory reduction of the inter-

the loan) has been diminishing.
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In recent quarters, the ratio of impaired loans for

creased; however, this only applied to a small group

the non-ﬁnancial sector has stabilised, and the vol-

of banks, and the funding was long-term. The rele-

ume of impaired loans has risen slightly. However,

vance of the domestic interbank market as a funding

the ratio of loan losses to net loans, which illustrates

source remained minor and transactions executed in

the burden on the working part of the portfolio, did

the market mainly served to manage short-term liq-

not change substantially. Quality trends for loans

uidity. All banks complied with the supervisory liq-

to households varied: the quality of housing loans

uidity standards, both short-term and long-term. In-

was worsening slowly, mainly due to the ageing of

dividual cooperative banks had problems in comply-

the portfolio, while in the case of the portfolio of

ing with the standards. Implementation of the provi-

consumer loans – it was improving. The analysis

sions of the CRDIV/CRR package may create similar

of income and assets of households shows that the

challenges to the associating banks of the coopera-

percentage of indebted households, which are char-

tive banks sector.

acterised by both a high share of income spent on
debt servicing as well as low buﬀers of liquid assets

The condition of the sector of credit unions (SKOK)

and a high debt to assets ratio, is low. Aer a fall

remains diﬃcult and rehabilitation processes need

in the past, impaired corporate loan ratios and im-

to be intensiﬁed. The measures undertaken so far

paired corporate loans increased. This concerned, in

(mainly liquidation and acquisitions) have resulted

particular, large enterprises, including coal mining

in a reduction of the number of credit unions to

companies.

50. However, a number of credit unions continue
to post – as a result of high credit losses – capital

Interest rate risk in banks’ trading books and risk as-

adequacy ratios that are below the regulatory min-

sociated with the securities portfolio in the banking

imum, and some of them even report negative cap-

book is insigniﬁcant and limited mainly to ﬁxed-rate

ital. The losses posted by the credit unions in the

government bonds. The risk of substantial losses

ﬁrst quarter of 2015 led to a decrease in their regula-

arising from a change in the valuation of an FX posi-

tory capital, which translated into a further decline

tion is low. Banks hold a large, long on-balance-sheet

in their capital adequacy ratios. The trends regard-

FX position related to the portfolio of foreign cur-

ing the liquidity of credit unions are not positive ei-

rency loans. However, the position is hedged with

ther, which may, inter alia, be related to the materi-

fx swap and CIRS transactions. Despite an increase

alisation of reputational risk on the back of a public

in volatility, the estimated VaR for FX exchange rate

debate on the functioning of credit unions.

is very low as compared with banks’ capital.
Given the size of the sector, the possibility of subThe current funding structure of Polish banks is

stituting the services it provides and the fact that its

favourable for banking sector stability. This is evi-

ﬁnancial ties with other ﬁnancial institutions are in-

denced by a low funding gap, a big share of house-

signiﬁcant, the problems of the credit unions sector

hold deposits in liabilities and low reliance on the

do not pose a direct threat to the stability of the do-

potentially less stable market funding. In the anal-

mestic ﬁnancial sector; however, they have indirect

ysed period, the downward trend of the average

repercussions. The restructuring of this sector re-

funding gap continued. Following a long period in

quires the involvement of ﬁnancial resources at the

which the share of funding provided to banks by for-

disposal of institutions of the ﬁnancial safety net (the

eign ﬁnancial institutions was falling, this ratio in-

Banking Guarantee Fund, BFG), which reduces, ce-

Financial Stability Report. July 2015
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teris paribus, the amount of funds that can be used in

instruments created through securitisation), where

the event of problems of the banking sector, which

NIF investments are concentrated, and the speciﬁc

is key to ﬁnancial stability. Therefore, the reduction

nature of services oﬀered, non-credit ﬁnancial insti-

of BFG resources may produce systemic results.

tutions did not generate risk to ﬁnancial stability. In

In the period analysed, the sector of non-credit
ﬁnancial institutions (NIFs) was developing faster
than the banking sector, mainly due to a net inﬂow
of funds to investment funds. The impact of NIFs
–- insurance companies, pension fund management
companies, open pension funds, investment fund
management companies and investment funds ––
on the banking sector through the ownership, credit
and funding channels was limited. Also, the scope
of ties of the insurance sector with the banking sec-

the case of Poland’s insurance sector, its traditional
activities do not generate systemic risk. Also, the
insurance sector did not oﬀer to any signiﬁcant extent ﬁnancial instruments that could, in speciﬁc situations (e.g. low interest rates) generate systemic
risk to the sector, such as long-term insurance with
a guaranteed value of beneﬁts or guaranteed rate of
return. The good condition of the Polish insurance
sector has also been conﬁrmed by the stress testing
exercise carried out by EIOPA.

tor has been reduced by limiting the scale of distri-

The potential impact of investment funds and pen-

bution of insurance-wrapped deposits following the

sion funds on ﬁnancial stability is that of inﬂuenc-

KNF action.

ing the prices of ﬁnancial instruments. This inﬂu-

The NIF sector may generate systemic risk if particular types of NIF cease to provide speciﬁc ﬁnancial services, which may take place if their ﬁnancial situation is jeopardised. However, the ﬁnancial
condition of investment fund management companies and pension companies in 2014 was good and
did not pose a threat to maintaining the continuity
of the sector’s ﬁnancial services. Moreover, should

ence may be particularly signiﬁcant in the event of a
sharp decline in the liquidity of markets. As clients
of investment funds may withdraw funds, their behaviour in crisis situations may prompt a reduction
of funds’ assets and have an impact on the supply of
instruments and their prices. In the experience of
the Polish ﬁnancial system so far, this mechanism is
yet to play a signiﬁcant role.

any problems arise in the case of individual pension

Overall, Poland’s ﬁnancial system exhibits high re-

fund management companies or investment fund

silience. Nevertheless, a number of factors and sce-

management companies, fund management can be

narios that may generate risk to its stability can be

taken over by another entity. The domestic insur-

identiﬁed.

ance sector was also stable in 2014, and its ﬁnancial condition did not pose a risk, although its ﬁnancial result in non-life insurance deteriorated slightly.
Risk may stem from excessive competition in the car
insurance segment. Life insurance reported a rise in
both technical proﬁt and earnings. European stress
tests have shown that the two segments of Poland’s
insurance sector are highly resilient.

Risk factors having a cyclical character mostly concern developments in the environment of the Polish economy, primarily in countries that are Poland’s
main trading partners. In this area, developments in
Greece remain a substantial uncertainty factor. Except for the scenario of a serious geopolitical conﬂict,
the materialization of the pessimistic scenario in the
euro zone combined with a fall in ﬁnancial assets’

Given the traditional character of instruments

prices and strong rise in risk aversion on developing

traded on Poland’s ﬁnancial markets (e.g. lack of

markets is the biggest threat for the stability of the

12
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national ﬁnancial system.

These recommendations are discussed in the last

Maintaining the current level of historically low in-

chapter and they concern the following:

terest rates should not create a substantial risk for
the stability of commercial banks, despite the downward pressure on their earnings. The potential ef-

passing legislation creating a macroprudential
authority,

fects of a signiﬁcant interest rate increase, aer a

passing legislation introducing the mechanism

prolonged period of low interest rates, may pose

of recovery and resolution for, inter alia, banks

some challenge, although in NBP’s view they will

and credit unions,

not create a major risk to the stability of the sector.
Although the materialisation of the risk factors dis-

continuation of the restructuring of the credit
unions sector,

cussed above does not create systemic risk, it may,
however, pose a major challenge for some ﬁnancial

tighter integration of the cooperative banking

institutions. However, existing uncertainty about

sector and the implementation of institutional

global developments implies that banks need to

protective schemes,

keep their resilience at a high level.

necessity of maintenance of high capital levels

The risk regarding the portfolio of foreign currency

by banks,

loans and, in the longer term, trends towards market concentration and the development of institutions that are too big to fail can be classiﬁed as risk
sources of a structural nature. A long-term struc-

avoiding public measures that might result in
a substantial reduction of the resilience of the
banking sector to shocks,

tural challenge is the necessity to make changes in

increasing economic incentives for banks so

the model of cooperative banking. The magnitude

that they take autonomous measures aimed at

of threats associated with the portfolio of foreign

reducing their foreign currency housing loan

currency loans is gradually declining along with the

portfolios,

decline in the value of the portfolio, and its quality

banks conducting a lending policy assuring

remains good. The results of stress tests conducted

that borrowers who take long-term loans with

by NBP show that a depreciation of the zloty against

ﬂoating interest rate have income buﬀers high

the Swiss franc, even of a substantial scale, should

enough in the case of an increase of interest

not jeopardise the functioning of the banking sector.

rates,

In such conditions, taking any measures aimed at
mitigating or eliminating the risk associated with the

limitation of risk concerning banks’ funding

portfolio of foreign currency loans from banks’ bal-

structure, including concentration,

ance sheets should be preceded by a thorough anal-

particularly cautious lending policy of banks in

ysis of the beneﬁts and costs of such measures, both

the segment of lending to the commercial real

in the short- and long-term. A signiﬁcant challenge

estate market,

in the short- and medium-term is the restructuring
of the credit unions sector.
Narodowy Bank Polski presents a number of recommendations aimed at strengthening the stability of
the Polish ﬁnancial sector and ﬁnancial safety net.

Financial Stability Report. July 2015

acting towards the mitigation of systemic risk
which might be caused by the activity of CCPs,
particularly towards the creation of a recovery
and resolution mechanism for these entities,
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Chapter 1.

Financial institutions’ economic
environment
1.1. Macroeconomic developments
Since the previous edition of the Report, the global

in the fourth quarter of 2014). The improvement

economy saw persistent recovery accompanied by

was mainly supported by low crude oil prices, expan-

continued diverging trends across countries and

sionary monetary policy of the ECB (including the

regions.

A marked pick-up in economic growth

quantitative easing) resulting in the depreciation of

was seen in the euro area, whereas in the United

the euro, and by neutral ﬁscal policy. Growth in the

States growth declined in the ﬁrst quarter of 2015,

euro area picked up on the back of higher domestic

partly as a result of temporary factors (severe win-

demand, including, primarily, private consumption

ter, strikes at ports) but also on account of structural

growth amidst certain signs of a rebound in invest-

reasons (falling shale oil extraction and declining in-

ment. Acceleration of GDP growth was observed

vestment in this sector) and a strong appreciation of

in large euro area countries, which were mired in

the US dollar. Considerable diﬀerences in the busi-

recession in previous quarters (Italy), posted slug-

ness climate in the major emerging economies con-

gish growth (France) or were on the path of diﬃcult

tinued, with China posting a robust albeit slacken-

structural reforms (Spain). Economic growth in Ger-

ing growth, India developing rapidly and Brazil and

many in the ﬁrst quarter of 2015 declined markedly

Russia remaining in recession.

and stood at 0.3% q/q against 0.7% q/q in the previous
quarter. Economic growth was fuelled by domes-

Gradual improvement was observed in the main

tic demand, including higher gross capital formation

region in the direct environment of the Polish

amidst slower export growth.

economy, i.e. in the euro area (a 0.4% q/q GDP
growth in the ﬁrst quarter of 2015 as compared to

Positive trends in the euro area contributed to

0.2% in the third quarter of 2014 and to 0.4% q/q

the recovery in Central and Eastern European

Financial Stability Report. July 2015
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countries, with the exception of the Baltic States.

Inﬂation in Poland, measured by the annual con-

Growth in Central and Eastern Europe was driven by

sumer price index, remained negative for the tenth

domestic demand, in particular by private consump-

consecutive month (-1.1% y/y in April 2014). It

tion accompanied by growing role of investment in

stood at 0.4 percentage points above the level noted

some countries (e.g. the Czech Republic, Poland).

in March, indicating gradually declining deﬂation-

The countries of the region saw a markedly higher

ary pressure in the Polish economy. The reasons

export growth in the ﬁrst quarter of 2015.

behind such development include energy and food

The latest forecasts (including those of the European Commission and the OECD) indicate accelerating growth in the developed economies and in
Central and Eastern Europe in the nearest quarters,
although in some major economies (e.g. the US)
this will mean a downward revision of the previous
forecasts. The GDP decline in China, continuation
of currently observed growth in India and gradual
recovery in Brazil and Russia are expected.

prices, low inﬂation abroad, in particular, in the
euro area, aﬀecting domestic inﬂation through the
tradable goods channel. The absence of demand
pressure in the domestic economy is conﬁrmed by
low core inﬂation (inﬂation net of food and energy
prices), which stood at 0.4% y/y in April 2015 and
was slowly rising (0.2% y/y in March 2015). The
growth rate of industrial production prices continued to be negative and declined, which means that
the cost factors still did not exert an upward pressure

In the Polish economy positive trends observed in

on prices. Inﬂation expectations of corporations and

the previous quarter further consolidated. In the

consumers were at historically low levels (close to

ﬁrst quarter of 2015 GDP increased by 3.5% sa in

zero).

real terms, which means a 1.0% quarter-on-quarter
growth against 0.8% in the previous quarter. GDP

Economic recovery supported favourable trends in

data for the ﬁrst quarter of 2015 were higher than

the labour market. According to the LFS data, the

market expectations and Central Statistical Oﬃce

number of the employed in the economy contin-

(GUS) preliminary estimates.

ued to rise dynamically in the ﬁrst quarter (1.7% y/y
as compared to 1.9% y/y in the fourth quarter of

Similarly to the previous quarter, the main driver

2014). A particularly rapid rise in employment was

of growth was domestic demand, both investment

observed in industry (3.5% y/y and 1.3% q/q sa ),

and consumption. Good exports performance, ac-

especially in exporting enterprises. In other sec-

companied by a moderate rise in imports, combined

tors, employment grew at a moderate pace. The

to a positive impact of foreign trade on the GDP

LFS unemployment rate declined evidently (down

growth (1.1 percentage point). Domestic demand

to 7.7% sa from 8.3% in the fourth quarter sa), con-

growth, in year-on-year terms, was markedly lower

tinuing the trend observed for several quarters. The

than in the previous quarter (2.6% as compared to

monthly unemployment rate registered on a month-

5.0% in the fourth quarter of 2014), on account of

on-month basis posted a regular, although slower de-

a considerable decline in inventory and low public

cline (10.9% in April 2015 as compared to 11.0% in

consumption growth. A strong growth in household

March).

consumption was maintained (3.1% as compared to
3.0% in the fourth quarter of 2014). Investment

The above trends translated into a marked rise in

growth rose considerably (up to 11.4% versus 8.6%

wages. In the ﬁrst quarter of 2015, the wage growth

in the previous quarter).

in the economy stood at 4.1% y/y, which implies
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a considerable acceleration comparing to previous

trend (growth rate of gross ﬁxed capital formation

quarters. Wages have been growing rapidly not only

in the real terms was 15.4% y/y in the ﬁrst quarter of

in the corporate sector but also in other sectors such

2015 as compared to 20.5%, y/y in the fourth quarter

as services, the public sector and the ﬁnancial sec-

of 2014), with the fastest growth recorded in export-

2

tor. According to the NBP latest report , the up-

ing enterprises.3 Enterprises are optimistic about

ward trend in employment and wages will be con-

the prospects of further high investment growth,

tinued, exerting a positive impact on consumer de-

close to the currently observed one, which concerns,

mand growth in the nearest future, as expected in

in particular, export-oriented industrial enterprises

the last macroeconomic projection of NBP.

(with the exception of enterprises trading with Rus-

The household debt to disposable income and to
GDP ratios remained largely unchanged and at a
moderate level as compared to EU countries. The
savings rate in the fourth quarter of 2014 stood at
2.1% sa, i.e. it ran at the level close to that observed

sia or Ukraine). The conducted analyses indicate
that some caution is advised when forecasting such a
good situation in the corporate sector because oen
several large enterprises exercise a decisive inﬂuence
on investment and gross proﬁt of the whole sector.

in the last several quarters. On the other hand, the

Figure 1.1. Share of loans of corporations potentially at risk

rise in the voluntary savings rate to the level of 1.5%

in total loans of the whole NFC sector in years 2005-2014

sa in the fourth quarter of 2014, as compared to 0.5%
in the ﬁrst quarter of 2014, is a favourable development.
The situation in the non-ﬁnancial corporations sec-

NFC sector

large enterprises

SME

24%

22%

20%

tor (NFC) was good and stable. In the fourth quarter of 2014 the growth rate of ﬁnancial result on
sales continued to be positive, the return on sales increased by approximately 0.1 percentage point y/y,

18%

16%

14%

and the percentage of proﬁtable companies rose
from 72.6% (sa) to 74.7% (sa). All liquidity indicators
continued an upward trend, with a majority of them
reaching historical highs. The growth rate of ﬁnancial result on sales was on the rise and the return on

12%

10%
2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

Source: NBP calculations based on results of bankruptcy prediction models (data from GUS forms F01).

sales was improving (by 0.3 percentage points y/y).

Good condition of the whole non-ﬁnancial corpo-

The percentage of proﬁtable companies reached the

rate sector, including the liquidity position, points

record high and stood at 76.4% (sa). Investment

to its high debt servicing capability. In 2014, enter-

in the corporate sector continued a strong upward

prises with a safe interest coverage ratio (ICR)4 , mea-

2 See

“Informacja o kondycji sektora przedsiębiorstw ze szczególnym uwzględnieniem stanu koniunktury w I kwartale 2015 r. oraz
prognoz koniunktury na II kwartał 2015 r.”(“Information on the condition of the enterprise sector, including the economic climate in
2015 Q1 and forecasts for 2015 Q2”), NBP, No 02/15 (April 2015).
3 See “Informacja o kondycji sektora przedsiębiorstw ze szczególnym uwzględnieniem stanu koniunktury w I kwartale 2015 r. oraz
prognoz koniunktury na II kwartał 2015 r. ”(“Information on the condition of the enterprise sector, including the economic climate
in 2015 Q1 and forecasts for 2015 Q2”), NBP, No 02/15 (April 2015).
4 This ratio is deﬁned as the ratio of EBIT (pre-tax earnings + interest expenses – interest income) to interest expenses. The lower its
value, the higher the enterprise interest repayment burden. International comparability of this ratio is limited because of diﬀerences
in EBIT calculation methods.
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suring the ability to service interest debt with cur-

excessive deﬁcit procedure against Poland. Sustain-

rent income (EBIT), held a little less than a 70% share

ability of the excessive deﬁcit reduction is evidenced

in total bank debt. This share has slightly increased

by both the forecast of the European Commission

since 2013, aer declining gradually since 2009.

and the forecast of the Ministry of Finance presented

The risk of default in the corporate sector, measured with bankruptcy prediction models5 for 2015
is not signiﬁcant. In 2005-2014, changes of default

in the Convergence Programme adopted in April
2015.8 The stabilizing expenditure rule should further act to reduce the public ﬁnance deﬁcit.

risk in the corporate sector largely followed ﬂuctua-

In the ﬁrst quarter of 2015, Poland posted a PLN

tions in business conditions (see Figure 1.1)6 . Yet, it

6,9 billion surplus in the current account of the bal-

seems that small and medium-sized enterprises are

ance of payments, for the ﬁrst time since 2004. The

somewhat more vulnerable to shocks in the econ-

trade surplus was driven by both business conditions

omy than the large ones.

(recovery in the euro area and in the Central and

In order to assess the impact of the situation of

Eastern European countries) as well as structural fac-

enterprises on the credit risk it is important to

tors. Consequently, a further improvement in the

identify “systemically important” sections, namely

foreign trade balance may be expected. Poland’s

those whose share in the whole sector’s credit is the

gross foreign debt at the end of the ﬁrst quarter of

highest, and whose credit is largely concentrated

2015 amounted to PLN 1252,6 billion , i.e. a 8.1% rise

in several enterprises. These sections are currently

in year-on-year terms. Growth was seen in foreign li-

in a relatively sound condition. In “systemically im-

abilities of the government sector, and, to a lesser ex-

portant” industries, the default risk ratios should not

tent, in foreign liabilities of the banking, corporate

be expected to signiﬁcantly deteriorate throughout

and household sectors. The foreign debt to GDP ra-

2015.

tio remained at a stable level of approximately 73%.

The budget deﬁcit will continue to be reduced in

As compared to the previous edition of the Report,

the analysed period. The reduction in the general

Poland’s economic growth outlook has improved.

government deﬁcit in 2014 to 3.2% of GDP (by 0.8

According to the NBP’s central projection path pre-

percentage points y/y) resulted in the European

sented in the March „Inﬂation Report”, the average

Commission issuing a recommendation to li the

GDP growth in 2015-2017 will be stable, amounting

7

5 These

models allow to assess the risk of the corporate bankruptcy/insolvency in a 12-month period, which means that the results obtained using 2014 data are a prediction for 2015. The analyses relied on the discriminant analysis model G INE PAN (E. Mączyńska,
„Systemy wczesnego ostrzegania”, Nowe Życie Gospodarcze, no. 12/2004), and the logit model of J. Kaczmarek et al. (J. Kaczmarek, „Branżowa analiza zagrożenia przedsiębiorstw upadłością”, Kwartalnik Nauk o Przedsiębiorstwie, nr 2/2012, oraz K. Fijorek,
J. Kaczmarek, K. Kolegowicz, P. Krzemiński, „Raport z oceny stopnia zagrożenia przedsiębiorstw upadłością – komponent mikroekonomiczny”, Kraków, 2011). Enterprises were regarded as being at risk if such was suggested by both models.
6 The share of loans of enterprises at risk in the sector’s total loans, calculated on the basis of bankruptcy prediction models, may differ from the share of non-performing loans reported in the banking statistics (NPL). These models are used to assess the general
condition of enterprises and, in this context, their default risk. For many enterprises timely repayment of bank debt is a priority.
Therefore, bankrupt enterprises may continue to timely repay their loans. Moreover, the results of bankruptcy prediction models are
forward-looking, which means that they are used to assess the situation in a 12-month perspective and not at the particular moment
in time.
7 In 2014 they included sections dealing with Electricity, gas and steam supply, Telecommunications and postal services as well as Transportation services. One should also remember that apart from “systemically important” sections, “sectionally important” enterprises
may exist. Such enterprises are deﬁned as possibly having a considerable impact on credit risk associated with a given section. One
should bear in mind that certain areas of activities in the Polish non-ﬁnancial corporations sector are highly concentrated at section
level. Currently, no signs of diﬃculties in the group of “sectionally important” are reported.
8 “Multiannual Financial Plan of the State 2015-2018 containing the Convergence Programme. The 2015 Update”, the Ministry of Finance, Warsaw, April 2015.
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to approximately 3.5%. The May 2015 forecasts of
the European Commission are consistent with the

1.2. Developments in ﬁnancial
markets

above projection.9 The internal equilibrium indicators (the narrowing output gap; gradually declining unemployment rate; reduced ﬁscal deﬁcit struc-

1.2.1. Global markets

turally stabilized by the expenditure rule, preventing
against increase in public debt) and external equilib-

In the analysed period, price volatility in the global

rium indicators (a minor current account deﬁcit with

foreign exchange market and in the government

a safe ﬁnancing structure) should further improve.

bond market increased (see Figure 1.3). Foreign
exchange rates and securities prices were chieﬂy affected by the release of macroeconomic data for the
euro area and the United States as well as the measures taken by major central banks.

The main risk to the positive macroeconomic scenario unfolding in Poland is the euro area resum-

Figure 1.2. Volatility indices for selected segments of global

ﬁnancial markets
VXEEM Index
MOVE Index
JPM EM Volatility Index

ing a downward growth or stagnation. It is also
diﬃcult to assess the scale of the negative impact,

VIX Index
JPM G7 Volatility Index

150

both direct and indirect, of Greece’s potential exit
from the euro area on the economic growth and
uncertainty concerning further development of situation in Greece may increase risk aversion of ﬁnan-

points

macroeconomic equilibrium in Poland. Prolonged

130
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cial markets participants as well as of entrepreneurs.

5-2015

4-2015

3-2015

2-2015

1-2015

12-2014

11-2014

9-2014

10-2014

nomic sanctions imposed on Russia be extended.

8-2014

gravate and persist, and should the resulting eco-

7-2014

50
6-2014

situation should the Russian-Ukrainian conﬂict ag-

70

5-2014

A substantial risk may stem from the geopolitical

tain election promises (in particular concerning tax

Note: Data normalised to 100 points as of 31 December 2014. Indices refer to: VXEEM and VIX – equity markets, JPM G7 and JPM
EM – foreign exchange markets, MOVE – bond markets.
Source: Bloomberg.

policy) increasing sovereign risk and curbing invest-

Financial markets were considerably aﬀected by

ment. The improving internal and external equilib-

the uncertainty as to the start of the Fed’s inter-

rium in the Polish economy, seen in recent quarters

est rate hikes. It was driven by the publication of

and expected in the coming years, will increase the

diﬀerent-than-expected data on the US economy.10

resilience of the Polish economy to negative shocks

The waning prospect of monetary policy tightening

originating in the global economy and will positively

by the Fed translated into rising stock indices of the

inﬂuence conditions in which the domestic ﬁnancial

US stock markets which reached new historical highs

sector operates.

(see Figure 1.4), and supported search for yield and

Another risk factor may also be the delivery of cer-

9 European

Economic Forecast Spring 2015, European Commission, May 2015.

10 The IMF revised downwards the forecast rate of economic growth for the United States for 2015 to 3.1% from 3.6%, at the same revising

upwards the forecasts for the euro area to 1.5% from 1.2%,”World Economic Outlook”, IMF, April 2015.
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the related exposure of global investors to the gov-

area raised concerns about certain ﬁnancial instru-

ernment bond markets of emerging economies.

ments being overval-ued12 and posed a challenge for
investors guaranteeing a speciﬁed return on invest-

Figure 1.3. Volatility indices for selected segments of global

ment, in particular, for some European life insur-

ﬁnancial markets

ance companies (see Box 5).

VXEEM Index
MOVE Index
JPM EM Volatility Index

VIX Index
JPM G7 Volatility Index

Figure 1.4. Selected stock market indices
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Note: Data normalised to 100 points as of 31 December 2014. Indices refer to: VXEEM and VIX – equity markets, JPM G7 and JPM
EM – foreign exchange markets, MOVE – bond markets.
Source: Bloomberg.
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panded asset purchase programme on 22 January
and 9 March 2015, respectively, had a considerable
impact on European ﬁnancial markets. This pro-

Figure 1.5. Yields on 5-year government bonds of selected

countries
Poland (left axis)
United States (left axis)
Spain (left axis)
Hungary (left axis)

gramme involves the purchase of government bonds

Germany (left axis)
Italy (left axis)
Portugal (left axis)
Greece (right axis)

0%

4%

-1%

0%

yields on government bonds of euro area countries
(with the exception of Greece) to historically low levels, e.g. yields on 5-year German government bonds

5-2015

8%

4-2015

1%

ginning of April 2015 (see Figure 1.4) and declining

3-2015

12%

2-2015

2%

ropean stock market indices observed until the be-

1-2015

16%

12-2014

3%

ipants, which was reﬂected in a strong rise of Eu-

11-2014

gramme were positively received by market partic-

10-2014

20%

9-2014

4%

8-2014

(PSPP).11 The scale and implementation of the pro-

7-2014

24%

6-2014

5%

5-2014

of the euro area countries in the secondary market

fell to -0.15% (see Figure 1.5). The ECB measures
also boosted demand for government bonds of noneuro area countries with higher interest rates. Very

Note: Data pertain to bonds denominated in domestic currencies.
Source: Thomson Reuters.

low long-term interest rates persisting in the euro

In mid-February and in mid-April 2015, the default

11

Expanded Asset Purchase Programme (EAPP) consists of secondary market purchases of the euro area countries’ bonds (Public Sector Purchase Programme – PSPP), as well as launched in 2014 Covered Bond Purchase Programme (CBPP3) and the Asset-Backed
Securities Purchase Programme (ABSPP).
12 “Global Financial Stability Report – Navigating Monetary Policy Challenge and Managing Risks”, IMF, April 2015, p. ix
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risk of certain euro area countries temporarily in-

reached its 12-year record low (below 1.05). In subse-

creased, which was reﬂected in CDS premia. It was

quent months, the euro appreciated against the US

associated with the protracted negotiations of the

dollar, inter alia, as a result of the postponed expec-

terms of continuation of aid programmes for Greece

tations of interest rate hikes by the Fed, oil prices

provided by the European Commission, the IMF and

increases and the improved outlook for economic

the ECB, and periodically mounting concerns about

growth in the euro area.

the possible consequences of Greece’s potential insolvency and exit from the euro area (see Figure 1.6).

CDS premia on 5-year government bonds of

Figure 1.6.

selected countries
Poland (left axis)
Italy (left axis)
Portugal (right axis)

In late April and early May 2015, yields on bonds of
euro area countries picked up markedly and price

Germany (left axis)
Spain (left axis)
Hungary (right axis)
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sales of those instruments and the steepening of the
basis points

yield curve were triggered by an upward revision in
inﬂation expectations aer the publication of betterthan-forecast macroeconomic data for the euro area.
Moreover, some investors were increasingly aware

basis points

volatility increased (see Figure 1.5). The signiﬁcant

further increases in government securities’ prices.
Many investors started to realise proﬁts. The eﬀects
of their actions were enhanced by limited liquidity
of the secondary market.

5-2015

4-2015

3-2015

2-2015

1-2015

12-2014

11-2014

9-2014

10-2014

8-2014

This made them limit the scale of speculation on

7-2014

5-2014

nancial condition of issuers and the investment risk.

6-2014

that record low yields do not accurately reﬂect the ﬁ-

Note: Data pertain to CDS premia on bonds denominated in the
euro.
Source: Thomson Reuters.

The analysed trends and developments in ﬁnancial markets may point to the mounting market

Volatility indices of the FX market markedly in-

risk in the global ﬁnancial system. Moreover, they

creased, and the euro weakened against world’s

show the consequences of unfavourable structural

major currencies. The SNB decision of 15 January

changes that constrain market liquidity, inter alia,

2015 to abandon the minimum EUR/CHF exchange

declining activity of market makers, and imply lower

rate at 1.2 led to a strong appreciation of the Swiss

market resilience, e.g. to negative signs from the real

franc against the euro (in the subsequent months,

economy or to geopolitical developments.

the EUR/CHF exchange rate stood at around 1.05)
and other currencies.

This urged certain central

1.2.2. Money market

banks to intervene in the FX market. These factors translated into increased volatility of foreign ex-

During its meeting on 3-4 March 2015, the MPC

change rates. At the same time, the divergence be-

lowered the NBP interest rates to historically low

tween the Fed’s and the ECB’s monetary policies led

levels (reference rate – 1.50%), announcing at the

to a further appreciation of the US dollar against

same time the end of the monetary policy easing

the euro. On 13 March, the EUR/USD exchange rate

cycle.13 This was preceded by the rising expectations

13 Information

from
the
meeting
of
the
Monetary
http://www.nbp.pl/en/aktualnosci/2015/mpc_2015_03_04.pdf
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Policy

Council

held

on

3-4

March

2015,
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(in January) of NBP interest rate cuts, reﬂected in
falling FRA rates and WIBOR reference rates (see

Figure 1.7. Current and expected WIBOR rates

Figure 1.7). Taking its decision, the MPC took into
account an increase in risk of inﬂation remaining be-

3.00%

low the target in the medium term and the condition

2.75%

in the international environment, in particular, the

2.50%

ECB’s announcement to launch the expanded asset

2.25%

purchase programme. The measures taken by the

2.00%

MPC dampened the expectations of further cuts in
NBP interest rates. Since the end of April, aer the

FRA 1x4

FRA 3x6

FRA 6x9

FRA 9x12

FRA 12x15

WIBOR 3M

1.75%
1.50%

publication of bet-ter-than-forecast macroeconomic

to expect NBP interest rate hikes as soon as the ﬁrst
half of 2016.

5-2015

4-2015

3-2015

2-2015

1-2015

12-2014

11-2014

9-2014

10-2014

8-2014

7-2014

5-2014

industrial output), some market participants began

6-2014

1.25%

data on Poland (inter alia, data on retail sales and

Source: Thomson Reuters.

The cost of hedging foreign exchange positions
with swap transactions remained low. The CIRS
basis market, apart from temporary turmoil related
to the SNB decision, saw the premia declining to historically low levels. As a result of a very low interest

The functioning of the domestic money market

rates on the euro in the money market and a strong

was stable, with liquidity in the deposit transac-

demand for the zloty, since mid-February the men-

tion market slightly lower than in the second half

tioned premia were for the ﬁrst time negative in re-

of 2014. The WIBOR 3M/OIS 3M spread remained

lation to the EURIBOR reference rate.14

in the range of 15-40 basis points, reﬂecting the
low perception of credit risk in the domestic unsecured interbank deposits market. The average daily

1.2.3.

Foreign exchange market

net turnover in this market in the ﬁrst half of 2015
amounted to around 4 billion zlotys. The aforemen-

Rising volatility in global ﬁnancial markets trans-

tioned low perception of credit risk and expecta-

lated into moderate changes in the EUR/PLN ex-

tions, evolving in the ﬁrst half of the year, regard-

change rate. Following a temporary increase of the

ing NBP interest rates urged some domestic banks

EUR/PLN exchange rate and its volatility, observed

to increase their activity in the market for unsecured

in January 2015 in the aermath of the SNB deci-

deposits with original maturities of 1M and more.

sion, the zloty gradually appreciated below the level

These operations, however, did not cause signiﬁcant

of 4 zlotys per euro in the second half of April (see

changes in the term structure of this market where

Figure 1.8). The zloty appreciation was driven by

O/N deposits continued to prevail (approx. 85% of

good macroeconomic data and measures taken by

the value of all transactions).

major central banks. This trend reversed with the

14 As

a result, domestic banks which reduce market risk through operations in the EUR/PLN CIRS basis market, limiting the mismatch
between assets and liabilities, received from foreign banks interest payments resulting from a negative, in the analysed period, reference rate for interest rates in euro, increased by the absolute margin and payments calculated according to the WIBOR reference
rate.
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release of better-than-expected macroeconomic data

Poland’s economic and ﬁscal situation and the trends

for the euro area and the related surge in the yields

in Poland’s international environment, in particular,

on bonds of the euro area countries with the high-

in the euro area ﬁnancial market.

est credit rating. Also mounting concerns about
Greece’s failing to reach an agreement with its creditors and declaring insolvency had an adverse impact
on the currencies of the emerging economies. As

Figure 1.9. Yields on domestic government bonds and the

spread between yields on Polish and German government
bonds
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Figure 1.8. Zloty exchange rate and its volatility
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the EUR/PLN exchange rate stood at around 4.10.

a result, the zloty gradually depreciated against the
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euro since the end of April. At the end of May 2015,
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Note: Data pertain to bonds denominated in domestic currencies.
Source: Thomson Reuters.

bonds, observed since early February 2014, came to
an end. At the time, these yields hit their record lows

Source: Thomson Reuters.

(2Y –- 1.52%; 5Y –- 1.68%; 10Y –- 2.00%). In January,

A strong depreciation of the euro vis-à-vis the Swiss

in the period of mounting expectations of NBP inter-

franc in mid-January 2015, only slightly oﬀset in

est rate cuts, foreign investors, mainly commercial

subsequent days, automatically translated into a

banks and investment funds searching for attractive

marked weakening of the zloty against the Swiss

rates of return, increased their exposure to domestic

franc. From February to May, the CHF/PLN ex-

government bonds by approx. 7 billion zlotys.

change rate ranged from 3.80-4.00. The USD/PLN
exchange rate was determined by EUR/USD exchange rate movements stemming primarily from
the divergence between the ECB’s and the Fed’s
monetary policies.

Then, until the end of the analysed period, the
yields on domestic government bonds were on the
rise, especially in the middle and at the longer end
of the yield curve. Better-than-expected macroeconomic data on the Polish economy, supported by
better forecasts of Poland’s economic growth pub-

1.2.4. Bond market

lished by the European Commission at the beginning of February 2015 (i.e. 3.2% for 2015 and 3.4%

The domestic government bond market continued

for 2016), and rising yields on the US bonds, reduc-

to be inﬂuenced by favourable developments in

ing the attractiveness of domestic bonds for foreign
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investors who ﬁnance their investment in US dollars,

to close the excessive deﬁcit procedure had a posi-

curbed expectations for further drop in long-term in-

tive impact. The exposure of foreign central banks

terest rates. This prompted some participants of the

and public institutions, mainly from Asia, in the do-

domestic government bond market to realise prof-

mestic government bond market, has increased con-

its. As a result, the yields on those instruments were

tinually since April 2014 (see Figure 1.11). In the

on a gradual rise, and the yield curve was steepen-

ﬁrst ﬁve months of 2015, it increased by nearly 8 bil-

ing (see Figure 1.9). This trend was strengthened

lion zlotys. As a result, the structure of investors

in March 2015 by the MPC’s announcement of the

in the domestic government bond market became

end of NBP interest rate cuts and further better eco-

more diversiﬁed, increasing the market’s resilience

nomic growth forecasts for Poland. In late April and

to turmoil caused by capital ﬂows in international

early May, the prices of domestic government bonds,

markets.

in particular those with the longest maturities, were
negatively aﬀected by the mentioned sale of bonds
of the euro area countries with the highest credit rat-

Figure 1.10. Structure of investors in the domestic govern-

ment bond market
Domestic banks
Pension funds
Other domestic investors
Share of non-resid. (right axis)

ings. At the end of May 2015, the yields on domestic government bonds were higher than their histor-

Insurance companies
Investment funds
Foreign investors

ically lows observed in late January 2015 by 26, 78

600
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ure 1.10). Higher bond yields in the European markets were not accompanied by the sale of domestic Treasury securities by non-residents.15
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value of their portfolio was by more than 13 bil-
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share in this market (at the end of May 2015, the
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and diversiﬁed. Domestic banks had the largest

39%
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5-2014

highly liquid and its investor structure was stable

40%
300

4-2014

The government bond market in Poland was

zloty billion

400

Note: Data reﬂect the balance on the securities accounts in
KDPW.
Source: Ministry of Finance.

