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This Report presents the analysis and assessment of risk to financial system stability in Poland amid the
unprecedented external shock, namely the outbreak of the COVID-19 pandemic. The specific nature of the
shock results from its global scale and the fact that it originated outside the financial system. The report
concentrates on the discussion of the consequences of the COVID-19 pandemic for financial stability in Poland and continues of the analyses presented in June 2020. At this stage, more is known about how banks
and other financial institutions responded to the effects of the pandemic. This allowed for the verification of
the hypotheses formulated in the previous edition of the Report and a quantitative assessment of the pandemic effects, taking into account the predictions of future developments.
Financial system stability is defined as a situation when the system performs its functions in a continuous
and efficient way, even when unexpected, highly adverse and low-probability-disturbances occur on a significant scale.
The analysis conducted in this issue of the report is based on data available up to 30 October 2020 (cuf-off
date). The Report was approved by the Management Board of Narodowy Bank Polski on 1st December 2020.
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Executive summary
The shock due to the COVID-19 does not threaten the Poland’s financial stability although the risk
remains at an elevated level. In particular the following factors have a positive impact on the situation
in the financial system: (1) the lack of financial and macroeconomic imbalances before the pandemic,
(2) a high loss absorption capacity manifested in the banking sector by the high level and quality of
capital and also (3) support from public institutions.
The pandemic contributed to the emergence of new significant risks in the financial system and
aggravated the already existing ones. The main pandemic resulting risk is a sharp increase of credit
losses. The initial concerns over the risk of a credit crunch have not been confirmed, however uncertainty remains over the impacts of the second wave of the pandemic. The shock related to COVID-19
has also aggravated the existing weaknesses – it exacerbates the condition of individual banks with low
capital levels and profitability. These risks overlap with – to a large extent independent of other risks –
legal risk associated with FX housing loans.
Increasing provisions for credit risk may temporarily result in losses in the banking sector, but will
not jeopardize its stability. The scenario analyses indicate that a vast majority of banks, including all
OSII banks, will be able to absorb credit losses without breaching the Pillars 1 and 2 capital requirements. The share of commercial banks having lower capital levels will not change substantially as a
result of the current shock and will remain relatively low.
The legal risk of the portfolio of foreign-currency denominated mortgage loans has grown significantly after the CJEU ruling of October 2019. The number of lawsuits filed by borrowers and the percentage of rulings against banks have significantly increased. Considering trends in the number of lawsuits and court rulings in favour of the borrowers observed in 2020, the risk of a further increase in
provisioning in the future in high.
The weaknesses of a few credit institutions should not affect the stability of the system. The shock
arising from COVID-19 may further decrease the capital ratios of commercial banks which showed
capital shortages before pandemic. It seems that availability of the market methods of improving the
situation of those is gradually diminishing. However, the Bank Guarantee Fund has the appropriate
instruments to mitigate the related systemic risk. Yet the use of BFG funds would result in necessity to
replenish the funds in the future by other credit institutions, what would additionally negatively affect
their profitability in the longer term.
No signs of a credit crunch have occurred yet, however, uncertainty over developments in lending
remains high. The dynamic of bank lending fall almost to zero in mid-2020. However, this situation
resulted primarily from declining demand for bank credit, including favourable support conditions
provided to enterprises by the public sector and not from excessive credit supply constraints. Uncer-
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tainty about banks’ lending policy in the future remains high and depends, among others, on the further development of the pandemic, the scope and nature of public support measures and the impact of
future credit losses on banks’ earnings.
The anticipated further decrease in the profitability of banking sector is a challenge to financial
stability in the longer term. The sector’s profitability was successively declining already before the
outbreak of the pandemic (especially in case of small and medium-sized banks), and provisions and
write-offs for expected pandemic-driven credit losses will cause a further decline. This reduces the capacity of the banking sector to rebuild or strengthen the capital base from retained earnings, thereby
reducing its ability to absorption of potential shocks. At the same time, the market valuation of banks
declined considerably, causing a further increase of the cost of capital from external sources. This creates a particular challenge for smaller commercial banks and the cooperative banking sector which are
characterized by lower profitability and cost effectiveness.
The sovereign-bank nexus was reinforced by increase of banks’ exposures to Treasury bonds or
State Treasury-guaranteed bonds. In the first half of 2020, the share of such securities in banks’ assets
exceeded 20% (compared to less than 17% at the end of 2019) and their value is more than two times
higher than banks regulatory capital, which increases banks’ sensitivity to price shocks on the bond
market. Contrary acts the NBP’s bond purchase program that significantly reduces this risk when other
banks burdens may accumulate, especially those related to credit risk.
In the insurance sector, risk associated with the pandemic may become fully noticeable only after
some time, but its materialisation should not endanger sectors stability. The fallout from the pandemic has so far affected primarily the investment activity of insurance companies. Risk to the sector
is associated with double gearing (double use of capital) – the same funds may be used to simultaneously hedge the business activity of affiliated institutions of the sector – and with the substantial value
of the expected profits included in future premiums (EPIFP) as equity. High capital adequacy ratios
may therefore inadequately reflect the resilience of insurance undertakings to shocks.
The investment fund sector remains stable despite a liquidity shock related to the withdrawal of
investors from certain types of funds in the initial period of the COVID-19 pandemic. The situation
was temporary and the liquidity of the sector has improved.