Stable

exposure of foreign entities was supported by the
favourable GDP growth outlook, Poland’s sound ﬁs-

1.2.5.

Equity market

cal situation as well as attractive yield on those instruments relative to credit risk. In January and

The WSE indices, similarly to equity market in-

February, CDS premia on Polish bonds went slightly

dices of other emerging economies, followed the

down, to stand at approx. 60 basis points in sub-

upward trends observed in the capital markets of

sequent months. The information released by ma-

the developed countries.

jor rating agencies conﬁrmed stability of Poland’s

2015, the WIG20 and WIG indices increased by 5.6%

credit ratings. Also the European Commission’s rec-

and 8.1%, respectively, yet the scale of their changes

ommendation to the Council of the European Union

was markedly smaller than in the case of main equity

From January to May

15 A

temporary fall in non-residents’ exposure in the domestic government bond market in late April and early May resulted from the
redemption of PS0415 bonds, high value of which was held by them, and the cancellation by the Ministry of Finance of the tender
scheduled for 7 May 2015.
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indices of the euro area (see Figure 1.3). Stable ex-

of the increase in the CHF/PLN exchange rate and

posure of non-residents in the domestic equity mar-

of measures aimed to oﬀset the unfavourable eﬀects

ket (their share in the market capitalisation was ap-

thereof for indebted households intermittently in-

prox. 45%) was conducive to the rise of stock prices

tensiﬁed.

quoted on the WSE. The higher stock prices were
also driven by local factors, inter alia, improved outlook for Poland’s economic growth, release of betterthan-expected macroeconomic data and the inﬂow
of funds to equity investment funds, in particular
those investing in shares issued by SMEs.

1.3. Situation in the real estate
market
In the analyzed period, the residential real estate

Figure 1.11. Structure of foreign investors in the domestic

market remained balanced.16 At the same time,

government bond market

the commercial real estate market, especially the

Banks
Insurance companies
Investment and hedge funds
Omnibus accounts

Central banks and public instit.
Pension funds
Other foreign investors

oﬃce property market, continued to show an imbalance between demand for space and facilities,
and surplus and rising space supply, resulting from

210

the implementation of new investment projects.

180

zloty billion
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Residential real estate market
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Average transaction prices of housing in the pri-

60

mary markets remained stable (data on 17 largest

30

cities). Amidst deﬂation, average transaction prices
5-2015

4-2015

3-2015

2-2015

1-2015

12-2014

11-2014

9-2014

10-2014

8-2014

7-2014

6-2014

5-2014

4-2014

0

per square metre of housing in real terms (deﬂated
with CPI) showed a slight increase both in the pri-

Source: Ministry of Finance.

mary and the secondary market. At the same time,

As compared to the main equity markets of the

prices showed stagnation in relation to the relatively

euro area, the lower increase in prices of shares

high wage growth in the enterprise sector. In the

listed in the WSE was largely determined by

secondary market, home prices also remained sta-

changes in the valuation of domestic banks which

ble, only the Warsaw market posted a slight price

have a considerable share in the WIG and WIG20

decline. This was driven by the sale of a larger num-

indices.

Falls in share prices of banks, in par-

ber of lower quality and poorer location dwellings.

ticular those with large Swiss franc-denominated

This is conﬁrmed by the analysis of hedonic price.17

housing loan portfolios, and their increased volatil-

in the Warsaw secondary market.

ity were driven by the January depreciation of the

Rent rates, following an approx. 6 year period of sta-

zloty against the Swiss franc. Investors’ concerns

bilisation, picked up slightly, with the exception of

about the ﬁnancial consequences for those entities

the Warsaw market.

16 A

more detailed description of developments in the residential and commercial real estate market in the quarterly reports of 2014
and 2015 and in the annual “Report on the situation in the Polish residential and commercial real estate market in 2013”
17 The hedonic housing price index is described in the article by M. Widłak (2010) “Metody wyznaczania hedonicznych indeksów cen
jako sposób kontroli zmian jakości dóbr”, Wiadomości Statystyczne no. 9.
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Figure 1.12. Average (oﬀer and transaction) rent rates in

Figure 1.14. Transaction prices of housing in the primary

Poland’s selected cities

(PHM) and secondary housing market (SHM) in Poland
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Note: Six cities include Gdańsk, Gdynia, Kraków, Łódź, Poznań
and Wrocław, and ten cities include Białystok, Bydgoszcz, Katowice, Kielce, Lublin, Olsztyn, Opole, Rzeszów, Szczecin and Zielona
Góra.
Source: NBP.

Figure 1.13. Transaction prices of housing in the primary
Figure 1.15. Available housing loans and the accumulated

(PHM) and secondary housing market (SHM) in Poland
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and Wrocław, and ten cities include Białystok, Bydgoszcz, Katowice, Kielce, Lublin, Olsztyn, Opole, Rzeszów, Szczecin and Zielona
Góra.
Source: NBP.

Note: Deﬁnition of available housing loan in the Glossary.
Source: NBP, GUS.

The estimated availability of housing loans and

The average availability of housing in the largest

loan-ﬁnanced housing increased, which translated

cities at the end of the ﬁrst quarter of 2015 rose to

into higher demand. This was driven by stable real

the level of 0.85 square metre of housing per average

estate prices, slightly lower nominal interest rates

monthly wage in the corporate sector, which repre-

on mortgage loans and increase in nominal income.

sents an increase of 0.36 square metre as compared
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to the record low level in the third quarter of 2007.

This was conﬁrmed in the launch and marketing of

Housing demand was supported by the government-

subsequent investment projects. Also the number of

subsidised housing scheme– Housing for the Young

bankruptcies in the real estate development sector

(MdM). The upper limits of prices per square me-

was declining.

tre of housing admitted to the MDM scheme were
raised in Wrocław, Kraków and Poznań, remained
unchanged in Warsaw and were reduced in Łódź and
Gdańsk.

Changes in the upper limits of prices of housing
available under the MDM scheme changed somewhat the estimates of the annual rate of return on

Figure 1.16. ROE on investment projects in six cities and the

developer projects sold under this scheme from 5%

real rate of return of large real estate development compa-

to 8% in the case of Kraków, from 10% to 11% in

nies (DFD)

Wrocław, remained at approx.12% in Warsaw, and
Gdańsk
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reduced it from 14% to 13% in Gdańsk.
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25%
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toring in the amendments to the Act on the protection of home buyers’ rights.19
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Figure 1.17. The number of homes put on the market, sold

and remaining listed in Poland’s six largest markets
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itability of developer housing projects at the end of
the ﬁrst quarter of 2015 stood at approx. 15–18%.
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Note: Six largest markets include: Kraków, Łódź, Poznań,
Gdańsk-Sopot-Gdynia Tricity, Warsaw, Wrocław.
Source: REAS.

18 Financial

data of real estate developers generally show low proﬁtability of their business, which is also reﬂected in poor stock market
quotations of the largest companies in the industry. This is driven by a number of factors, including the speciﬁc character of accounting books of real estate developers (sale of construction contract does not constitute income; income is shown aer the building has
been completed), historical burden of companies, being the result of inappropriate decisions or tax optimisation.”
19 Act of 16 September 2011, Journal of Laws of 2011, Journal of Laws No. 232, item 1377.”
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global markets in view of which rates of return on

Figure 1.18. The housing production indicator in Poland
Housing production index

investment, despite their decline, remain attractive.
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sand previously). Housing supply exceeded housing demand and, consequently, the housing stock in-

Figure 1.20. Value of investment transactions in the com-

creased. The number of transactions rose whereas

mercial property market

home prices remained stable. The existing scale of
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the mismatch does not threaten market equilibrium.
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ate a major risk of price decline. The real estate
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which should support the adjustment in housing
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oversupply of rental space. The availability of for-

The commercial real estate market saw a robust

eign ﬁnancing for real estate developers helped to

activity of investors, especially international in-

increase ﬁxed assets growth. This phenomenon may

vestors. The growing supply of commercial space

be largely attributed to low interest rates in the

boosted competition, thus translating into a higher

20 Flexibility

of the activity of real estate developers is tied with the possibility to change the intended use of the building’s usable area
and launch subsequent stages of investment project”
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vacancy rate and decline in rents. In 2014, the bulk

imbalance does not pose a risk to the stability of

of investment projects concerned purchase and sale

the domestic banking system. If commercial real

transactions of oﬃce buildings. Investment in ware-

estate has been purchased by openend investment

house premises also showed a historically high share.

funds, their managers may have problems with sell-

These market trends are conﬁrmed by falling valua-

ing the real estate at an expected price or at a sched-

tions of participation units of closed-end investment

uled time. The banking system, taking into account

funds investing in commercial real estate. Despite

the negative and costly experience of other coun-

falling rents, real estate developers plan to complete

tries with the commercial real estate market, should

subsequent warehouse space.

be extremely cautious in examining the quality of

The commercial real estate sector is ﬁnanced by

mortgage and the possibility of repayment from bor-

domestic banks to a slight extent, thus growing

rower’s income which such real estate may generate.
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Banking sector
The features and structure of the ﬁnancial system
21

nominal GDP growth rate (see Figure 2.1), should

in Poland cause that the level of risk to ﬁnancial

not result in the growth of imbalances, jeopardise

system stability is predominantly determined by

ﬁnancial stability (see Box 1) or be a barrier to eco-

the situation in the banking sector. Credit risk, in

nomic growth. At the same time, the current credit

turn, can be deemed the most signiﬁcant risk borne

growth rate enables banks to report high earnings

by the banking sector in Poland (see Figure 2.37).

(see Chapter 2.5.). Banks that operate in Poland
were not forced to curb lending to improve their
capital adequacy ratios, as was the case in some EU

2.1. Lending

countries (see Figure 2.2).

The credit activity of banks is an important source

In the period analysed23 , the growth rate of lending

of funding for the economy and, at the same time,

was similar in all main market segments (see Fig-

largely shapes the proﬁtability and capital ade-

ure 2.3), which kept the structure of the loan port-

quacy of the banking sector. Due to the conven-

folio roughly unchanged. Loans to households con-

tional model of services, banks’ interest income con-

tinued to prevail, and the share of loans to enter-

stitutes a major source of net income from banking

prises was relatively low (see Figure 2.4). The dimin-

activity, inﬂuencing the possibility to increase capi-

ishing share of foreign currency-denominated hous-

tal. Credit-related risk, in turn, impacts to the largest

ing loans is a positive development. The value of

extent the level of the capital requirements for banks

this loans lowers at the rate of about 6% per annum

and the minimum level of their regulatory capital.

which in a long term contributes to reducing risk as-

22

The current growth rate of lending, close to the

sociated with them.24

21 See

Chapter 1.2 in “Financial System Development in Poland 2013”, www.nbp.pl.
otherwise indicated, changes in loan values referred to in Chapter 2.1. apply to data aer excluding the impact of foreign
exchange rate changes.
23 Unless otherwise indicated, in Chapter 3, the “period analysed” covers the period from 30 September 2014 to 31 March 2015.
24 A detailed description of the risk associated with foreign currency loans was presented in “Financial Stability Report. December 2011”,
Box 3.
22 Unless
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Figure 2.1. Growth rate of nominal GDP and loans to the

Figure 2.2. Growth of loans to the non-ﬁnancial sector in

non-ﬁnancial sector, y/y

the period December 2008 – March 2015
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Note: Loans* – annual growth rate, three-month moving average;
Loans** – annual growth rate aer excluding the impact of foreign exchange rate changes, three-month moving average.
Source: Own calculations based on GUS and NBP data.

Source: Own calculations based on ECB data.

Figure 2.3. Annual growth rate of selected loans to the non-

Figure 2.4. Structure of loans to the non-ﬁnancial sector
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Source: NBP.

Changes in the lending policy of banks had a dif-

standards and lowered credit spreads. The lending

ferent eﬀect on lending, depending on the mar-

policy changes in the segments of loans to house-

ket segment (see Figure 2.5). In the case of cor-

holds were largely due to regulatory restrictions. In

porate loans, they supported credit supply growth:

the case of consumer loans, a fall in the limit on the

banks reported having eased slightly their lending
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Figure 2.5. Accumulated index of changes in banks’ lending policy standards – loans to households (le-hand panel) and

loans to enterprises (right-hand panel)
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Source: NBP.

maximum amount of interest25 led to a decrease in

3.5 billion zlotys earmarked for the implementation

credit spreads, which the banks tried to oﬀset by rais-

of the programme in 2014–2018 was utilised.

ing non-interest loan costs. On the other hand, the
application of a lower limit for the maximum LtV ratio for housing loans26 translated into a further tightening of banks’ lending policy in the ﬁrst quarter
of 2015.

A recovery in consumer lending continued. Since
August 2013, the annual growth rate of consumer
loans was positive (4.8% at the end of March 2015).
The growth rate has fallen slightly in recent months,
but it can be largely associated with the so-called

The annual growth rate of housing loans was gradually weakening (see Figure 2.3). This was due to
a rapid albeit decreasing growth in zloty loans and
a steady decline – from early 2012 – of foreign cur-

base eﬀect. Data provided by the Credit Information
Bureau28 show that in the fourth quarter of 2014 the
value of new consumer loans was higher than in the
corresponding period of the preceding year.

rency loans (by 13.2% and -6.1% y/y, respectively).

Corporate loans were growing at a stable pace

The relevance of the government aid scheme “Hous-

(around 5% y/y). Investment loans were growing

ing for the Young” for the housing loan growth rate

over twice as fast as working capital loans. The to-

remained limited. Despite an increase in the value

tal growth of loans to large enterprises and small and

of loan agreements, the share of loans extended un-

medium-sized enterprises (SMEs) was similar. At the

der the scheme in total lending during the term of

same time, its structure was discrepant. Investment

27

loans grew mainly in large enterprises, while SMEs

By the end of March 2015, around 8% or around

were responsible for the growth in working capi-

the scheme has amounted to just around 7.4%.

25 In accordance with Article 359 of the Civil Code, the maximum amount of interest resulting from an act in law cannot exceed annually

the amount of the Lombard loan rate of Narodowy Bank Polski multiplied by four.
accordance with Recommendation S, since 2015, the borrowers’ LtV cannot exceed 90%. See Resolution No. 148/2013 of the Polish
Financial Supervision Authority of 18 June 2013 on issuing of Recommendation S on good practices with regard to risk management of
retail credit exposures (Oﬃcial Journal of KNF of 2013, item 23).
27 See “AMRON–SARFiN Report 1/2015. Nationwide report on housing loans and property transaction prices”, May 2015, ZBP.
28 See “Kredyt trendy. Raport Biura Informacji kredytowej”, March 2015, BIK, p. 4–8.
26 In
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tal loans (see Figure 2.6). The de minimis Portfo-

as the price-to-earnings or price-to-book value) given

lio Guarantee Facility, launched in March 2013 (ex-

the possibly low asset proﬁtability (see Chapter 2.5.)

panded to include investment loans in November

will exert pressure on banks to increase leverage.

29

2013) , was favourable for the supply of working
capital loans to SMEs and micro enterprises.
Figure 2.6. Annual growth of investment and working cap-

ital loans to enterprises
Working capital loans - large enterprises
Investment loans - large enterprises
Working capital loans - SMEs
Investment loans - SMEs

70%

In the environment of low interest rates, banks can
be expected to revise their strategies towards an increase in the sales of more proﬁtable products that,
simultaneously, generate relatively low capital requirements. This may result in an increase in the
pace of growth (and in the share in the loan portfolio) of consumer loans and loans to SMEs.
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Consumer loans exhibit the highest estimated prof-
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itability (see Chapter 2.5.) at relatively low capi-
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tal requirements. In practice, the statutory linkage

20%
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of interest on consumer loans with the NBP Lom-
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bard loan rate does not seem to be a substantial con-
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straint to their proﬁtability due to the considerable

-20%

non-interest costs associated with the loans which,
12-2008
3-2009
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9-2009
12-2009
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6-2010
9-2010
12-2010
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6-2011
9-2011
12-2011
3-2012
6-2012
9-2012
12-2012
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6-2013
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12-2013
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6-2014
9-2014
12-2014
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Source: NBP.

Outlook
The lending growth rate can be expected to grow
further over the NBP macroeconomic projection

to some extent, may oﬀset the decrease in interest.
The regulatory factor supporting the growth of consumer loans is the possibility of granting loans on the
basis of simpler creditworthiness assessment rules.
Consumer loan growth is also envisaged in banks’
plans for 2015.30

horizon. The forecasts indicate that the economy

The increase in loans to SMEs will be supported

will continue to grow at a stable pace of 3.5%, the

by the government de minimis guarantee pro-

labour market will improve further, individual con-

gramme31 and the capital requirement lowered

sumption will increase and the savings rate will only

by the application of the so-called supporting fac-

grow slightly. Lending growth can be driven by the

tor.32 The growth of loans to SMEs (and, conse-

environment of historically low interest rates. Aim-

quently, to all enterprises) should increase despite

ing to sustain the ROE and market indicators (such

a relatively low estimated proﬁtability of the loans

29 See

the Act of 25 January 2013 on amending the Act on warranties and guarantees granted by the State and particular legal persons
(Journal of Laws of 2013, item 198) and the Regulation of the Minister of Finance of 18 February 2013 on the de minimis aid granted
by Bank Gospodarstwa Krajowego in the form of loan repayment guarantee (Journal of Laws of 2013, item 239).
30 See “Banks’ ﬁnancial plans for 2015”, KNF, http://www.knf.gov.pl/Images/Plany_ﬁnansowe_bankow_2015_tcm75-41114.pdf.
Comparing banks’ loan growth plans with real loan growth ﬁgures in previous years shows that the latter diﬀered substantially from
the plans. Nevertheless, the proportions alone of growth of speciﬁc loan categories expected for 2015 suggest banks’ greater interest
in consumer loans.
31 The completion of the programme is scheduled for 31 December 2015, see the Regulation of the Minister of Finance of 16 June 2014
on de minimis aid in the form of loan repayment guarantees by Bank Gospodarstwa Krajowego (Journal of Laws of 2014, item 790). BGK
is making preparations to continue the programme in a slightly modiﬁed form,
see http://deminimis.gov.pl/przedsiebiorcy/wazne-informacje/.
32 The CRDIV/CRR regulatory package introduces the so-called supporting factor (amounting to 0.7619), by which the value of the
capital requirement arising from some credit exposures to SMEs should be multiplied. The factor is now used on a larger scale by
cooperative banks than commercial banks – see Chapter 2.6..
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(see Chapter 2.5.).

to steadily fall.

Housing loans may be expected to grow at a rate
similar to the current one. Expected improvements
in the labour market and stable prices in the residential property market should support credit growth.
Stable housing prices, coupled with low interest
rates, will increase the availability of ﬂats, now at its

Banks’ expectations regarding changes in lending
policy (the NBP survey on credit conditions) support the thesis on credit growth, although the survey’s horizon is short. The direction of the expected
changes in lending policy standards has hitherto reﬂected well the future changes in lending dynamics.

highest level since 2007. The demand should also be

Uncertainty for the lending outlook and, more

driven by the government aid scheme “Housing for

broadly, for the future of the banking sector stems

the Young”. The Sejm is now working on the Act,

from the recently discussed issues of a bank tax and

with the aim of introducing amendments that are

a mandatory conversion of foreign currency hous-

33

beneﬁcial to prospective beneﬁciaries.

As in the

ing loans into zlotys. If adopted, these solutions, to-

previous years, the growth of housing loans will al-

gether with the liquidation of the bank enforcement

most exclusively apply to zloty loans, and the foreign

order and a change in the amount of contributions

currency loan portfolio will be steadily repaid. As

paid to the Bank Guarantee Fund, may have a neg-

a result, the share of foreign currency loans in the

ative impact on credit demand at a time when their

housing loan portfolio may be expected to continue

costs are passed onto clients.

Box 1. Method of identifying the risk of excessive lending
This box contains a summary of preliminary studies on excessive credit growth risk. The Basel Committee1
recommends measuring this risk by the deviation of the credit-to-GDP ratio from its trend (the so-called credit
gap). The selection of this variable is determined by its ability to generate accurate signals of crisis occurrence in
the horizon from one year to even ﬁve years.2 High predictive accuracy of the credit gap has been conﬁrmed in
numerous studies.3 However, many countries also adopt modiﬁed approaches, using a broader information set.
The aim of this analysis is to identify variables that have the highest ability to generate accurate signals of the
crisis risk associated with excessive credit growth. The analysis is based on international experience and is
subsequently used to evaluate the current situation in Poland. The predictive performance of potential early
warining indicators was assessed over horizon ranging from 16 to 5 quarters prior to the commencement of the
crisis. The choice of horizon assumes that the signal warning of the crisis in more than 4 years in advance could
be ignored, whereas signalling of the crisis within a period of a year or shorter does not leave suﬃcient time for
economic policy response. There are at least several studies associated with the dating of crisis periods. In the
study in question, the benchmark is the database resulting from the work within the group ESBC Heads of Research.4
The set of potential early warning indicators (11 variables) was analysed based on data from 47 countries,
covering the period 1970–2014. Individual variables were analysed both in levels and growth rates as well as
cyclical deviations from the trend. The length of the ﬁnancial cycle was identiﬁed for each country separately,
based on the periodogram obtained from the analysis of the growth rates of variables.5 In the ﬁrst step, a number

33 Dra law on amending the Act on State aid in ﬁrst-time home purchase by the young http://www.sejm.gov.pl/Sejm7.nsf/agent.xsp?symbol=RPL&Id=RM-

10-11-15.
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of logit models with single explanatory variable was estimated and those with the best forecasting properties were
selected.6 Subsequently, the multivariate logit models were estimated using variables with the highest predicitive
quality, as measured by AUROC. Summing up, the analysis enabled the identiﬁcation of three variables that were
found most appropriate to generate signals of the forthcoming crises in the group of countries under study.
The analysis does not indicate symptoms of excessive credit growth in Poland and the probability of crisis associated with it is very low. The ﬁgure below (Figure 1) presents values of the selected variables for Poland and the
probability of crisis in Poland obtained from the logit model. The variables were normalised so that values above
zero should be read as the signal of an increasing excessive credit growth risk, whereas values below zero – as the
lack of such a signal.
Figure 1. Variables with the highest predictive accuracy and the probability of crisis
Credit gap HP 12.000 FX adjsuted (left axis)

Credit 4-year growth rate FX adjusted (left axis)

DSR 4-year growth rate (left axis)

Crisis probability (right axis)

2015
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2013

2012
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2010

0
2009

-6

2008

0,05

2007

-5

2006

0,1

2005

-4

2004

0,15

2003

-3

2002

0,2

2001

-2

2000

0,25

1999

-1

1998

0,3

1997

0

1996

0,35

1995

1

Note: Normalised variables (z-score) with deducted constant value equal to the threshold generating the crisis signal for the
model without country-speciﬁc ﬁxed eﬀects (while determining the threshold it was assumed that the cost of type II errors is
twice as high as type I errors). The credit gap –- deviation of bank credit-to-GDP ratio from the trend determined based on the
Hodrick-Prescott ﬁlter with the smoothing parameter equal to 12,000, aer adjustment for changes in foreign exchange rates.
DSR -– debt service ratio. Crisis probability – implied from the estimated model
Source: NBP

1

Basel Committee on Banking Supervision (2010), “Guidance for national authorities operating the countercyclical capital
buﬀer”
2 Detken, C., et al. “Operationalising the countercyclical capital buﬀer: indicator selection, threshold identiﬁcation and
calibration options.” ESRB Occasional Paper Series (2014).
3 Jokivuolle, Esa, Jarmo Pesola, and Matti Viren. “Why is credit-to-GDP a good measure for setting countercyclical capital
buﬀers?.” Journal of Financial Stability 18 (2015): 117-126.
4 Babecký, Jan & Havránek, Tomáš & Matějů, Jakub & Rusnák, Marek & Šmídková, Kateřina & Vašíček, Bořek (2014).
“Banking, debt, and currency crises in developed countries: Stylized facts and early warning indicators,” Journal of Financial
Stability, Elsevier, vol. 15(C), pages 1-17.
5 Comin D. & Mark Gertler, (2006), “Medium-Term Business Cycles, “ American Economic Review, American Economic
Association, vol. 96(3), pages 523-551, June.
6 The methodology applied for the evaluation of the quality of variables is the Area Under the Receiver Operating Characteristic
Curve, AUROC). The ROC curve illustrates the trade-oﬀ between type I errors (signal of the crisis despite the lack of the crisis,
which is equal to “0”) and type II error (no signal of the crisis and subsequent occurrence of the crisis, which is equal to “1”).
The AUROC value illustrates the quality of the model and informs how oen the model will classify the pre-crisis observations
at a level higher than those not preceding the crises.
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loans and the impaired loan ratio increased slightly

2.2. Credit risk

(see Figure 2.8). Besides the “ageing” of the port-

The credit risk costs have been stable for several
quarters.

The impaired loan ratio for the non-

ﬁnancial sector and the ratio of credit losses34 to net
loans, illustrating the burden of credit risk material-

folio, this growth was a result of a more frequent
identiﬁcation of impairment of not overdue loans or
loans in shorter arrears.35
Figure 2.8. Impaired loan ratios for households

3.2%

12%

2.9%

10%

2.6%
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2.3%

6%
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Figure 2.7. Impaired loan ratio for the non-ﬁnancial sector
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9-2014
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6-2014
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dations based on the results of an asset quality re-

12-2013
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ter banks had implemented the UKNF recommen-

6-2013

of impaired loans grew only slightly, inter alia, af-

3-2013

Total

Housing loans (right axis)

12-2012

Other consumer loans

Other

9-2012

Credit card lending

not change signiﬁcantly (see Figure 2.7). The value

6-2012

isation on the working part of the loan portfolio, did

Note: The value of particular loan categories at the end of March
2015 amounted to (PLN billion): Credit card lending – 12.3, Other
consumer loans – 119.5, Housing loans – 367.9, Other loans –
103.6.
Source: NBP.

10%
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9-2014

6-2014

3-2014
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9-2013

6-2013

the LIBOR CHF rates.36 The amount of loan instal-

3-2013

0%
12-2012

housing loan quality was mitigated by a decrease in
9-2012

tion of the Swiss franc in the ﬁrst quarter of 2015 on

2%

6-2012

The potentially negative impact of the apprecia-

4%

3-2012

6%

Note: Unless otherwise stated, dispersion plots in Chapter 2. related to commercial banks.
Source: NBP.

ments grew only slightly (see Figure 2.9). The situation of borrowers was also positively aﬀected by
wage growth, which occurred from the loan origination date (this, in particular, applies to the persons
who borrowed before the end of 2007).

2.2.1. Credit risk of loans to households

Housing loans
The gradual deterioration in the quality of housing loans continued. The value of impaired housing
34 Credit

losses are deﬁned as net charges to provisions for impaired loans to the non-ﬁnancial sector.
was primarily noticeable in the case of a large bank, where a catalogue for the basis for impairment was extended, by qualityrelated premises.
36 A dominant portion of Swiss franc-denominated housing loans are loans with variable interest rate, where interest equals the LIBOR
CHF rate increased by a ﬁxed spread.
35 This
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Figure 2.9.

% increase in the value of Swiss franc-

denominated housing loan instalment to instalment
at loan origination against values of Swiss francdenominated loans and wage growth in the enterprise

respectively. In addition, following the changes in
banks’ lending policies related, inter alia, to the entry into force of an amended Recommendation S,
the share of zloty loans with LtV above 100% has
fallen over the last two years.

sector
Values of loans (right axis)

The increase in LtV ratios, apart from its negative

Increase in instalment as for 31.12.2014
Increase in instalment as for 31.05.2015
Rise in average salary until April, 2015

-40%

0

Month of loan origination

7-2010

3

1-2010

-20%

7-2009

6

1-2009

0%

7-2008

9

1-2008

20%

7-2007

12

1-2007

40%

7-2006

15

1-2006

60%

7-2005

18

1-2005

80%

Values of loans at the end of May 2015 extended in
successive months (zloty billion)

inﬂuence on banks in the form of smaller recover-

Assumptions: A Swiss franc-denominated housing loan with maturity of 25 years, repaid in constant total instalments, an instalment calculated on the basis of the Swiss franc exchange rate and
the LIBOR 3M rate of 31 December 2014 and 29 May 2015, respectively, and average spread on Swiss franc-denominated loans
at loan origination.
Note: Points on the horizontal line mark the month of loan origination. Bars present the value in the zloty (at the end of May
2015) of Swiss franc-denominated housing loans, taken out in a
given month marked on the horizontal line.
Source: NBP estimates based on BIK data.

However, the appreciation of the Swiss franc resulted in a deterioration of the extent to which
housing loans were collateralised. An increase in

able value, has an adverse eﬀect on the standing of
debtors. The situation, when the loan amount exceeds or is close to the property value, can impede
selling or switching the ﬂat. According to the declaration of ten banks with substantial portfolios of
FX housing loans, they are willing to introduce measures facilitating such transactions.38
The value of impaired loans was positively aﬀected
by an increase in the value of housing debt sale
transactions, and loans removed from the balance
sheet and treated as oﬀ-balance-sheet items (aer
writing oﬀ the whole loan as losses).39 In total,
the operations were responsible for decreasing the
growth in impaired housing loans by around two
thirds.
Despite the deterioration in the quality of housing
loans, credit losses and their ratio to loan value did
not change substantially (see Figure 2.10 and 2.11).

the LtV of a loan has an adverse impact on the
level of recovery in the event of bad debt collection,
thereby increasing credit losses. It can be estimated
that at the end of the ﬁrst quarter of 2015, the share
of loans with LtV above 90% and 100% in the portfolio of Swiss franc-denominated loans grew to 60%
and 50% from 53% and 44%, respectively, at the end
of 2014.37 In the case of zloty loans, the share was
substantially lower and amounted to 29% and 9%,
37 See

“Report on the condition of Polish banks in 2014”, 2015, UKNF.
“Deklaracja w sprawie udzielenia przez banki wsparcia dla kredytobiorców posiadających kredyty mieszkaniowe, w tym
walutowe [The declaration regarding support to the debtors with housing loans, including FX loans, granted by banks]”,
https://zbp.pl/public/repozytorium/wydarzenia/images/maj_2015/konf/PODPISANA_DEKLARACJA_25_05_2015.pdf
39 Earlier, housing loans were relatively rarely used in debt sale transactions. In 2014, the combined impact of the above operations on
the change in the value of impaired housing loans amounted to -0.9 billion zlotys, while in previous years it was -0.3 billion zlotys
in 2013 and -0.1 billion zlotys in 2012.
38 See
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Figure 2.10. Net quarterly charges to provisions for im-

Figure 2.11. Ratio of net charges to provisions for impaired

paired household loans

loans to households to net value of the loans
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Box 2. Dilemmas associated with a reduction in the portfolio of foreign currency loans
Narodowy Bank Polski assessed in the January 2015 edition of the ’’Financial Stability Report’’ that changes in
the exchange-rate policy of the Swiss National Bank will not pose a threat to Poland’s banking system stability.
The change led to an appreciation of the Swiss franc against other currencies, including the zloty. However, when
coupled with a reduction in interest rates in Switzerland, and substantial buﬀers, both on the part of banks and
borrowers, the increase in Swiss franc housing loan servicing costs should not jeopardise the stability of the Polish
banking system.
Foreign currency housing loans, denominated mostly (82% of their value) in the Swiss franc, constitute a signiﬁcant albeit not dominant portion of assets of the Polish banking sector. At the end of April 2015, foreign currency
housing loans accounted for 10.8% of the sector’s assets, 19.4% of claims on the non-ﬁnancial sector and 46.3% of
housing loans to households. In relation to the economy, the value of the loans was also moderate, representing
the equivalent of 9.7% of GDP.
The value of the portfolio of foreign currency housing loans (expressed in the currency of the loan) is declining
steadily with the repayment of subsequent principal and interest instalments by borrowers, albeit at a slow pace.
In April 2015, the yearly rate of the decline amounted to around 6%. New foreign currency loans are practically
not granted. As the largest portion (around 75% of loans, in terms of value) of this portfolio are loans with residual
maturity of over 20 years, a substantial reduction in the portfolio of foreign currency loans will only take place in
about 15-20 years.
The appreciation of the Swiss franc increased the intensity of the public debate on the advisability and the content of potential measures aimed at reducing the risk associated with the foreign currency housing loan portfolio. During the debate and the resulting proposals of action, and in the course of measures being implemented,
eﬀorts were made to address both aspects of ﬁnancial stability and protection of the consumer of ﬁnancial services.
Narodowy Bank Polski is analysing the issue of foreign currency loans and potential measures to address it from
the point of view of the stability of the ﬁnancial system. Such a perspective is determined by the mandate of NBP
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(laid down, inter alia, in Article 3 item(2) point (1), (6) and (6a) of the Act on NBP). The protection of consumers
is the task of other public entities.
Foreign currency housing loans are no doubt a vulnerability of the domestic banking system. NBP has repeatedly analysed risks associated with the portfolio.1 This portfolio involves elevated credit risk (arising from market
risk taken by borrowers), market risk (associated with the need to hedge the FX position by banks), liquidity risk
(associated with liquidity needs generated by FX risk hedging transactions) and funding risk.2
Two questions need to be considered when analysing the issue of foreign currency loans. Firstly, should any
action be taken to eliminate this weak point of the banking system? Secondly, if taking such measures were justiﬁed,
then how should they be implemented, given the beneﬁts and costs of such action?
Referring to the ﬁrst aspect, in NBP’s view the portfolio of foreign currency loans currently poses no systemic
risk, which results from a number of factors:
the income situation of households repaying foreign currency loans is, on average, better than that of holders
of zloty loans3 , and substantial wage growth, which has taken place since the origination of most foreign
currency loans4 , is an additional buﬀer that allows borrowers to absorb the eﬀects of a depreciation of the
zloty,
the Swiss interest rate reductions oﬀset, in part, the rise in Swiss franc housing loan servicing costs arising
from an appreciation of the Swiss franc (see Figure 2.9),
high capital levels of banks give them the opportunity to absorb a deterioration in loan quality,
the quality of foreign currency housing loans remains good.
For comparison, the risks to ﬁnancial stability in Hungary (the country which took wide-ranging measures,
including administrative ones, to eliminate the foreign currency loan portfolio) generated by foreign currency
loans were incomparably higher. The value of foreign currency loans to Hungarian households was substantially
larger than in Poland (in 2011, it was 20% of GDP). Banks operating in Hungary did not factor in Swiss interest
rate decreases, applying the formula of interest set by the decision of the bank, which contributed to a strong rise
in the percentage of share of nonperforming loans (see Table 1).5
Table 1. Portfolio of foreign currency loans in Hungary and Poland

Maximum value of the portfolio in relation to GDP
Average interest rate on housing loans in CHF over the period 2008-2014
Share of nonperforming loans

Węgry

Polska

20% (2011)

12.5% (2011)

6.1%

2.3%

20.7% (2011), 42% (2014)

3.1% (2014)

Source: NBP, MNB.

Notwithstanding existing buﬀers on the part of borrowers and banks in Poland, which help to absorb even
substantial exchange-rate changes, it is possible that the Swiss franc may appreciate at a scale resulting in a
signiﬁcant deterioration in portfolio quality. Such a situation is, however, very unlikely, and among factors that
may potentially trigger it one can identify geopolitical turmoil which could renew trends of capital inﬂows to
countries rated as stable and oﬀering safe investments, and at the same time having a well-developed ﬁnancial
system. Switzerland is traditionally rated as such a country, therefore if the above mentioned scenario were to
unfold, the Swiss franc could appreciate signiﬁcantly against other currencies.
Any decision to take measures aimed at reducing the portfolio of foreign currency housing loans has to take
into account the cost of such measures. Such a cost would be a decline in the resilience of the banking system
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to other risks not associated with the CHF portfolio, whose materialisation is more probable than a very strong
appreciation of CHF. In particular, a conversion of Swiss franc loans into zloty loans at the exchange rate as of
the loan origination date would have to bring about losses of a sizeable group of banks, which would decrease
their capital buﬀers. This could lead to a situation where shocks not associated with the FX market, e.g. a lengthy
economic slowdown in the environment of the Polish economy, would jeopardise the safe operation of banks as well
as the security of savers’ deposits. Another cost could be a decline in the resilience of the whole economy to risks
associated with the FX exchange rate due to a decrease in foreign exchange reserves related to the closing of open
FX positions of banks. The current value of Swiss franc-denominated housing loans amounts to around 140 billion
zlotys (this is the equivalent of around 37% of Poland’s foreign exchange reserves). The open FX position generated
by this portfolio is closed with FX liabilities or oﬀ-balance-sheet transactions, where domestic banks undertake to
provide counterparties with foreign currencies in exchange for the zloty. A conversion of the portfolio of foreign
currency loans into the zloty would make banks close hedging transactions via the provision of currencies to the
counterparty or buy FX assets, e.g. Swiss government bonds. Such measures would result in a strong pick-up in
demand for foreign currencies and pressure towards zloty depreciation. In such a situation, NBP – having in mind
the stability of the economy – could be forced to intervene by reducing foreign exchange reserves.
The scenario outlined above shows that there is a signiﬁcant dilemma whether to take top-down systemic measures aimed at reducing the value of foreign currency loans. Such action would help reduce the vulnerability of
the ﬁnancial system and the real economy to unlikely severe shocks coming from ﬁnancial markets. At the same
time, it would induce substantial costs arising from a weakening of the banking sector’s resilience to other risks.
Assuming that despite the costs mentioned above, the decision to take measures aimed at reducing FX debt will
be made, three general rules can be identiﬁed which, in NBP’s view, should be followed when designing such a
solution.
Measures taken should not destabilise the banking system, in particular should not decrease signiﬁcantly its
capital levels and capacity to absorb shocks. Such a decrease could occur when the banking sector incurs
high costs over a short period of time.
Measures taken should not generate economic agents’ behaviour leading to systemic risk growth in the future, most notably through incentives that stimulate (moral hazard). In this context, moral hazard can be
considered in two aspects:
on the part of lenders (banks) – if costs arising from addressing the issue of the portfolio of foreign
currency loans are, in a substantial part, incurred by other entities, by the state in particular, this would
provide an incentive for the promotion of riskier ﬁnancial products (also other products than loans)
in the future due to expectations that the problem will be solved again at a low cost to the entities
marketing their products.
on the part of borrowers – if costs arising from addressing the issue of the portfolio of foreign currency
loans are wholly incurred by other entities (banks and the state), this will provide an incentive for
households to take excessive ﬁnancial debt-related risk (and perhaps also other risky ﬁnancial activities)
due to expectations that a potential problem will be solved at the expense of other entities.
Aid activities should be targeted well. Their beneﬁciaries should be ﬁnancially distressed borrowers with
low income and low ﬁnancial assets who have encountered problems in loan repayment as a result of adverse circumstances. Such measures should also ensure a level playing ﬁeld for all borrowers and should be
available to persons whose debt is denominated both in the zloty and in foreign currency.
The NBP also indicates that a way to achieve a reduction of FX loans could be the creation of economic incentives for banks to take autonomous measures leading to a reduction in their FX housing loan books, through
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individual oﬀers made to clients. Such incentives can take the form of e.g. higher risk weights or additional capital
charges.

1

see, inter alia, „Financial Stability Review – June 2007” and editions of „Financial Stability Report” of December 2010, July
and December 2011 and July 2013.
2 see Box 3 in „Financial Stability Report. December 2011”.
3 see Box 4 in „Financial Stability Report. July 2013”.
4 see Box 1 in „Financial Stability Report. January 2015”.
5 See also: P. Gąsiorowski, „Gorzkawy posmak bankowego tokaju”, a feature in the Rzeczpospolita daily on 26 May 2015.

Figure 2.12. Percentage of consumer loans in arrears of

more than 30 days aer 6 months from loan origination

labour market and the relatively good quality of new
loans (see Figure 2.12).
Figure 2.13. Share of loans in arrears of more than 30 days

6%

in consumer loans extended aer the implementation of
5%

an amended Recommendation T
Loans granted with simplified creditworthiness assessment

4%

Other loans
1.6%
3%
1.4%
2%

1.2%
1.0%

1%
0.8%
0.6%

6-2014

12-2013

6-2013

12-2012

6-2012

6-2011

12-2011

6-2010

12-2010

6-2009

12-2009

6-2008

12-2008

6-2007

12-2007

0%

0.4%
0.2%

Note: Points on the horizontal line mark the month of loan origination.
Source: BIK.

Consumer loans
The quality of consumer loans continued to improve. The fall in the impaired loan ratio (see Figure 2.8) followed both a decrease in the value of

0.0%
31-91 days

91-180 days

181 days-1 year

>1 year

past due categories

Note: Data as at the end of 2014 based on the NBP survey conducted on a sample of banks with an 83% share in consumer loans.
The estimates do not include the banks that have stated they do
not extend consumer loans using simpliﬁed creditworthiness assessment rules.
Source: NBP.

impaired loans and an increase in the value of the

The risk of loans extended with the use of sim-

loan portfolio. The decrease in the value of im-

pliﬁed creditworthiness assessment rules was sim-

paired loans was strongly inﬂuenced by factors not

ilar to the risk of other consumer loans (see Figure

associated with the improved economic situation of

2.13). Loans granted to clients with whom banks

debtors, i.e. debt sale and loans written oﬀ the bal-

have long term relations are likely to have a high

ance sheet (in the last three years, the annual value

share in these loans. Experience of the years 2009-

of the operations each amounted to approx. 5.5 bil-

2011, when credit losses grew substantially, shows

40

lion zlotys. ) The improvements in the loan qual-

that such loans exhibit a much better quality than

ity were also supported by a better situation in the

loans extended to the clients who have not used pre-

40 See

42

“Report on the condition of Polish banks in 2014 ”, 2015, UKNF.
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viously the bank’s services.

interest income, which is not encompassed by the
statutory limit on interest. However, should the cur-

Figure 2.14. Coverage of impaired household loans by pro-

rent low level of interest rates be sustained, a de-

visions

crease in the proﬁtability of these loans cannot be
excluded.
Consumer loans

Housing loans

Other loans

80%

The average coverage of impaired loans by pro-

75%

visions, both for consumer and housing loans,

70%

dropped in recent months (see Figures 2.14).

65%

This phenomenon was characteristic mainly for the

60%

banks that more oen identiﬁed impairment of

55%

loans which were not overdue or loans with shorter

50%

arrears, and the banks that carried out large debt sale

45%

transactions (mainly signiﬁcantly impaired debt,
covered by provisions at a higher-than-average rate).

3-2015

12-2014

9-2014

6-2014

3-2014

9-2013

12-2013

6-2013

3-2013

12-2012

9-2012

6-2012

3-2012

40%

Source: NBP.

Other loans to households

Figure 2.15. Net quarterly charges to provisions for im-

The quality of other loans to households41 did not

paired other loans to households

change substantially, and credit losses and their
ratio to loans dropped slightly (see Figures 2.8

Loans to entrepreneurs
Loans to individual farmers
Loans other than loans to individual farmers and entrepreneurs

and 2.15). The good economic climate and the im-

zloty billion

0,5

provement in the situation of micro enterprises, in-

0,4

cluding their liquidity position, as evidenced by sur-

0,3

veys, helped reduce the credit losses.42

0,2
0,1

Outlook

0,0

The foreseeable macroeconomic developments allow to expect that the value of credit losses in loans
3-2015

12-2014

9-2014

6-2014

3-2014

12-2013

9-2013

6-2013

3-2013

12-2012

9-2012

6-2012

3-2012

-0,1

to households will stabilise or fall slightly, in the
coming quarters. Such scenario will be supported

Source: NBP.

by forecasts of further improvements in the situa-

Despite a minor rise, the ratio of credit losses to

tion on the labour market and a rise in revenues

value of consumer loans remained relatively low

of private entrepreneurs. The ability of borrowers

(see Figure 2.11), especially taking into account

to service their zloty loans will also be positively

revenue achieved on this product (see Figure 2.32).

inﬂuenced by low interest rates. This factor is of

Income on consumer loans consists largely of non-

greatest importance for housing loans, where inter-

41 At

the end of March 2015, these loans accounted for around 15% of loans to households. They included: loans to individual entrepreneurs (63%), loans to farmers (28%) and loans other than housing and consumer loans to natural persons (9%).
42 See “NBP Quick Monitoring Survey. Economic climate in the enterprise sector in 2015 Q1 and forecasts ” -– 2014 and 2015 editions,
NBP. In English only shortened version available.
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est on the prevailing portion of loans is based on the
interbank market rate, increased by a ﬁxed spread,
and the share of interest instalments in the total loan
instalment is the highest due to their long maturity.

the loan in a timely manner.
The amendments associated with the Constitutional Tribunal ruling on the unconstitutionality
of the provisions of the bank enforcement order44

Among basic risk factors the still large share of for-

together with new regulations in consumer in-

eign currency housing loans held in banks’ portfo-

solvency45 may bring about higher credit losses.

lios should be mentioned. The borrowers who took

In the case of the existing portfolio, the liquidation

out the loans are exposed to the risk of zloty depre-

of the bank enforcement order may result in a de-

ciation and a rise in foreign interest rates.

crease in recovery from impaired loans and, in con-

The other risk factor is the fact that during cred-

sequence, a rise in credit losses. Changes in con-

itworthiness assessment banks accept low income

sumer insolvency implemented at the start of 2015

buﬀers in the event of a future rate increase. A con-

facilitate the declaration of bankruptcy of natural

siderable portion of banks keeps the buﬀers at a level

persons not conducting a business activity (liberal-

corresponding to an interest rate increase of just 1–2

isation of conditions that enable the declaration of

43

percentage points , i.e. a lower increase than the

bankruptcy) and improve the position of the con-

combined scale of an interest rate decrease in the

sumer in the insolvency proceedings.46 The inﬂu-

last cycle of their reductions. Aer interest rates in-

ence of these changes on banks’ credit losses will de-

crease to levels prior to this cycle, the borrowers who

pend on the extent of the use of this instrument by

took loans recently and whose income met only the

consumers, but it may be expected that it will be con-

minimum requirements may ﬁnd it diﬃcult to repay

siderably higher than today.

Box 3. The ﬁnancial risk taken by households: ﬁrst results from the pilot study on household wealth
in Poland (2014)
This analysis presents the ﬁrst conclusions concerning the scale of the debt burden on households and the
accompanying level of savings buﬀers held. It is based on the pilot Study on Household Wealth (Badanie Zasobności
Gospodarstw Domowych - BZGD) carried out by Narodowy Bank Polski in 2014 in cooperation with the Central
Statistical Oﬃce on a representative sample of 3.5 thousand households in Poland.1 BZGD is the Polish equivalent
of The Eurosystem Household Finance and Consumption Survey (HFCS) coordinated by the European Central Bank.2 It
provides unique information concerning the size and structure of assets and debt of Polish households. As a result,
it enables a more comprehensive analysis of households’ ﬁnancial standing than other studies, through considering
not only income and expenditure associated with debt, but also the impact of liquidity buﬀers and other assets and
debt characteristics.

43 Source:

The results of the KNF survey of the portfolio of loans to households as at the end of 2014.
the ruling of the Constitutional Tribunal of 14 April 2015 (Journal of Laws of 2015, item 559).
45 The Act of 29 August 2014 on amending the Act – Bankruptcy and Rehabilitation Law, the Act on the National Court Register and the Act
on judicial costs in civil matters (Journal of Laws of 2014, item 1306).
46 The main changes, which in the mind of the legislator are supposed to ensure greater accessibility to consumer bankruptcy, consist
in making it possible to start the procedure even when there is only one creditor and the amount of 30 zlotys is paid. The court will
dismiss the petition only when the debtor has brought about insolvency by his/her intentional actions or through blatant negligence
(previously, the declaration of bankruptcy was possible only in exceptional and independent circumstances). Aer assets (including
property) are liquidated and the plan (up to 36 months) to satisfy the creditors has been executed, the remaining part of the debt is
redeemed. In 2009-2013, consumer bankruptcy was declared only in 88 cases out of 3,035 insolvency petitions. The new regulations
are likely to change the statistics.
44 See
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The BZGD (2014) shows that 37.0% of households in Poland are indebted, including 12.5% with mortgage
loans and 29.0% with non-mortgage loans.3 Polish borrowers spend, on average (based on the median), approximately 10% of their monthly gross income on servicing their debt (Debt-Service-To-Income – DSTI)4 and approximately 14.1% of their net income. In the case of borrowers with a mortgage loan, the median of the relation of
their monthly expenditure associated with debt servicing to their wage in gross terms amounts to 14.0% and 21.2%,
in net terms. Compared to the euro area countries, statistics illustrating the scale of debt in Polish households
remain below the median for this group, respectively, at the level of 43.7% (percentage of indebted households),
13.9% (DSTI gross for total loans) and 15.9% (DSTI gross for mortgage loans) (see Table 1).
Table 1. Percentage of indebted households and the scale of debt servicing burden in Poland compared to euro
area countries
PL

BE

DE

GR

ES

FR

IT

CY

LU

MT

NL

AT

PT

SI

SK

FI

EA

has debt

37,0

44,8

47,4

36,6

50,0

46,9

25,2

65,4

58,3

34,1

65,7

35,6

37,7

44,5

26,8

59,8

43,7

has mortgage debt

12,5

30,5

21,5

17,5

32,5

24,4

10,8

44,8

38,8

15,6

44,7

18,4

26,7

14,1

9,6

b.d.

23,1

has non-mortgage debt

29,0

24,2

34,6

26,1

30,7

32,8

17,8

47,9

36,9

25,2

37,3

21,4

18,3

38,9

19,9

b.d.

29,3

DSTI ratio for total loans

9,8

15,1

10,9

14,7

19,9

14,7

13,2

25,0

16,6

11,5

14,5

5,6

17,3

15,8

12,5

b.d.

13,9

DSTI ratio for mortgage loans

14,0

14,8

12,8

16,4

20,5

17,4

15,5

25,3

16,3

12,8

14,2

4,6

16,7

11,7

20,4

b.d.

15,9

% of households

Median in %

Notes: The category Total loans does not include loans in the form of credit lines, credit card loans and overdras. The DSTI ratio
was referred to income in gross categories.
Symbols: PL - Poland, BE - Belgium, DE - Germany, GR - Greece, ES - Spain, FR - France, IT - Italy, CY - Cyprus, LU - Luxembourg,
MT - Malta, NL - Netherlands, AT - Austria, PT - Portugal, SI - Slovenia, SK - Slovakia, FI - Finland, EA - euro area
Source: NBP, ECB (2013).

Figure 1. The distribution of the Debt-Service-To-Income ratio for loans in the population of indebted households
in Poland (%) (le panel); Liquid ﬁnancial assets in relation to the annual net income against income groups in the
population of indebted and non-indebted households in Poland (%) (right panel).
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80%
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23,0%

100%
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40%
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0-20%
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Note: The category Total loans does not include loans in the form of credit lines, credit card loans and overdras. DSTI was
calculated based on net income.
Source: NBP.

In more detail, 90% of Polish borrowers allocate no more than 40% of their monthly disposable income for debt
servicing. In Poland, there are 10% of households with a DSTI net ratio above the 40% threshold (oen adopted
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in literature as the excessive debt threshold) (see Figure 1 le panel) and 4.8% with DSTI gross ratio above 40%
threshold, which is half the proportion observed in euro area countries (9%).
The high level of debt burden on monthly expenditure is a warning signal, but it may be an acceptable situation if the remaining part of income signiﬁcantly exceeds the basic expenditure or a household holds suﬃcient
amount of liquid ﬁnancial assets.5 The last item may constitute a buﬀer in the case of a sudden increase in debt
servicing costs (which may mainly happen in the case of loans with variable interest rate or foreign currency loans),
or in the case of income decline (e.g. as a result of job loss).
Over a half of indebted households (55.1%) report that they save (16.8% - regularly, 38.3% - irregularly). The
probability of holding any liquid ﬁnancial assets and their value increases with the level of income. The value of
liquid ﬁnancial assets usually does not exceed two-month’s income among non-indebted households and is lower
among indebted households (see Figure 1 right panel).
A household may be exposed to ﬁnancial risk due to the high level of DSTI, in particular, if accompanied by
a low level, including the lack of liquid ﬁnancial assets or a high Loan-to-Value (LTV) ratio. In Poland approx.
16.8% of indebted households spend more than 30% of their income on debt servicing, approx. 8.8% of households
with mortgage loans are indebted by over 90% of the value of the real estate constituting their collateral, and the
liquid assets for 58.5% of indebted households are lower than monthly income.
The aforementioned statistics do not say how many households simultaneously demonstrate high DSTI, high
LTV and low liquidity buﬀers. The answer to this question is the goal of the analysis presented below.
Households with the highest debt servicing costs have liquidity buﬀers at a level similar to the remaining
debtors, i.e. approximately 9.9% of the annual income (median) against 8.4% in the whole group of debtors.
The percentage of households having simultaneously DSTI exceeding 30% of income and liquid assets lower than
monthly income amounts to 9.8% of all debtors. Thus, a substantial proportion of indebted households has some
liquidity buﬀers. An exception are households of the lowest level of income with a consumer loan – in this group
relatively more (i.e. approximately 32%) households report that they do not hold any liquid assets. However, from
a household perspective, the risk associated with a consumer loan is usually lower than in the case of mortgage
loans, since the latter are exposed to interest rate or foreign exchange rate risk. This conclusion also seems to
conﬁrm the lack of signiﬁcant relationship between the loan burden and perception of borrowers of their ﬁnancial
situation, which was individually assessed by households in the questionnaire, within a scale of 10.Nevertheless,
the relatively low value of liquid assets held (it usually does not exceed monthly income) means that they mainly
protect against small or short-term increases in debt servicing costs or a decline in income.
Another element aﬀecting the situation of households with mortgage loans is the possibility to sell the real
estate for the purpose of debt repayment. This is possible when the value of the real estate is higher than the
current debt value, which may be evaluated through the Loan-to-Value (LTV) ratio.6 As a result, the percentage of
households that have simultaneously a DSTI exceeding 30% and LTV higher than 90% makes up only 2.6% of all
households with a mortgage loan.
Summing up, 9.8% of indebted households have simultaneously a high DSTI and low liquidity buﬀers, and 2.6%
have a high DSTI and a high LTV. On the other hand, only 0.9% of indebted households are in a particularly
diﬃcult situation, recording poor results for all these ratios simultaneously – they have a high DSTI, low liquidity
buﬀers (below the monthly income) and a high LTV. The foregoing statistics refer to all debtors, irrespective of the
level of their income. However, the conclusions do not change signiﬁcantly if the analysis is limited to households
from the ﬁrst nine deciles (according to total income as well as equivalent income). In this group, the percentage of
indebted households with DSTI exceeding 30% increases to approximately 18%, and the percentage of households
simultaneously demonstrating a high DSTI, low liquidity buﬀers and high LTV amounts to 1.3%.
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1

The sample amounted to 7 thousand, and the number of completed interviews amounted to approximately 3.5 thousand.
ECB (2013), The Eurosystem Household Finance And Consumption Survey. Results from the ﬁrst wave, Statistics Paper Series No
2.
3 The category non-mortgage loans comprises other forms of debt, such as consumer loans, other loans related to real estate,
credit cards loans, loans in the form of credit lines and overdras.
4 Debt-Service-To-Income was deﬁned as the ratio of a monthly loan instalment to the monthly gross or net income of a
household. For the needs of international comparison in Table 1, the gross ratio is applied, whereas in the remaining part of
the text the net ratio, i.e. disposable income, is used. This deﬁnes a proportion of a monthly wage that is allocated by the
borrower for servicing the debt.
5 Liquid ﬁnancial assets include deposits in banks, units in mutual funds, bonds and shares.
6 The Loan-to-Value ratio is deﬁned as the ratio of the outstanding loan value to the current value of the real estate constituting the collateral for this loan. The value of the real estate has been estimated at the moment of conducting the questionnaire.
2

Figure 2.16. Impaired loan ratios for enterprises

Figure 2.17. Quarterly net charges to provisions for im-

paired corporate loans and their ratio to net value of loans
Large enterprises

SMEs

Total

Net charges: large enterprises
Net charges: SMEs
Net charges/loans ratio: SMEs
Net charges/loans ratio: large enterprises

15%
14%
13%

2.0

2.0%

1.5

1.5%

1.0

1.0%

0.5

0.5%

0.0

0.0%

12%
11%
zloty billion

10%
9%
8%
7%
6%

3-2015

9-2014

12-2014

6-2014

3-2014

12-2013

9-2013

6-2013

3-2013

12-2012

9-2012

6-2012

3-2012

3-2015

12-2014

9-2014

6-2014

3-2014

9-2013

12-2013

6-2013

3-2013

12-2012

9-2012

6-2012

3-2012

5%

Note: At the end of March 2015, the value of loans to large enterprises amounted to 130 billion zlotys, and to SMEs – 178 billion
zlotys.
Source: NBP.

Note: Ratio – annualised data.
Source: NBP.

2.2.2. Credit risk of corporate loans

made UKNF issue recommendations to banks regarding a change in the classiﬁcation of some loans.

Corporate loan quality

The quality of corporate loans also fell in the case
of cooperative banks, especially some medium-

The quality of corporate loans worsened, but only

sized and large ones (see right-hand panel of Figure

a small part of the portfolio was aﬀected. The im-

2.18). Usually also the coverage of impaired corpo-

paired loan ratio and the value of impaired corpo-

rate loans by provisions in these banks was low. The

rate loans (see Figure 2.18) grew only in the sector

high level of shorter arrears points to the risk of a

of large enterprises (see Figure 2.16), including in

further deterioration in the quality of the portfolio,

particular enterprises in the coal-mining industry.

which may have a negative impact on the ﬁnancial

Apart from factors associated with changes in the

condition and capital adequacy of several banks.

economic condition of debtors, the growth of impaired loans in the last quarters was also inﬂuenced

Credit losses on corporate loans declined slightly

by an asset quality review. The results of the review

in the last several quarters (see Figure 2.17). The
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Figure 2.18. Impaired loan ratio for the enterprise sector at commercial banks (le-hand panel) and cooperative banks

(right-hand panel)

3-2015

12-2014

9-2014

6-2014

Mean

3-2014

12-2013

Median

9-2013

6-2013
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0%

12-2014

2%

0%

9-2014
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6-2014

6%

4%

3-2014

8%

6%

12-2013

10%

8%

9-2013

12%

10%

6-2013

14%

12%

3-2013

14%

9-2012

16%

6-2012

18%

16%

3-2012

18%

3-2013

Interquartile range
20%

12-2012

Mean

9-2012

Median

6-2012

Interquartile range
20%

Source: NBP.

decline was mainly associated with the fact that an

In particular, the impaired loan ratio and credit

increase in impaired exposures had resulted largely

losses on oﬃce property loans were still low as com-

from quality conditions not related to arrears in re-

pared with other corporate loans (they amounted to

payment.

In eﬀect, the average coverage of im-

around 5% and 0.55%, respectively). In addition, of-

paired loans by provisions also dropped (see Fig-

ﬁce property loans accounted for a minor – and re-

ure 2.19).

cently declining – portion of the corporate loan portfolio (3.5%).

Figure 2.19. Coverage of impaired corporate loans by pro-

visions

Corporate loan quality by sections of the national
Total

SMEs

Large enterprises

economy47

70%
65%

Among sections of the national economy, what

60%

draws attention is a deterioration in the quality of

55%
50%

loans to enterprises in the coal mining industry. This

45%

led to a decrease in loan quality in the whole mining

40%

section (see Table 2.1). Loans to enterprises of the

35%

industry did not display arrears in repayment, and

30%

3-2015

12-2014

9-2014

6-2014

3-2014

12-2013

9-2013

6-2013

3-2013

12-2012

criteria. Besides this, there were no other signiﬁcant

9-2012

20%
6-2012

impairment was identiﬁed on the basis of qualitative
3-2012

25%

changes in loan quality for speciﬁc sections of the

Source: NBP.

economy.

The quality of loans ﬁnancing the commercial

The Russian-Ukraine conﬂict had no major impact

properties remained good despite growing imbal-

on credit risk costs. The changes in the quality

ances in this market segment (see Chapter 2.3).

of loans to enterprises from industries most engaged

47 Analysis

48

based on the so-called large exposures.
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Table 2.1. Quality of claims to non-ﬁnancial enterprises by sections of the economy at the end of March 2015 (%)

Section
A – Agriculture
B – Mining
C – Manufacturing
- Food processing
- Chemicals
- 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
L – Real estate activities
M – Professional, scientific and technical activities
N – Administrative activities
P – Education
Q – Health care
R – Arts, entertainment and recreation
S – Other services
Total

Structure of
total loans
by section
3.7 (3.6)
2.6 (2.5)
22.9 (22.8)
4.7 (4.7)
1.1 (1.3)
1.8 (1.8)
1.4 (1.3)
2.2 (2.1)
4.2 (4.5)
1.2 (1.1)
10.3 (10.6)
20.0 (19.9)
4.2 (3.7)
3.1 (3.0)
3.6 (3.6)
13.9 (14.5)
3.4 (3.8)
4.0 (3.8)
0.4 (0.4)
1.6 (1.5)
0.5 (0.5)
0.3 (0.3)
100.0

Structure of
impaired loans
by section
2.1 (2.1)
6.5 (2.8)
22.6 (22.9)
3.9 (4.0)
0.4 (0.4)
1.2 (1.3)
2.1 (2.2)
2.1 (2.4)
0.5 (0.3)
0.6 (0.5)
23.7 (24.3)
14.1 (15.4)
2.3 (1.8)
6.0 (6.9)
0.8 (0.7)
13.5 (14.1)
4.3 (5.2)
0.8 (0.8)
0.4 (0.4)
1.0 (1.1)
0.3 (0.3)
0.4 (0.5)
100.0

Impaired
loan
ratio
5.9 (6.1)
26.7 (11.3)
10.4 (10.2)
8.9 (8.6)
4.1 (2.9)
6.8 (7.4)
16.5 (17.9)
10.3 (11.7)
1.3 (0.7)
5.3 (4.7)
24.3 (23.3)
7.5 (7.9)
5.9 (5.0)
20.6 (23.6)
2.3 (1.9)
10.3 (9.9)
13.3 (14.1)
2.1 (2.1)
12.2 (9.6)
6.5 (7.3)
6.6 (6.3)
13.5 (14.7)
10.6

Notes:
In brackets, data at the end of September 2014.
Claims include the following balance-sheet items: loans and other receivables, debt and equity instruments and remaining receivables.
Data are based on the so-called large exposure reporting, i.e. for a bank that is a joint-stock company, a state-run bank and a nonassociated cooperative bank – they mean exposures towards one enterprise in excess of 500,000 zlotys, and for an associated cooperative
bank – exposures towards one client in excess of 100,000 zlotys.
Source: NBP.
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in exports to Russia were insigniﬁcant and multidi-

ing investments in the countries were to unfold, the

rectional. In particular, loan quality in the section

impact on banks’ capital adequacy would be small.

“Agriculture” improved slightly, and it deteriorated

As in the case of loans to households, the value

slightly in branch “Food processing”. The changes in

of credit losses may also be aﬀected by the liquida-

loan quality in industries most engaged in exports to

tion of the bank enforcement order.

Russia was inﬂuenced by a relatively good situation
of most of these industries and, so far, a limited impact of the sanctions on their ﬁnancial condition.48

2.3.

Market risk

Banks’ direct exposure to Russian entities is low (at
the end of the ﬁrst quarter of 2015 – around 1 bil-

Domestic Treasury securities and NBP bills pre-

lion zlotys) and, with the exception of one very small

vail in the securities portfolios purchased by Polish

branch of a credit institution, for no bank did it ex-

banks (see Table 2.2). Banks invest in riskier securi-

ceed 0.6% of their assets.

ties to a limited extent. Moreover, securities issued
by non-residents accounted for around 2% of the en-

Outlook
The credit risk costs should stabilise, however,
a slight fall in credit losses is also likely. This will
be supported by the stable economy growth and relatively low debt servicing costs as a result of interest rate decrease. The impact of the outcome of an
AQR on credit losses in subsequent months should
be small.

tire portfolio of debt securities at the end of March
2015.
Risk associated with banks’ trading activity is insigniﬁcant due to their small-scale operations49 .
The value of Treasury securities held for trading
has risen recently but remains low. A vast majority of non-Treasury securities was not classiﬁed into
this portfolio either (see Table 2.2). In consequence,
VaR (median) for the interest rate risk of the trading

The situation of coal mining industry enterprises,

book of banks does not exceed 1% of their regulatory

despite the relatively low exposures of banks, may

capital (see Figure 2.20).

expert a negative inﬂuence on the quality of their
loan portfolios for some time. This is related to the
diﬃcult situation of the industry, the lack of identiﬁcation of impairment in the case of some loans and
the low coverage of impaired loans by provisions.

Banks are exposed to interest rate risk in the banking book to a greater extent, which stems from the
repricing mismatch of zloty interest-bearing assets
and liabilities (see Figure 2.21). At the majority
of banks, interest on assets responds faster to mar-

A possible further intensiﬁcation of the Russian-

ket interest rate changes than interest on liabilities.

Ukrainian conﬂict may be regarded as a risk fac-

As a result, in the short term (around two quarters),

tor. However, the NBP assessment shows that even

a decrease of market interest rates contributes ce-

if the extremely negative scenario of a severe deteri-

teris paribus to a fall of net interest income of banks.

oration in the condition of enterprises with a consid-

Therefore, it may be expected that the interest rate

erable share in exports to Russia or Ukraine or mak-

cut in March 2015 (and, to a lesser extent, in October

48 See

“Financial condition of the enterprise sector” and “NBP Quick Monitoring Survey. Economic climate in the enterprise sector in
2015 Q1 and forecasts” –- 2014 and 2015 editions.
49 On the basis of data available, it is not possible to accurately specify the size of trading books held by domestic banks. The share of
assets classiﬁed as “held for trading”, where most of the assets from the trading book should be classiﬁed into, is however low and
amounted to 4.3% at the end of March 2015.
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2014) will be contributing in the coming quarters to
a decrease in banks’ net interest income (see Chap-

Figure 2.22. Median of Value at Risk for FX risk
Interquartile range

ter 2.5.).

Median

0.08%

Figure 2.20. Median Value at Risk for interest rate risk in

trading book

0.07%
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Note: See Notes to Figure 2.20.
Source: NBP.
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Figure 2.23. Balance-sheet value of CIRS transactions
0

Notes: VaR at conﬁdence level of 95% over a 10-day horizon, calculated for commercial banks and expressed as a percentage of regulatory capital; from April 2014, for months that are not-quarterending months, data on regulatory capital as of the end of the last
quarter-ending month were used.
Source: NBP.

changes in the valuation of the FX position is low.
Although banks have a substantial long FX position
(associated mainly with the portfolio of foreign cur-

-4

zloty bilion

The risk of substantial losses stemming from

-2

-6

-8

-10

rency housing loans), it is usually hedged with fx

volatility of the foreign currency exchange rate, but
is still low. The median of VaR at commercial banks

Notes: The diﬀerence between the balance-sheet value of claims
and liabilities due to CIRS transactions classiﬁed as hedging and
held for trading.
Source: NBP.

does not exceed 0.05% of their regulatory capital (see
Figure 2.22).

Most banks hold buﬀers of liquid assets that are
suﬃcient to cover liquidity needs in the event of

However, a depreciation of the zloty has an im-

large-scale zloty depreciation. Aer the zloty weak-

pact on an increase in the value of funds needed

ened against the Swiss franc in January 2015, a neg-

to hedge the FX balance-sheet position. The weak-

ative valuation of CIRS transactions rose by around

ening and the rise in volatility of the zloty exchange

7 billion zlotys (see Figure 2.23). Therefore, the

rate entail margin calls, and when need arises to roll

banks which were involved in the transactions had

over the transaction, they require the use of a larger

to raise liquid funds (or use some of the funds they

amount of funds expressed in the zloty.

kept) for the margin calls. The results of stress tests
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FX risk has recently risen on the back of a higher

-12

3-2012

swap and CIRS transactions. The estimated VaR for
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Table 2.2. Balance-sheet value of debt securities by issuer and the IFRS classiﬁcation (PLN billion)
Held
for trading
10.7
22.0
0.1
0.9
0.3
33.9

Central banks
Central government
Municipalities
Financial sector
Non-financial sector
Total

Fair value
through P&L
19.5
2.0
0.3
0.0
0.0
21.7

Available
for sale
53.4
149.1
7.1
9.8
8.3
227.7

Held
to maturity
6.6
13.6
0.3
2.7
0.3
23.6

Loans
and receivables
0.0
3.8
10.3
1.1
15.2
30.4

Total
90.1
190.4
18.1
14.5
24.2
337.4

Note: At the end of March 2015; the share of securities issued by non-residents amounted to: central banks 0%, central government
institutions 3%, local-government institutions 0%, ﬁnancial sector 10%, non-ﬁnancial sector 0%.
Source: NBP.

Figure 2.21. Contractual interest rate gap in banking book at commercial banks (le-hand panel) and cooperative banks
(right-hand panel)
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Notes: The gap means the diﬀerence between zloty interest-bearing assets and liabilities in a given period range to the repricing date;
d – working day, w – working week, m – month, y - year.
Source: NBP.
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(see Chapter 2.7.2.) indicate that the majority of
banks would be able to absorb an even more severe

Figure 2.25. Funding gap
Interquartile range
Median
Mean
Mean (fixed exchange rate)

depreciation of the zloty.
60%
50%
40%

2.4. Funding structure and

30%

liquidity risk

20%
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Figure 2.24. Annual growth rate of deposits
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Note: In order to eliminate the impact of foreign exchange rate
movements on the value of the funding gap, for the variable mean
(ﬁxed rate) the values of foreign currency claims and liabilities
were translated into zloty according to a ﬁxed exchange rate as at
the end of March 2012.
Source: NBP.

erage funding gap to continue (see Figure 2.25).

Households

12-2012

interest rates, helped the downward trend of the av-

9-2012

-20%

enterprises (see Figure 2.24), despite historically low

6-2012

prove. A rapid growth of deposits of households and
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The funding structure of banks continued to im-

Non-financial sector, total

Figure 2.26. The ratio of liabilities towards foreign ﬁnancial
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Note: Data for non-residents aer excluding the impact of foreign
exchange rate changes.
Source: NBP.
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structure of banks was brought to a halt (see Fig-

In the longer term, the downward trend of for-

ure 2.26). However, the increase applied only to

eign liabilities is associated, to a large extent, with

a small group of banks50 , and the nature of the fund-

lower needs for foreign currency funding resulting

ing they received was long-term.

from a steady repayment of foreign currency hous-

50 To some extent, the depreciation of the zloty against the Swiss franc and the US dollar was also responsible for an increase in liabilities

at the level of the whole sector.
51 For tax considerations, Polish banks issue Eurobonds via foreign special purpose companies.

In stand-alone ﬁnancial statements, these
funds are therefore shown not as bond issue liabilities, but as liabilities towards a foreign ﬁnancial institution.
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ing loans. At the same time, the share of funds re-

current deposits is already close to zero. There was

ceived from parent banks is diminishing in favour of

also a marked decline of the spread banks earned

51

bond issues and loans from international ﬁnancial

on new term deposits of households (against the WI-

institutions. Consolidation processes also has con-

BOR rates).

52

tributed to a fall in intragroup liabilities.

Such a

change in the foreign funding structure reduces the

Figure 2.28. Share of domestic Treasury securities in banks’

risk of concentration and dependence on the con-

assets

dition of foreign controlling entities. On the other

Interquartile range

Median

Mean

14%

hand, the risk of rollover of maturing liabilities may
12%

be higher than for transactions with aﬃliates.

10%

Figure 2.27. Eﬀective interest on liabilities
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Source: NBP.
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Notes: Eﬀective interest – the ratio of annualised interest expense
to annual average balance-sheet value of liabilities. The calculations include zloty and foreign currency liabilities.
Source: NBP.

There was an increase in the average cost of funding of banks compared to interbank market rates
(see Figure 2.27). Interest expense of banks did not
adjust to the interest rate decreases of March 2015
and, to a lesser extent, of October 2014. This mainly

cantly.

The share of NBP bills in banks’ assets

dropped and, on the other hand, the share of
the Treasury bond portfolio increased despite substantial sales of “available-for-sale” bonds for proﬁttaking due to their price growth (see Chapter 2.5.).
The majority of banks which were selling bonds reinvested their funds by buying new securities. Liquid assets remained highly concentrated and banks
varied substantially in this respect (see Figure 2.28).

stemmed from the structure of the repricing dates of

The good liquidity position of domestic commer-

the interest on liabilities (see Chapter 2.3.). Adjust-

cial banks is conﬁrmed by the levels of supervi-

ment of interest expense to lower market interest

sory liquidity ratios.53 Liquidity reserves were above

rates can be expected by the end of 2015. However,

the level of unstable external funds at all commer-

the possibility of a full translation of a decrease in

cial banks (M2 liquidity ratio was higher than the

interest rates will be limited, because the interest on

regulatory minimum of 1.00). For all commercial

52 In some cases, a foreign controlling entity that sells a Polish company has pledged to maintain funding of its foreign currency portfolio.

However, such funding is not shown by the purchasing bank as intragroup liability.
386/2008 of KNF on deﬁning liquidity standards binding for banks. For more details on the KNF supervisory liquidity
standards, see Box 2 in : “Financial Stability Report – December 2009”, 2009, NBP.