Financial Stability Report

7

Recommendations
In addition to identifying and assessing risk in the financial system, the role of the Report is to offer
measures aimed at mitigating systemic risk. This is one of the ways to fulfil the statutory mandate of
NBP, which includes acting to maintain domestic financial stability (Article 3 paragraph 2 items 6a and
6b of the Act on Narodowy Bank Polski). In the opinion of NBP, the implementation of the following
recommendations will be conducive to maintaining the stability of Poland’s financial system.
1. Credit institutions, insurance companies and investment fund management companies
should maintain prudent dividend policy until the impact of the pandemic is fully recognized. Additional own funds from retained earnings will allow, in particular, to absorb expected losses from the pandemic, and the surplus capital will help to provide financial services
smoothly. Dividend pay-outs for 2020 should be determined on a case-by-case basis.
2. Banks, in cooperation with audit firms, should develop a harmonised and adequate approach to report credit losses and provisions for legal risk associated with FX housing loans.
Reducing uncertainty relating to the value of banks’ loan provisions will have a positive impact
on financial stability and banks’ propensity to create credit. This approach should take into
account the flexibility of international regulations.
3. The persisting difficult situation of certain credit institutions requires them to intensify remedial actions, in particular ensuring a reliable and quick improvement of their capital position. The economic downturn and the anticipated fall in income of the banking sector create
a number of new challenges for the institutions which have already low profitability and loss
absorption capacity. The lack of action to virtually strengthen their position may imply the necessity to implement restructuring measures provided by law.
4. Banks and borrowers should seek to settle disputes out of court and reach a settlement in
cases on FX housing loans. From the banks’ point of view, this would mitigate risk and reduce
costs related to lengthy court procedures. It would also be consistent with the role of banks as
institutions of public trust. This solution could also benefit the borrowers as court disputes involve high uncertainty over final rulings and their financial implications. The disputes generate
costs because legal procedures are lengthy as the judicial system has to cope with the increased
workload. Out-of-court settlements could be reached amicably via the mediation of the Arbitration Court at the KNF.
5. Temporary reduction of contributions to the BFG deposit guarantee scheme to reduce bank
costs when their operating conditions have considerably worsened should be considered. It
should be kept in mind that the value of the bank guarantee fund in relation to guaranteed
funds in Poland has for a long time exceeded the minimum target level applicable in the EU.
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At the same time, the implementation of resolution provisions substantially reduces the likelihood and scale of the use of the guarantee fund.
6. Investment fund management companies should more adequately match the components of
investment fund portfolios with the frequency at which participation units are redeemed.
The investment funds which offer their clients access to capital on demand should not invest in
assets whose liquidity is doubtful. Alternatively, funds investing in such assets should offer
their clients the possibility of having participation units redeemed much less frequently.
7. Insurance companies should include in their capital needs the risk associated with the double gearing of capital and with a high share of expected profits included in future premiums
(EPIFP) in their own funds. Insurance regulations do not exclude the double gearing of capital
on a stand-alone basis and also make it possible to include EPIFP to top quality capital despite
the latter’s limited capacity to absorb financial losses. Moreover, insurance companies, in cooperation with the auditors, should develop a common approach to calculating the capital requirements and setting technical provisions for solvency purposes. The large variety of solutions in this area makes adequate assessment of the sector’s resilience and benchmarking of
individual companies difficult.
8. Life-insurance companies should restrain offering unit-linked insurance when its cover
component has been reduced. The fact that courts challenge the validity of certain unit-linked
insurance agreements may lead to substantial losses for insurers. Moreover, having these products – considering the fact that there are no specific legal regulations concerning the rules for
their operation, the investment limits and fees charged – the customer is less protected against
abuse than in the case of other domestic collective investment undertakings.
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1. Macroeconomic and external factors
1.1. Macroeconomic developments
The autumn of 2020 saw a significant deterioration in the epidemic situation, both in Poland and in
many European countries. In response to the rapid growth of incidence, the government again started
to impose restrictions on the economic life and increase the scope of existing restrictions. Since 24 October, the whole of Poland has become the "red" zone, and companies of the services sector: catering,
culture and sport were most strongly hit by the restrictions. The restrictions arising from the economic
lockdown are less severe compared to their extent in the spring of 2020, particularly as regards the
functioning of retail outlets and hotels.
Figure 1.1. The GDP path expected before the pandemic and the current GDP path
central projection November 2019
adverse scenario FSR December 2019
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Notes: The central path for “November 2019” originates from the “Inflation Report. November 2019” while the path for “November
2020” - from the “Inflation Report. November 2020”. The adverse scenario path is the shock scenario applied in the stress test in the
“Financial Stability Report, December 2019”.
Source: NBP.

The magnitude of the shock caused by the COVID 19 pandemic is significant and the uncertainty
surrounding its effects is high. The impact of the pandemic on the economic situation is illustrated in
Figure 1.1. It shows the path of the GDP level expected before the outbreak of the pandemic against the
background of the path already accomplished in the first half of 2020 and the current reference scenario
contained in the “Inflation Report, November 2020”. The figure also shows that the magnitude of the
shock caused by the pandemic is greater than the adverse scenario assumed in the stress tests in the
“Financial Stability Report” of December 2019. The scale of uncertainty regarding the effects of the
pandemic is significant and results both from its direct impact on the Polish economy and its indirect
impact through the impact on the global economy. A detailed description of the current economic situation as well as the reference scenario can be found in the “Inflation Report, November 2020”.
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1.2. Global factors
The main external source of risk to the economic situation of Poland and the condition of the Polish
financial system is the uncertainty relating to the pace and sustainability of the global economic
recovery arising from the future dynamics of the pandemic. The recovery of global economic activity,
after a significant drop in the first half of 2020 (see Figure 1.2)1 is differentiated among countries and
sectors. The return to pre-pandemic level of activity is hampered by the need to maintain or re-tighten
epidemic restrictions and by increased uncertainty. This reduces the willingness of enterprises to invest
and increase employment, which in turn affects the consumer and producer confidence. In Europe,
where the epidemic situation has clearly worsened, a further decline in activity in Q4 this year is highly
probable, especially in the services sector. The balance of risk for global economic growth is tilted to
the downside.
Figure 1.2: Private sector confidence indices of OECD countries and global economic policy uncertainty
(normalised data)

Source: NBP own calculations based on Global Economic Prospects (World Bank, June 2020), OECD, statista.com and www.policyuncertainty.com.
Note: the economic policy uncertainty index with a "-" sign.