53 See Resolution No.
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banks, stable external funds and regulatory capital

tive banks had problems meeting the liquidity ratios.

were also higher than illiquid assets and assets of lim-

In the future, the situation of cooperative banks will

ited liquidity (M4 liquidity ratio was higher than the

be strongly inﬂuenced by their choice of the aﬃlia-

regulatory minimum of 1.00). Individual coopera-

tion model (see Box 4).

Box 4. Introduction of CRD4/CRR and challenges for cooperative banking sector
The basic purpose of the implementation of the CRDIV/CRR regulatory package1 was to strengthen the security
and resilience of the European ﬁnancial system. To this end, banking activity regulations were reformulated and
tightened, mainly in the area of capital adequacy, quality of capital and liquidity.
The speciﬁc structure of the cooperative banking sector in Poland is characterised by a signiﬁcant scale of interconnectedness and mutual exposures between the aﬃliating banks and aﬃliated cooperative banks. This
structure arises from historical circumstances, ownership changes and domestic legal provisions. These processes
have also helped to produce the shape of the sector’s current business and organisational model. Polish cooperative
banks operate currently in a structure of aﬃliations, organized around two aﬃliating banks. The aﬃliating banks
perform speciﬁc operational tasks for the cooperative banks, which are their shareholders, by, inter alia, providing
access to payment systems. Moreover, the aﬃliating banks, in cooperation with UKNF, also perform certain supervisory and control functions in relation to the aﬃliated banks. Under the current business model, the majority of
cooperative banks hold sizeable funds on their accounts with the aﬃliating banks, both current deposits for clearing and settlement as well as deposits of excess liquidity. As the interest rate on deposits at the aﬃliating banks was
satisfactory, starting from 2010 the value of the deposits was growing along with the increase in deposits collected
from the non-ﬁnancial sector by cooperative banks. The high level of cooperative banks’ deposits at the aﬃliating
banks led to a strong concentration of the sources of cooperative banks’ interest income and, in eﬀect, raised the
sensitivity of their earnings to the interest rates of deposits oﬀered by the aﬃliating banks.2
The existing model of cooperative banking faces challenges related to the need to adapt to the provisions of
the CRDIV/CRR package. The major challenges relate to elements of initial capital, Tier I capital, as well as shortand long-term liquidity requirements. The entry into force of the CRR Regulation will imply the obligation for
all cooperative banks to comply with the Liquidity Coverage Requirement (LCR3 ) and the Net Stable Funding
Requirement (NSFR4 ). Initial simulations carried out by UKNF as early as in 2011 have shown that that the sector
would not be able, given the binding manner of the organisation of ﬁnancial management at the aﬃliations, to
meet the future LCR.5 Problems with compliance with the LCR, both by some cooperative banks and the two
aﬃliating banks, arise from the fact that it will not be possible to classify deposits placed at the aﬃliating banks
as liquid assets of cooperative banks and to regard these funds – by the aﬃliating banks – as a stable source of
funding of their assets. Although a cut in interest rate by the aﬃliating banks led to a decrease in the balance of
deposits of cooperative banks (from 32.4 billion zlotys reported at the beginning of the ﬁrst quarter of 2013 to 26.9
billion zlotys at the end of March 2015, i.e. by almost 17%), the high level of deposits still makes it impossible for
the aﬃliating banks to comply with the future requirements. Under current regulations and in a limited period of
time, it is not possible to rebuild the structure of balance sheets of the entities.
Under provisions of the CRDIV/CRR package, an Institutional Protection Scheme (IPS) can be set up to enable
operation of structures similar to the Polish cooperative banking sector in the environment of new regulatory
requirements. The essence of the IPS is to mutually guarantee the liquidity and solvency of each scheme member
as well as to monitor scheme member risk and counteract excessive risks.6 A given structure has to be approved
by a supervisory authority to be regarded as an IPS. If an IPS is established, it will be possible to classify deposits
of cooperative banks at the aﬃliating banks as liquid assets and to regard funds accepted by the aﬃliating banks
from cooperative banks as stable funds. Additionally, complying with the LCR will be required at group level.
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Implementation of an IPS will enable the aﬃliating banks and cooperative banks to apply 0% credit risk weight for
mutual exposures and increase the equity exposure limit towards IPS members.
Table 1. IPS vs. integrated aﬃliation
Issue
Objective

Integrated
association

IPS
• Mutual guarantees of liquidity and solvency of

• No explicitly defined objective

each and every member, according to the
principles defined in the Act and IPS Agreement
Entities with right to establish

• Affiliating banks

• Affiliating bank and its affiliated cooperative
or

• Cooperative banks

banks

or
• Affiliating bank and its affiliated cooperative
banks
Management body

• Affiliating bank

• No explicitly defined unit

or
• Managing unit established specially for that
purpose by the members of protection scheme
Support mechanisms for

• Aid fund for supporting solvency, financed by

• Aid fund for supporting solvency, financed by

members

contributions from IPS members - (contributions

contributions from integrated affiliation members,

cannot be lower than the sum of 50% of annual

as well as from other sources provided for by

fee paid to BFG and entire prudential fee) and also

Affiliation Agreement. The value and the principles

from other sources provided for by IPS Agreement

regarding contributions to be decided by Affiliation

• Liquidity support mechanisms defined in IPS

Agreement,

Agreement

• Liquidity support mechanism provided for by
Affiliation Agreement (in particular, legal
requirement to hold mandatory deposits at
affiliating bank)

Main powers of manage-

• Executing internal control among IPS members

ment body

• Power to order the cessation of an infringement

• Provided for by Affiliation Agreement

of the law or IPS Agreement, issue a letter of
formal notice of infringement, make a request to
an IPS member’s competent body to dismiss a
member of Board of Management or Supervisory
Board
• Request to KNF to appoint a trustee for and IPS
member or to establish receivership for an IPS
member

Source: NBP.

The amendments to the Act on the operation of cooperative banks, their aﬃliation and aﬃliating banks passed
by the Sejm provided a response to the challenges arising from the EU regulations. The new provisions are designed to help cooperative banks and the aﬃliating banks to adapt to all the areas that are critical to the whole
cooperative banking sector (in particular: own funds and liquidity requirements). The proposal included in the
original dra law sent to the Sejm, provided for the building of the new architecture of Poland’s cooperative banking exclusively on the basis of protection schemes. Also, the dra oﬀered detailed legal and organisational solutions
on the functioning of the scheme. The dra, prepared during several years’ cooperation of a number of parties, was
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the eﬀect of arrangements made between safety net institutions and representatives of the cooperative banking
sector. At this stage, such a solution was supported by the two aﬃliating banks during their General Shareholders’
Meetings.
In the course of the legislative work on the act, the decision was made to introduce a provision that would help
establish an alternative institution to the protection scheme – i.e. an integrated aﬃliation. The purpose of this
change was to allow cooperative banks (large cooperative banks in particular) to choose the form of integration.
While the aim of the creation of a protection scheme is to ensure liquidity and solvency of each protection scheme
member, the objective of such an integrated aﬃliation has not been speciﬁed. Moreover, the design of the protection scheme ensures the control mechanism of risks taken by banks participating in the scheme by setting up a
management unit authorised to control their activities and to counteract excessive risk they take. At the legislative
level, such solutions are not included in the proposed design of an integrated aﬃliation.
According to the KNF7 , the proposed design of an integrated aﬃliation does not meet the European requirements for an IPS. In consequence, the establishment of an integrated aﬃliation by cooperative banks will not yield
regulatory beneﬁts, as in the case of an IPS. This will result in non-compliance with the prudential requirements
and the need to substantially rebuild the banks’ balance sheets. This will provide a signiﬁcant challenge to the
stability of the cooperative banking sector, most notably to the aﬃliating banks.
Narodowy Bank Polski, concerned with long-term stability of the ﬁnancial system, including the cooperative
banking sector, has shown consistent support for the concept of an aﬃliation with a protection scheme as
an optimal solution for the cooperative banking sector.8 . Establishing a protection scheme may spark a further
integration of the sector of cooperative banks. This solution will help banks which exhibit low eﬀectiveness and high
cost intensity levels to compete more eﬀectively with other ﬁnancial institutions on the nationwide market, using
their strengths, especially their knowledge of local markets. By taking decisions on future forms of cooperation,
cooperative banks should not only consider their own short-term interests as an individual institution, but also the
security of the entire sector and its common long-term interest.
Narodowy Bank Polski believes that it is necessary to implement protection schemes in the cooperative banking
sector to ensure the safe operation and development of cooperative banking in Poland. A strong position of
the well-managed cooperative banking will be a factor that has a positive inﬂuence on domestic ﬁnancial system
stability.

1

The package includes: Directive 2013/36/EU of the European Parliament and of the Council of 26 June 2013 on access to the
activity of credit institutions and the prudential supervision of credit institutions and investment ﬁrms, amending Directive
2002/87/EC and repealing Directives 2006/48/EC and 2006/49/EC (Capital Requirements Directive IV, CRD IV) and Regulation
(EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on prudential requirements for credit
institutions and investment ﬁrms and amending Regulation (EU) No 648/2012 (Capital Requirements Regulation, CRR)
2 For more information on the issue, see Financial Stability Report, NBP. December 2013.
3 LCR will become eﬀective in October 2015.
4 NSFR will probably become eﬀective from 2018.
5 The aﬃliating banks may also encounter problems with compliance with the NSFR due to the large share of liabilities
towards cooperative banks on their balance sheets. The lack of a ﬁnal NSFR formula hinders a precise evaluation of the scale
of the challenge.
6 See Article 113(7) of the CRR Regulation.
7 Letter of 28 May 2015 Ref DBS/DBS_W5/7111/4/24/2015/MW
www.senat.gov.pl/gfx/senat/userﬁles/_public/k8/komisje/2015/kbfp/materialy/908_knf.pdf
8 More details in Financial Stability Report (July 2014 and January 2015 editions).
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2.5.

institutions were low as compared with the magni-

Earnings

tude of their operations and the value of regulatory
capital. However, losses posted by two banks led to

In Poland, positive earnings are the main source of
capital for banks (since 2007, they accounted for ap-

problems in maintaining the capital adequacy ratios
above the regulatory minimum (see Chapter 2.6.).

proximately 70% of growth of regulatory capital).
For this reason, the current and future level of earn-

Figure 2.30. Interest income and expense

ings is a signiﬁcant input for assessment of the resilience of the banking sector to the materialisation
of risks.
Figure 2.29. Quarterly net earnings of the banking sector
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The fall in net interest margin was mainly respon3-2015
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Note: The empty marker and the dotted bar are used to mark the
estimated net earnings and the sum of losses of the banking sector adjusted for the net earnings of banks that either ceased their
operations in the fourth quarter of 2012 or carried them on in a
modiﬁed form.
Source: NBP.

The earnings and proﬁtability ratios of the banking
sector fell in the period analysed (see Figure 2.29
and Table 2.3). At the same time, the number of entities with negative proﬁtability (19) and their share

sible for the deterioration in the banking sector’s
proﬁtability. The impact of this factor was partially
mitigated by a rise in non-interest margin and a certain increase in leverage, while the burden of operating costs and credit risk materialisation costs on
earnings remained stable (see Table 2.3). This happened despite signiﬁcantly higher contributions to
BFG and the implementation of supervisory recommendations resulting from the AQR by banks.

in the sector’s assets (1.7%) remained unchanged,

The decrease in net interest margin resulted

although the composition of the group was partly

mainly from interest rate cuts. The interest on as-

54

altered.

Losses reported by the majority of these

sets adjusted to market interest rate changes at a

54 At

the end of the period analysed, negative proﬁtability ratios were shown by three commercial banks (a 1.5% share in the sector’s
assets), eight branches of credit institutions (0.1%) and eight cooperative banks (0.05%) against two commercial banks (a 1.4% share),
eight branches of credit institutions (0,3%) and nine cooperative banks(0.05%), respectively, at the end of September 2014.
55 A positive interest rate gap in a period up to one year, reported by the majority of Polish banks (see Chapter 2.3.), implies that ceteris
paribus in the ﬁrst months aer an interest rate decrease the interest on assets decreases faster than the interest on liabilities, which
leads to a decline in net interest income. Historical experience shows that aer around two quarters, the situation is reversed, i.e. the
interest on assets stabilises or falls at a slower rate as the interest on liabilities falls faster and net interest margin grows. Aer around
a year from the original impulse, net interest margin stabilises at a lower level than before the falls, but at a higher level than the
initial minimum in the adjustment process.
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Table 2.3. Selected operating indicators of the banking sector
2013
Q3
Net interest income
Net non-interest income
Net income from banking activity
Operating costs2
Net charges to provisions for impaired loans
Pre-tax earnings
Net earnings (ROA)

2.44
1.62
4.06
2.19
0.54
1.36
1.10

Net interest income
Net non-interest income
Net income from banking activity
Operating costs2
Net charges to provisions for impaired loans
Pre-tax earnings
Net earnings

60.0
40.0
100.0
54.0
13.3
33.4
27.1

Pre-tax earnings4
Net earnings (ROE)4

2014
Q1
Q2
Q3
Q4
As % of average assets1
2.49
2.53
2.59
2.61
2.50
1.49
1.43
1.39
1.37
1.38
3.98
3.96
3.98
3.98
3.89
2.16
2.14
2.12
2.08
2.02
0.55
0.56
0.57
0.56
0.54
1.34
1.32
1.35
1.39
1.35
1.09
1.07
1.09
1.12
1.08
As % of net income from banking activity1
62.5
63.9
65.1
65.6
64.4
37.5
36.1
34.9
34.4
35.6
100.0
100.0
100.0
100.0
100.0
54.4
54.1
53.3
52.1
51.8
13.9
14.1
14.3
14.0
14.0
33.8
33.3
34.0
34.9
34.7
27.3
26.9
27.4
28.0
27.8
As % of Tier 1 capital1,3
14.5
14.4
14.9
15.5
15.2
11.8
11.5
11.8
12.2
11.9
Q4

14.7
11.9

2015
Q1
2.41
1.42
3.83
2.00
0.53
1.32
1.06
63.0
37.0
100.0
52.1
13.8
34.6
27.7
15.1
11.8

1
2

Annualised data.
Operating costs = general expense and depreciation.
3 Tier I capital without deductions by the shortfall of speciﬁc provisions and other so-called regulatory deductions.
4 Proﬁts of branches of credit institutions have been subtracted.
Source: NBP.

faster pace than the interest on liabilities55 (see Figure 2.30). Moreover, the possibility of a further lowering of interest on some categories of liabilities was

Figure 2.31. Sources and allocation of net income from

banking activity
Other gains, losses and tax

16

limited (see Chapter 2.4.).

14

Net charges to provision for
corporate loans

12
10

Net charges to provision for
consumer loans

8

As a result, the estimated proﬁtability of almost
2.32–2.35). Only in the case of loans to SMEs did
the adjusted net interest margin ratio remain stable
due to the lower burden of credit risk materialisation

2
0
-4
-8

itability concerned consumer loans (the most prof-

-14

lowering of the maximum permissible nominal in-

Other components of net
income from banking
activity
Net fee and commission
income

-6
-10
-12

Net interest income

3-2012
6-2012
9-2012
12-2012
3-2013
6-2013
9-2013
12-2013
3-2014
6-2014
9-2014
12-2014
3-2015

fast fall of eﬀective interest on loans, related to the

Operating costs

-2

costs. The most notable decrease in estimated profitable product), which was primarily the eﬀect of a

Net charges to provisions
for housing loans

4
zloty bilion

all analysed credit products decreased (see Figures

6

Net earnings

Note: Quarterly data.
Source: NBP.

terest on loans from 16% to 10% (the level is set at
four times the NBP Lombard rate). The fall in con-

In the period analysed, the increase in non-interest

sumer loan proﬁtability was also driven, albeit to a

margin by banks was a result of the sale of ﬁnan-

lesser extent, by a rise in impairment provisions (see

cial assets. The sale concerned government bonds

Chapter 2.2.).

from the “available-for-sale” portfolio and other in-
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struments, such as shares of ﬁnancial institutions.

at least some of the fees and commissions by giv-

The largest component of net non-interest income,

ing up services covered by the fees or by using them

i.e. net fee and commission income, declined de-

to a lesser degree. Banks’ fees and commissions rev-

spite the fact that the level of existing fees and com-

enue was limited by a further reduction of the inter-

missions were gradually raised by banks and that

change fee56 and the ﬁnalisation of adjusting their

new fees and commissions were imposed (see Fig-

activities to Recommendation U on good practices

ure 2.31). It seems that clients may have avoided

with regard to bancassurance.57

Figure 2.32. Estimated proﬁtability of consumer loans (le-hand panel), housing loans (middle panel) and other loans to

households (right-hand panel)
Result of closing open currency position

Effective interest on funding

Adjusted net interest margin on loans

Adjusted net interest margin on loans

Adjusted net interest margin on loans

10%

8%

8%

6%
4%
2%
0%

-4%

-2%

-8%

-4%

-12%

-6%

as % of other loans to households

0%

Effective interest on funding

10%

3-2012
6-2012
9-2012
12-2012
3-2013
6-2013
9-2013
12-2013
3-2014
6-2014
9-2014
12-2014
3-2015

as % housing loans

4%

3-2012
6-2012
9-2012
12-2012
3-2013
6-2013
9-2013
12-2013
3-2014
6-2014
9-2014
12-2014
3-2015

as % of consumer loans

16%

8%

Burden of charges to provision on loans

Burden of charges to provision on loans

Effective interest on funding

12%

Effective interest on loans

Effective interest on loans

Burden of charges to provision on loans

6%
4%
2%

0%
-2%
-4%
-6%
3-2012
6-2012
9-2012
12-2012
3-2013
6-2013
9-2013
12-2013
3-2014
6-2014
9-2014
12-2014
3-2015

Effective interest on loans

Notes: Annualised data.
Adjusted net interest margin values presented in this ﬁgure should be regarded only as a proxy of the actual proﬁtability of particular
credit products. Identical funding costs (“eﬀective interest on liabilities”) were assumed for each credit category. This calculation takes
no account of operating costs and costs of capital needed to cover the capital requirements. The estimate takes also no account of fees
and commissions income (except for those included in the eﬀective interest rate), related, inter alia, to cross-selling of bank products
that may signiﬁcantly diﬀer depending on product type. Estimated proﬁtability takes no account of proﬁts earned on foreign currencydenominated loans due to the diﬀerence between the bid and oﬀer prices of currencies (FX spread).
The “result of closing an open currency position ” for housing loans is the estimated net gains/losses on closing an open on-balancesheet FX position (related to the granting of Swiss franc-denominated housing loans), assuming the use of rolled over 3-month fx swap
CHF/USD and USD/PLN swaps. The forward exchange transaction (the so-called long leg) of a fx swap (equivalent to a respective forward
transaction) is used to close the position, while the amount of foreign currency received by a bank in the spot exchange transaction (the
so-called ﬁrst leg) is swapped for zlotys in the FX market. The result of such a hedging strategy was estimated as the product of the sum
of banks’ long positions (the quarterly average of positive diﬀerences between the value of Swiss franc-denominated housing loans and
the value of liabilities valued at amortised cost in this currency) and the average quarterly diﬀerence between the WIBOR 3M rate and
LIBOR CHF 3M rate, adjusted for implied spread on FX swap. Such an estimate may be overstated as it takes no account of counterparty
risk margin paid by Polish banks.
Source: NBP.

56 See

the Act of 28 November 2014 on amending the Act on payment services, Journal of Laws of 2013, item. 1271. The Act allows for
alignment with its provisions within three months from entry into force (29.01.2015).
57 This adjustment was to be completed in the ﬁrst quarter of 2015. See Resolution No. 183/2014 of KNF of 24 June 2014 on issuing of
Recommendation U on good practices with regard to bancassurance (Journal of Laws of KNF of 2014, items 12).
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Figure 2.33. The share of banks with a speciﬁed estimated proﬁtability of loans in consumer loans (le-hand panel),

housing loans (middle panel) and other loans to households (right-hand panel) extended by the banking sector
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Note: For description of estimated proﬁtability measurement, see Notes to Figure 2.32.
Source: NBP.

Figure 2.34. Estimated proﬁtability of loans to large enterprises (le-hand panel) and loans to SMEs (right-hand panel)
Effective interest on loans

Effective interest on loans

Burden of charges to provisions on loans
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Effective interest on founding
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Adjusted net interest margin on loans
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3-2012

as % of loans to large enterprises
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Note: For description of estimated proﬁtability measurement, see Notes to Figure 2.32.
Source: NBP.
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Figure 2.35. The share of banks with a speciﬁed estimated proﬁtability of loans in loans to large enterprises (le-hand

panel) and loans to SMEs (right-hand panel) extended by the banking sector
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Note: For description of estimated proﬁtability measurement, see Notes to Figure 2.32.
Source: NBP.

turn of 2015 and 2016. Financial market parOutlook

ticipants do not expect further interest rate de-

A further fall in the proﬁtability of the Polish bank-

creases in the near future (see Chapter ??). The

ing sector (measured by ROA and ROE) may be ex-

magnitude of the fall of interest margin may

pected in the upcoming quarters. This will be af-

be reduced by a potential shi in the structure

fected by:

of lending consisting in an increased share of
more proﬁtable products in banks’ portfolios

A fall of net interest margin. In line with the

(see Chapter 2.1.).

mechanism of adjusting the interest on assets
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and liabilities to market interest rate changes

A fall of non-interest margin. Earnings will

discussed above, the fall of net interest mar-

continue to be negatively inﬂuenced by regula-

gin sparked by the March 2015 decision of the

tory interventions, such as the statutory reduc-

Monetary Policy Council should last for a few

tion of the interchange fee or the restriction

months. This trend can be expected to come to

of sales of insurance and investment products.

a halt (or even be partially reversed) only at the

The rise in fees and commissions announced
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by banks will probably reduce the decline in in-

other Swiss franc loan-related measures (see

come at the most. In addition, competition for

Box 2).

clients’ funds in the environment of a relative
growth in the attractiveness of investments di-

Although proﬁtability ratios are expected to fall,

rectly in ﬁnancial markets or via investment

they will remain on relatively high levels, and a

funds may help to mitigate the process of rais-

vast majority of banks will still be proﬁtable. The

ing deposit-related fees. Some banks may try

capital position of the majority of banks will also al-

to increase net non-interest income by selling

low them to dampen the decline of ROE by increas-

ﬁnancial instruments, but taking such mea-

ing leverage.

sures will be limited by the recently observed
fall in government bond prices (see Chapter
1.2).

The proﬁtability outlook may be revised by a possible implementation of the currently discussed proposals to levy a tax on banks and convert, on a

An increase in contributions paid by banks to
the Bank Guarantee Fund related to the raising of the rates of an annual contribution and
a prudential fee for 201558 , and in the longer
term, also with changes planned in the deposit
guarantee scheme and introduction of forced
restructuring proceedings.59

mandatory basis, foreign currency housing loans
into zlotys, especially at a foreign exchange rate
signiﬁcantly lower than the current market rate.
Introduction of measures that would signiﬁcantly
limit banks’ earnings would adversely aﬀect their
ability to raise capital and, as a consequence, to extend loans.
Although the level of interest rates in Poland is his-

Stabilisation or a further fall of the bur-

torically low, in comparison with other EU coun-

den of charges to loan impairment provi-

tries it leaves more room for the attainment of pos-

sions on earnings due to a relatively good

itive deposit margins, while keeping positive inter-

economic situation and a fall in interest on

est rates on deposits to clients. The persistence of

loans.

Banks’ implementation (by the end

low inﬂation and interest rates at the current level

of 2015) of the AQR-related supervisory rec-

in the long term should, therefore, have no nega-

ommendations, including measures concern-

tive impact on banks’ earnings. Aer adjusting to

ing a more conservative approach to restruc-

recent interest rate cuts, net interest margin should

tured loans and models used in estimating im-

stabilise. The main risk factor for such a scenario

pairment provisions and IBNR provisions, may

can be a potential intensiﬁcation of competition for

have an opposite impact. However, the im-

deposits of the non-ﬁnancial sector, which could re-

pact of this factorshould not be signiﬁcant.

sult in an increase in their interest, including oﬀer-

The earnings of some banks could also be neg-

ing clients interest on deposits with a negative de-

atively aﬀected by potential restructuring or

posit margin.

58 The

former was raised from 0.1% to 0.189% of 12.5 times the sum of capital requirements, and the latter – from 0.037% to 0.05% of
12.5 times of the sum of capital requirements. See Resolution No. 28/2014 of the BFG Council of 19 November 2014 on determining
the amount of the rate of a mandatory annual contribution for 2015 paid by entities covered by the obligatory guarantee scheme to the
Bank Guarantee Fund and Resolution No. 29/2014 of the BFG Council of 19 November 2014 on determining the amount of the rate of a
prudential fee for 2015 paid by entities covered by the obligatory guarantee scheme to the Bank Guarantee Fund.
59 See dra law of 26 February 2015 on the Bank Guarantee Fund, the deposit guarantee scheme and forced restructuring proceedings available on the website of the Government Legislation Centre.
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Box 5. Assessment of the impact of the persistence of a historically low level of nominal interest
rates on the stability of the commercial banks’ sector in Poland
Nominal interest rates in the global economy have been displaying a secular downward trend and currently
they remain at historically low levels in many countries. In the group of 90 major global economies, the main
interest rates of central banks do not currently exceed 2% in almost half of the cases, whereas in several European
countries the interest rates are even negative. Both in the United States, and in the euro area the interest rates are
close to zero.
There are many reasons for this, but oen such factors are indicated as, inter alia1 : structural conditions of
weaker economic growth, high savings (although unevenly distributed – mainly in some of the so-called emerging markets countries), high economic risk and low investment. Many central banks conduct monetary policy
aimed at, among others, mitigation of adverse eﬀects of these conditions. In particular, high indebtedness of many
economies, comprising various groups of debtors, may be one of the premises to carry out the policy of low interest rates. Because of these factors, the global interest rates may continue to be relatively low over a long period
of time, although processes conducive to increasing the current interest rates exist (e.g. the improvement of the
general economic climate).2
International capital ﬂows may act as a stimulus which decrease disparities in the interest rates levels between
countries. As signiﬁcant diﬀerences in interest rates levels may cause the inﬂow of speculative capital, some countries not experiencing economic problems may also hold low interest rates.
The current level of nominal interest rates in Poland is, in historical terms, not only low but also the lowest one.
Although Poland currently belongs to the group of countries with low nominal interest rates, their causes are, in
many respects, diﬀerent than in several developed countries. In particular, they neither include the low economic
growth rate nor the restructuring measures of central banks resulting from the problems of the ﬁnancial sector.
The economic growth in Poland is one of the highest in Europe, and the situation of the ﬁnancial sector is assessed
as exemplary.3 The low level of interest rates in Poland results, to a large extent, from the eﬀects of low, mostly
imported, inﬂation. In Poland it is also a new, still short-term situation, whose eﬀects so far have been reﬂected
in current economic processes to a relatively limited extent. Mainly for this reason, it is important to conduct
a forward-looking analysis of its consequences for the Polish economy, including the banking sector, based both
on international experience, and on the scenario and simulation research.
Both the literature and international experience show that the impact channels of the low interest rate environment on the banking sector may be diversiﬁed. They may have both direct and indirect eﬀects – shaping the
economic situation of the banking system’s stakeholders. The most important channels are listed below:
the balance sheet channel, comprising the adjustments on the supply and demand side for ﬁnancial resources,
as well as measures optimising the regulatory costs of banks’ operations (zombie eﬀect, evergreening, etc.),
the risk perception and risky behaviour channel (risk taking channel),
the asset prices channel (resulting, inter alia, in the formation of price bubbles in certain markets - particularly, in the real estate market),
the channel associated with interest rate growth risk (reversal eﬀect).
One of the main mechanisms activating these channels may be the adverse impact of low interest rates on bank
margins and on the relatively low costs of credit. Although the impact of market interest rates on bank net interest
margins (NIMs) is quite complex and may be asymmetrical depending, inter alia, on whether they are raised or cut,
and on diﬀerent eﬀects of changes in these rates in a shorter and longer horizon, nevertheless, a positive correlation
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exists between NIMs and short-term interest rates.4 In the case of very low interest rates, the so-called zero lower
bound on deposit rates also occurs, due to which in a certain area of interest rates their decline may be transferred
exclusively to cuts in the price of credit, thus resulting in reduction of margins. Accordingly, low interest rates
may encourage commercial banks to search for strategies to compensate the eﬀect of NIMs decline; in particular,
to undertake more risky actions, but associated with the possibility of obtaining higher interest rates. Behaviour of
banks stimulated in this way takes exactly the form of the so-called excessive risk appetite5 , including the measures
deﬁned as the search for yield.6 Such strategies are fostered by the easing of lending requirements by commercial
banks - a documented fact is the negative correlation between the level of interest rates and the restrictiveness of
banks’ lending policy.7 They also include the attitude of depositors, who being less risk-averse or unaware of the
risk scale, and at the same time discouraged by the low interest rates on deposits, look for alternative investments.
Such a phenomenon may generate speculative bubbles, mainly, but not only in the real estate market8 , posing a
signiﬁcant threat for the stability of the banking sector.
One should also remember about the positive eﬀects associated with the reduced costs of servicing liabilities by
banks’ debtors (as long as their interest rate is variable). In particular, such a situation proved to be beneﬁcial,
at least within a shorter horizon, for the corporate sector. International experience shows that despite low interest
rates, the debt of this sector remained relatively stable and did not generate an increased threat for the ﬁnancial
system due to the excessive growth of credit demand. On the other hand, the low level of interest rates contributed
to the decline in interest payments and to an increase in companies’ ability to service debts.
However, certain problems could have appeared in a longer-term perspective –because of the ”loose” ﬁnancial
environment mechanisms for the elimination of permanently ineﬀective economic entities became weaker.9
Thus, from the the banking sector point of view, such a situation meant the possibility of improving the quality of
the corporate loan portfolio in a short-term perspective, although with a certain risk of postponing these problems.
Other potential adjustments of the banking sector to the declining NIMs may include an attempt to increase the
non-interest incomes or reduction of certain costs (e.g. of employment).
Regardnig the impact of low interest rates on the stability of the Polish banking sector, it should be emphasised
that its current situation is very good – it has a low leverage, adequate capital endowment and generates high
proﬁts, which provide a basis for increasing the capital buﬀers. The condition of the non-ﬁnancial corporate sector
is also very good. The economic standing of households has also been systematically improving – unemployment is
falling, employment and wages are growing. If historically low interest rates persist, it may be presumed that this
situation will aﬀect the directions of banks’ activities and it will have a certain impact on their ﬁnancial results and
capacity to create capital buﬀers.10 However, this should not lead to deeper changes in the structure of the banking
sector operations or jeopardise its stability.
On the other hand, a certain modiﬁcation of banks’ strategies towards higher sales of more proﬁtable products, simultaneously generating a lower capital requirement, may be expected. The trends to increase the scale
of banks’ operations may also be accompanied by excessive loosening of lending policy standards and the phenomenon of adverse selection. So far, no symptoms of mounting risks in this area have been observed. However,
prolonged period of low interest rates or their further reduction may result in the occurrence of non-linear eﬀects,
including signiﬁcant changes in the behaviour of banks and their clients. In the case of clients, such changes could
mainly involve a marked growth of interest in alternative and more proﬁtable forms of saving compared to bank
deposits and accounts. This could subsequently lead, inter alia, to the growth of competition both for depositors
and for borrowers, which would result in an increase in the cost of money for banks with the simultaneous possible
deterioration of yield and quality of the loan portfolio.
One of the main risks for the banking sector operating over a longer period of time in the environment of
low interest rates could be a strong growth in the level of those rates in the subsequent period. In the current
situation, it seems that the probability of such a growth is limited and its potential causes would include: a strong
acceleration of economic growth in the euro area, a strong depreciation of the zloty, or supply shocks in commodity
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markets, in particular, in energy markets. However, the materialisation of this scenario will depend, inter alia, on
the level of interest rates in the international environment of Poland. In order to estimate the potential impact of
materialisation of such a scenario on the banking system, the simulation of an impact of a one-oﬀ, strong growth
in interest rates on the economic situation of banks in Poland was performed. The simulation was based on the
assessment of reactions of corporations and households to such an incident and their transmission to the banking
sector. In the simulation it was assumed that the current level of NBP interest rates will be maintained until the end
of 2017 , to be followed by a shock increase to 5% or 7% (two variants), i.e. to the highest levels recorded in Poland
over the recent 10 years. The results show that a very strong growth in interest rates aer 2017 could signiﬁcantly
decrease the proﬁtability of banks. In eight or nine banks capital shortfalls would occur, with respect to the levels
recommended by the KNF. However, even in the extreme variant, the aggregate shortfall amount would be limited
– reaching approximately 2.5 billion zlotys (in the basic variant – 1.5 billion zlotys ).
To conclude, it can therefore be assumed that the maintenance of the current environment of low interest rates
should not generate substantial risks to the stability of commercial banks. The potential eﬀects of a signiﬁcant
growth in interest rates will also not pose a serious threat for this sector. However, it is necessary to maintain the
current high credit standards. In particular, banks should ensure that borrowers drawing long-term loans with a
variable interest rate hold adequate income buﬀers in case of any signiﬁcant growth in the level of interest rates.
Table 1. Results of simulation
Historical
data
for 2014

Results of simulation
basic
variant

extreme
variant

Annual average (as % of assets)
Net charges to provisions for impaired loans

0.6

1.1

1.5

Pre-tax earnings

1.5

0.8

0.4

Share of banks generating losses in assets of analysed banks
(in%, as at the end of 2014)

1.6

16.0

20.2

Capital needs (zloty billion)1

0.4

1.7

3.3

Share of banks requiring increase of capital in assets of analysed banks
(in %, as at the end of 2014)

1.4

14.9

15.8

Value at the end of period

1

The capital needs of banks have been determined in relation to the levels of capital ratio compliant with the KNF recommendations concerning dividend payouts (12.5% for the total capital ratio, 9% for the Common Equity Tier 1 ratio).
Source: NBP.

1

See G. Thwaites, „Why are real interest rates so low? Secular stagnation and the relative price of investment goods”, Bank of
England, 2015.
2 See M.J. Rudolph, ”Sustained Low Interest Rate Environment: Can It Continue? Why It Matters”, Rudolph Financial
Consulting, LLC, 2014.
3 See ”Republic of Poland: Concluding Statement of the 2015 Article IV Mission”, IMF, 2015.
4 See P. Alessandri, B. Nelson, ”Simple banking: proﬁtability and the yield curve”, Bank of England Working Paper 452, 2012.
5 See A. Maddaloni, J.-L. Peydró, ”Bank Risk-Taking, Securitization, Supervision and Low Interest Rates. Evidence from the
Euro Area and the U.S. Lending Standards”, ECB Working Paper Series 1248, 2010; T. Paligorova, J.A.S. Jimenez, ”Monetary
Policy and the Risk-Taking Channel: Insights from the Lending Behaviour of Banks”, Bank of Canada Review Autumn, 2012.
6 See C. Borio, H. Zhu, ”Capital regulation, risk-taking and monetary policy: A missing link in the transmission mechanism?”,
Journal of Financial Stability 8, 2011.
7 See G. Dell’Ariccia, L. Laeven, G. Suarez, ”Bank Leverage and Monetary Policy’s Risk-Taking Channel: Evidence from the
United States”, IMF Working Paper 13, 2013.
8 See K. Forbes, ”Low interest rates: King Midas’ golden touch?”, Speech, The Institute of Economic Aﬀairs, Bank of England,
2015.
9 See R.J. Caballero, T. Hoshi, A.K. Kashyap, ”Zombie Lending and Depressed Restructuring in Japan”, American Economic
Review 98, 2008.
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10

See Box 2. Impact of a fall of zloty interest rates on the situation of banks, ”Financial Stability Report. January 2015, NBP,
Warsaw 2015”.

2.6. Banks’ capital position
In the period analysed, banks’ regulatory capital

credit risk (see Figure 2.37), which was associated

continued to grow60 (see Figure 2.36). Regulatory

with lending growth and, to a lesser extent, with a

capital rose by a total of 2.3%, with the increase dis-

depreciation of the zloty. The capital requirement

tributed evenly on Tier 1 and Tier 2 capital (each ap-

for credit risk was inﬂuenced by the supporting fac-

prox. 1.5 billion zlotys). Common Equity Tier 1 rose

tor used for loans extended to SMEs. The impact of

mainly due to the retention of earnings of 2014 and

this factor was stronger at cooperative banks, where

61

those from the ﬁrst quarter of 2015 , and Tier 2 cap-

the share of exposures towards SMEs in assets was

ital – on an increase in subordinated debt.

relatively large. Owing to this, cooperative banks reduced the capital requirement for credit risk by over

Figure 2.36. Main components of regulatory capital and se-

11% as compared with the requirement with no sup-

lected capital adequacy ratios

porting factor applied.

Tier 1 capital
Tier 2 capital
Total capital ratio

2%

market, declined. A small value of this requirement

0

0%

stems from the business strategy of Polish banks

The capital requirement for market risk, which

3-2015

9-2014

20
3-2014

is traditionally insigniﬁcant in the Polish banking

9-2013

4%

3-2013

40

9-2012

6%

3-2012

60

9-2011

8%

3-2011

10%

80

9-2010

100

3-2010

12%

9-2009

14%

120

3-2009

140

9-2008

16%

3-2008

zloty billion

Tier 1 capital ratio
160

which are, to a small extent, involved in activity clas-

Note: Tier 2 capital by the end of 2013 calculated as the diﬀerence between capital for the needs of the capital adequacy ratio
and core capital.
Source: NBP.

siﬁed in the trading book (see Chapter 2.3.). Posi-

The total capital requirement increased at a rate

had the largest share in the requirement for market

close to the growth of regulatory capital.