Maintaining financial system stability in countries constituting the economic environment of Poland depends, to a large extent, on the evolution of the pandemic and on the scale and effects of
further public measures aimed at mitigating its effects. The expansive measures undertaken by the

public authorities of the EU in spring 2020 in response to the crisis2 have contributed to the revival
of lending dynamics in the EU. The growth rate of loans to non-financial corporations in the euro

1
2

See e.g. World Economic Outlook, IMF, October 2020.
These measures were described extensively in the previous issue of the Report.
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area in 20203 increased, among others, due to the government guarantees which allowed to reduce
banks’ exposure to risk. At the current stage, the key issue is the prolongation of these programmes
– as already announced by some governments – aiming at preventing a sudden credit crunch (cliff
effect). An example of measures mitigating this risk include the financial support (e.g. in the form
of loans or grants) offered to EU countries from European sources as part of the recovery package
comprising, among others, the Recovery and Resilience Facility and the European instrument for
temporary support to mitigate unemployment risk in an emergency.4
Figure 1.3: Weighted average return on capital
in the EU banking sector

Figure 1.4: Factors determining the decline of
return on capital in the EU banking sector: December 2019-June 2020
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Notes: Weighted average of the total assets of EU banking sectors.

Notes: The figure shows the impact of individual items in relation to capital.

Source: NBP calculations based on EBA Risk Dashboard Q2 2020.

Source: NBP calculations based on EBA Risk Dashboard Q2 2020.

The outbreak of the pandemic has deepened a declining trend in the profitability of the EU
banking sector, weakening its resilience to shocks. Banks' profitability deteriorated despite the
aforementioned lending growth in the EU, among other things, due to a surge in provisions for
expected credit losses as a result of pandemic (see Figure 1.3 and Figure 1.4). The effects of the
deterioration in the loan portfolio quality will be particularly noticeable in banking sectors of those

The annual growth rate of loans to non-financial corporations in the euro area ranged from 4.2 to 7% y/y in the first three quarters of
2020 (based on the ECB data).
4 Recovery and Resilience Facility with the value of EUR 672.5 billion is intended to counteract the socio-economic impact of the pandemic. Loans and grants are also provided under the European instrument for temporary support to mitigate unemployment risks in
an emergency (SURE). In addition, the EU support measures include, among others, redirecting and increasing available funds under
various EU programmes and adapting the multiannual financial framework of the EU budget to the post-pandemic recovery of the
EU.
3
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EU countries, which had already before the pandemic recorded a relatively high level of non-performing loans, a low level of the capital adequacy and have significant exposures to sectors affected by the pandemic (e.g. tourism, catering, transportation, manufacturing).

1.3. Financial markets
1.3.1. Global markets
Over the recent months, the price of risk in the global financial markets has decreased compared to
the level recorded in the spring of 2020, however, it still remains elevated. A significant decline in
price volatility and high valuation of some assets, especially stocks, indicate that the scenario of limited
impact of the pandemic on the global economic and financial situation prevails on the market. The
demand for risky assets is also driven by low interest rates in many countries. The decrease in volatility
indicators was not uniform, both in terms of scale and across asset classes (see Figure 1.5). Stock and
foreign exchange market volatility has decreased less than the bond market volatility and remains
above the levels which prevailed in 2019. This indicates that the risk involved in the valuation of stocks
and currencies is higher. The decline in bond volatility was associated with the stabilisation of market
expectations regarding the flat path of interest rates by the major central banks in the coming quarters
and with the direct support from central banks, in particular in the form of extending asset purchase
programmes.
Figure 1.5. Risk pricing on the global financial
markets
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Bond market volatility (bps)
Stock market volatility (%)
FX market volatility (%)

30
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Figure 1.6. Changes in the price-to-earnings ratio for the IT sector and in the price-to-book
value ratio for the banking sector
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index) – right axis.
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Source: Bloomberg.
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Figure 1.7. Change in the valuation of selected financial assets in selected periods
Currencies

Stock market indices

Sovereign bond yields

COVID-19 pandemic

Global financial crisis

Risk

Notes: The bars indicate changes in the valuation of assets in selected periods, while the vertical lines indicate the range of these changes
in the period. The former indicates a change in value at the end of the period relative to the beginning of the period, while the latter
additionally takes into account the maximum or minimum change in a given interval. The interval from 21 January 2020 (escalation of
infections in China, beginning of official statistics) to 30 October 2020 has been adopted as the period of the COVID-19 epidemic. The
interval starting on 15 September 2008 (bankruptcy of Lehman Brothers bank), comparable in terms of the number of days, was adopted
as the period of the global financial crisis.
Source: Bloomberg.

Increases in stock exchange indices above pre-pandemic levels, contrasting with the material risk to
future economic growth, raise concerns regarding the correct valuation of companies. The recovery
in the stock markets observed since March 2020 was significantly stronger compared to the period of
the global financial crisis in 2008-2009, while some indices, including S&P500, reached their historical
highs again. Optimism in markets was associated with expectations of rapid economic recovery coupled with significant support of the economic policy. However, stock prices rose more strongly than
expected earnings and in relation to the book value of companies, although with noticeable diversification by industry. This is particularly evident in the case of information technology (IT) companies,
whose valuation measured by the price-to-earnings ratio in the United States was almost 60% higher
than before the start of the pandemic (see Figure 1.6). In historical terms, IT companies’ valuations are
high. On the other hand, bank valuations, after earlier declines, have not returned to the pre-pandemic
levels. This reflects investor scepticism regarding the profitability of the banking sector in the face of
low interest rates environment and the expected increase in the provisions for impaired loans.
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1.3.2. Financial market in Poland
The yields on Polish Treasury bonds, like the spread to the yields of German Bunds, have reached
their historical lows. In particular, yields at the short end of the curve have fallen in response to interest
rate cuts by the MPC (see Figure 1.8), and even yields of 2-year bonds have reached negative levels.
FRA contracts are pricing in a reduction of the NBP reference rate to 0.0% in second quarter of 2021.
The declines in yields over recent months were triggered by high demand from the banking sector as
well as the programme of repurchase of selected bonds launched in March 2020 under the NBP structural open market operations. Consequently, the domestic banking sector has become the owner of
nearly 50% of domestic bonds issued by the State Treasury (see Figure 1.9 and Chapter 2.5). The decreasing share of non-residents (slightly above 17%) resulted in a decrease in turnover on the secondary
bond market.
Figure 1.8. Yields of Treasury securities and
spread to German Bunds
10Y Bond

2Y Bond

Figure 1.9. Structure of investors in the domestic
Treasuries market
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Source: Ministry of Finance.

Source: Bloomberg.

The zloty exchange rate against the euro has weakened by about 8% compared to the pre-pandemic
period (see Figure 1.10). The increase in risk aversion resulted in the depreciation of most currencies of
the emerging countries. Uncertainty related to further evolution of the COVID-19 pandemic and, consequently, the rate and scale of the economic recovery results in maintaining increased foreign exchange rate volatility. At the same time, the cost of obtaining CHF for PLN in CIRS basis transactions,
thanks to which domestic banks could hedge financing of, among others, foreign currency-denominated mortgage loans, remained stable and low.
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Figure 1.10. Zloty exchange rates against EUR
and CHF and EUR/PLN implied volatility
EUR/PLN

CHF/PLN

Figure 1.11. Change in WIG index against regional indices and indices of emerging markets
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and BUX were normalised to 100 as of the end of September
2019.
Source: Bloomberg.

After a period of recovery from the spring slump, the domestic stock market entered the phase of
consolidation. Compared to the March minimum, the WIG index rose by approx. 19%, with the major
part of the increases taking place until August 2020. This trend was in line with the developments of
other indices in the CE-3 region and the emerging markets (see Figure 1.11). The scale of growth of the
WIG index was further limited by the high share of low-priced bank shares in the Warsaw Stock Exchange capitalisation (see Chapter 1.3.1).

1.4. Situation in the real estate market5
The restrictions in force in 2020 in response to the COVID-19 pandemic have resulted in a strong
reduction in activity in the real estate market. In the second quarter of 2020, the number of contracts
sold for the construction of housing in the primary market in the largest cities was more than half lower
than the average for the last four years. However, the cost of housing construction continued to rise as
a consequence of the persistence of high construction demand in the whole economy. Some cities saw
a decline in the average transaction prices of dwellings in the primary market but their continued increase in the secondary market. The assessment of the situation on the commercial real estate market is
difficult – available data do not yet cover the pandemic period, while long rental agreements make
possible changes noticeable with a delay.

5

For more information on the current situation on the real estate market in Poland, see ”Information on home prices and the situation
in the residential and commercial real estate in Poland in 2020 Q2”, available on the NBP website:
https://www.nbp.pl/home.aspx?f=/publikacje/rynek_nieruchomosci/index2.html
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1.4.1. Residential real estate market
The impact of the pandemic resulted in reducing transaction prices in the primary market, while
prices in the secondary market remained less sensitive to these developments. In the primary market
(PM), transaction prices decreased in Warsaw and in the group of 10 cities, with their slight increase in
the group of 6 cities, while offer prices of new housing units put on the market continued to increase
in all groups of cities. On the other hand, transaction prices of dwellings on the secondary market (SM)
rose in all groups of cities, however, the growth rate slowed down. In the case of SM offer prices, a decrease was observed in Warsaw and in the group of 6 cities, with their increase in the group of 10 cities.
A certain inertia of the secondary market against the primary market is typical, since the former comprises individual sellers who are not willing to lower prices and can often postpone the transaction.
Figure 1.12. Transaction prices of dwellings in
the primary market (PM) and secondary market
(SM) in selected groups of cities in Poland

Figure 1.13. Average (offer and transaction) rates
of home rental in selected groups of cities in Poland
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and Wrocław, and ten cities include Białystok, Bydgoszcz, Katowice, Kielce, Lublin, Olsztyn, Opole, Rzeszów, Szczecin and
Zielona Góra.
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In view of the significant decline in interest in rental, the rates of rental have fallen. Therefore, the
profitability of rental has decreased. It is still higher than the interest rate on deposits, however, investment demand for housing has declined significantly. In the second quarter of 2020, a substantial drop
in the number of dwellings sold in the PM was seen compared to the average over recent years, which
should be associated with the lockdown in the economy. As a consequence, the time needed to sell the
entire housing stock put on the primary market has extended recently (assuming the current level of
the demand).
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1.4.2. Commercial real estate market
The current assessment of the impact of the pandemic on the commercial real estate market is hindered due to the term of rental contracts while individual segments of this market – office space,
shopping centres and entertainment centres as well as warehouse space – demonstrate varied degrees of sensitivity to the pandemic effects. Restrictions in social life and remote work reduce the
demand for office space and, indirectly, for retail space in large cities. However, rent rates in commercial facilities are fixed for several years and the termination of these contracts is costly, therefore adjustments in this market take place gradually. In the second quarter of 2020, the supply of new space remained hight on the office real estate market as a result of the construction projects commenced earlier.
However, the growth in demand was not high enough to absorb new supply and the vacancy rate in
large cities increased slightly again (to 9%). It is not yet alarming6, however, it should be stressed that
it is varied and generally higher in older buildings with less attractive location. The costs of maintaining
the stock, including, above all, renovation and modernisation costs remain high, which may translate
into a decrease in the expected profitability of investment in this type of real estate and, consequently,
their transaction prices. For several years now tenants have been switching to e-commerce, which has
weakened the demand for commercial space. Some owners of commercial facilities started to introduce
costly modernisation to offer entertainment and leisure facilities in addition to retail space and thus
attract tenants. At the same time, the warehouse sector has been developing strongly, especially around
Warsaw. The demand is generated mainly by logistics and trading companies, including those involved in e-commerce.