The

risk. The requirement for FX risk remained minor, as

increase in capital requirements mainly applied to

most banks hedged their FX balance-sheet positions.

tion risk in traded debt instruments (around 68%)
and credit value adjustment risk (CVA) (around 30%)

60 The

analysis includes commercial banks with their foreign branches and cooperative banks. Three domestic banks have foreign
branches, but the scale of their operations is very small (the foreign branches’ assets account for less than 0.2% of the banking sector’s
assets and around 1% of the three banks’ assets). BGK was excluded from the analysis because it is not subject to the CRDIV/CRR
regulatory package.
61 The growth in capital in the whole sector was possible despite PKO BP’s acquisition of Nordea Bank in the fourth quarter of 2014. The
acquisition led to a decrease of the items Share capital and Share premium (by approx. 0.9 billion zlotys) and increase of the items
Goodwill and Other intangible assets (by around 1 billion zlotys), by which Common Equity Tier 1 is decreased.
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average Common Equity Tier 1 and Tier 1 capital ra-

Figure 2.37. Capital requirements
Capital requirements for other risk
Capital requirements for operational risk
Capital requirements for market risk
Capital requirements for credit risk

zloty billion

including counterparty credit risk

tio was 13.6%.64
Most banks more than met minimum capital adequacy ratios. Banks with a total capital ratio above

80

12% represented 97.7% of assets of domestic banks

70

(see Figure 2.38). However, at the end of March

60

2015, two banks, which were subject to recovery pro-

50

grammes and other UKNF measures, did not meet

40

the standards speciﬁed in the CRDIV/CRR package.

30
20

3-2013
6-2013
9-2013
12-2013
3-2014
6-2014
9-2014
12-2014
3-2015

9-2011

12-2011
3-2012
6-2012
9-2012
12-2012

6-2011

3-2011

9-2010

12-2010

dards, if today they had to deduct regulatory cap-

6-2010

The majority of banks would meet the capital stan-

0
3-2010

10

Note: The value of the capital requirement for counterparty credit
risk by the end of 2013 shown jointly with the capital requirement
for credit risk. Since 2014, a decrease in the amount of capital requirements for other risk results from changes in the composition
of capital requirements as of entry into force of CRDIV/CRR (in
the previous edition of the Report, in order to ensure better comparability with series before CRDIV/CRR, the capital requirement
for credit valuation adjustment (CVA) was included in this category, now it is classiﬁed into the category of market risk).
Source: NBP.

ital by the items which, according to the provisions, are to be gradually excluded from this capital. These deductions concern, inter alia, a gradual amortisation of the paid-up members share fund
at cooperative banks and the maturing of other
instruments grandfathered as capital instruments.
Should these items be excluded – as at the end of

The domestic banking sector was characterized by

March 2015 – commercial banks’ funds would fall

a high ratio of risk-weighted assets to total assets

by around 1 billion zlotys (i.e. by 0.8%), and co-

(around 67%), which however is not evidence of

operative banks’ funds by around 0.7 billion zlotys

taking high risk, but of conservative risk estimation

(i.e. by 6.7%).

methods. Most banks used simple methods for cal-

In the case of cooperative banks, the actual de-

culating capital requirements62 that produce, in prin-

cline in capital can be much smaller aer entry into

ciple, more conservative estimates than advanced

force of the amendments to the Act on the operation

methods permitted in the CRDIV/CRR package.63

of cooperative banks, their aﬃliation and aﬃliating

The average total capital ratio in the domestic

banks65 . According to the amendments, cooperative

banking sector did not change due to a similar

banks will be allowed, inter alia, to reduce the possi-

increase in regulatory capital and capital require-

bilities of making payments from the paid-up mem-

ments. At the end of March 2015, it was 14.9%, and

bers share fund, which will help them to classify

62 The

methods are: standardised approach for credit risk, basic indicator approach or standardised approach for operational risk and
the simplest methods under market risk.
63 Two banks (with a 29% share in the sector’s assets) calculated the capital requirement for operational risk using advanced measurement
approach, and four other banks (with a 20% share in the sector’s assets) used internal ratings based approach for the needs of calculating the capital requirement for credit risk. During the co-called transitional phase, banks using advanced methods cannot lower their
capital requirements below the reference amount arising from the application of the standardised method or Basel I methodology. It
can be estimated that owing to the application of advanced methods, the six banks discussed here, lowered their capital requirements
by around 3 billion zlotys, and as a result, increased their total capital ratios by, on average, 1.2 percentage points (as compared to the
situation as if they used simple methods).
64 In accordance with CRDIV/CRR, the minimum levels of these ratios, eﬀective since 2015, are respectively: 4.5% and 6%, and total
capital ratio – 8%. From 1 January until the end of 2014, these levels amounted to 4%, 5.5% and 8%, respectively.
65 The law of 25 June 2015 on amending the Act on the operation of cooperative banks, their aﬃliation and aﬃliating banks and certain other
laws.
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Figure 2.38. Distribution of assets of domestic commercial banks (le-hand panel) and cooperative banks (right-hand

panel) by the total capital ratio
12-2014

6-2014

3-2015

Share of assets of banks in range of the
cooperative banks` assets

9-2014

80%
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40%
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[10 - 11%)

[9 - 10%)
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[4 - 8%)

[0 - 4%)

below 0

above 16%

[12 - 16%]

[11 - 12%)

[10 - 11%)

[9 - 10%)

[8 - 9%)

[4 - 8%)

0%
[0 - 4%)

0%
below 0

Share of assets of banks in range in the domestic
commercial banks and their foreign branches'
assets

6-2014

Total capital ratio

Source: NBP.

Figure 2.39. Distribution of assets of domestic commercial banks (le-hand panel) and cooperative banks (right-hand

panel) by Tier 1 capital ratio
12-2014

3-2015

6-2014
Share of assets of banks in range of the
cooperative banks` assets

9-2014

80%
70%
60%
50%
40%
30%

20%
10%

9-2014

12-2014
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80%
70%
60%
50%
40%
30%

20%
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Tier 1 capital ratio

above 16%
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[11 - 12%)

[9 - 11%)

[6 - 9%)

[5,5 - 6%)
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[0 - 4%)
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[11 - 12%)

[9 - 11%)

[6 - 9%)
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0%
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Share of assets of banks in range in the domestic
commercial banks and their foreign branches'
assets

6-2014
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Source: NBP.
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these funds as Common Equity Tier 1 instruments.
Also, aer establishing the institutional protection

2.7.

The resilience of the banking
sector to shocks

scheme (IPS), cooperative banks participating in an
IPS will be allowed to use a zero risk weight for exposures to other participants in a given IPS and will not

Two approaches, namely simulations and macroe-

have to deduct regulatory capital by the value of cap-

conomic stress tests, have been applied to deter-

ital exposures to other participants of the IPS. This,

mine the resilience of the banking sector to shocks.

in particular, applies to deposits and equities of co-

The ﬁrst of these approaches investigates the impact

operative banks in the aﬃliating associating banks.

of standardised shocks that are not assigned to the

However, it should be noted that the law also pro-

macroeconomic scenario, but comparable over time.

vides for the creation of the so-called integrated af-

The second of these approaches considers a speciﬁc,

ﬁliations, whose participants will not be authorised

consistent macroeconomic shock scenario and tests

to enjoy preferential treatment of mutual exposures

resilience of banks to its materialisation.

for the calculation of capital adequacy and liquidity
standards, unless these aﬃliations fulﬁl the conditions enabling them to be considered as IPSs. In the
case of banks participating in such aﬃliations, meeting the capital adequacy and liquidity standards will
represent a big challenge (see Box 4).

2.7.1.

Single-factor simulations of credit
loss absorption capacity

In order to determine whether banks’ capital
would be suﬃcient to absorb potential losses stemming from the materialisation of credit risk, a sim-

The Polish banking sector is characterised by low
leverage, which conﬁrms the positive assessment
of its capital position. At the end of March 2015,
the traditional leverage ratio (i.e. the ratio of banks’
assets to Tier 1 capital) amounted to 11.4, and the ratio calculated according to the CRDIV/CRR requirements66 amounted to 8.4%. The EU standard for the
leverage ratio, deﬁned in the CRDIV/CRR regulatory
package, is yet to be set, and its value should be determined by the European Parliament by the end of
2017. According to the Basel Committee, the mini-

ulation was performed68 the results of which indicate the scale of the deterioration in the quality
of performing loans that individual banks may absorb without breaching any of the capital adequacy
standards. The results of the simulation allow to
rank the banks by their resilience to a deterioration
in the quality of their loan portfolios. The share of
banks – in the banking sector’s assets – that would
be able to absorb only a minor (10%) deterioration
in their loan portfolio quality is analysed in the simulation as the measure of their sensitivity.

mum leverage ratio should be 3%.67 At present, the

The simulation performed on March 2015 data (see

leverage ratio standard at this level would not be met

Figure 2.41 ) points to a minor deterioration in the

by only two banks (with a 1.2% share in the sector’s

resilience of some banks to an arbitrarily assumed

assets).

shock. For domestic commercial banks, a deteriora-

66 According

to CRDIV/CRR, the leverage ratio is calculated as expressed in a percentage quotient of Tier 1 capital to the exposure
measure that includes both on- and oﬀ-balance-sheet exposures.
67 The Basel Committee proposal is contained in: “Basel III leverage ratio framework and disclosure requirements”, Basel Committee,
January 2014.
68 The simulation was performed for domestic commercial banks and cooperative banks. Bank Gospodarstwa Krajowego was excluded
from the simulation.

70

Narodowy Bank Polski

Banking sector

Figure 2.40. Leverage ratio at commercial banks (le-hand panel) and cooperative banks (right-hand panel)
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7%
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9%

9-2008

10%

3-2008

11%

10%

9-2012

12%

11%

9-2011

13%

12%

Median

3-2011

14%

13%

9-2010

14%

3-2010

15%

9-2009

Interquartile range

15%

3-2012

Mean

3-2009

Median

9-2008

Interquartile range

Notes: The leverage ratio prior to 2014 based on estimates.
The leverage ratio at cooperative banks is characterised by cyclical changes as an eﬀect of a one-oﬀ retention during the year of all
proﬁts earned in the previous ﬁnancial year, amid stable growth of credit exposures in the whole year. The lowering of the ratio since
2014 results largely from the amortisation of grandfathered components of Tier 1 capital.
Source: NBP.

Figure 2.41. Simulation results: assets of domestic commercial banks (le-hand panel) and cooperative banks (right-hand

panel) ranked by percentage of loans without identiﬁed impairment, deterioration in quality of which would result in a
breach of any capital standards
12-2014

3-2015

9-2014

12-2014

3-2015

100%
Cumulative assets of cooperative banks

Cumulative assets of the domestic commercial
banks

9-2014

100%
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0%
0%
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20%

30%

40%

0%

10%
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Assumptions of the simulation:
1. Deterioration in loan quality means that 50% impairment is recorded for the loans. 2. Hypothetical charges to impairment provisions
decrease, ﬁrstly, the bank’s current proﬁt not recognised as Tier 1 capital, and then the bank’s Tier 1 capital. 3. Impaired loans carry
risk weight equal to the average risk weight for the portfolio of the bank. 4. No release of impairment provisions.
Source: NBP.
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tion in the quality of 10% of the loan portfolio would

quarter of 2015 to the end of 2017. The outcome of

result in a breach of any capital adequacy standards

the simulation for the reference scenario and results

at banks with an 8.2% share in the banking sector’s

of other simulations included in this section should

assets (in September 2014, the share was 7.8%). For

not be regarded as a forecast of the condition of the

cooperative banks, the assumed shock would have

banking sector.

caused the capital adequacy ratios to fall below the

The analysis was performed as a three-stage exam-

applicable minimum at banks with a 12.5% share in

ination. The ﬁrst stage comprised an assessment of

assets of all cooperative banks (compared with 10.7%

the impact of two macroeconomic (reference and

in 2014).

shock) scenarios on credit risk materialisation costs

The decrease in the resilience of banks results

and on banks’ net interest income.

mostly from the losses posted by several banks and

multi-equation macroeconomic model used in the

a further amortisation of grandfathered compo-

analysis, the assumed scenario takes into account,

nents of regulatory capital. The decrease was also

to the extent possible, the combined impact of in-

driven, to some extent, by the tightening of capital

vestigated shocks on the economic situation.In the

standards from the beginning of 2015, i.e. of Com-

second stage, the analysis of macroeconomic shock

mon Equity Tier 1 standard from 4% to 4.5% and

scenario was accompanied by an additional market

Owing to a

However,

shock on the capital position of banks. In the third

other banks held suﬃcient capital to be able to ab-

stage, the inﬂuence of a market shock on the liquid-

sorb the eﬀects of a potential deterioration in loan

ity position of banks was considered.

portfolio quality, and their resilience improved.

The hypothetical capital needs of banks under both

69

Tier 1 capital standard from 5.5% to 6%.

scenarios were calculated, assuming that banks had

2.7.2. Stress tests

to hold suﬃcient regulatory capital to keep their total capital ratio at 12.5%, and Common Equity Tier
I at 9.0%.71 The criteria for capital adequacy ratios

Methodology and assumptions

assumed in the analysis are compliant with the cri-

Stress tests that take into account a macroeco-

teria adopted by the KNF in its recommendations re-

nomic shock, a market shock and a liquidity shock

garding banks’ dividend policy72 and are higher than

were used to assess the resilience of banks70 to neg-

the applicable regulatory requirements and criteria

ative shocks. The central path of the NBP macroeco-

assumed for EBA and ECB stress tests of European

nomic projection from “Inﬂation Report. July 2015”,

banks in 2014.

developed under the assumption of ﬁxed interest

For banks complying with the above mentioned cri-

rates served as a reference scenario. The analysis

teria of the capital adequacy ratios at the end of

was aimed at quantifying the eﬀects of hypotheti-

a given quarter of the simulation period, it was

cal shocks on banks in the period from the second

assumed that in a subsequent quarter they would

69 The tightening of capital standards had a bigger impact on cooperative banks than on commercial banks due to a proportionally larger

decrease in regulatory capital at cooperative banks, resulting from the share of the amortised grandfathered components of regulatory
capital.
70 Stress tests were performed for domestic commercial banks. Bank Gospodarstwa Krajowego was excluded from the simulation.
71 In the vast majority of the banks analysed, Tier I capital is composed exclusively of core capital, therefore no separate criterion was
assumed for Tier I capital ratio.
72 See “Stanowisko KNF z 2 grudnia 2014 r. w sprawie polityki dywidendowej instytucji ﬁnansowych [The KNF stance of 2 December
2014 on the dividend policy of ﬁnancial institutions]”.
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increase their loan and securities portfolios and

rise and the conﬂict between Russia and its

other assets at the quarterly growth rate of nominal

neighbours would intensify, which would con-

73

GDP.

tribute to increasing barriers to international
trade and rising the prices of energy resources.

The balance sheet value of the loan portfolio was
also aﬀected by loan impairment provisions, and the
value of the portfolio of debt securities – by the market shock. A decreasing relation to assets was assumed for net fees and commissions income, and a
constant relation to assets was assumed for other unmodelled items of the proﬁt and loss account.74

Given these assumptions, Poland would see a substantial slowdown in the pace of economic growth
(see Table 2.4). The likelihood of such a combination of shocks and such a deep slowdown in Poland’s
GDP growth can be assessed as minor (see Figure 2.42).

Banks complying with the minimum capital adequacy ratios were also allowed to pay out dividends

Figure 2.42. Macroeconomic shock scenario against the fan

from proﬁts earned from the second quarter of 2015.

chart of GDP from “Inﬂation Report. July 2015”
7

adequacy ratios above the assumed minimum. The

6

retention of undistributed (according to March 2015

5

data) proﬁt for 2014 and the ﬁrst quarter of 2015 was

4

dampening of the growth rate of emerginge-

9-2017

12-2017

6-2017

3-2017

9-2016

12-2016

6-2016

3-2016

9-2015

12-2015

6-2015

3-2015

9-2014

-1
12-2014

sults in asset price volatility growth, and the

0

6-2014

A shock in global ﬁnancial markets that re-

1

3-2014

macroeconomic shock scenario:

2

9-2013

The following assumptions were made for the

3

12-2013

changes in liabilities.

6-2013

assumed. Changes in banks assets were balanced by

GDP (y/y, in %)

The dividend rate depends on the excess of capital

conomies, triggered by excess investments in

Note: Red line marks the shock scenario.
Source: NBP.

the past and demographic factors, would be

A market shock was added to the macroeconomic

the factor behind a deterioration in the global

shock scenario in order to assess the impact of a

economic outlook.

potential rise in foreign investors’ risk aversion to-

The sustainability of deﬂationary trends in the
euro area, leading to an increase in real interest rates and the real value of debts of government and private sectors and also to a longterm decline in demand and economic stagnation, would worsen the economic situation.
Geopolitical tensions in the Middle East would

wards emerging markets and the region (resulting
in capital outﬂow from Poland) on the situation
of banks. This outﬂow would be reﬂected in an increase in the yield of Polish Treasury debt securities
and a depreciation of the zloty. The depreciation of
the zloty would also bring about an increase in the
capital requirements and a deterioration in the quality of banks’ loan portfolios due to the growth of the

73 As long as the GDP growth rate was positive; if it was otherwise, a connection between bank assets and GDP was excluded.

In addition,
the growth rates for particular banks were limited by their excess of capital adequacy ratios above the assumed criteria.
74 It was assumed that the 2015 rates of an annual contribution to BFG and a prudential fee would be maintained in 2016-2017.
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value (expressed in zloty) of foreign currency loans

The majority of banks would keep a regulatory cap-

and the related rise in the loan repayment burden

ital surplus allowing them to meet the adopted cap-

on borrowers. The simulation assumed a 300 basis

ital adequacy criteria and expand business under

point rise in bond yields and a 30% depreciation of

both the reference and shock scenario. The esti-

75

the zloty against all major currencies.

mated value of a hypothetical increase in banks’ reg-

Table 2.4. Major economic indicators in macroeconomic

scenarios (%)

ulatory capital, which would be required if the shock
scenario were to unfold, would amount to 3.0 billion
zlotys (i.e. around 18% of their regulatory capital

2015

2016

2017

Reference scenario

3.6

3.4

3.6

Shock scenario

2.4

0.8

1.6

Reference scenario

7.8

7.3

6.9

tal needs (the domino eﬀect would not occur). The

Shock scenario

8.5

9.3

10.0

share of banks which would have to raise the level

-0.8

1.5

1.6

0.1

2.1

0.8

Reference scenario

1.8

1.7

1.7

Shock scenario

2.3

2.4

1.4

at the end of March 2015) at the end of the simula-

GDP growth y/Y

LFS unemployment rate, annual average

Shock scenario

bank market exposures would not push banks’ capi-

of regulatory capital to meet the criteria adopted for

CPI inflation y/y
Reference scenario

tion period (see Table 2.5). Losses arising from inter-

WIBOR3M

the analysis in the banking sector’s assets would be
1.5% under the reference scenario, and 11.7% under
the shock scenario.
Figure 2.44. Assets of domestic commercial banks by cov-

Source: NBP.

erage of funds outﬂow with a buﬀer of liquid funds under

The impact of a market shock and additional liq-

the shock scenario
30%

analysed. The aim of the simulation was to test

25%

An impact analysis of a potential bankruptcy of a
bank under both macroeconomic scenarios on the

Over 200%

their deposits.76

175 - 200%

0%
150 - 175%

sector entities, resulting in a withdrawal of a part of

5%

125 - 150%

from both domestic ﬁnancial institutions and real

100- 125%

a portion of foreign funding and falling conﬁdence

10%

75 - 100%

the shock scenario and, additionally, of an outﬂow of

15%

50 - 75%

rise in Polish government bond yields assumed in

20%

25 - 50%

sets in the event of depreciation of the zloty and a

0 - 25%

whether banks had an adequate buﬀer of liquid as-

Share in the banking sectors' assets

uidity turmoil on the condition of banks was also

Coverage of funds outflow with buffer of liquid assets

Source: NBP.

condition of other banks via the domino eﬀect was

The simulation of liquidity risk has shown that,

the last element of the simulation.

should a very restrictive shock scenario materialise, a group of domestic commercial banks with

Results

an approximate 9% share in the sector’s assets

75 Against

the bond yields and the zloty exchange rate as of the end of March 2015.
following, inter alia, were assumed: a withdrawal of 100% of deposits, 10% of loans and 25% of other liabilities towards foreign ﬁnancial institutions and an outﬂow of an unstable (not classiﬁed as core deposits) part of deposits of households, non-ﬁnancial
enterprises and the general government sector and, additionally, 5%, 10% and 10% of other deposits.

76 The
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Table 2.5. The results of macro stress tests

Historical data
for the period
Q2 2014 – Q1 2015

Simulation results for the period
Q2 2015 – Q4 2017
reference
scenario1

shock
scenario

On average per year (as % of assets)
Charges to loan impairment provisions
Net interest income2
Net earnings

0.6
2.29
1.2

Capital needs3 (zloty billion)
Macroeconomic and market shocks
0.44
Domino effect
n/d
Additional information – market shock in the simulation period (zloty billion)
Change in bond value recognized in the profit and loss account
n/d
Change in bond value recognized in capital
n/d
Zloty depreciation impact (impairment charges to FX loans
to households) recognized in the profit and loss account

n/d

0.6
2.27
0.9

0.9
2.23
0.5

0.5
0.0

3.0
0.0

n/d
n/d

-2.0
-10.6

n/d

-2.7

1
2

Scenario based on the central path of the NBP macroeconomic projection from “Inﬂation Report. July 2015”
“Net interest income ” includes fees and commissions income on extended loans, but does not include interest income on debt securities.
3 The value of capital injection necessary to ensure that total capital ratios remain above 12.5% and Common Equity Tier I ratios – above
9%.
4 At the end of March 2015, one bank under analysis did not comply with the regular capital standards. The share in the banking sector’s
assets of banks, which did not comply with the tightened capital standards assumed for stress tests, amounted to 6.6%.
Note: the results of the simulation for the reference scenario and other simulations contained in this section should not be regarded
as a forecast of the condition of the banking sector.
Source: NBP.

Figure 2.43. Cumulated changes in the total capital ratio under the shock scenario (% of risk-weighted assets)
22%

20%
18%
16%
14%
12%

factors affecting changes in the total capital ratio
over the simulation period

10%
8%
total
capital
ratio 3-2015

retained
earnings before
charges to
earnings
charges to
provisions for
of 2014
impairment loan impaiment
and Q1 2015
provisions

distributed
dividend

other changes change of riskin regulatory weighted assets
funds

total
capital
ratio 12-2017

Notes: Green bars mark the total capital ratio of the banks analysed in the beginning and at the end of the simulation period under the
shock scenario. Factors with a positive inﬂuence on the average total capital ratio in the simulation period are marked with violet bars,
and those with an adverse inﬂuence – with yellow bars. The inﬂuence of these factors is expressed in percentage points.
“Retained earnings of 2014 and Q1 2015” is an increase in banks’ capital by a part of undistributed (at the end of March 2015) proﬁt for
2014 and the ﬁrst quarter of 2015, resulting from the adopted assumptions.
“Earnings before charges to impairment provisions” are equivalent to net income from banking activity, decreased, inter alia, by operating costs.
The simulation assumed that banks with positive earnings that comply with the assumed minimum capital adequacy levels would pay
out dividends. The dividend rate would depend on the excess of capital adequacy ratios over the criteria.
Source: NBP.
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would not have suﬃciently high buﬀers of liquid

It is essential that banks with currently suﬃcient

assets to cover liabilities associated with foreign

capital buﬀers should not reduce them excessively

capital outﬂow, zloty depreciation and falling cus-

in the coming periods. In particular, the growth

tomer conﬁdence (see Figure 2.44). The majority of

rate of lending should not lead to an excessive in-

these banks are largely ﬁnanced with foreign funds

crease in leverage. Adequate capital surpluses above

or hold substantial foreign currency loan portfolios.

the current regulatory requirements will be neces-

The shortfall of liquid funds at the banks would total

sary in view of a gradual increase in the require-

20 billion zlotys. When compared with the results of

ments stemming from the timetable of the imposi-

the simulation performed in the previous edition of

tion of particular buﬀers set forth in CRDIV/CRR.

Report, the resilience of the banks sector improved

Sustaining capital adequacy buﬀers should result, in-

slightly.

ter alia, from an appropriate dividend policy.

It should be stressed that even banks that would

The results of the liquidity shock simulation have

maintain liquidity in the simulation would have

shown that the resilience of the banking sector has

to use a signiﬁcant portion of their liquid assets.

improved slightly and is good, but there is a group

The total current value of treasury bonds that banks

of banks with an elevated liquidity risk proﬁle. To

would have to sell or pledge in repo transactions

ensure the stable operation of the domestic ﬁnan-

is approximately 51 billion zlotys. Most likely, in

cial system, it is desirable that banks run a diversi-

conditions analyzed in shock scenario central bank

ﬁed funding structure, and therefore, do not rely too

would have to be involved to carry out the major

heavily on funding provided by their foreign parent

part of these transactions.77

entities.

***
The results of the stress tests and loss absorption
capacity simulation show that banks’ resilience to

2.8.

Market assessment of Polish
banks

shocks is high. The majority of banks would be able
to operate safely and absorb the eﬀects of the mate-

Investors’ assessment of Polish banks continues to

rialisation of the restrictive scenario of a substantial

be good. Aer a period of falls in the second half

slowdown in economic growth. At the same time,

of 2014, the value of the WIG-Banki index79 sta-

capital buﬀers are discrepant among banks, and a

bilised above the level substantially higher than that

few banks exhibit relatively low resilience. These

prior to the outbreak of the global ﬁnancial crisis in

banks should seek to increase their capital buﬀers to

September 2008 (see Figure 2.45). The falls came

reduce their sensitivity to potential shocks. In ad-

mainly due to investors‘ expectations of NBP refer-

dition, banks that play a particularly important role

ence rate cuts and uncertainty over the costs that

in the ﬁnancial system should exhibit an increased

some banks may incur to eliminate the risk associ-

78

capacity to absorb potential losses.

ated with the foreign currency loan portfolio. The

77 In

the simulation the value of treasury bonds was decreased by an average haircut applied by the NBP in lombard facility, intraday
credit and repo operations.
78 “The KNF stance on the dividend policy of ﬁnancial institutions” of 2 December 2014 recommends that banks with a “signiﬁcant share”
(above 5%) in the market of deposits of the non-ﬁnancial should make dividend pay-out dependent on the “systemic risk buﬀer” (3
percentage points above the capital adequacy rations recommended to other banks).
79 Idea Bank was included in WIG-Banki aer its IPO on 16 April 2015.
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noticeable rise in the share prices of Polish banks
in the second quarter of 2015 may be linked to the
upward correction of the share prices of Western
European banks, observed aer the ECB decision

Figure 2.46. P/BV “price-to-book value” ratio of Polish and

European banks
WIG Banki

Euro Stoxx Banks

3

to launch a bond purchase programme. Despite a
slight decline, the “price-to-book value” ratio of Polish banks remained at a high level, nearly twice as

2

high as that of Western European banks (see Figure 2.46).
1
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0

Figure 2.45. Index prices of Polish and European banks

Source: Thomson Reuters.
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Note: Index prices rescaled to 100 on 15 September 2008.
Source: NBP calculations based on Thomson Reuters.
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Market analysts expect that earnings of the major-

2017
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0

will rebound in subsequent years (see Figure 2.47).

Note: Earnings per share forecasts for 2014–2016, calculated as
the median of all market forecasts for a given bank, normalised
at the start of 2011.
Source: NBP calculations based on Thomson Reuters.

Expectations of higher proﬁts in the longer term con-

The good situation of the Polish banking sector

ﬁrm a good fundamental assessment of Polish banks

and the macroeconomic environment led to rat-

and the belief in their capacity to eﬀectively adapt

ings upgrades of the majority of domestic banks by

the business model to the environment of low inter-

Moody’s. Creditworthiness assessment of banks ac-

est rates.

cording to revised methodology80 was the basis for

ity of banks aer stabilisation or decline in 2015

80 New

methodology was introduced in March 2015. The rating agency withdrew from the ﬁnancial strength rating of a bank, and
adopted as its main indicator baseline credit assessment, BCA, assigned according to the new methodology. BCA represents the probability of a failure of a bank without external ﬁnancial support and stems from the bank’s ﬁnancial situation and the condition of
macroeconomic environment in which it operates.

Financial Stability Report. July 2015

77

Chapter 2.

an upgrade of the long-term deposit rating at seven

graded by Fitch, but the downgrades were not

banks and a downgrade at one bank, and an upgrade

motivated by their ﬁnancial situation. According

of the short-term deposit rating at four banks and

to the rating agency, the implementation of the

a downgrade at one bank. Moreover, the agency

BRR directive81 reduces the probability that Euro-

downgraded the baseline credit assessment of two

pean banks will receive government assistance. In

banks and upgraded the rating outlook of nine banks

the case of subsidiaries of foreign banks, the rating

(see Table 2.6).

downgrades were directly prompted by the assess-

The ratings of some Polish banks were down-

ment downgrades of the parent banks.

81 Directive 2014/59/EU

of the European Union and of the Council of 15 May 2014 establishing a framework for the recovery and resolution
of credit institutions and investment ﬁrms and amending Council Directive 82/891/EEC, and Directives 2001/24/EC, 2002/47/EC, 2004/25/EC,
2005/56/EC, 2007/36/EC, 2011/35/EU, 2012/30/EU and 2013/36/EU, and Regulations (EU) No. 1093/2010 and (EU) No. 684/2012, of the
European Parliament and of the Council (OJ L 173/190, 12.06.2014).
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Table 2.6. Ratings of Polish banks by Moody’s, Fitch and S&P

Moody’s
PKO BP
Pekao
Bank Zachodni WBK
mBank
ING Bank Śląski
Getin Noble Bank
Bank Millennium
Bank Handlowy
BGŻ
BPH
Credit Agricole

Fitch
Bank Zachodni WBK
mBank
ING Bank Śląski
Getin Noble Bank
Bank Millennium
Alior Bank
BOŚ
mBank Hipoteczny
Pekao Bank Hipoteczny

S&P
PKO BP
Pekao

Baseline credit
assessment
baa2 (baa2)
baa1 (baa1)
baa3 (baa3)
ba2 (ba2)
baa3 (baa3)
b1 (ba3)
b1 (b1)
baa3 (baa3)
ba2 (ba2)
ba3 (ba2)
ba2 (ba2)

Long-term deposit
rating
A2 (A2)
A2 (A2)
A3 (Baa1)
Baa2 (Baa3)
A3 (Baa1)
Ba2 (Ba2)
Ba1 (Ba2)
A3 (Baa3)
Baa2 (Baa3)
Ba2 (Baa3)
Baa1 (Baa3)

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

Viability
rating
bbb (bbb)
bbb- (bbb-)
bbb+ (bbb+)
bb (bb)
bbb- (bbb-)
bb (bb)
bb (bb)
brak (brak)
brak (brak)

Long-term
rating
BBB+ (BBB+)
BBB- (A)
A- (A)
BB (BB)
BBB- (BBB-)
BB (BB)
BB (BBB)
BBB- (A)
A- (A-)

Short-term
rating
F2 (F2)
F3 (F1)
F1 (F1)
B (B)
F3 (F3)
B (B)
B (F3)
F3 (F1)
F2 (F2)

Stand-alone
credit profile (SACP)
bbb (bbb)
bbb+ (bbb+)

Long-term
rating
A- (A-)
BBB+ (BBB+)

Short-term
rating
A-2 (A-2)
A-2 (A-2)

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

Outlook
STA (STA)
POS (NEG)
STA (NEG)
STA (STA)
STA (STA)
STA (STA)
NEG (NEG)
POS (NEG)
STA (STA)

Outlook
NEG (NEG)
STA (STA)

Notes: In brackets – as of the end of November 2014. The baseline credit assessment at the end of November 2014 is presented according
to the earlier unmodiﬁed methodology. For deﬁnitions of ratings, see Glossary. The banks are listed according to total assets. Ratings
assigned by Standard and Poor’s only on the basis of publicly available data are not included in the Table. SACP - stand-alone credit
proﬁle.
Source: Publicly available data on the websites: www.moodys.com, www.ﬁtchpolska.com., www.standardandpoors.com.
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2.9.

Selected indicators of banking sector’s condition
2014
in %

Q1

Q2

2015
Q3

Q4

Q1

Return on assets (ROA)1

1.07

1.09

1.12

1.08

Return on Tier 1 capital (ROE)1,2

11.5

11.8

12.2

11.8

11.8

Net interest margin (NIM)1,3

2.53

2.59

2.61

2.50

2.41

Operating cost3 to net income from banking activity3 (C/I)1

54.1

53.3

52.1

51.7

52.0

Burden of charges to provisions for impaired loans 3 to net income from bank-

14.1

14.3

14.0

14.0

13.8

4.4

5.5

4.9

4.5

4.3

4.9

5.4

4.8

4.2

4.0

consumer loans

3.8

5.5

4.5

4.3

5.0

housing loans

4.6

4.7

4.4

3.8

3.6

1.06

ing activity1
Loan growth rate (y/y)4
nonfinancial sector
households

enterprises

3.3

5.5

5.2

5.1

5.0

large enterprises

6.7

8.1

6.5

5.6

5.6

SMEs

1.8

1.6

3.9

4.3

4.2

8.4

8.3

8.2

8.1

8.2

7.0

7.0

6.9

6.5

6.7

14.4

14.1

13.8

12.7

13.0

3.1

3.2

3.2

3.1

3.4

11.4

10.9

10.6

11.3

11.3

9.4

8.7

8.4

9.3

9.3

12.8

12.6

12.3

12.7

12.7

1.00

1.02

1.00

0.98

0.95

Impaired loan ratios3
nonfinancial sector
households
consumer loans
housing loans
enterprises
large enterprises
SMEs
Charges to provisions for impaired loans3 to net value of loans1
nonfinancial sector
households

0.79

0.85

0.86

0.86

0.84

consumer loans

1.39

1.47

1.66

1.74

1.83

housing loans

0.33

0.37

0.34

0.31

0.33

1.40

1.35

1.26

1.23

1.16

large enterprises

1.04

0.87

0.90

0.87

0.87

SMEs

1.70

1.73

1.56

1.58

1.45

8.6

8.0

8.7

6.9

6.8

Short-term liquidity standard M23,5

1.47

1.39

1.37

1.42

1.37

Long-term liquidity standard M43,5

1.20

1.19

1.19

1.20

1.19

Total capital ratio2

14.6

14.8

14.9

14.7

14.9

Tier 1 capital ratio2

13.3

13.6

13.7

13.5

13.6

Common Equity Tier 1 capital ratio2

13.3

13.6

13.7

13.4

13.6

11.56

11.26

11.13

11.27

11.40

enterprises

Funding gap3

Financial leverage (multiple)

2,3

1
2

Annualised data.
Domestic banking sector.
For deﬁnition, see Glossary.
4 Loans to residents, data aer excluding the impact of foreign exchange rate changes.
5 Banks from the domestic banking sector with total assets over 200 million zlotys.
Source: NBP.
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Credit unions sector
The situation in the credit unions (SKOK) sector

cision to suspend their operations due to their poor

remains diﬃcult. Restructuring activities are con-

economic and ﬁnancial standing

ducted with regard to a number of credit unions.

the possibility to settle liabilities in the scope of pay-

Out of 50 credit unions which carried out their op-

ment of funds towards depositors85 . Continuing the

erations at the end of March 2015,82 41 were obliged

recovery measures in the sector, in 2015 KNF invited

to prepare a recovery programme, whereas this pro-

banks to participate in the restructuring of another

gramme was accepted by the Polish Financial Super-

SKOK and took the decision on the appointment of

vision Authority (KNF) in only 8 cases. KNF also

an administrator in two credit unions86 .

obliged the National Association of Credit Unions to
present such a programme due to the balance sheet
loss generated in January 2014.