6

E.g. a model analysis of revenues from a class B office building, assuming debt at the level of 80%, shows that with a vacancy rate of
10%, the investor is able to service the loan and gains a 20% surplus. However, with a vacancy rate of 20%, the investor barely services
the debt, which means that it is strongly exposed to even minor declines in income or slight increases in credit costs. This analysis is
based on the method presented in “Box D. Analysis of investment in office real estate and estimated rates of return at various LTV
levels” in: “Report on the situation in the residential and commercial real estate market in Poland in 2017”.
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2. Main risk areas in the banking sector
In June 2020, the special issue of the Financial Stability Report on the impacts of the COVID-19 pandemic identified the areas of risk in the financial system which emerged in connection with the pandemic or are enhanced by the pandemic. They include:
•

an increase in the provisions for expected credit losses related to the pandemic,

•

excessive reduction of lending by banks (so-called credit crunch),

•

weakness of certain institutions and the contagion effect,

•

the interconnectedness between the banking sector and the government (the so-called sovereignbank nexus).

In the June Report, the identification of risk areas was still performed at the early stage of the pandemic.
There was a great deal of uncertainty regarding the direction and scale of its impact on the economy
and consequently on the financial system. At this stage, more can already be said about how banks and
other financial institutions have responded to this shock. We are able to verify the hypotheses formulated in the previous issue of the Report. Some of them were confirmed by facts, while some of the
predictions were not successful. Later in the text of the Report, we present the current assessment of the
most important sources of risk to the national financial system, taking into account future developments.

2.1. Credit risk and earnings
2.1.1. Current loan losses
In the context of a significant drop in economic activity, the costs of credit risk in the first half of
2020 increased significantly (see Figure 2.1). As predicted in the previous issue of the Report, it had an
impact on the significant reduction in the earnings of the banking sector. High increases in loan losses
were mainly related to loans to individual entrepreneurs and to enterprises.
The use of loan moratoria by households on a relatively large scale and the relatively insignificant
deterioration of the labour market situation (moderate increase in unemployment) limited the
amount of loan losses reported in the first half of 2020. Nevertheless, in housing loans, banks recorded
an increase in loan losses which was higher than proportional compared to the previous year. However,
this was the result of the base effect, i.e. exceptionally low losses in 2019 as a result of a relatively conservative lending policy and a significant improvement in the financial condition of households.
Loan losses were impacted by the relatively low credit exposure of banks in the sectors most severely
hit by the pandemic7 (see Figure 2.2), as well as by State aid within the anti-crisis shields and loan
7

The figure presents average decreases in gross value added in the NACE sections while the impact of the pandemic on the activity of
some enterprises in these sections was much stronger.
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moratoria. The share of corporate loans in the sectors most severely affected by the pandemic in the
second quarter of 2020 (accommodation and catering, culture, recreation and entertainment and other
service activities) amounted to 4.1%, with a slightly lower share of those sectors in gross value added
(GVA) amounting to 3.5% in 2019 (see Figure 2.2).
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Figure 2.2. Decrease y/y in gross value added in
the second quarter of 2020 in individual NACE
sections vs. the structure of corporate loans by
the borrower's NACE section
Share of loans to particular section of the
economy in total corporate loan portfolio

Figure 2.1. Loan losses in the first halves of the
year in individual loan types and loan losses/net
loans ratio in the aggregate of loans to the nonfinancial sector

Change in GVA in Q2 2020 (y-o-y)
Notes: Estimation of shares in loans based on reporting of socalled large exposures. The data comprise part of loans to entrepreneurs and individual farmers. Section: B – Mining, C –
Manufacturing, D – Electricity, gas and heating supply, E – Water supply, sewerage and waste management, F – Construction,
G – Trade and repairs, H – Transportation and storage, I – Accommodation and food service activities, 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 service.
Sources: GUS, NBP.

A considerable part of the increase in the cost of credit risk in the first half of 2020 resulted from the
premature creation of provisions for expected credit losses in banks applying the International Financial Reporting Standards (IAS/IFRS). This was a consequence of the deterioration in the predicted
macroeconomic scenarios in connection with the pandemic, resulting in an increase in PD and LGD
parameters in the credit risk models used for estimating credit losses. The value of Stage 2 loans has
also increased, especially for loans to industries heavily affected by the pandemic (see Figure 2.3). This
has resulted in an increase in loan losses since the transition of loans from Stage 1 to Stage 2 involves a
significant (usually several times) increase in provisions.8 Moreover, due to difficulties in credit risk
8

At the end of August 2020, average levels of provisions in loans to the non-financial sector in relation to loans in Stages 1 and 2
amounted to 0.5% and 6.0%, respectively.
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assessment, caused, among others, by the uncertainty of future economic conditions and the impact of
the moratoria, some banks created additional provisions for credit risk above the values resulting from
credit risk models.9
Figure 2.3. Share of Stage 2 (or under observation) loans in individual types of loans
Corporate loans
Housing loans
Consumer loans
Loans to entrepreneurs
Total loans to non financial sector

Figure 2.4. Impaired loan ratios by type of loan
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Sources: NBP.