84

and the loss of

A consequence of the restructuring activities in the
sector is the reduction of the scale of its operations. The assets of the credit unions system de-

Under the restructuring processes, in the previous

clined to 12.9 billion zlotys, and the rate of decline

year, two credit unions were taken over by commer-

in ﬁrst quarter of 2015 was higher than in the whole

83

(with the ﬁnancial support of BFG),

of 2014 (7% against 6.3%). The relation of assets

and in the case of another two - KNF took the de-

of operating credit unions to banking sector assets

cial banks

82 The

analysis was conducted based on the reporting data of 50 credit unions continuing their operational activities. In order to maintain comparability, the data of previous periods also comprise only active credit unions. Reporting data do not include all adjustments
proposed by auditors, resulting from the veriﬁcation of the 2014 annual ﬁnancial statements of credit unions.
83 SKOK im. św. Jana z Kęt was taken over by Alior Bank as of 1 September 2014, whereas SKOK im. M. Kopernika was taken over by
Bank Pekao SA as of 22 December 2014.
84 In its communication, KNF indicated that the necessity to suspend the operations of SKOK Wspólnota and ﬁle a petition to declare
it bankrupt arises from the economic and ﬁnancial situation found in the credit union by the administrator, in particular, due to the
lack of perspectives to mitigate the growth of losses and improvement of the situation and from the unfavourable multi-annual agreements for the credit union, concluded before the appointment of the administrator in the credit union, which outsourced signiﬁcant
areas of operations. The agreements were concluded in a manner which, in practice, signiﬁcantly limited the possibility to change
them. In September 2014, the District Court Gdańsk–Północ ruled on bankruptcy of SKOK Wspólnota.
85 SKOK Wołomin, according as at 10 December 2014, lost its ﬁnancial liquidity following the prior exhaustion of own liquid assets,
including all assets deposited in the National Association. In February 2015, the District Court for the capital city of Warsaw issued
the decision on bankruptcy of SKOK Wołomin.
86 On 15 June 2015, an administrator was introduced in SKOK Kujawiak and on 10 July in SKOK im. S.Wyszyńskiego, whereas on 18 June
2015 KNF approved the takeover of SKOK Wesoła by PKO BP.

Financial Stability Report. July 2015

81

Chapter 3.

amounted to 0.8%, whereas loans and deposits of

The capital position of credit unions

the non-ﬁnancial sector in the credit union sector
reached, respectively: 0.8% of loans and 1.4% of de-

The capital position of the credit union sector de-

posits of non-ﬁnancial entities in the banking sector.

teriorated. The increase in capital, observed in the

The restructuring processes implemented last year

fourth quarter of 2014, resulted from a capital in-

resulted in the growth of the concentration level

jection by the National Association in several credit

in the sector –- the share of the biggest credit union

unions through taking up optional participations

in assets of the sector amounts to approximately

and recognising the amount of additional liability

52%.

of members as regulatory capital of several credit
unions.87 On the other hand, the decline in the reg-

In order to reduce the irregularities identiﬁed in

ulatory capital of credit unions by over 50% in the

the course of supervision, the Financial Supervi-

ﬁrst quarter of 2015 resulted from the realisation of

sion Authority (KNF) in June 2015 issued two rec-

losses incurred by credit unions as a result of dete-

ommendations for credit unions (The A-SKOK Rec-

riorating quality of loans and decreasing interest in-

ommendation concerns good practice in credit risk

come. At the end of March 2015, the total regula-

management in credit unions, and the B-SKOK

tory capital of operating credit unions amounted to

Recommendation concerns good practice in corpo-

171 million zlotys, whereas the capital adequacy ra-

rate governance in credit unions). At the end of

tio reached 1.39%. In order to reach the required

June 2015 the dra Recommendation C, concerning

minimum capital adequacy ratio at a level of 5%,

credit unions’ accounting, was put to public consul-

the credit unions would need an additional capital

tation. Recommendations of KNF are a set of good

of 443 million zlotys. Aer accounting for the ad-

practices based on both guidance issued by World

justments resulting from the post-inspection recom-

Council of Credit Unions (WOCCU) and national as

mendations of KNF the regulatory capital of credit

well as international experiences.

unions would drop to -444 million zlotys, whereas

The scale of interconnectedness between the bank-

the solvency ratio would reach -3.81%, and the

ing sector and the credit union sector remains in-

deﬁcit of capital would amount to 1 028 million zlo-

signiﬁcant. Receivables of credit unions due to de-

tys (see Figure3.1).

posits and current accounts at banks amounted to
0.7 billion zlotys, whereas their liabilities to banks
were 0.002 billion zlotys. The National Association’s
receivables at banks amounted to only 0.8 billion
zlotys, declining by approximately 45% in the last
two quarters.

The inspections ﬁndings concerning irregularities
in asset valuation were conﬁrmed by additional review of approved ﬁnancial statements for the year
2013, carried out in several credit unions by auditors commissioned by the Financial Supervision
Authority. Aer accounting for the objections resulting from auditors’ opinions the ﬁnancial results
of 2013 should be reduced by 233 million zlotys, and

87 In

accordance with Article 24 of the Act on Credit Unions, the regulatory capital of credit unions comprises the following: the share
capital, the resource fund, the revaluation fund, subordinated debt (subject to the approval of KNF), unrealised gains on debt and capital instruments classiﬁed as available for sale, and the amount of additional liability of credit union members (subject to the approval
of KNF). So far, 45 credit unions amended their the articles of association, enabling them to increase the regulatory capital by recognising the amount of additional liability of credit union members. 10 credit unions have already received the approval of KNF. KNF
approval means that the liability of members for losses of the credit union is raised to a speciﬁed (up to double) multiple of the amount
of paid participations.
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regulatory capital by 995 million zlotys.
The earnings of credit unions
Figure 3.1. The regulatory capital and the capital adequacy

ratios of credit unions

losses.

Regulatory capital estimated after on-site inspections' corrections

the losses of operating credit unions amounted to

Capital adequacy ratio (right axis)

At the end of the ﬁrst quarter of 2015,

Capital adequacy ratio after on-site inspections' corrections (right axis)

103 million zlotys and were slightly lower than in

400

4%

the whole of 2014(-142.5 million zlotys). Aer fully

300

3%

accounting for the adjustments resulting from post-

200

2%

100

1%

0

0%

inspection recommendations, the result should be
adjusted by a further 615 million zlotys.

-300

-3%

cantly aﬀected by the deteriorating quality of loans

-400

-4%

and decreased interest income (due to the low level

-500

-5%

of interest rates).

12-2014

3-2015

-2%

9-2014

-200

6-2014

-1%

3-2014

-100

12-2013

zloty million

The credit unions sector continues to generate

Regulatory capital

Source: KNF.

The ﬁnancial results of credit unions were signiﬁ-

The persisting high share of restructured loans in
the loan portfolio, whose value may be subject to

Figure 3.2. Distribution of assets of credit unions continu-

further revaluation, constitutes a risk for the re-

ing operations by the capital adequacy ratio

sults of credit unions in the subsequent periods.

12-2013

3-2014

6-2014

9-2014

12-2014

03-2015

and other securities held by credit unions88 , there is

Distribution of credit union's assets by the
capital adequacy ratio

90%

31

a risk that their revaluation may also have a negative

80%
12

70%

eﬀect on their results.
12

60%

1616

The number of credit unions reporting negative

10

50%

results is growing (see Figure 3.3). Among the 50

40%

29 26
25 26

credit unions continuing operations, at the end of

30%
20%
10%
0%

Source: KNF.

Moreover, due to the portfolio of shares and stocks

15
10 10

26
12

13

9 6

poniżej 0%

0%-5%

the ﬁrst quarter of 2015, 30 credit unions reported a
loss.

powyżej 5%

Capital adequacy ratio - credit unions carried out their
operations

Lending and credit risk in credit unions
Credit unions reduced their activity on the credit

Despite the unfavourable situation of the sector as

market. The value of loans granted by operating

a whole, 26 credit unions whose share in assets of

credit unions decreased in net terms to below 7 bil-

the sector amounts to approximately 18% reported

lion zlotys and currently accounts for approximately

the capital adequacy ratio above the statutory re-

54% of total assets. The decline in lending observed

quirement of 5%. At the end of 2014, 31 credit

in the last two quarters resulted both from revalu-

unions met the supervisory requirement, and for the

ation of the deteriorating part of the portfolio and

majority the ratio was positive(see Figure 3.2).

from sales of a part of overdue debt. In the struc-

88 In

the ﬁrst quarter of 2015 some credit unions sold debt securities in exchange for shares or participations in commercial companies.
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ture of the loan portfolio consumer loans prevail,

Loans with arrears in repayment of more than 12

with their current share reaching approximately 80%

months constitute the biggest group (80%) of over-

(see Figure3.4).

Loans with maturity of over 12

due receivables, whereas in terms of product –

months constitute about 74% of the portfolio. Tak-

consumer loans dominated (approximately 50%).

ing into account the original maturity, over 60%

The share of real estate loans is also signiﬁcant

of the portfolio are loans with a maturity of over

(around 44%), which, together with the limited

5 years, and the share of this group continues to

share of this type of loans in the total portfolio, con-

89

grow . Extending the duration of loans in the en-

ﬁrms their low quality. About 7% of the loan port-

vironment of declining interest rates increases the

folio was subject to restructuring (including 37% of

client’s creditworthiness, but it also enhances the

loans with the value over 1 million zlotys), which

risk in the operations of the credit union in future

may negatively aﬀect the results of the sector in the

periods.

future. Until the end of March 2015, credit unions
created provisions of 1.77 billion zlotys, which cov-

Figure 3.3. Net earnings of credit unions

ered almost 85% of overdue receivables with arrears
in repayment of over 3 months. Credit unions also
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Figure 3.4. The structure of credit unions’ loan portfolio
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The quality of the loan portfolio of operating credit
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unions remains poor, although over the recent two

3

quarters the share of overdue loans90 slightly de-

2

creased (a decline of the ratio by 1.3 pct. pts.).
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The improvement resulted mainly from the sale of
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unions sold debt with the value of 0.34 billion zlotys
(mainly overdue loans with arrears in repayment of
more than 12 months)91 . Overdue loans constitute
almost 24% of the loan portfolio (see Figure 3.5).
89 In

accordance with the provisions of the Act of 2009 on Credit Unions, from October 2012 credit unions may also grant loans with a
maturity of over 5 years (earlier only up to 5 years). In the whole of 2014, the share of this group of loans in the credit unions portfolio
increased by over 11 percentage points.
90 Presented data refer to overdue loans with arrears in repayment of more than 3 months.
91 The gross value of all debt sold by credit unions as at the end of 2014 amounted to 2.4 biilion zlotys.
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Figure 3.5. Overdue loans at credit unions – structure, share

Figure 3.6. The structure of credit unions’ deposits and

in loan portfolio and the level of coverage by provisions
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Liquidity risk at credit unions
Deposits of credit unions members still represent

Figure 3.7. Structure of liquid assets and their share in

credit unions’ assets
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Banks deposits
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In the group of deposits, term deposits prevail, in-

As a result of the payout of deposits, the level
of liquid assets

92

decreased.At the end of March

2015 credit unions reported 2.7 billion zlotys of liq-

3-2015

12-2014

9-2014

6-2014
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than 10% (see Figure 3.6).

10%
12-2013

cluding deposits over 12 months constituting more

12%
0,0

* This item also includes debt instruments guaranteed by the State
Treasury.
** Units of money market funds.
Source: KNF.

uid assets (against 3.3 billion zlotys at the end of

At the end of 2015 Q1, the value of liquid reserve 93

2014 ), and their share in total assets amounted to

amounted to 1.3 billion zlotys, whereas the reserve

21.2% (see Figure3.7).

ratio reached 10.7% (see Figure 3.8). In individual

92 Liquid

assets comprise mandatory and non-mandatory deposits at the National Association, money assets, i.e. cash and funds at current bank accounts, bank deposits and debt instruments (Treasury bonds and units of money market funds).
93 Funds classiﬁed as liquid reserve may be maintained only as cash, deposits at the National Association or units of money market funds.
In order to secure their liquidity, credit unions are obliged to maintain the liquid reserve at a level of at least 10% of the savings and
lending fund which, under Article 25 of the Act of 5 November 2009 on Credit Unions is created from membership contributions and
savings collected by members.
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cases in the ﬁrst quarter of 2015 the requirements of

ticular decreased in the last quarter by almost 24%

minimum rate of liquid reserve have been infringed.

(whereas in relation to the end of the third quarter

Credit unions did not use liquidity credit from Na-

of 2014 it decreased by almost 50%). This resulted

tional Association.

from the increased demand of credit unions for liquidity. Consequently, the share of this item in assets

Figure 3.8. Liquid assets and liquid reserve of credit unions

of National Association decreased to less than 31%.
At the same time, since the end of 2014 the role
assets has been growing – reaching 15% at the end
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The balance-sheet of the National Association
and its functions

eral credit unions in the form of purchase of optional participations.

to constitute the main source of the National Association’s funding. At the end of March 2015, credit
unions kept over 1.7 billion zlotys in the National Association, of which 50% were deposits forming part
of liquid reserve. Moreover, the National Associa-

The National Association’s mandate is to ensure

tion gathers funds due to the due reserve require-

ﬁnancial stability of credit unions, and most no-

ment of credit unions, transferred on their behalf

tably, to provide them with ﬁnancial support from

to the account at NBP.

the stabilisation fund. At the end of the ﬁrst quarter
of 2015, the National Association’s assets amounted
to 2.8 billion zlotys. Their substantial decline (by
16.8%) was recorded in the fourth quarter of 2014 as
a result of the takeover of two credit unions by banks
and the suspension of the operations of one credit
union by KNF (see Figure3.9).

The value of the Stabilisation Fund, the main
source of ﬁnancing of the intra-sectoral restructuring of credit unions, amounted to 281.3 million
zlotys. The National Association, used money from
the Fund to provide loans to credit unions. The
value of these loans at the end of the ﬁrst quarter of
2015 amounted to 153 million zlotys. In the fourth

Changes occurring in the credit unions system also

quarter of 2014, a part of funds coming from the

aﬀected the change in the National Association’s

stabilisation fund was allocated for the capital injec-

assets structure. The main items continue to in-

tion of credit unions (purchase of optional partici-

clude cash (cash in hand and at bank) and debt in-

pations amounting to 146 million zlotys), which en-

struments, whose total share in assets was approx-

abled a certain improvement of their capital situa-

imately 61%. However, the value of cash in par-

tion.
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Figure 3.9. Composition of the balance sheet of the National Association: assets – le-hand panel, liabilities – right-hand

panel
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Box 6. Why fast introduction of the European regulations concerning the resolution into the Polish
law is necessary?
Costs of crises in banks
During the recent ﬁnancial crisis, governments all over the world have intervened to save insolvent banks for
fear of the destructive eﬀects of their bankruptcy for the ﬁnancial system and the whole economy. However, such
activities were very costly for taxpayers, which turned out particularly severe in the European Union. In 2007-2014,
the European Commission took over 450 decisions approving public aid for 112 banks, whose assets constitute over
30% of banking sector assets in the whole of the EU. The governments spent over 671 billion euros on bailing out
the banks in the form of capital and repayable loans (5.4% of EU GDP of 2008) and 1.3 trillion euros of guarantees
for liabilities (10.3% of GDP). Such a policy contributed to a signiﬁcant increase in public debt of the EU countries,
in particular, of the euro area, which was most aﬀected by the crisis. In those countries, public debt increased from
66% of GDP in 2008 to over 90% of GDP in 2014.
This experience has proved that a new approach to banks exposed to the risk of bankruptcy is necessary, where
shareholders and creditors are primarily aﬀected by poor management, and public sector funds are - as a rule not engaged. This approach is deﬁned as the mechanism of compulsory restructuring of ﬁnancial institutions (in
other words - resolution). An eﬀectively functioning resolution system is the prerequisite for the eﬃcient operation
of the ﬁnancial safety net of the country and protection of public ﬁnance against the eﬀects of bank crises.
The relevant solutions in the European Union were introduced by the BRR directive1 , with the deadline for
implementation into the national law of member states set for the beginning of 2015. The Directive makes a
number of restructuring instruments available to public authorities, i.e. (1) mandatory sale of the business, (2)
asset separation tool, (3) the setting up of a bridge institution, (4) bail-in tool. Their detailed description in
the legal provisions is required due to the fact that they assume interference with the rights of bank owners
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and creditors in order to protect the stability of the functioning of the ﬁnancial system and the economy. The
Directive also enables intervention at an early stage, before the problems of the ﬁnancial institution lead to its
bankruptcy.
The need to introduce the resolution mechanism into Polish law
The resolution mechanism in Poland is to be introduced by the Act on the Bank Guarantee Fund (BFG), the
deposit guarantee scheme and compulsory restructuring2 . The work on the dra Act has been underway since
2011; however, it has still not been completed.
The introduction of a legal basis for the resolution process in Poland is urgent in terms of the needs of the
national ﬁnancial system. Delays in the introduction of the provisions of the BRR Directive in Poland prevent
the application of the full range of tools oﬀered by the Directive to the restructuring of the credit unions sector
(see Chapter 3). The restructuring of this sector is conducted with the use of the limited set of tools permitted
under the currently applicable Acts on the BFG and credit unions, i.e. (1) takeover of a whole credit union by
another credit union or by a bank; and (2) takeover of selected property rights and liabilities of the credit union.3
The signiﬁcant scale of outsourcing in the activity of some credit unions makes the ﬁrst of these methods diﬃcult
to apply due to the lack of interest from potential investors. On the other hand, the second of these solutions
has not been used in practice due to the expected ﬁnal adjudication of the Constitutional Tribunal in relation to
the contested provisions regulating this activity and the resulting lack of legal certainty. As a consequence, the
restructuring of the sector is slow and costly. The only alternative to the takeover of the whole institution is to ﬁle
for the bankruptcy of the credit union, which is certainly the most expensive way of solving the problem. It results
in the necessity to pay guaranteed deposits from the BFG funds. As the resources collected in the BFG by the credit
unions themselves are insuﬃcient, the costs are, in fact, incurred by the banks, which have paid over the years
contributions to the assistance fund at the BFG. The higher burdens for banks due to the payments to the BGF are
subsequently transferred to their clients in the form of an increase in the prices of ﬁnancial services. Moreover,
the disbursement of resources from the BFG funds is classiﬁed as expenditure of the public ﬁnance sector, which
comprises the BFG, which, under the speciﬁc level of budgetary deﬁcit, may mean the need to abandon other,
socially justiﬁed expenses.
Whereas in the case of the credit unions sector, the available restructuring tools are limited, in relation to banks
they practically do not exist. In the case of potential problems in the banking sector, the only available instrument
is the voluntary takeover of the bank by another bank, without the ﬁnancial support of the BFG. The standard
procedure of bank bankruptcy, with all its adverse consequences of a systemic nature, remains as an alternative. At
the same time, it should be remembered that an average cooperative bank, or even a small commercial bank, may
create a much higher burden for the BFG funds than the current costs of deposit payments to credit union clients.
On the other hand, the potential public aid which is theoretically possible pursuant to the Act on recapitalisation
of some ﬁnancial institutions requires notiﬁcation and the approval of the European Commission. However, it
may refuse to grant its consent, since public aid is contradictory with the basic rules of the resolution process
aimed at maintaining the critical functions of the bank, however, with no need to use public funds. In case the
BRR Directive is not implemented on time, the Member State should, in accordance with the European Union law
and the case law of the European Court of Justice, refrain from applying measures contradictory to the objectives
of the Directive that has not been implemented .
Apart from formal reasons, public aid should not be the only available tool of the procedure applicable towards
banks endangered with the risk of bankruptcy, due to the associated costs to the taxpayer and the unmeasurable costs in the form of creating potential moral hazard. The experience of the recent crisis in the developed
economies has indicated that such a policy generates signiﬁcant risk for public ﬁnance.
Cross-border aspect of resolution process
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In addition, there exist broader consequences of postponing the introduction of the provisions of the BRR
Directive into the domestic law, arising from the cross-border dimension of the provisions of the BRR Directive.
This is extremely important for Poland as a country with a signiﬁcant share of entities constituting parts of large
European banking groups. The Directive requires the cooperation of bodies responsible for the resolution process
from home countries and host countries. In such circumstances, the lack of a formally appointed Polish resolution
authority is a problem. In the European Union, resolution colleges are created for cross-border banking groups
present in Poland. The role of the colleges is to develop resolution strategies and plans for such groups. The lack
of participation of a Polish authority or its participation without voting rights 4 means that Poland may not have
a real impact on the shape of these plans, and the adopted solutions will not reﬂect the situation in the Polish
market. Moreover , Poland is represented in the EBA Resolution Committee by the BFG which – until the Act
enters into force - may not be treated as a formal resolution authority in Poland. When EBA starts taking signiﬁcant
decisions, the position of Poland will not be equal to other Member States and probably our participation in the
EBA Resolution Committee will be possible only as an observer with no voting rights.
The lack of an authorised body may have even more impact under the circumstances of launching a resolution
process. The group resolution plan created by the authority of the home country may envisage the application of
the resolution tools towards the subsidiary in the Polish jurisdiction. At the same time, the Polish authorities will
not have comparable resolution tools to be applied to the Polish part of the cross-border group. This creates a substantial uncertainty related to the possibilities of eﬀective crisis management in the bank, taking into consideration
the consequences for the domestic ﬁnancial system and the domestic taxpayer.
The last argument indicating the need to eﬀectively complete work on the implementation of the provisions of
the BRR Directive into Polish law is the fact that the delay in implementation of the directives exposes Poland
to negative opinions as a country with an ineﬀective legal system as well as the possibility of the European
Commission ﬁling a complaint to the European Court of Justice. The consequences of such measures, besides
reputation costs for Poland, may also include a ﬁnancial penalty.

1

Directive of the European Parliament and of the Council 2014/59/EU establishing a framework for the recovery and resolution
of credit institutions and investment ﬁrms.
2 Apart from the implementation of the BRR Directive, this Act will adjust the Polish law to the DGS Directive, to be
transposed on 3 July 2015.
3 Under the rules deﬁned in Chapter 6b of the Act on credit unions.
4 It may be assumed that the participation of the BFG itself, as the planned Polish authority for resolution (the resolution
authority) will be possible; however, it will certainly not be membership equal to the formally assigned authorities of other
countries. Moreover, it is doubtful whether the BFG will have access to the data related to individual banks until it becomes
the formally appointed resolution authority.
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Non-credit ﬁnancial institutions
In the ﬁrst quarter of 2015, the sector of non-credit
ﬁnancial institutions (NIF) was developing at a

4.1.

Investment fund

faster rate than the banking sector (see Table 1.1).

management companies and

The asset growth of non-credit ﬁnancial institutions

investment funds

was primarily driven by an increase in funds accumulated by investment funds.

Given the implemented business model and spe-

The impact of the non-ﬁnancial institutions sector

ciﬁc nature of services oﬀered by domestic invest-

on systemic risk is mainly analysed in three dimen-

ment funds, they do not generate risk to ﬁnan-

sions:

cial system stability. The funds do not guarantee
the attainment of the set investment target, and the

– the sector’s resilience to risks and capacity of

risk associated with their operations is wholly borne

its individual segments to ensure continuity of

by their participants. Unlike in countries like the

segment-speciﬁc ﬁnancial services provided for

United States, France, Luxembourg or Ireland, con-

the real economy,

stant net asset value (CNAV) money market funds
– which given their signiﬁcant role as the source

– the capacity of NIF investment behaviour to
inﬂuence asset prices,

of short-term ﬁnancing for banks, are regarded as
systemically important – do not operate in Poland.
However, the potential impact of domestic invest-

– the extent and type of linkages with the bank-

ment funds on ﬁnancial stability may be to inﬂuence

ing sector (ownership, credit and ﬁnancing).

ﬁnancial markets and the prices of ﬁnancial instruments.

Additionally, risk speciﬁc to each segment is anal-

The impact of investment funds on ﬁnancial mar-

ysed.

kets is largely dependent on their participants’ behaviour. This, in particular, applies to participants
in open-end funds that redeem units at the request

90

Narodowy Bank Polski

Non-credit ﬁnancial institutions

of investors. If investors choose to withdraw their

funds by households (8.7 billion zlotys) and enter-

capital should market distortions arise, the funds

prises (6.7 billion zlotys).

94

may be forced to sell oﬀ assets that they hold. This
may lead to a (further) decline in the prices of ﬁnancial instruments, and even constrain market liquid-

Table 4.1. Assets of open pension funds (OFE), insurance

companies (ZU), investment funds (FI) and banks (PLN
billion)

ity. As a consequence, losses by both unit holders

NIF

who have remained funds participants, and other
participants in the ﬁnancial market, may grow further.
It is essential for the safety of funds accumulated by
investment funds that they keep their investments
at an appropriate liquidity level. In the case of the

NIF /

NIF

Banks

195.0

661.5

1 404.7

47.1%

219.5

547.2

1 529.6

35.8%

231.1

569.1

1 566.6

36.2%

OFE

ZU

FI

2013

299.3

167.2

2014

149.1

178.6

2015

155.2

182.8

Banks

Note: Data for 2015 as at the end of March. Data for OFEs and
FIs correspond to net assets, and for ZUs – total assets. Due to the
adjustments made, the data may diﬀer from those presented in
the previous editions of the Report.
Source: UKNF, NBP.

investment funds that redeem participation units at
the request of unit holders, a large share of instruments with reduced liquidity may lead to diﬃcul-

The asset structure of investment funds

ties in executing orders placed by clients to redeem

The structure of investment funds’ assets did not

participation units and subsequently in paying them

change signiﬁcantly (see Figure 4.1). At the end of

funds as required by the execution of the orders. Sit-

2014, domestic government bonds continued to ac-

uations where investors cannot withdraw funds de-

count for the largest portion of investment funds’ as-

posited as participation units may bring about more

sets (24.3%). As compared with the end of 2013, the

diﬃculties in fulﬁlling their obligations. Such situ-

share of other debt securities increased, while that

ations also negatively impact the image of entities

of other equity ﬁnancial instruments diminished.97

operating in the investment funds market and un-

Instruments issued by enterprises were of major im-

dermine conﬁdence in them.95

portance in the portfolio of other debt securities,

In 2014 net asset of investment funds grew.
Throughout the year, they grew by 24.5 billion zlotys, reaching their all-time high, i.e. 219.5 billion
zlotys. It was mainly the result of a net inﬂow of
17.2 billion zlotys. Similarly to 2013, the largest
amount of funds was paid to funds classiﬁed as

and among other equity ﬁnancial instruments, securities not listed on organised markets were of major importance. Securities held by investment funds
were not a major source of funding of enterprises,
so the impact of investment funds on the ﬁnancial
cycle was limited.

‘other funds’96 (9.3 billion zlotys) and to debt se-

The structure of assets of the investment funds is

curity funds (11.4 billion zlotys, including 7.9 bil-

aﬀected by the structure of allocation of assets to

lion zlotys to domestic debt security funds). The

funds that pursue a speciﬁc investment policy. As

largest amount of funds was paid to investment

in the past, at the end of 2014 funds classiﬁed as

94 When

the participants demand redemption of participation units on a large scale, a fund may suspend the repurchase for a speciﬁed
period of time. It is also possible to apply a solution that involves the repurchase of participation units in instalments by applying
proportional reduction (Article 89(4) and (5) of the Act of May 27 2004 on Investment Funds).
95 The example of such a situation is the case of investment funds managed by Inventum TFI, which lost authorisation to conduct its
activities in October 2014. For more information, see previous editions of the Report.
96 Other funds are funds other than equity funds, balanced funds, stable growth funds and debt security funds.
97 Other debt securities are securities other than domestic Treasury securities, while other equity ﬁnancial instruments are instruments
other than those quoted on the Warsaw Stock Exchange Main List and NewConnect, and participation units of investment funds.
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other funds, which mainly included non-public asset

The TFI losses should not have a bearing on the se-

funds, prevailed. Some of these funds were designed

curity of funds accumulated in investment funds.

as individual investment solutions addressed to spe-

TFIs and the funds they manage are separate legal

ciﬁc investors (mainly enterprises). Domestic debt

persons, and funds’ assets are separated from the as-

securities funds also held a big share.

sets of TFIs. Holders of participation units are also
unlikely to suﬀer the consequences of a potential

Figure 4.1. Structure of assets of investment funds

bankruptcy of custodians entrusted with keeping investment funds’ assets, as these funds are separated

Deposits and granted loans
Domestic treasury securities
Other debt securities
Shares listed on GPW and NewConnect
Investment funds' units and certificates
Other equities
Derivatives
Fixed tangible assets and other assets

from their bankruptcy estate.

Equity capital of investment fund management

100%

companies
80%

The capital position of the sector improved in 2014.
60%

The aggregate equity capital of TFIs was over ﬁve
times higher than the capital requirement for the

40%

whole sector.100 As compared with the end of 2013,
20%

the aggregate equity capital of TFIs increased by

0%

12-2013

Source: NBP.

6-2014

12-2014

Financial results of investment fund management
companies

nearly 1/3. The increase was associated with the IPO
of one TFI. The sector’s equity capital relative to the
sum of investment funds net assets was low and did
not exceed 1%.

The ﬁnancial condition of investment fund management companies was good and did not pose a
threat to maintaining the continuity of ﬁnancial
services provided by the sector (see Table 4.2). As
investment funds’ assets grew, there was an increase

4.2.

Pension fund management
companies and open
pension funds

in the sum of management fees charged by TFIs
as well as their revenues and earnings.98 In 2014,

In Poland, there are 12 pension fund management

proﬁt was reported by 50 TFIs, and eight TFIs posted

companies. At the end of May, the net assets they

99

losses.

managed amounted to 159.6 billion zlotys.

98 The

fee for investment fund management is the main source of TFI revenues. In 2014, investment fund management fee revenues
accounted for 92.4% of the sector’s total revenues.
99 “Raport dotyczący sytuacji ﬁnansowej towarzystw funduszy inwestycyjnych w 2014 r.” UKNF, April 2015, p. 9.
100 As provided by Articles 49 and 50 of the Act of 27 May 2004 on Investment Funds, an investment fund management company is
obliged to keep its shareholders’ equity at a level not lower than 25% of the diﬀerence between the value of overall costs and the
value of variable distribution costs incurred in the preceding ﬁnancial year, and at the same time, at a level not lower than the zloty
equivalent of euro 125 thousand, or euro 730 thousand, if the object of its activities has been extended to include managing portfolios
including one or more ﬁnancial instruments. Moreover, from the time when the value of assets of investment funds and the value of
assets of collective portfolios of securities managed by an investment fund management company exceeds the zloty equivalent of euro
250 million, such management company is obliged to increase the level of its shareholders’ equity by an additional amount, equal to
0.02% of the diﬀerence between the sum of the value of assets of the investment funds and the value of assets of collective portfolios
of securities, and the zloty equivalent of euro 250 million. A TFI is not obliged to increase its shareholders’ equity if the sum of the
initial capital of such a management company and the additional amounts exceeds the zloty equivalent of euro 10 million.
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Table 4.2. Financial results and basic indicators for the TFI sector vs. average monthly net asset value of investment funds

Total revenues:
- management fee
Total costs
Pre-tax profit
Net profit
Equity capital
Equity capital requirement
Average value of investment funds net assets
Equity capital coverage ratio
Pre-tax profit margin (%)
ROE (%)

12-2012
(zloty million)
2 169
1 978
1 764
405
325
976
232
138 251
4.2
18.7
31.7

12-2013
(zloty million)
2 654
2 416
2 129
525
426
1 102
249
176 902
4.4
19.8
42.2

12-2014
(zloty million)
2 834
2 618
2 249
585
477
1 451
275
212 118
5.3
20.6
38.4

Change
12-2014/12-2013 (in %)
6.8
8.3
5.6
11.4
12.0
31.7
10.2
19.9
0.9
0.8 pp.
-3.8 pp.

Note: Due to the adjustments, the data on the average net asset value of investment funds may diﬀer from the data presented in the
previous editions of the Report. ROE calculated on the basis of the average value of equity capital at the end of particular quarters of a
given year.
Source: UKNF, NBP.

Due to the structure of investment portfolios of

markets and thereby on their prices.

open pension funds (OFEs), their current investment behaviour can mainly inﬂuence the prices of
shares quoted on the domestic market and, to a

Structure of OFE investments

lesser extent, non-government debt securities. Fol-

There have been no marked changes in the struc-

lowing changes in legal regulations made in 2014,

ture of OFE investment portfolios as compared

the current character of OFEs and the way they

with the end of the ﬁrst half of 2014 (see Figure 4.2).

potentially impact systemic risk is partly similar to

Domestic equity instruments, mainly shares quoted

the investment funds sector.101 From the point of

on the Warsaw Stock Exchange, prevailed. In the

view of ﬁnancial stability, the most important fact is

period under analysis, their share in the OFE invest-

that investment risk is entirely borne by OFE par-

ment portfolio remained at an unchanged level of

ticipants. However, unlike investors in participa-

79-80%.102 This approximates the nature of OFEs to

tion units of investment funds, OFE members can-

typical equity investment funds.

not freely decide about the value of assets being invested at the moment of market disruption. With

Treasury debt securities are the assets that are in-

respect to this, an open pension funds can reallo-

creasingly marginalised. At the end of the ﬁrst quar-

cate assets into categories of assets within their in-

ter of 2015, they accounted for just 0.7% of invest-

vestment portfolio. Only to this extent, can they in-

ments. Due to the provisions in force since 2014103 ,

ﬂuence the supply of ﬁnancial instruments on given

OFE can hold Treasury debt securities in their assets
till 4 February 2016.

101 The

legal changes and their consequences were discussed in the previous editions of the Report

102 In accordance with the applicable Act of 6 December 2013 on Amending Certain Acts in Connection with the Determination of Principles

for Old-age Pension Payments from Funds Collected in Open Pension Funds, the minimum limit for investments in equities till the end
of 2014 was 75% of assets, and it currently amounts to 55% of assets.
103 Article 32 of the Act of 6 December 2013 on Amending Certain Acts in Connection with the Determination of Principles for Old-age
Payments from Funds Collected in Open Pension Funds.
104 In accordance with Article 22 of the Act of 6 December 2013 on Amending Certain Acts in Connection with the Determination of Principles for Old-age Payments from Funds Collected in Open Pension Funds the maximum limit for investments denominated in the currency
of EU, EEA and OECD states amounted to 10% by the end of 2014, and now stands at 20%.
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Although the foreign investment limit rose104 ,

tee Fund105 (it was as much as 977 million zlotys from

OFEs are still fairly reluctant to make investments

the total amount of 2.018 billion zlotys in revenues

outside the domestic market. This reluctance arises

from pension fund management). Other sources of

from concerns about taking FX risk that cannot be

revenue aﬀected negatively the growth rate of the

hedged against by the funds. Despite these con-

sector’s technical result. The revenue from contribu-

cerns, the ﬁrst months of 2015 saw a certain upward

tion fees fell by nearly 60%, which was the result of

trend. Aer the share of foreign investments in OFE

two main reasons: relatively few members of OFEs

had decreased to 3.9% at the end of 2014, it rose to a

declared themselves willing to continue to pay con-

record high level of 5.7%.

tributions to the capital part of the pension system106
and the maximum contribution fee was lowered by

Figure 4.2. Structure of investment portfolios of open pen-

sion funds

half (to 1.75%). The eﬀect of these changes was to a
minimal degree mitigated by an increase in the part

Treasury securities

Foreign investments

Shares (domestic)

Other

of the contribution which is transferred to the OFE

100%

(in 2013, it was 2.8% of its base, in January 2014 –

90%

3.1%, and in the following months –- 2.92%). Rev-

80%
70%

enues from management fees, which have been the

60%

main component of PTEs revenues in recent years,

50%

also fell by over 30%. The decrease resulted from a

40%
30%

substantial reduction in the value of the assets under

20%

management.

10%
3-2015

9-2014

12-2014

6-2014

3-2014

12-2013

9-2013

6-2013

3-2013

12-2012

9-2012

6-2012

3-2012

0%

Due to an increase in the aggregate revenues from
OFE management, the technical proﬁtability of the
PTE sector also increased (by 5 percentage points,

Source: UKNF.

to 63%) (see Figure 4.3). However, it should be kept

Non-Treasury debt securities and bank deposits

in mind that this was the result of the one-oﬀ event

are of major importance among other OFE invest-

in the form of payouts from the Guarantee Fund.

ments.

All PTEs posted positive technical proﬁtability in the
previous year; however, big diﬀerences can be seen

Financial results of pension fund management

across the sector. The technical proﬁtability of three

companies

PTEs was below 20%, and that of the remaining ones

The technical proﬁt of the pension fund manage-

was in the range of 47–76%.

ment companies sector for 2014 was almost one

The net proﬁt growth rate of PTEs was very high,

third higher than that of the preceding year (see

which can be primarily explained by technical

Table 4.3). This was primarily due to a one-oﬀ rev-

proﬁt.

enue posted by PTEs from payouts from the Guaran-

growth rate was a relatively low net proﬁt for 2013.

The additional factor that improved that

105 In

accordance with Article 27 of the Act of 6 December 2013 on Amending Certain Acts in Connection with the Determination of Principles for Old-age Pension Payments from Funds Collected in Open Pension Funds the funds accumulated in the additional section of
the Guarantee Fund returned to PTEs and constituted their revenues. Although the core section was increased, the balance of the
operation remained positive for PTEs.
106 In July 2014, there were 16.6 million OFE members. A total of 2.56 million members declared to continue to transfer contribution
fees to the funds.
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Table 4.3. Financial results and proﬁtability of the PTE sector

Revenues from funds’ management:
- contribution fee
- management fee
- payments from Guarantee Fund
Funds’ management costs
Technical profit on funds’ management
PTE’s net profit
Technical profitability on funds’ management (%)
ROE

12-2012
(zloty million)
1515
290
1032
0
724
791
720
52,2
21,1

12-2013
(zloty million)
1668
390
1119
0
703
966
375
57,9
10,0

12-2014
(zloty million)
2018
161
777
977
747
1271
1094
63,0
31,1

Change
12-2014/12-2013 (in %)
21,0
-58,7
-30,6
6,3
31,6
191,7
5,1 pp.
21,1 pp.

Note: Data were updated based on balance-sheet data at the end of particular periods and may diﬀer tom the data presented in the
previous editions of the Report.
Source: UKNF.

Figure 4.3. Technical proﬁtability of pension fund manage-

Figure 4.4. Ratio of pension fund management companies’

ment companies

capital to the value of open pension funds’ net assets that
Differential

Mean

they manage

Median

90%

Differential

Mean

Median

80%
6%
70%
60%

5%

50%
4%

40%
30%

3%
20%
10%

2%

0%
1%

Note: Data were updated based on reports at the end of particular periods and may diﬀer from the data presented in the previous
editions of the Report.
Source: NBP calculations based on UKNF data.
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-10%

Note: Data were updated based on the balance sheet data at the
end of particular periods and may diﬀer from the data presented
in the previous editions of the Report.
Source: NBP calculations based on UKNF data.

Equity capital of pension fund management companies

4.3. Insurance companies

At the end of 2014, equity capital of pension fund

Traditional insurance activities carried out in

management companies amounted to 3.6 billion

Poland do not generate systemic risk.

zlotys. The ratio of equity capital to the assets un-

sults from the speciﬁc character of insurance activ-

der management increased when compared with the

ity, where the payment of claims is associated with

ﬁrst half and amounted (on average) to 2.4% at the

the occurrence of a speciﬁc fortuitous event, which

end of the year 2014 (see Figure 4.4).

in most cases is independent from the business or
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ﬁnancial cycle. On the other hand, the liquidation
of major claims and payment of claims is distributed
over time and may take several years.
Insurance companies are exposed to liquidity risk

Figure 4.5.

The largest domestic insurance companies

(share in gross written premium)
PZU

PZU Życie

Ergo Hestia

Warta

Open Life

MetLife

Aviva Życie

Allianz

Compensa

others

to a lesser extent than other entities, which stems
from a reverse product cycle. Insurance premium
15.0%

for the period of protection granted is paid in advance, and premium revenue is earmarked for the

39.8%
14.9%

payment of claims and liabilities coverage. The inﬂow of premium revenue is distributed over time,
and payments of claims are determined by an occur-

6.3%

rence of a fortuitous event.

6.1%
2.9%
4.2%
3.2%3.8% 3.8%

Domestic insurance companies are exposed to interest rate risk to a minor extent, which results
from an insigniﬁcant share of life insurance with
the guaranteed rate of return. Moreover, legal rules
require insurance companies to match the term
structure of assets earmarked for the coverage of
liabilities arising from the insurance contracts (socalled technical insurance provisions), thereby minimizing diﬀerences in changes on the assets side and
liabilities side resulting from movements in interest
rates.

Source: UKNF.

The share of premium written by domestic insurance companies points to market concentration in
a few of the largest entities (see Figure 4.6). The
three largest life insurance and three non-life insurance companies collected 50% of premiums, and the
ﬁve largest entities collected 57% and 68% of premiums, respectively. High concetration of polish insurance market was not untypical in comparison to
international markets, though concentration across

Life insurance, where investment risk is borne by

EU Member States is diversiﬁed.107 According to

the insured, has a limited inﬂuence on the solvency

IAIS, the share of the ﬁve largest life insurance com-

of speciﬁc entities. In the condition of distress on ﬁ-

panies ranges from around 30% to 80%. In non-life

nancial markets, a decrease in the value of assets (ir-

insurance, concentration is smaller and does not ex-

respective of reasons) results in a decrease in the cap-

ceed around 50%.

ital requirements, as solvency parameters are correlated with the level of liabilities.

The largest market share was held by the PZU
group, which as a dominant insurance company

The insurance sector was dominated by large in-

set the standards for conducting business on the

surance companies owned by domestic and foreign

Polish insurance market. In life insurance, these

capital groups. The value of the domestic insurance

standards related to group life insurance oﬀered at

sector, measured by the value of gross written pre-

a workplace. The standard of this service, which had

mium, did not change signiﬁcantly. The premium

a well-established use for several dozen years, has

written of the largest domestic insurance undertak-

been oﬀered by most insurance companies and is a

ing was 15% (see Figure 4.5).

vital part of their product oﬀer. In non-life insur-

107 “Insurance
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ance, PZU set the standards for handling car insurance that consists in the direct liquidation of claims.

Figure 4.7. Gross written premium
Life Insurance

Despite concerns about cost growth (insurance pol-

Non-life Insurance

12

icy prices), the standard has been adopted by the insurance companies operating in the domestic insur-
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ance market.
zloty billion
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Figure 4.6. Concentration curve in the insurance sector
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In 2014, the insurance sector recorded a decline in
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2
1

ten than in 2013, and this decrease was attributed

0
3-2012

premium written (see Figure 4.7). Insurance sector
I (life insurance) collected 8.3% less in premium writmainly to a reduction in the distribution of the socalled insurance-wrapped insurance deposits (sold
mainly via a bank network). Unit-linked insurance

3-2014
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12-2013

Insurance premiums and claims
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Source: UKNF.
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investments were the prevailing type of insurance
(12.6 billion zlotys) and accounted for 44% of the sec-

Earnings of insurance companies

tor’s total premium written. Aer the sale of car in-

In 2014, the ﬁnancial condition of insurance com-

surance dropped, insurance sector II (non-life insur-

panies did not jeopardise the continuity of ﬁnan-

ance and other personal insurance) collected 1.3%

cial services provided in the insurance sector. The

less in premium written than in 2013.

life insurance sector reported an increase in techni-

The lower number of insurance-wrapped deposits

cal proﬁt and ﬁnancial result. This was primarily as-

also led to a decrease in claims in the life insur-

sociated with a fall in the value of claims paid out

ance sector. In the non-life insurance sector, lower

and costs related to investment activities. The bet-

claims’ payments were associated with a lower pre-

ter results helped improve the ROE ratio (see Table

mium growth rate (see Figure 4.8).

4.4).
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The ratio of claims to premium income (the so-

of premiums) among insurance companies could re-

called loss ratio) in the non-life insurance sector

sult in a fall in equity capital and a deterioration of

deteriorated (see Figure 4.9). The ratio’s decrease

solvency parameters.

at the end of 2014 led to a fall in the proﬁtability
of insurance activities and had a direct impact on

Figure 4.10. COR in the insurance sector

the sector’s results. The technical result decreased

Life Insurance

mainly as a result of a worse record of claims in car

100.0%

insurance history. The decrease in technical result

97.5%

Non-life Insurance

was also driven by a lower (than in 2013) dividend
paid out by PZU Życie to PZU. At the end of 2014,

95.0%

the ROE ratio dropped as compared with 2013 and

92.5%

returned to the level recorded before that year (see

90.0%

Table 4.4).
87.5%
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85.0%

Figure 4.9. Loss ratio in non-life insurance

Source: UKNF.
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65%

Assets and investments of insurance companies

63%

Insurance companies held suﬃcient assets to cover
liabilities arising from insurance contracts and eq-

61%

uity capital (see Figure 4.11).
59%

Domestic insurance companies invest mainly in
12-2014
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6-2014

3-2014
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Source: UKNF.

The strong price competition observed in the nonlife insurance sector led to a decrease in premiums (in relation to costs incurred) to the level near-

government bonds. Except for unit-linked insurance investment, these companies practically do not
invest in shares of companies quoted on the regulated market, which means the value of their assets
is exposed to stock market ﬂuctuations only to a minimum degree.

ing the break-even point. This was demonstrated

In the second half of 2014 the value of investments

by a rise in the loss ratio and the ratio of claims

of life insurance companies increased by 0.6%108

paid and expenses to premium earned (the so-called

and at the end of 2014 amounted to 45.2 billion

COR) (see Figure 4.10). At the end of 2014, the Com-

zlotys. The largest items were government bonds

bined Operating Ratio rose to 96.3%. In the car third

(61.7%), participation units and certiﬁcates of invest-

party liability insurance, COR grew to 113%, which

ment funds (primarily funds managed by TFI PZU).

meant that the insurance was sold at a loss. Contin-

Term deposits accounted for a small portion of in-

uing strong competition (consisting in the lowering

vestments and were earmarked for servicing current

108 Life
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Table 4.4. Earnings and basic indicators of the insurance sector
12-2012
(zloty million)
Life Insurance (Sector I)
Gross Written Premium
Technical Result
Financial Result
ROE (%)
Non-life Insurance (Sector II)
Gross Written Premium
Technical Result
Financial Result
ROE (%)

12-2013
(zloty million)

12-2014
(zloty million)

12-2014/12-2013
Change (in%)

36 264
3 127
2 968
23.2

31 264
3 008
2 808
21.8

28 667
3 308
3 137
24.2

- 8.3
10.0
11.7
2.4 pp.

26 250
665
3 333
17.0

26 602
1 257
6 109
29.3

26 253
752
3 668
17.4

- 1.3
-40.2
-40.0
-11.9 pp.

Note: ROE – the ratio of ﬁnancial results in a year to an average value of equity. Due to the adjustments, data may diﬀer from the data
presented in the previous editions of the Report.
Source: UKNF.

payments and covering liabilities associated with so-

second half of the year). Their structure is deter-

called insurance-wrapped deposits (see Figure 4.12).

mined by the decisions of the insured, who choose
the type of fund. These investments do not directly

Figure 4.11. Balance-sheet structure of insurance compa-

inﬂuence insurance sector stability as the investment

nies

risk is borne by the persons who conclude the insurInvestments
Other assets
Technical provision (net)

Debtors
Own capital
Other liabilities

ance contract and have taken the fund selection decision. Participation units, certiﬁcates of investment

100%

funds and debt securities had the largest share in the
75%

investments. The portfolio of unit-linked insurance
investments may pose a potential operational risk

50%

for those insurance companies which have infringed
on the interests of the insured.

25%
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Assets
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Life Insurance
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Non-life Insurance

Note: Technical insurance provisions net.
Source: UKNF.

Solvency of the insurance sector
In 2014, all entities of the domestic insurance sector met the statutory solvency requirements. The
current principles for calculating the capital require-

The value of investments of non-life insurance

ments remain in force till the end of 2015. New prin-

companies amounted to 59.1 billion zlotys (an in-

ciples for setting these requirements will become ef-

crease of 6.6% in the second half of the year). The

fective from 1 January 2016 (under the Solvency II

largest share in investments was that of government

project). It can be expected that the application of

bonds (38.9%), participation units and certiﬁcates of

the new principles will result in a moderate fall in

investment funds (26.3%) and stocks or shares in sub-

the solvency ratios of insurance companies, which

sidiaries (see Figure 4.12).

means that some of them will have to increase own

Investments associated with unit-linked insurance
products grew to 54 billion zlotys (a 3.8% rise in the
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Assets of the insurance sector were higher than li-
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abilities towards the insured. At the end of 2014,
the ratio of liabilities arising from insurance con-

Figure 4.13. Own capital in the insurance sector
Life Insurance

tracts covered by assets of life insurance companies
amounted to 114.6%, while that of non-life insur-

22

ter reinsurance amounted to 115.4% and 148.3%, re-
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insurance – 13.2 billion zlotys, non-life insurance –

zloty billion

ance companies was 127.3%. These ratios net afspectively. Own capital was 34.7 billion zlotys (life

Non-life Insurance
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18
16

21.5 billion zlotys). The changes in own capital in
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the Polish insurance sector were mainly associated

12

with dividend payouts (see Figure 4.13).

Figure 4.12. Structure of investments of insurance compa-
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Figure 4.14. Activity monitoring ratio in the insurance sec-
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In November 2014, EIOPA published a report from
The solvency of the domestic insurance sector re-

the stress testing exercise carried out for European

mained at high level. At the end of 2014, the aver-

insurance companies (see Box 7). The main pur-

age value of own capital in the life insurance sector

pose of the tests was to examine the resilience of the

was three times higher than the minimum level re-

insurance sector to macroeconomic shocks, sector-

quired by law, and in the non-life insurance sector

speciﬁc shocks and to identify the sector’s vulner-

it was four times higher (see Figure 4.14). This ratio

abilities to various shock scenarios.109 The results

for the whole domestic insurance sector amounted

of the tests show that the Polish insurance sector

to 346.6% (357.9% in 2013).

posted the highest solvency ratios in Europe. The re-

109 For

100

more information on the issue, see the previous edition of the Report.
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sults of the tests and results of the LTG Assessment110

have little impact on the stability of the domestic in-

also revealed that long-term low interest rates will

surance sector.

Box 7. Results of the stress tests carried out by EIOPA for European insurance companies in 2014
On 30 November 2014, the European Insurance and Occupational Pensions Authority (EIOPA) published1 the
report on the stress testing exercise carried out for European insurance companies in 2014. The main purpose
of the exercise was to examine the resilience of the insurance sector to macroeconomic shocks and sector-speciﬁc
shocks and to identify the sector’s vulnerabilities to shock scenarios. The tests were carried out for the core module
and the low interest module, according to the balance-sheet values of insurance companies as at 31 December 2013.
The core module focused on the impact of asset market shocks on eligible own funds at the group level. A total
of 167 insurance groups and insurance companies2 representing 55% of gross written premium for the European
market participated in the core stress test module. In the baseline scenario, the insurers’ assets and liabilities were
priced and eligible own funds and capital requirements were determined, in line with the rules arising from the
Solvency II directive (based on standard models). In addition, the two scenarios examined the impact of asset
market shocks on eligible own funds. In the ﬁrst scenario, the equity market is assumed to be the source of a
shock, which then aﬀected other market segments, including corporate bond and government bond markets. The
second scenario assumed a collapse in the corporate bond market, with the shock aﬀecting other market segments,
including government bond and bank bond markets. The core module also analysed the resilience of insurance
companies to speciﬁc shocks associated with insurance activity.
The results of the core module have shown that in line with the directive requirements, the European insurance
sector (aggregate data) had a suﬃcient capitalisation level. At the end of 2013, 86% of the core module participants (96% of the sample of the 30 largest insurance companies) reported a Solvency Capital Requirement (SCR)
ratio of 100% or better. More than 25% of the core module participants had a very strong capital position (SCR
above 200%). In the case of 14% of insurance companies, with assets representing 3% of the sector’s assets, the SCR
ratio fell below 100%. For the sample of the 30 largest companies, only one fell below the 100% SCR ratio (see
Figure 1). In Scenario 1, the SCR ratio fell below 100% for 44% of insurance companies participating in the test,
whereas the share of insurance companies with a high level of eligible own funds (SCR above 200%) dropped to
14.2%. The simulation of the Scenario 2 assumptions showed that own funds for SCR coverage of 27% of insurance
companies dropped below 100% (Figure 1). Analysis of insurance sector-speciﬁc events indicated that the greatest
insurance risks stem from mass lapse, provisions deﬁciency and longevity.
The low interest rate stress test module examined the impact of long-term low interest rates on eligile own
funds of individual insurance companies. A total of 225 insurers with a 60% market share of gross technical
provisions took part in the exercise, including seven domestic insurance companies representing half of the
market measured by gross written premium3 . The ﬁrst so-called Japanese-like scenario assumed that low interest
rates would persist for a long time, whereas the other scenario, i.e. an inverse scenario, assumed a sudden increase
in interest rates for short-term maturities and a simultaneous decrease in interest rates for long-term maturities.

110 In 2013, (Long Term Guarantees Technical Assessment, LTGA was carried out in the European Union to examine the impact of potential

regulatory measures for insurance products with guarantees to the insured. The objectives of the LTGA were to assess the impact of
the proposed measures on: the level of protection of the insured and insurers, the solvency position of insurance companies, preferences for investments in long-term assets and costs of the system implementation. In addition, the assessment was supposed to test
the eﬃciency of risk management by insurance companies and the eﬀectiveness of supervision.
The results of the LTGA for Poland’s insurance companies stand out substantially from other EU countries. Polish insurance companies held the most funds to cover the solvency capital requirement. For the base scenario (without introducing the additional
mechanisms that mitigate the eﬀects of low interest rates), the SCR coverage ratio at the end of 2011 was approximately 302% (compared to the EU average of 77%), including for life insurance -– 367%, and non-life insurance -– 260%.
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In addition, EIOPA analysed the resilience of insurance companies to an occurrence of double shocks or the socalled double hit; the concept assumed a combination of two scenarios. An abrupt price decrease aﬀected the asset
side on insurers’ balance sheets, whereas persistent low interest rates aﬀected the liability side.
Figure 1. Distribution of eligible own funds for SCR coverage in the core module (in%)
Eligible own funds under Solvency II
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Source: EIOPA.

Figure 2. Eligible own funds for SCR coverage for the European insurance sector before and aer stress tests in the
low interest rate module
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Source: NBP material based on EIOPA data.

The module results have shown that the assumed macroeconomic environment may lead to a decrease in own
funds of insurance companies and cause problems with the fulﬁlment of liabilities by some companies in the
future. In the baseline scenario, 16% of insurance companies participating in the tests held insuﬃcient eligible own
funds to cover the SCR, which corresponded to 8% of total sample assets. Own funds of 44% of insurance companies
were higher than the SCR of 200%. The results of the ﬁrst simulation analysing the impact of low interest rates
showed that 24% of insurance companies did not meet the SCR, whereas in the inverse scenario the ﬁgure was 20%.
In aggregate terms, the Japanese-like scenario seemed to be more severe for insurance companies; however, some
of them were more vulnerable to an inverse scenario, which was the result of their structure of assets and liabilities.
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Due to low interest rates persisting in the future, insurance companies in some countries may ﬁnd it diﬃcult to
meet their liabilities over the 8-11 year horizon. The so-called double hit scenario seemed to be the most severe
one, becuase it resulted that just 56% of insurance companies would hold suﬃcient funds to cover the SCR.
The stress tests for the European insurance market have shown that persistently low interest rates have a minor
impact on the solvency of the domestic insurance sector. The solvency ratio of the domestic sector (in a situation
before and aer stress) was the highest among European countries and came to over 300% (see Figure 2).

1

“EIOPA Insurance stress test 2014”; November 2014
Group PZU took part in the excercise as a domestic insurance group.
3 TU na Życie Europa S.A., ING TUnŻ S.A., Metlife TUnŻiR S.A., PZU Życie S.A., PZU S.A., TUnŻ Warta S.A. and TUiR Warta
S.A.
2

4.4. Inter-sector linkages of
non-credit ﬁnancial
institutions

Subsidiaries

Parent companies
Banks

TFI

PTE

ZU

6

x

–

6

TFI
- number of entities
(majority share)

–

x

–

–

- share in capital of TFI (in %)

11,1

x

–

17,1

credit and funding linkages of non-credit ﬁnancial

- share in net assets of FI (in %)

9,9

x

–

20,6

institutions with banks, could be a potential sys-

PTE

temic risk factor. In the case of the Polish ﬁnancial

- number of entities

system, the ties are insigniﬁcant. Ownership link-

(majority share)

2

–

x

5

(minority share)

2

–

x

–

- share in capital of PTE (in %)

22,4

–

x

30,8

- share in net assets of OFE (in %)

12,5

–

x

45,1

Inter-sector linkages, including the ownership,

ages were limited and consisted in being part of the
same foreign capital groups.
In May 2015, PZU signed a share purchase agreement to acquire a 25.25% equity stake in Alior

(minority share)

ZU
- number of entities
(majority share)

3

–

–

x

Bank for 1.63 billion zlotys. Purchase or acquisi-

(minority share)

8

–

–

x

tion of other banks was also announced. According

- share in capital (in %)

2,9

–

–

x

to PZU expectations it is a ﬁrst step towards building

- share in gross written premium (in %)

5,1

–

–

x

a strong banking and insurance conglomerate. Realization of this plan would be a signiﬁcant novelty

Note: NBP estimation; for TFI data refer only to sole shareholders.
Source: For TFI – KRS, UKNF and NBP; for PTE and ZU – UKNF.

in the polish ﬁnancial system.

Table 4.5. Inter-sector linkages
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Table 4.6. Exposures of pension funds (FEs), insurance com-

The risk of the banking sector associated with lend-

panies (ZUs), and investment funds (FIs) to banks (PLN

ing to non-credit ﬁnancial institutions and their

billion)

role in the funding of banks was insigniﬁcant. The
Loans and other banks’ receivables from NIF
NIF’s Loans/

share of loans to pension funds in total bank loans at
the end of march 2015 did not exceed 0.01%, while

ZU

FE

FI

NIF

2013

0.5

0.9

9.3

10.7

1.0%

the share of loans to insurance companies and in-

2014

1.0

0.2

13.3

14.5

1.3%

vestment funds was 0.2% and 1.4%, respectively (see

2015

2.3

0.2

16.1

18.6

1.6%

Loans total

Deposits and banks’ liabilities to NIF

Table 4.6). Exposures associated with oﬀ-balance
sheet transactions (open credit lines, other liabilities

NIF’s Deposits/

and issued guarantees) with these three categories

ZU

FE

FI

NIF

2013

20.9

18.4

22.0

61.3

5.0%

2014

21.4

11.1

24.3

56.7

4.3%

around 0,1% bank assets.111 The ratio of deposits

2015

18.3

9.7

28.4

56.5

4.1%

placed by insurance companies, pension funds and

Deposits total

Note: Data as at the end of March 2015.
Source: NBP.

of entities were also insigniﬁcant and accounted for

investment funds to total deposits in the banking
sector stood at 1.3%, 0.7% and 2.1%, respectively.

Box 8. Analysis of non-credit ﬁnancial institutions from the point of view of systemic risk
The aim of the box is to present an NBP-developed grid analysis of the impact of non-credit ﬁnancial institutions
(NIFs) on systemic risk, to be used in the subsequent editions of the Report. Although banks hold a dominant
position in the Polish and (European) ﬁnancial sector, a signiﬁcant role for ﬁnancial stability is also played by noncredit ﬁnancial institutions. Their role may additionally grow if an increase of the regulatory requirements for
banks results in a transfer of some of their activities to the non-banking sector.
This box analyses non-credit ﬁnancial institutions understood as the following: insurance companies, undertakings for collective investment (pension and investment funds), lending companies, investment ﬁrms (brokerage houses and oﬃces) and other ﬁnancial institutions such as leasing and factoring companies, Private Equity
(PE)and Venture Capital (VC) funds or Special Purpose Vehicles (SPVs) that participate in securitisation. In each
case, when it was deemed substantive, institutions that apply and do not apply leverage were identiﬁed.
The analysis was performed as a three-stage examination. The aim of the ﬁrst stage was to identify potential
channels through which speciﬁc NIF categories may impact systemic risk. To this end, international experience
was analysed. Next, speciﬁc channels were assessed for their signiﬁcance in Polish conditions. In the third stage,
the capacity of NBP to monitor speciﬁc channels was examined, in particular information gaps were identiﬁed.
Four basic channels of the impact of NIFs on systemic risk were distinguished in the course of the analysis:
1. Availability of ﬁnancial services for the real economy – to what extent the cessation of activity by a given
sector will be felt by entities of the real economy,
2. Impact of NIFs on ﬁnancial phenomena signiﬁcant for the preservation of ﬁnancial stability, including in
particular the following:
Financial cycle and indebtedness of the real economy and property prices,
Asset prices and ﬁnancial market liquidity,

111 Approximate
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Financial condition of borrowers, in particular households and enterprises (e.g. through the supply of
savings products or the provision of services that facilitate risk insurance),
3. Direct impact on the banking sector, in particular the following:
Credit risk arising from exposure of the banking sector to NIFs,
Funding of the banking sector, e.g. through purchase of debt securities issued by banks (bonds, mortgage bonds) or placing of deposits at banks,
Risk transfer, e.g. in securitisation (the assumption of part or the whole of the credit risk by the investor), through the insurance contract that includes debt default, or as a result of the issue of speciﬁc
securities, such as CAT bonds,
Competition with banks, both for customer savings and via sale of substitute products to bank loans
(e.g. leasing, cash loans),
Ownership linkages, including through international groups, resulting, for example, from operations
under the same brand or the dividend policy of a parent company towards its subsidiary.
4. Participation in creating long chains of ﬁnancial intermediation1 , which may lead to a transfer of risk among
ﬁnancial institutions and, at the same time, hinder assessment and identiﬁcation of who the given risk-takers
are.
The channels discussed above form a potential list of the areas in which the activity of NIFs may create weaknesses in the ﬁnancial system or the real economy. The signiﬁcance of the channels is assessed on the basis of
the strength of a potential impact on the ﬁnancial system and the real economy, being primarily dependent on the
scale of a given activity.
Insurance companies (ZUs) play an important role in the economy as they provide the real economy with products that help to alleviate the negative consequences of fortuitous events, which has a beneﬁcial eﬀect on wellbeing. On this account, the cessation of activities of insurance companies may have a potentially signiﬁcant impact
on the real economy. Insurance companies may have a potentially signiﬁcant impact on ﬁnancial markets due to
the scale of investments – in 2002-2013, in the euro area, together with pension funds they had, on average, a 15.7%
share in the market for long-term debt securities and an almost 8% share in the market for equity and equity instruments. International experience shows that herding behaviour may lead to procyclical behaviour of insurance
companies in ﬁnancial markets.2 Some insurance products, such as life insurance with a guaranteed rate of return,
may create incentives for ZUs to take excessive investment risk in a situation where low risk instruments do not
guarantee suﬃcient returns for the fulﬁlment of contractual obligations towards policy holders and contribute to
build up of price bubbles in asset markets. Excessive exposure to illiquid assets, especially if accompanied by the
possibility of an early withdrawal from the life insurance contract by policy holders, may lead to liquidity problems
that will prompt ﬁre sale of assets by insurance companies. It would bring about a fall in securities prices on the
market and thereby a decrease in the valuation of assets that are on the balance sheets of other ﬁnancial institutions, including banks. Other examples of insurance company’s behaviour that is likely to generate systemic risk
are: excessive exposure in ﬁnancial risk insurance (e.g. through CDSs – the case of AIG, or through guarantees,
as in the case of monoline insurers), or participating in the creation of long ﬁnancial intermediation chains (securitisation). Ownership linkages may also turn out to be of signiﬁcance, most notably in the case of banking and
insurance conglomerates.
Polish insurance companies focus on activities that are traditionally associated with the sector. The share of
insurance companies in the Treasury securities market amounts to around 10%, which gives them a potentially big
inﬂuence on prices and yields; however, these investments are usually held to maturity. Gross premium written
of the domestic insurance sector amounts to around 3% of GDP, and the value of its assets – 10% of GDP. Debt
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securities, mainly Treasury securities, prevail in insurance companies’ assets. Polish insurance companies are not
involved in creating long ﬁnancial intermediation chains. The importance of ownership linkages with banks has
grown recently – PZU has signed a share purchase agreement to acquire a 25% stake in Alior Bank and oﬀered to
buy Raiﬀeisen Polbank. Insurance companies and banks owned by foreign banking and insurance conglomerates
operate on the Polish market, as well as the Getin Holding Group, whose banks and insurance companies are
linked by a single owner. The information gaps include insurance companies’ exposure in the market for bank
and corporate debt securities, the mortgage bond market, oﬀ-balance-sheet transactions and the precise scale of
counterparty default insurance.
Undertakings for collective investment (IWIs), which include investment funds (FIs) and pension funds (FEs),
may potentially generate systemic risk via their impact on ﬁnancial markets, funding of banks and competition
with banks for savings. As a rule, pension funds have a stabilising eﬀect on ﬁnancial markets and are natural
investors in long-term assets, e.g. mortgage bonds. However, undertakings for collective investment may also
destabilise the market by (ﬁre sales) of assets; the probability and a likely scale of ﬁre sales depend on institutional
solutions with regard to withdrawal of capital by clients (in the case of pension funds, such possibilities are limited,
in the case of open-end investment funds – they are much bigger) and on whether undertakings for collective investment use leverage in the form of borrowing or exposure in derivatives. Undertakings for collective investment,
through investments in debt securities and structured instruments, may have a substantial inﬂuence on the debt of
the real economy. On the one hand, they provide funding to banks (deposits, bank debt securities, repos), but on
the other hand they compete with banks for customers’ savings. The undertakings that use leverage create credit
risk that may be substantial (the case of Long-Term Capital Management).
The value of assets managed by Polish investment funds amounts to approx. 15% of GDP, and the value of assets
managed by open pension funds – approx. 9% of GDP. In Poland, undertakings for collective investment are
important investors in the stock market - in 2013, their share in turnover in the Warsaw Stock Exchange Main List
totalled 20.4%, in the WSE capitalisation it was 24.7%, and in free ﬂoat – 52.8%.3 As investment funds have around a
10% share in the Treasury securities market, their market impact is moderate. On the other hand, undertakings for
collective investment have a minor impact on debt of the real sphere, as the value of corporate debt securities they
hold is merely 3% of GDP (comparing to 15% of GDP, which is the value of bank credits). Polish undertakings are
ﬁnancing the banking sector only to a small extent - the value of banks’ debt securities owned by them is approx.
14 billion zlotys, and deposits placed by them in banks are approx. 25 billion zlotys, which together make up about
2.5
Investment ﬁrms include providers of banking investment services such as fund-raising consultancy, brokerage
services or arrangement of the issuance of securities. By providing such services, investment funds may indirectly
exert a big inﬂuence on the ﬁnancial condition of large enterprises that use market funding. They can also have a
strong impact on ﬁnancial markets via market making and investment on own account. The impact is stronger in
the case of using leverage or having a large derivatives portfolio. If short-term funding is raised on the wholesale
market, the risk of ﬁre sales arises. The impact on the banking sector includes credit risk and funding channels
(investments in banks’ debt securities). Investment ﬁrms can also participate in the securitisation of transactions
that results in the transfer of risk.
In Poland, investment ﬁrms include brokerage houses and oﬃces. The value of assets of their clients amounts
to approx. 9% of GDP. The bankruptcy of investment ﬁrms does not generate systemic risk because, ﬁrstly, such
services can be provided by other entities, including banks that conduct brokerage activity, and, secondly, client
assets are excluded from bankruptcy estate. Investment ﬁrms operating in Poland conduct very limited activities on
their own account (asset value below 0.5% of GDP), do not provide funding to the banking sector, do not compete
with banks and do not participate in creating long ﬁnancial intermediation chains. The channel of ownership
linkages is potentially signiﬁcant (brokerage houses owned by banks), mainly due to the single brand risk.
The impact of lending companies on systemic risk hinges on the scale of their operations and competition with
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the banking sector. They can provide ﬁnancial services to the clients who are not attractive to banks, but can also
vie for the same clients, which may increase the banks’ appetite for risk. In the former case, the activity of lending
companies may have a positive impact on the well-being of households by allowing for consumption smoothing
over time. However, when borrowing costs are excessive, the eﬀect is opposite. Lending companies, provided that
they conduct large-scale activity, may substantially contribute to the growth of macro-economic imbalances, which
is evidenced by the role of lending companies in the United States (such as Countrywide Financial Corporation) in
granting subprime mortgage loans. The other example is a ﬁnancial crisis in South Korea in 2003 triggered by mass
credit card issuance by local lending companies. The impact on systemic risk is negligible if a lending company uses
own funds or funds of its parent company to provide a loan, but when leverage is used, credit and liquidity risks
arise. Lending companies can also securitise their loans, thereby initiating the ﬁnancial intermediation chain and
transferring the risk to other entities.
The activity of lending companies in Poland is of no signiﬁcance for ﬁnancial stability. Although there is no
accurate data on the scale of operations of lending companies, according to estimates it is very small as compared
with that of banks. Banks have very low exposure to lending companies (around 1 billion zlotys), and there are no
ownership linkages with the banking sector.
Leasing and factoring companies may generate systemic risk via three main channels – through credit risk (when
their activity is funded with bank loans), ownership linkages (they are oen owned by banks) and securitisation
(receivables of leasing and factoring companies may be used as the underlying assets). The companies rather
pursue an activity that is complementary to that of banks, but in some cases they can compete with them, for
example, for funding means of transport purchases. Globally, a small group of leasing companies with w dominant
market position is of substantial importance for the operation of some industries (e.g. air transport).
The value of leasing contracts signed by Polish enterprises stands at around 3.5% of GDP. In Poland, most leasing
companies are owned by domestic banks, and bank loans are the main source of funding. Leasing companies are
the largest creditors of banks among non-bank ﬁnancial entities; however, exposure to them does not jeopardise
banks’ solvency. Turnover of factoring companies is estimated at around 8% of GDP, but due to the short-term
nature of receivables, their balance is likely to be signiﬁcantly lower. The availability of data on the operations of
leasing and factoring companies is limited as leasing and factoring service providers are civil liability companies,
which involves limited reporting obligations.
Venture Capital and Private Equity funds have no major impact on systemic risk, except banks’ potential credit
risk. PE funds may generate that risk through Leveraged Buyout transactions (LBOs). Funding of such transactions involves signiﬁcant risk for creditors, and liabilities arising from these transactions can be securitised. LBOs
were very popular in the 1980s and also in the years 2006-2007, when they were used for the acquisition of large
companies. Moreover, PE funds may own small banks. PE and VC funds do not impact the ﬁnancial cycle in a
substantial way, do not provide funding to the banking sector, do not transfer risk, and are present on the ﬁnancial
market only at the stage of disinvestment. In Poland, the activity of the funds is insigniﬁcant for systemic risk and
is exclusively limited to holding stakes in small banks.
Securitisation transactions that are carried out using (Special Purpose Vehicles) may potentially contribute
strongly to systemic risk growth, mainly through an indirect inﬂuence on the supply of credit and property
prices. In the originate to distribute model, applied by some ﬁnancial institutions in developed markets prior to the
crisis, SPVs were used on a large scale for the reﬁnancing of lending via securitisation, which caused a transfer of
credit risk outside the lender and initiated long ﬁnancial intermediation chains. Banks can incur risk due to the
asset quality guarantees that are the object of securitisation and due to liquidity lines granted to SPVs. In Poland,
the scale of operations of SPVs is insigniﬁcant – according to available data at the end of 2014, the value of active
securitisation transactions totalled 2.3 billion zlotys.4
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1

The creation of long ﬁnancial intermediation chains means a multi-stage process of securitisation, where credit risk is
transferred on various occasions between participants in the ﬁnancial market. The main risk associated with the creation of
such a chain is ignorance about the investment risk taken.
2 More on the issue, e.g., in ”Procyclicality and structural trends in investment allocation by insurance companies and pension
funds: A Discussion Paper by the Bank of England and the Procyclicality Working Group”, 2014
3 See: Table 5.4.6., p. 165 and Table 4.6.3., p. 174 in ”Rozwój systemu ﬁnansowego w Polsce w 2013”, NBP, 2014
4 An analysis in this box does not include the sale of non-performing loans to securitisation funds, as stipulated by Articles
183-195 of the Act on Investment Funds (Journal of Laws of 2004, No. 146, item 1546); in Polish conditions – it is used for tax
optimisation purposes of the sale of non-performing loans to debt collection agencies.
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Poland’s ﬁnancial system functions in a stable man-

rier to economic growth. The level of household and

ner and the nature and intensity of risks to its

corporate debt is also moderate. Developments in

stability have not changed signiﬁcantly since the

the commercial property market, despite growing

publication of the previous issue of the Report.

tensions, should not adversely impact the function-

The increased uncertainty related to the macroeco-

ing of the ﬁnancial system because the value of expo-

nomic developments in the environment of the Pol-

sures of domestic ﬁnancial institutions to this mar-

ish economy continued, although its sources have

ket is low.

changed – the situation related to the crisis in Greece
played a more important role than before. The persisting strong exchange rate of the Swiss franc has
not posed risks to the stability of the Polish ﬁnancial
system so far, which arises mainly from signiﬁcant

The diﬃcult condition of the credit unions sector

buﬀers allowing borrowers and banks to absorb the

does not directly generate systemic risk; however,

eﬀects of these market changes.

it has certain signiﬁcant negative consequences
for the ability of public authorities to respond to

5.1. Risks and negative scenarios

problems in the ﬁnancial system. The lack of systemic risk arises from the relatively low scale of
credit union activity, the substitutability of ﬁnancial services provided by credit unions and banks

Cyclical risk

and the minor scale of interconnectedness between

In the Polish economy and the key segments of the

credit unions and other ﬁnancial institutions. How-

ﬁnancial system there are presently no signiﬁcant

ever, corrective measures for the credit union sec-

imbalances whose adjustment could negatively af-

tor require involvement of ﬁnancial resources at the

fect ﬁnancial stability. The growth rate of lending,

disposal of ﬁnancial safety net institutions, which

which is similar to the nominal growth rate of GDP,

points to the systemic nature of the problem. Re-

does not generate such imbalances and is not a bar-

structuring methods currently used for the sector
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(bankruptcy, liquidation, takeover112 ) involve the

Developments in the environment of the Polish

use of funds of the Bank Guarantee Fund, which

economy, mainly in countries that are Poland’s ma-

causes, ceteris paribus, a reduction of resources avail-

jor trading partners, are a signiﬁcant risk factor.

able in the case of potential problems in the banking

Their condition aﬀects the dynamics of the Polish

sector. Additionally, using the funds of BFG to re-

economy, which in turn impacts the situation of bor-

113

structure the credit union sector

will also cause an

rowers. In the analysed period, growth forecasts

increase in costs, primarily for banks, in the future,

for the euro area for the coming years were revised

which may ceteris paribus, limit their capacity to in-

upward, which reduces the probability of negative

crease capital buﬀers. Due to the lower proﬁtability

shocks for the Polish economy. However, one still

of their activity, this will be potentially more chal-

cannot rule out the scenario involving a recurrence

lenging for cooperative banks and might make the

of stagnation in the euro area still, which can be ac-

creation of the ﬁnancial potential of the institutional

companied by deﬂation, and in consequence by an

protection scheme more diﬃcult.

increase in the real value of sovereign and private
debt. This could contribute to a downgrade of the

NBP indicates that ﬂexibility should be maintained
in relation to the rate at which the target level of
BFG resources will be achieved. The dra law introducing the European regulations related to the deposit guarantee system and the resolution of credit
institutions into Polish law114 stipulates that the target level of BFG funds should be set at a higher level
than the European minimum. Due to the fact that

emerging markets growth outlook and a deterioration of the condition of banking sectors in developed
countries. As a result, this may trigger a rise in risk
aversion in global ﬁnancial markets. In addition, the
intensiﬁcation of the Russian-Ukrainian conﬂict may
negatively aﬀect the economic situation in the EU,
and also provide an impulse for a more severe correction in emerging markets.