Contrary to the increase in the value of portfolios qualified for Stage 2, some credit risk indicators
based on the identification of actual, current debt servicing problems, such as the share of loans in
arrears or non-performing loan ratios have changed insignificantly (see Figure 2.4 and Figure 2.7).
Loans to individual entrepreneurs made an exception.
Loan moratoria had an impact on limiting the increase in credit risk. Temporary difficulties with the
repayment of loan, as a result of the exceptionally large shock at the beginning of the epidemic, did not
result in the insolvency of borrowers. The highest number of moratoria was granted in the second half
of March and in April 2020. At the end of the first half of 2020, 12.3% of loans to enterprises and 8.4%
of loans to households were covered by the moratoria.10 In the corporate loan portfolio, high shares of
these loans were particularly relevant to industries heavily affected by the pandemic. In the case of
housing and consumer loans, the share of loans subject to moratoria started to decrease quite rapidly
starting from June 2020 (see Figure 2.6), despite the extension of the maximum period for the moratoria
to 6 months. This decline has been impacted by the decrease in households' concerns of losing jobs and

9

The adjustments are described in the published financial statements of listed banks.
Consolidated reporting data for domestic commercial banks without associating banks and Nowy Bank BFG.

10
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deterioration of their financial standing in connection with the epidemic.11 The decline in the share of
the moratoria for individual entrepreneurs was much smaller, which can be linked to the strong impact
of the pandemic on the situation of this sector. The period of expiry of the first 6-month moratoria began
in mid-September 2020. The impact of the expiry of the moratoria on credit risk indicators will gradually become apparent in the fourth quarter of 2020 and in the next year.
Figure 2.5. The value of loans subject to contractual moratoria in particular types of loans to
households

Figure 2.6. Share of loans subject to contractual
moratoria in particular types of loans to households

14%

Notes: The vertical line represents the expiry of the 6-month
period from the date of announcement of the loan moratoria
programme (16 September 2020).
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Loan losses in cooperative banks decreased in the first half of 2020 (see Figure 2.8). Lower provisions
in cooperative banks were influenced by the rules of their creation, other than those in commercial
banks applying IFRS. Cooperative banks prepare their financial statements in accordance with the
Polish Accounting Standards (PSR), where the concept of expected future loss is not applied but mainly
provisions for incurred losses are created. The reduction of loan losses may also have been influenced
by changes in the regulations governing the amount of provisions introduced, among others, in connection with the pandemic12. After the expiry of the moratoria, a gradual increase in loan losses should
be expected, especially in the case of loans to individual entrepreneurs and enterprises, a significant
See GUS reports “Koniunktura Konsumencka” [Reports on consumer tendency] of April-September 2020, available at
https://stat.gov.pl/obszary-tematyczne/koniunktura/.
12 See Regulation of the Minister of Finance of 16 April 2020 amending the Regulation on the rules for creating provisions for the risk
related to banking activity (Journal of Laws of 17 April 2020, item 687). The Regulation extends the period for recognition of credit
collateral for the purpose of reducing the basis for creating specific provisions and introduces a possibility of an additional one-off
rescheduling, after which the degree of reduction is calculated as for a new loan.
11
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part of which was subject to the moratoria.13 Nevertheless, in connection with the rules of creating
specific provisions and charges to provisions in the PSR, this increase should be spread over time and
most losses are likely to be recognised in 2021.
Figure 2.7. Shares of loans to the non-financial
sector in arrears of more than 30 days according
to arrears class
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Figure 2.8. Loan losses in cooperative banks in
the first half of the last 5 years in individual
types of loans
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2.1.2. Earnings
The increase in provisions for credit risk related to the effects of the COVID-19 pandemic was the
main reason for the significant decline (by approx. 50%) in earnings and the profitability of the
banking sector compared to 2019 (see Figure 2.9 and 2.10). Lower profits of the sector were also due to
charges to provisions for other impaired assets (including investment in affiliated entities), provisions
for legal risk of FX housing loans (see Chapter 2.2), lower dividend income and declining net interest
income. The decline in profits was limited by an increase in net fee and commission income.

13

Based on BIK data on contractual loan moratoria, it can be estimated that as of 14 September 2020, approximately 22% of loans to
individual entrepreneurs in cooperative banks (as opposed to 9% in commercial banks) were covered by these moratoria. In the case
of loans to enterprises, this share is at least 16% (BIK data cover only part of corporate loans).
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Figure 2.9. Change in net earnings of the banking sector and decomposition of the change – JanuaryAugust 2020 compared to January-August 2019
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Note: The height of the green and red bars indicates an increase/decrease of the relevant P&L position relative to the level for the first
eight months of 2019. A negative change in cost items indicates increasing cost, which translates into lower net earnings.
Source: NBP.

The number of banks making losses has increased (to 34 from 26 at the end of August 2019), as well
as the amount of losses. Losses were recorded mainly by smaller and medium-sized entities and the
total share of these banks in the assets of the banking sector increased to approx. 11% (from 6% at the
end of August 2019).
In the subsequent quarters, the deepening decline in profitability of the banking sector can be expected, the main reason for which will be a further increase in provisions for credit risk. This increase
will primarily be a delayed effect of the economic slowdown associated with the COVID-19 pandemic.
In addition, a the quality of loans may deteriorate in case of borrowers whose loan moratoria or other
forms of aid expire. In the case of banks applying national accounting standards (including cooperative
banks), the delay in the creation of specific provisions results also from the reporting rules14, which
assign a certain level of provisions to specific classes of loan repayment arrears. Therefore, it can be
expected that the scale of creating provisions in these banks will increase when borrowers affected by
the COVID-19 pandemic effects default on loans. Some banks should also reckon with the necessity to
increase provisions regarding FX loans portfolios, which would accumulate additional charges because
of both cyclical and structural factors, the latter one due to FX housing loan exposures.

See Obwieszczenie Ministra Finansów z dnia 22 lutego 2019 r. w sprawie ogłoszenia jednolitego tekstu rozporządzenia Ministra
Finansów w sprawie zasad tworzenia rezerw na ryzyko związane z działalnością banków [the Notice of the Minister of Finance of 22
February 2019 concerning the announcement of the consolidated text of the Regulation of the Minister of Finance on the principles of
creating the provisions for the risk related to banking activities], Journal of Laws 2019, item 520, as amended.
14
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Figure 2.10. Return on assets in domestic commercial banks (left-hand panel) and cooperative banks
(right-hand panel)
Median - 5 largest banks
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2.1.3. Scenario analysis
In order to assess the magnitude of the impact of the pandemic on the earnings and capital adequacy
of domestic commercial banks15, a scenario analysis was performed, using the tools applied in the
(top-down) stress tests conducted regularly by NBP.16 The analysis focuses on the impact of macroeconomic developments and does not cover other factors that may affect the situation of banks, in particular a potential increase in the cost of lawsuits relating to FX housing loans17 (see Chapter 2.2). This cost
has not been recognized in the analysis, since it depends on the scale of lawsuit inflows, as well as on
the results of court decisions. Additionally, this cost would probably be distributed over many years.
Due to high uncertainty about those factors, reliable and probable assumptions on them are difficult to
make in the time horizon of the analysis.
The assessment of the impact of the pandemic was carried out for two scenarios – the reference
scenario and the pessimistic scenario. The course of selected macroeconomic variables in both scenarios are presented in Table 2.1 and Figure 2.11. The central path of the NBP macroeconomic projection
from the “Inflation Report, November 2020” was used as the reference scenario. The pessimistic scenario assumes a sharper continuation of the pandemic in Poland and worldwide, an increase in some
Excluding BGK.
More information concerning the methods used in the top-down stress tests conducted in NBP can be found in previous editions of
the Report, including in Appendix I of the “Financial Stability Report. December 2018” and in: M. Borsuk, O. Krzesicki, InSTA – integrated stress-testing approach at NBP. The past, present and future perspectives, “NBP Working Paper” No. 325/2020.
17 Depending on banks' accounting policies and arrangements with auditors, some of these costs may take the form of impairment
losses.
15
16
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administrative restrictions and the occurrence of disruptions in global supply chains, which would
contribute to a stronger decline in economic activity and its slower recovery in the global economy,
including Poland. As a result of these shocks and disturbances compared to the reference scenario, a
loss of manufacturing potential in Poland would occur, inflation would fall, exports, investment and
consumption would be reduced, the natural rate of unemployment in Poland would increase (a hysteresis effect), the zloty would depreciate and the yields of Treasury bonds would increase due to the
growth in risk premium.
Table 2.1. Major economic indicators considered in the macroeconomic scenarios
Scenario

2019

2020

2021

2022

-3,5

3,1

5.7

-8.0

0.8

5.3

3,7

5.4

4,4

6.1

8.1

7.0

3.4

2,6

2.7

3.1

-0.7

0.0

0.7

0.2

0.2

0.7

0.2

0.2

GDP growth (y/y, %)
Reference scenario
Pessimistic scenario

4.1

LFS unemployment rate, annual average
Reference scenario
Pessimistic scenario

3.3

CPI inflation (y/y, %)
Reference scenario
Pessimistic scenario

2.3

WIBOR3M
Reference scenario
Pessimistic scenario

1.7

Source: NBP.

In the case of cooperative banks, the simulation of the impact of an increase in credit risk and a
decrease in interest rates on the earnings of the banks was carried out ceteris paribus.
It should be emphasised that there is considerable uncertainty about both scenarios. The main material risk to future economic growth developments in the reference scenario is the sharper progress of
the coronavirus pandemic and a larger scale of restrictions than assumed. The pessimistic scenario assumes materialisation of this risk.
Results of the analysis for the reference scenario
If the reference scenario were to materialise, the results of the analysis indicate that a deterioration
in the quality of banks' loan portfolios and a further significant increase in provisions for expected
credit losses should be foreseen. The process of creating these provisions will be spread over time,
however, most of the losses should be recognised by the end of 2021 (see Figure 2.12). Under these
assumptions, the average annual cost of provisions for credit risk would more than double between
2020 and 2021 compared to 2019. Expected losses on loan portfolios could be worse than during the
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global financial crisis of 2008-2010 (except for consumer loans). Simulations carried out on the basis of
data for cooperative banks lead to similar conclusions, although the increase in provisions would probably be smaller (the average annual charges to provisions in 2020-2021 would be 50% higher than in
2019).
The net interest income of banks18 will gradually decrease in subsequent quarters as a result of a
progressive adjustment of zloty interest bearing assets and liabilities to the new position of the interest rate curve. The drop in interest margin is likely to be stronger in cooperative banks, due to,
among others, lower interest rates on liabilities in the period before the interest rate decreases (less
room for adjustment under the assumption of zero lower bound).
Figure 2.11. Real GDP level and BAEL unemployment rate in macroeconomic scenarios
GDP

Figure 2.12. Net charges to credit risk provisions
(Stages 1-3) in domestic commercial banks
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Source: NBP.

Assuming the materialisation of forecast costs of credit risk and other considered factors, the earnings of domestic banks in 2020 could be approximately 75% lower than in 2019, while in 2021 the
banking sector as a whole could suffer losses19 (see Figure 2.13). The vast majority of the entities analysed (including the largest domestic commercial banks) would achieve negative financial results at
least in certain periods within the simulation horizon.