BFG, contrary to deposit guarantee systems in some

Developments in Greece continue to be a factor of

EU member states, already holds signiﬁcant ﬁnan-

uncertainty. The direct impact of the economic situ-

cial resources, the build-up of funds to a level exceed-

ation of Greece on other EU countries is minor, due

ing the minimum is justiﬁed. Moreover, this would

to the relatively small size of the country’s economy

provide an additional security buﬀer for the ﬁnan-

and the moderate business relationships. The cur-

cial system. However, if further signiﬁcant use of

rent creditors of Greece mainly include other coun-

BFG resources occurred, the regulations should al-

tries of the euro area and international institutions,

low for ﬂexibility regarding the deadline for achiev-

rather than private entities. The exposure of Pol-

ing the target levels, which are higher than the Eu-

ish banks to Greek entities is also negligible. How-

ropean minimum.

ever, the developments in Greece may have an ad-

112 The

least costly method of restructuring credit unions could be through a partial acquisition of assets and liabilities of credit unions
by other entities, which is a possibility under Article 74c of the Act on Credit Unions (Act of 5 November 2009 on Credit Unions,
Journal of Laws of 2013 No. 1450, as amended). However, this approach is not used at present. An argument being raised by some is
legal uncertainty due to the proceedings pending before the Constitutional Tribunal (Case no. K-41/12) regarding the conformity of
certain provisions of the Act on Credit Unions, including some of the provisions of article 74c, with the Polish constitution.
113 The resources of the BFG, which come from the contributions of banks and NBP (until 2008 ), have been collected for nearly 20 years,
since the establishment of BFG in 1995 . The last time the resources of BFG were used, before the payment of deposits from SKOK
Wspólnota and SKOK Wołomin in 2014, was to pay deposits aer the bankruptcy of Bank Staropolski in 2000.
114 Directive 2014/59/EU of the European Parliament and of the Council of 15 May 2014 establishing a framework for the recovery and
resolution of credit institutions and investment ﬁrms and Directive 2014/49/EU of the European Parliament and of the Council of 16
April 2014 regarding deposit guarantee systems. These Directives indicate that by 2024 ﬁnancial resources available for the purpose
of guaranteeing deposits, recovery and resolution of credit institutions should be equal to at least 1.8% of guaranteed deposits.
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verse eﬀect on consumer and business sentiment

poned perspective of monetary policy tightening by

in other countries of the euro area, contributing to

the US decreases the probability of this scenario un-

the weakening of economic growth. In the long

folding.

term, the method of resolving the economic problems of Greece may have a signiﬁcant impact on the

The current historically low level of interest rates,

directions of the economic policy of other EU mem-

even if maintained for longer, should not gener-

ber states, including the occurrence of moral hazard

ate signiﬁcant risk for the stability of commercial

which, in extreme cases, may even threaten the exis-

banks, despite the downward pressure on their ﬁ-

tence of the euro area in its current shape.

nancial results. The potential eﬀects of a signiﬁcant
interest rate hike, following a period of their persis-

A materialisation of negative scenarios

in the

tently low level, may pose a certain challenge for this

euro area, coupled with a surge in risk aversion in

sector, although they will not create a serious threat

global and emerging markets, poses - apart from

for its stability. Low interest rates create a more sig-

a serious geopolitical conﬂict scenario – the great-

niﬁcant challenge for cooperative banks due to their

est risk to the stability of the domestic ﬁnancial

speciﬁc product oﬀer and business model.

system.

This factor would weaken Poland’s eco-

types of banks, should maintain prudence while

nomic growth. Credit risk would be the main chan-

deﬁning the lending standards. An analysis of the

nel through which the materialisation of such a sce-

reasons for and potential eﬀects of low level interest

nario would aﬀect ﬁnancial stability.

Credit risk

rates on the stability of the banking system is pre-

growth would stem from the deterioration of both

sented in Box 5. In the case of non-credit ﬁnancial

the condition of enterprises and the situation in the

institutions, particularly insurance companies oper-

labour market as well as from a depreciation of the

ating in Poland, this situation will not generate sig-

zloty, which – if it is strong and persistent – could

niﬁcant threats due to the lack of products with guar-

negatively impact the quality of the foreign cur-

anteed rate of return in their oﬀer.

Both

rency loan portfolio.
Such a scenario could negatively aﬀect the situation
of the state budget; however, Poland’s relatively low
debt does not generate credit risk of the government
bonds portfolio. On the other hand, banks’ exposure
to market risk is limited and should not generate systemic risk.

The implementation of economic policy measures
discussed in the pre-election debate may become
a source of risk for economic growth and ﬁnancial
stability. The reason for this is that the imposition of
taxes on assets of the banking sector may have negative consequences for banks’ capacity to lend to the
economy. In Poland, the lending rate was the high-

the current

est among the EU countries in the period since the

loose monetary policy faster than expected by ﬁ-

beginning of the global ﬁnancial crisis (see Figure

nancial markets, this could prompt investors to

2.2). Proﬁts retained by banks are the main source

withdraw from emerging markets and result, in-

of capital required for a safe increase in lending. A

ter alia, in a depreciation of the zloty and higher

lower level of capital buﬀers also weakens the re-

yields on Polish government bonds. The impact of

silience of the sector to the materialisation of other

such a scenario on domestic ﬁnancial system sta-

risk sources described in this chapter. It should also

bility can be viewed as moderate due to the hedg-

be kept in mind that the increase in taxes would take

ing mechanisms used by banks. Moreover, the post-

place in the period of lower income of banks, grow-

If major central banks abandoned
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ing burdens associated with increasing deposit pro-

Polish banking system as excessive. In an environ-

tection and restructuring funds at BFG as well as the

ment of low rates of return, decisions by the strategic

potential costs of reducing the CHF portfolio. Un-

investors of Polish banks regarding business mod-

der such conditions, some banks may report losses,

els and the geographical scope of the group’s oper-

which will additionally reduce their ability to create

ations may lead to a rise in concentration in the

credit. Moreover, it should be pointed out that the

Polish banking sector. Having in mind information

proposed design of the tax does not create incentives

regarding plans for the sale of some banks operat-

for banks to conduct their business in a safer way.

ing in Poland by their strategic investors, it may be
gauged that the intensity of that process increased

Structural risk

in the period analysed.115 The increase in concentration in the banking sector may in turn lead to the

The foreign currency loan portfolio is a vulnera-

emergence of a group of institutions that are “too

ble element of the balance sheet of banks; how-

big to fail”. Such institutions may take excessive risk,

ever, due to the existing buﬀers in the banking

taking advantage of the fact that their market posi-

and household sectors it does not pose a systemic

tion and expectations about support from authori-

threat, even if signiﬁcant shocks are assumed. The

ties in the event of any problems will help them to

vulnerability of this area arises from borrowers’ ex-

obtain low cost-funding. Therefore, special atten-

posure to market risk which is diﬃcult for them to

tion should be paid to the impact of mergers and ac-

mitigate. A signiﬁcant part of foreign currency loans

quisitions in the domestic banking sector on market

demonstrates high LtV ratios. The foreign exchange

concentration. In this context, the participation of

rate changes that have so far been observed are not

investors so far absent on the Polish banking market

suﬃcient to generate a signiﬁcant deterioration in

in the process of mergers and acquisitions as well as

the quality of this portfolio. The value of banks’ ex-

the fact that the consolidation processes will proba-

posures to the portfolio’s risk is gradually diminish-

bly apply to medium-sized banks, reduces the risk of

ing due to a decrease in the value of the portfolio

excessive market concentration. Irrespective of the

(adjusted for exchange rate changes)) as borrowers

progress of the merger and acquisition processes, in-

repay the loan principal.

stitutions of high market share should demonstrate

The appreciation of the Swiss franc increased the

enhanced capacity to absorb the eﬀects of risk mate-

intensity of the public debate regarding the advis-

rialisation.

ability and method of potential measures aimed
at reducingthe risk associated with the foreign currency housing loan portfolio. Any measures aimed
at mitigating or eliminating this risk from banks’ balance sheets should be preceded by in-depth analysis
of the costs and beneﬁts of such measures, both in
the short and long term. A detailed analysis of these
issues is presented in Box 2.
It is hard to regard the level of concentration in the

The necessity of changes in the cooperative banking sector is a medium-term structural challenge.
This sector does not utilize fully its development potential. With its current business model and level
of integration, cooperative banks are not able to ensure the scope and level of services expected by potential new clients, simultaneously their eﬀectiveness remains low. The sector’s business model needs
to be changed. It should comprise closer integra-

115 In

the view of banking market analysts, in the next few years ownership changes may aﬀect banks of a total market share of about
10%.

112

Narodowy Bank Polski

Risk assessment and recommendations

tion, allowing, on the one hand, to meet new regulatory requirements, and on the other hand, to
increase operational eﬃciency. The operations of
cooperative banks should continue to focus on ﬁnancing the lending needs of households and SMEs.
The knowledge of local market needs is a signiﬁcant
competitive advantage of the cooperative banking
sector, whereas closer integration will enable it to
strengthen its market position. A tool for such integration should be the introduction of the institutional protection scheme, which should meet the requirements deﬁned in the CRR regulation. A detailed analysis of these issues is presented in Box 4.

5.2. Recommendations
The role of theReport is, in addition to identiﬁcation and assessment of risk occurring in the ﬁnancial system, to oﬀer measures and solutions aimed
at containing such risks. It is one of the methods
to fulﬁl the mandate of performing activities to support the stability of the domestic ﬁnancial system
(Article 3 paragraph 2 item 6a of the Act on NBP).
Most of the measures listed below are not new – –
the recommendations were presented in previous
editions of the Report. As these conditions did not
change or the measures were not undertaken, Narodowy Bank Polski presents them again, believing
that their implementation would contribute to a further strengthening of the stability of the domestic ﬁ-

Other risks

nancial system:
1. A speedy enactment of the act setting up a

Besides the risks discussed above, other risks to

body responsible for macroprudential su-

ﬁnancial stability have to be identiﬁed which, al-

pervision of the domestic ﬁnancial system

though they are not strictly associated with the busi-

should be pursued, the design and compe-

ness or ﬁnancial cycle, may become systemic. Due to

tences of which should ensure an eﬀective

their non-economic character they are not a subject

identiﬁcation, assessment and mitigation of

of the analysis in this publication. These are primar-

systemic risk.

ily operational risk, particularly legal and technolog-

The creation of such an institution will help

ical risk. Legal risk is associated with the possibility

to strengthen the institutional framework of

to sustain big losses or costs arising from administra-

the domestic ﬁnancial safety net. An exam-

tive procedures or court litigations. Of special sig-

ple of a risk area which should have been sub-

niﬁcance is technological risk related to the opera-

ject to macroprudential policy action in the

tion of ICT systems, and their exposure to failures

past is the issue of foreign currency loans, es-

and cyber-attacks, an example of which are client

pecially during their accumulation. This is

data leakages in one of the banks, which took place

due to their signiﬁcance for the stability of the

in the period analysed. A potential materialisation

whole ﬁnancial system, not just individual in-

of such risks may have substantial implications for

stitutions, and the consequent potential inﬂu-

ﬁnancial stability through the impact on reputation

ence on the economy as a whole. The creation

of the ﬁnancial institutions that were subjected to

of a macroprudential authority would also al-

cyber-attacks, and in extreme cases – on their capac-

low to implement the“Recommendation of

ity to provide services and, in a broader context, on

the European Systemic Risk Board on the

the level of conﬁdence in ﬁnancial institutions.

macroprudential mandate of national author-
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ities”(ESRB/2011/3). The dra law also intro-

internal resources of the credit union system

duces into Polish law some of the provisions

to the fullest extent possible, in particular by

on capital buﬀers of the new CRD directive.

using them to supply the stabilisation fund,

A prompt implementation of other provisions

and participate actively in the process. The

of the said directive is also desirable through

capital position of many credit unions remains

amendment to the Banking Law Act. The dra

diﬃcult. The current trends in the area of

Act on macroprudential supervision over the

proﬁtability and liquidity of credit unions do

ﬁnancial system and crisis management in the

not indicate that over time, the credit unions

ﬁnancial system is currently the subject of de-

have managed to resolve their problems inde-

bates of parliamentary committees.

pendently. For this reason, the restructuring

2. Legislative work aimed at introducing the recovery and resolution regime into Poland’s
law

should be accelerated, in particular

through the implementation of Directive
2014/59/EU..

should be continued. Following the restructuring, credit unions should operate based on
the model of a strong common bond between
members of each credit union. In the cases of
these credit unions which are not able to function further, their exit from the market should

Reducing the costs of the restructuring of the

be carried out in a manner which minimises

credit union sector requires fast implementa-

public costs.

tion of the provisions of the BRR directive
into Polish law. Moreover, as a host for Eu-

4. In order to strengthen the cooperative bank-

ropean banking groups, Poland should be pre-

ing sector, it is advisable to pursue its closer

pared for international cooperation in the res-

integration and transformation of associa-

olution area, which requires the formal ap-

tions into associations with an Institutional

pointment of the authority responsible for res-

Protection Scheme that covers banks’ liquid-

olution and endowing it with adequate pow-

ity and capital, and to change the business

ers, so it can conduct equal dialogue with cor-

model of the cooperative banking as well as

responding authorities from other EU coun-

strengthen the resilience of the associating

tries.

Otherwise, Poland cannot be repre-

banks. To this end, it is necessary to rapidly

sented in EU resolution structures (resolution

implement the provisions of the law amend-

colleges), which might consequently make it

ing the Act on the operation of cooperative

more diﬃcult to eﬀectively inﬂuence the prin-

banks.

ciples of cross-border cooperation in that ﬁeld .
The dra Act is still at the stage of interminis-

The establishment of the IPS is necessary to

terial consultations.

ensure compliance with the LCR short-term
liquidity standard (scheduled entry into force

3. The restructuring measures in the credit

from October 2015) by the associating banks

union sector should be intensiﬁed to en-

and cooperative banks themselves. A closer in-

hance the operational eﬃciency and increase

tegration will help cooperative banks to bet-

resilience and capital in the case of credit

ter utilise their potential to expand, includ-

unions whose restructuring is possible.

ing their local market knowledge, and at the

The National Association should mobilise the

same time to stem the trends to transfer busi-
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ness risk to the associating banks. At the

lending capacity of banks as well as weaken

same time, NBP points out that the design

their resilience to shocks emerging in their en-

of the so-called integrated aﬃliation permit-

vironment, consequently increasing systemic

ted by the legislator does not meet the re-

risk. In response to the increased tax burden,

quirements set for the Institutional Protection

banks will probably strive to increase their

Scheme by the European regulations and thus

revenues, including through raising credit

cannot be treated as an alternative.

spreads, which would additionally limit lend-

5. Banks should take special care to maintain

ing availability.

their high capital position and expand lend-

7. Economic incentives for banks should be in-

ing without signiﬁcantly increasing leverage.

creased to encourage them undertake au-

The situation in the Polish economic environ-

tonomous measures aimed at reducing their

ment remains uncertain. Average capital ad-

foreign currency housing loan portfolios by

equacy and leverage ratios in the banking sec-

means of preparing individual oﬀers for

tor provide high resilience of banks to shocks,

clients.

being prerequisites for ﬁnancial system stabil-

Economic incentives for banks, such as, for ex-

ity in Poland. Therefore, retention of a signif-

ample, higher risk weights or additional capi-

icant portion of their proﬁts will help banks

tal requirements, should be addressed, in par-

to maintain these positive features and to de-

ticular, to banks whose portfolio has a signif-

velop further their business in a safe manner.

icant share of loans with a high current LtV

6. Public measures that could result in signiﬁcant limitation of banking sector’s resilience
to threats and in reduction of its capacity to
create required capital buﬀers in the future
should be avoided. In particular, it refers to
certain proposals of solutions related to the
Swiss franc housing loan portfolio and other
additional burdens on banks, such as addi-

ratio. Banks should consider risk associated
with this part of their portfolio in their calculations of credit risk cost and in their capital
policy. At the same time, banks should avoid
measures that could increase the probability of
borrowers’ losing their loan repayment capacity.
8. Banks should factor in their lending policy

tional forms of taxation.

the possibility that interest rates rise in the

Stress tests indicate high resilience of banks

future. Banks should ensure that borrow-

to macroeconomic, market and liquidity

ers taking out long-term ﬂoating interest rate

shocks.

The existing uncertainty related to

loans have suﬃcient income buﬀers in the

developments in Europe and worldwide sug-

event of a substantial increase in interest

gests the necessity of maintaining such a high

rates.

resilience by banks. The imposition of addi-

Interest rates in the interbank deposit mar-

tional burdens on banks may cause some insti-

ket, on which the interest rates on housing

tutions currently demonstrating proﬁtability

loans depend, are presently lower by around

lower than average to incur losses by reducing

3 percentage points than the average calcu-

their capital resources. Reducing the capital

lated from 2004. An acceleration of economic

position of the banking sector will limit the

growth may lead to an increase of market in-
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terest rates, which may bring about a faster
increase in loan servicing costs than the rate
of borrowers’ income growth. For this reason, borrowers should have income that will
help them to service the loan even at a signif-

10. Banks should pursue a particularly prudent
lending policy in the segment of commercial
property loans.

icantly higher level of interest rates than the

The situation in the major segments of com-

current one. An element to reduce the sensi-

mercial property market (oﬃce and retail

tivity of borrowers could also be the expansion

property) shows that imbalances have been

by banks of the oﬀer of long-term loans with

growing, which in the environment of con-

ﬁxed interest rate.

tinually rising supply may result in credit risk

9. Banks should continue to reduce funding
structure risk by gradually limiting the funding concentration in the counterparty and
product dimensions, while ensuring a safe
continuity of funding.
This may,
banks

in particular,

which

demonstrate

concern those
a

growth. Banks should demonstrate particular
prudence in examining the quality of loan collateral, the reality of assumptions concerning
cash ﬂows generated by the property and the
borrower’s loan repayment capacity.
11. The EU initiatives that serve to contain sys-

high-share

temic risk that may be generated by the

of counterparty-concentrated liabilities to-

activities of central counterparties (CCPs),

wards non-residents.

in particular relating to the establishment of

Banks which decide

to maintain their funding model should strive

therecovery and resolution regime for these

for an extension of its duration. Banks whose

entities and their appropriate capital levels

liquidity position is sensitive should also in-

should be supported116 .

116 These

116

crease buﬀers of liquid assets.

issues were analysed in greater detail in Box 3 in “Financial Stability Report. December 2013”, NBP, p. 32.
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Glossary
Activity monitoring ratio – the ratio of insurer’s capital to the statutory capital requirement, which is the
value of solvency margin or the guarantee capital (whichever is higher).
Adjusted net interest margin – the 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 (or the relevant loan portfolio)
in this period.
Adjusted one–month liquidity gap – the diﬀerence between the book value of assets of up to 1 month
(adjusted for the value of overdue claims and for the value of Treasury securities earmarked to cover the
fund for protection of guaranteed deposits of the Bank Guarantee Fund) and the surplus of deposits from
non-ﬁnancial customers of up to 1 month over the core deposits and other liabilities of up to 1 month.
Annualised data – in the case of data on ﬂows – the value of cash ﬂow in the preceding 12 months; in the
case of data on balance (stock); – average value of balance in the preceding 12 months.
Assets of limited liquidity – category of assets speciﬁed by KNF Resolution No. 386/2008 deﬁning liquidity
standards for banks. Approximately it consists of assets resulting from banking activities outside the wholesale ﬁnancial 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 the non–life insurance sector
according to the Act on Insurance Activity.
Automobile third party liability insurance OC – third party liability insurance for land vehicles with own
drive – subsector no. 10 of the non–life insurance sector according to the Act on Insurance Activity.
Availability of housing – measurement deﬁning the number of square metres of a ﬂat, which a person with
average income in corporate sector in a given city could aﬀord to buy at average transaction price in a given
market. The average price consists of 40% of the price in the primary market and 60% of the price in the
secondary market, which is reﬂected in the distribution of transactions in these markets.
Availability of loan-ﬁnanced housing – measurement deﬁning the number of square metres of a ﬂat, which
a person with average income in corporate sector in a given city could aﬀord to buy at average transaction
price in a given market, using a housing loan. This takes into account requirements of banks’ lending policies
and average market parameters of the loan (interest rate, maturity, minimal income remaining aer loan
instalment payment).
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Available housing loan – the value of a potential maximum housing loan expressed as the multiplicity of a
monthly wage in the corporate sector in a given market. The value is calculated taking into account requirements of banks’ lending policies and average market parameters of the loan (interest rate, maturity, minimal
income remaining aer loan instalment payment).
Banking sector – all domestically incorporated commercial and cooperative banks as well as branches of
foreign credit institutions operating in Poland.
Capitalisation rate – quotient of net operating income, which may be generated in the market and the
property market price (in accordance with Common General Rules of Valuation).
Combined Operating Ratio – the ratio of gross claims and expenses to premiums earned.
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 liquidity reserve – category of assets speciﬁed by KNF Resolution No. 386/2008 of 17 December 2008,
deﬁning liquidity standards binding for banks. Approximately it consists of other receivables and other assets
in the amount obtainable within 7 days.
Credit Default Swap – a derivative transaction under which the issuer undertakes to pay the buyer contractually speciﬁed compensation in case of a credit event pertaining to a third party (the reference entity) in
return for remuneration in the form of a single/upfront or periodic payments (so called premiums). The
value of remuneration paid to the issuer of CDS is interpreted as a measure of perceived credit risk of the
reference entity.
Credit losses – net charges to provisions for impaired loans.
Cross Currency Interest Rate Swap – a derivative transaction under which the parties are obliged to the
periodic exchange of interest payments calculated on the basis of an agreed nominal amount for a set period
of time. Interest payments are denominated in diﬀerent currencies and calculated on the basis of interest
rates agreed for each currency. Transaction may involve the exchange of the nominal amount at the start or
at the end of the transaction (at a predetermined exchange rate).
Deleveraging – reducing exposures in host country entities by foreign investors. Deleveraging may take the
form of reducing foreign investors funding to ﬁnancial institutions (especially their subsidiaries) as well as
a reduction of investments in ﬁnancial instruments of the host country, such as host country Treasury debt
securities or shares listed on host country stock exchange.
Deposit rating (long–term) – a measure of the capacity of a ﬁnancial institution to repay its liabilities with a
maturity of 1 year or more. It reﬂects the risk of default and the scale of possible losses in the case of default
of a ﬁnancial institution.
Deposit rating (short–term) – a measure of the capacity of a ﬁnancial institution to repay its liabilities with a
maturity of less than 1 year. It reﬂects the risk of default and the scale of possible losses in the case of default
of a ﬁnancial institution.

118

Narodowy Bank Polski

Glossary

Developer apartment – an apartment from the primary market constructed by a developer. It is sold both
as a contract for its construction and as a newly constructed ﬁnished apartment.
Domestic banking sector – domestic commercial banks and cooperative banks.
Domestic commercial banks – domestically incorporated banks operating in the legal form of joint–stock
company or state bank.
Eﬀective interest rate – the ratio of interest income (cost) to average value of claims (liabilities) in a given
period.
Equity capital coverage ratio (TFI) – ratio of the value of TFI equity capital and the value of the minimum
capital requirement.
Financial strength rating – a measure of long–term capacity of a ﬁnancial institution to conduct its business
independently, without support of third parties, calculated by Moody’s on the basis of fundamental data,
franchise value, and the scale of activity diversiﬁcation as well as the level of development of the ﬁnancial
system in which the institution operates, the quality of supervision, and the strength of the economy.
Forward Rate Agreement – a derivative transaction under which the parties are obliged to exchange the
diﬀerence between the FRA rate (forward rate determined at the date of the transaction) and the reference
rate that was binding two working days before the date of settlement (ﬁxing date), calculated on the basis of
an agreed nominal amount for a set period of time starting in the future.
Funding gap – the diﬀerence between the amount of loans to non-ﬁnancial customers and the general government sector, and the amount of deposits accepted from those sectors, expressed as percentage of the
value of loans.
Gross written premium – the 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 Financial of the period of liability is not determined –
amounts payable during a particular reporting period, whether or not the premium has been paid.
Housing production indicator – twelve-month moving sum of the number of dwellings whose production is
in progress (dwellings which construction has begun aer deduction of dwellings completed).
Illiquid assets – category of assets speciﬁed by KNF Resolution No. 386/2008 deﬁning liquidity standards
binding for banks. Approximately it consists of assets not resulting from banking activities.
Impaired loan ratio – the ratio of loans with identiﬁed impairment to total loans.
Individual rating (SACP) – (the assessment of the rating agency S&P), a measure of long-term capacity of
ﬁnancial institution to perform its activities without the support of third parties, calculated on the basis of the
assessment of the risk of operating in diﬀerent countries in which it is active and the individual characteristics
of this ﬁnancial institution.
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Internal Capital Adequacy Assessment Process (ICAAP) – process of estimating the internal capital by bank.
The estimated internal capital is the the value of capital which is necessary to cover all identiﬁed and significant types of risk involved in the bank activity and changes in the economic environment, including the
forecasted level of risk.
Insurance provisions – provisions of an insurance company to cover current and future liabilities from written insurance contracts.
Interquartile range – the diﬀerence between the value of the third quartile and the value of the ﬁrst quartile
in the distribution of a variable.
JPM G7 Volatility Index, JPM EM Volatility Index -– risk indices for the FX market calculated by J.P. Morgan
Chase & Co. as the weighted average of 90-day implied volatility derived from at-the-money FX options
for USD against, respectively, 9 most liquid currencies from the developed countries and 14 most liquid
currencies from emerging markets. The weightings of individual currencies within the indices are based on
turnover data in the global market for FX options.
Large enterprises – enterprises that employ at least 250 persons.
Leverage – according to CRDIV/CRR, the leverage ratio is calculated as the ratio of Tier 1 capital to the
exposure measure that includes both on- and oﬀ-balance-sheet exposures.
Loan spread – diﬀerence between banks’ interest on loans and market interest rate.
Loan-to-Value – the ratio of the value of loan outstanding to current value of property on which the loan
was secured.
Loans with identiﬁed impairment – loans from portfolio B for which objective evidence of impairment and
decrease in the value of expected cash ﬂows have been recognised (in banks applying IFRS) or loans classiﬁed
as irregular pursuant to the Regulation of the Minister of Finance regarding principles for creating provisions
for the risk of banking activity (in banks applying the Polish accounting standards).
Loss ratio – the ratio of insurance claims and beneﬁts paid, taking into account the changes in the amount
of provisions for unpaid claims, to premiums earned – gross or net (aer reinsurance).
M2 liquidity ratio – supervisory measure of bank’s liquidity deﬁned by KNF Resolution No. 386/2008 on the
establishment of liquidity standards binding for banks, in case of banks with total assets over 200 million
zlotys. It is deﬁned as 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 – supervisory measure of bank’s liquidity deﬁned by KNF Resolution No. 386/2008 on the
establishment of liquidity standards binding for banks, in case of banks with total assets over 200 million
zlotys. It is is deﬁned as the ratio of the sum of own funds and stable external funds to the sum of non–liquid
assets and assets of limited liquidity. The minimum value of the ratio is 1.00.
MSCI EM -– the stock index calculated by Morgan Stanley Capital International on the basis of stock indices
of 23 emerging markets, weighted by the free ﬂoat value of these instruments a given market.
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MOVE -– risk index for US Treasury bond market calculated by Merrill Lynch Bank of America on the basis
of a 30-day implied volatility derived from Treasury options. The share of Treasury bond options of 2-year,
5-year, 10-year and 30-year maturities in the index amounts to 20%, 20%, 40% and 20%, respectively.
Net charges to provisions for impaired loans – charges to provisions for impaired loans less releases of
provisions for impaired loans in a given period.
Net income from banking activity – the sum of net interest income and net non–interest income.
Net interest margin – the diﬀerence between interest income and interest expenses, divided by average assets
in a given period.
Net percentage – a measure aggregating qualitative survey results; in the NBP senior loan oﬃcer opinion
survey, the net percentage is calculated as the diﬀerence between the percentage of asset–weighted 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 reﬂect the tightening of credit policy (decline in loan demand) in net terms.
Non-interest income – the sum of income on fees and commissions, equities, other securities and other
ﬁnancial instruments with a variable income amount and the gain/loss on the swap position.
Non-interest margin – non-interest income for a given period to average value of assets in this period.
Operating costs – the sum of bank’s general expense and amortisation.
Overnight Index Swap (OIS) – a derivative transaction under which the parties are obliged to exchange
the diﬀerence between interest payments calculated on the basis of the ﬂoating and ﬁxed rate (OIS rate)
multiplied by an agreed nominal amount. The ﬂoating interest rate is computed by combining daily O/N
interest rates over the transaction period. Net settlement (without the exchange of the OIS nominal amount)
is made on the next working day aer the maturity date of the transaction.
Portfolio B – a portfolio of assets separated in banks’ prudential reporting, comprising claims classiﬁed as
available for sale or held to maturity as well as all ﬁnancial instruments (including debt securities) classiﬁed
as loans and receivables.
Premiums retention ratio – relation of premiums net of reinsurance to gross written premiums.
Pre–tax proﬁt margin (TFI) – the ratio of gross ﬁnancial result and total revenues.
Price–to–book value ratio – ratio of the price of one share of a company to accounting value of capital per
share.
Property Market Database (BARN) – database of prices and features of ﬂats in the primary and secondary
market for commercial property developed by Narodowy Bank Polski under the programme of statistical
studies of public statistics.
Small– and medium-sized enterprises – enterprises that employ fewer than 250 persons.
Solvency margin – deﬁned by law parameter that determines the level of the insurance company’s own
capital.
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Stable external funds – category of assets speciﬁed by KNF Resolution No. 386/2008 deﬁning liquidity standards binding for banks. Approximately it consists of 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.
Supplementary liquidity reserve – category of assets speciﬁed by KNF Resolution No. 386/2008 of 17 December 2008 deﬁning liquidity standards binding for banks. Approximately it consists of receivables and other
assets in the amount obtainable within 7–30 days.
Systemic risk – a risk of disruption in the ﬁnancial system with the potential to have serious negative consequences for the internal market and the real economy (in accordance with the Regulation of European
Parliament and Council (EU) No. 1092/2010 of 24 November 2010 on the EU macroprudential oversight of
the ﬁnancial system and establishing a European Systemic Risk Board).
Technical proﬁtability of the insurance – ratio of technical result and premiums earned, net of reinsurance.
Technical proﬁtability on pension fund management – ratio of technical proﬁt from pension fund management to revenues from pension fund management.
Technical proﬁt/loss of PTE from the management of pension funds – the diﬀerence between revenues
from managing pension funds (inter alia, fees from premiums paid–in and remuneration for pension fund
management) and the costs of pension fund management (inter alia, commissions for ZUS on premiums
paid–in, the costs of acquisition, PTE general costs).
Technical result – the diﬀerence between income from premiums as well as the so-called other technical
income and claims and beneﬁts paid, changes in insurance provisions, the costs of conducting insurance
activity (inter alia, administrative and acquisition expenses), the so-called other technical costs and a part of
income from investments.
TLTRO -– Targeted Longer-Term Reﬁnancing Operations providing liquidity to entities participating in the
ECB open market operations. TLTROs are executed in a decentralised manner by national central banks
through standard and ﬁxed rate tenders and are aimed at supporting bank lending to households (excluding
home loans) and the euro area non-ﬁnancial private sector.
Unstable external funds – category of assets speciﬁed by KNF Resolution No. 386/2008 deﬁning liquidity
standards binding for banks. Approximately it consists of funds not included in stable external funds.
Vacancy rate – relation of vacant space to the accumulated (total) supply of commercial space in a particular
location, e.g. town or district.
Value at Risk – maximum loss that can be incurred in a given time horizon with a given conﬁdence level,
estimated on the basis of historical data.
Viability rating – individual rating assigned to institutions by Fitch Ratings advising of the ﬁnancial condition
of single entities.
VIX -– risk index for the equity market calculated by the Chicago Board Options Exchange on the basis of a
30-day implied volatility derived from the out-of-the-money options for equities included in S&P 500 index.
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VXEEM -– risk index for equity markets of emerging economies calculated by the Chicago Board Options
Exchange on the basis of a 30-day implied volatility derived from the out-of-the-money options on the units
of MSCI EM exchange-traded fund.
ZKPK Index – cumulated index of changes in banks’ credit standards.
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ABS
ABSPP
AC

Asset–Backed Securities Purchase Programme
Auto Casco

AQR

Asset Quality Review

BFG

Bank Guarantee Fund

BGK

Bank Gospodarstwa Krajowego

BGŻ

Bank Gospodarski Żywnościowej

BIK

Credit Information Bureau

BOŚ

Bank Ochrony Środowiska

BPS

Bank Polskiej Spółdzielczości

BRRD

Bank Recovery and Resolution Directive

CBPP3

3rd Covered Bond Purchase Programme

CCP

Central counterparty

CDS

Credit Default Swap

CIRS

Cross Currency Interest Rate Swap

COR

Combined Operating Ratio

CPI

Consumer Price Index

CRD

Capital Requirements Directive

CRR

Capital Requirements Regulation

CVA

Credit Valuation Adjustment

C/I
EAPP
EBA
EBRD
EC
ECB
EIOPA
EMIR
ESA

124

Assed-backed securities

Cost/Income
Expanded Asset Purchase Programme
European Banking Authority
European Bank for Reconstruction and Development
European Commission
European Central Bank
European Insurance and Occupational Pensions Authority
European Market Infrastructure Regulation
European System of Accounts
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ESMA

European Securities and Markets Authority

ESRB

European Systemic Risk Board

EU
EURIBOR
EURO STOXX 50

European Union
Euro Interbank Oﬀered Rate
Stock index of the 50 biggest companies in the euro area by value of shares in
free ﬂoat

EURO STOXX

Stock index of the biggest banks in the euro area

BANKS
Fed
FI

Federal Reserve System
Investment fund

FRA

Forward Rate Agreement

FSB

Financial Stability Board

FUS

Social Insurance Fund

GDP

Gross domestic product

GPW

Warsaw Stock Exchange

GUS

Central Statistical Oﬃce

ICAAP
IFRS/IAS

Internal Capital Adequacy Assessment Process
International Financial Reporting Standards / International Accounting
Standards

IMF
KDPW

International Monetary Fund
Central Securities Depository of Poland

KNF

Polish Financial Supervision Authority

LCR

Liquidity Coverage Ratio

LFS

Labour Force Survey

LIBOR
LTRO
LtV
MdM
NASDAQ
NBP
NC
NEG
NIF
NIM

London Interbank Oﬀered Rate
Longer–term reﬁnancing operations
Loan-to-value
“Housing for the Young”
National Association of Securities Dealers Automated Quotations
Narodowy Bank Polski
NewConnect
Negative rating outlook – expected downgrade
Non-credit ﬁnancial institution
Net interest margin

NSFR

Net Stable Funding Requirement

NYSE

New York Stock Exchange

O/N
OC

Overnight
Third party liability insurance

OFE

Open Pension Fund

OIS

Overnight Index Swap
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OTC

Over-the-counter

PAS

Polish Accounting Standards

PHM

Primary housing market

PSPP

Public Sector Purchase Programme

PTE

Pension fund management company

ROA

Return on Assets

ROE

Return on Equity

RPP

Monetary Policy Council

S&P

Standard & Poor’s

S&P 500

Stock index of 500 companies listed on NYSE or NASDAQ with the highest
value of shares in free ﬂoat

SACP

Stand-Alone Credit Proﬁle

SHM

Secondary housing market

SKOK
SME
SP

Credit unions
Small and medium-sized enterprise
Treasury

STA

Stable rating outlook

TFI

Investment fund management company

TLTRO
UFK
UKNF
VaR
WIBOR
WIG
WIG20

Targeted Longer–Term Reﬁnancing Operation
Insurance investment fund
Oﬃce of the Polish Financial Supervision Authority
Value at Risk
Warsaw Interbank Oﬀered Rate
Main index of the Warsaw Stock Exchange
Warsaw Stock Exchange index of 20 largest companies by the value of shares
in free ﬂoat

WIG–Banki
ZBP
ZU
ZUS
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Warsaw Stock Exchange index of banks
Polish Bank Association
Insurance company
Social Insurance Institution
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