18
19

Assuming no interest rate changes in the analysed period.
The presented estimates of future provisions for credit risk, net interest income and other profit and loss account items are subject to
significant uncertainty, in terms of both the total amount and timing. This uncertainty is associated with the potentially strong impact
of anti-crisis fiscal, monetary and macro-prudential policy instruments, loan moratoria, etc. on the situation of banks and borrowers.
Banks, in cooperation with their auditors, may also tap the flexibility admitted in IFRS 9, including the point in time and scale of
creation of charges to credit risk provisions, which may also contribute to a lack of precision in estimates.
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Figure 2.13. Net earnings of domestic commercial banks
Net earning (data)

Figure 2.14. Change in net earnings of domestic
commercial banks in 2021 compared to 2019
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The main driver of the downward trend in banks' earnings in 2020-2021 will be higher charges to
provisions for expected credit losses (especially in the case of corporate loans). The decrease in net
interest income would also lead to a decline in earnings, although the negative impact of this factor
would be much lower than for the increase in charges to provisions for credit losses (see Figure 2.14).
Figure 2.15. Distribution of domestic commercial banks by the TCR

Figure 2.16. Excess of Common Equity Tier 1
capital in domestic commercial banks after
meeting capital requirements and buffer requirements
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In 2022, at the assumed rate of economic recovery, it can be expected that the quality of the loan
portfolio will improve and the banks' earnings will begin to recover. As a result of the release of part
of provisions on the balance sheet, net charges to credit risk provisions in the profit and loss account
(P&L) would be lower – especially for corporate loans – than in 2019 or even negative (more writedowns will be released than created). On the other hand, for housing loans, the process of recognising
impairment is likely to be delayed. Consequently, in 2022 the level of provisions may still be relatively
high. Owing to the improvement in the economic situation and the decline in the share of non-performing loans, the net interest margin of commercial banks will start to grow.
Figure 2.17. Total capital ratio of domestic commercial banks in the reference scenario (left-hand panel)
and the pessimistic scenario (right-hand panel) and decomposition of its changes
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Notes: Purple bars represent the total capital ratio of the banks analysed at the beginning and the end of the simulation period. Factors
positively influencing the average total capital ratio over the simulation period are marked with green bars and those adversely influencing it – with red bars. The impact of these factors is presented in percentage points. “Retained earnings” is an increase in banks'
capital by the undistributed profit (as of the end of June 2020) generated before the simulation period, arising from the adopted assumptions. “Earnings before credit risk charges and tax” is equivalent to net income from banking activity, less, among others, operating costs. “The tax on assets” is the estimated amount of a tax on certain financial institutions that banks would pay during the simulation period. It is assumed that a bank that records a loss in two consecutive quarters shall be subject to the recovery plan, which
relieves it from paying tax for the rest of the projection period. The “Change of risk exposure” mainly results from changes in the
balance and structure of assets (including granting new loans and changes in the value of FX housing loans).
Source: NBP.

Despite the expected high scale of financial losses, most banks would have sufficient excess capital
to absorb the losses (at a level resulting from the analysis) and develop lending. Excess of capital in
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the sector increased by ca. 29.5 billion PLN after the release of the systemic risk buffer (3% TREA) in
March 2020 and was further increased by retained earnings of 2019. The materialisation of the reference
scenario and other assumptions (including banks' compliance with the supervisory requirements concerning withholding of profit distribution) would result in an increase in the average total capital ratio
(TCR) of domestic commercial banks from 19.1% in June 2020 to 19.4% at the end of 2022, as own funds
would rise by 14.3 billion zlotys. The average TCR of cooperative banks would decrease from 18.4% in
June 2020 to 17.3% at the end of 2021.
Some banks would require capital injection in order to meet capital requirements. It should be noted
that most of them already were characterised by low profitability prior to the pandemic (which made
it difficult both to accumulate capital from internal sources and to obtain financing from investors)
and/or a shortage (possibly little excess) of capital. In the reference scenario, commercial banks (with

the total share of 4.1% of the sector's assets) would not meet Pillar 1 and 2 capital requirements.
The total capital deficit would amount to approx. 2 billion zlotys. For comparison, at the end of
June 2020, banks with a 3% share in the assets did not comply with the Pillars 1 and 2 requirements.
The estimated capital shortfalls against the combined buffer requirement can also be assessed as
relatively low (see Figure 2.16). In the reference scenario, the shortfalls would amount to approx. 3.5
billion zlotys and affect commercial banks with a combined 6% share in the sector's assets. For comparison, at the end of June 2020, the combined buffer requirement was not fulfilled by banks with a 3.1%
share in assets.
It should be stressed that the temporary use of capital buffers by banks should not be seen as a
negative phenomenon. One of the main objectives of capital buffers is to increase the capacity of banks
to absorb losses under shock conditions and to reduce the likelihood of a decline in the capacity of
lending to the economy.

Results of the analysis for the pessimistic scenario
Materialisation of the pessimistic scenario of economic development (see Figure 2.11) would mean
significant losses for the group of banks under analysis, especially in 2021. The average annual costs
of provisions for credit risk in 2020-2021 would increase more than three times compared to 2019, including as a result of a deterioration in the quality of FX housing loans due to the assumed depreciation
of the zloty by 30%. The poorer quality of the credit portfolio would also contribute to lower net interest
income. As in the reference scenario, in 2022 – owing to a gradual improvement in the economic situation and the quality of the loan portfolio – banks' earnings would increase but still be lower than the
average in recent years.
Even if the pessimistic scenario materialised, the vast majority of the banks analysed would be able
to cover the losses incurred using their excess of capital. The total capital ratio would fall to 17.3% at
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the end of 2022, mainly due to very high credit losses (see Figure 2.17).20 The total share of entities with
capital shortfalls against the Pillar 1 and 2 requirements in the banking sector’s assets would increase
to 8%, and their capital requirements would amount to approx. 4 billion zlotys. Commercial banks with
a combined 10% share in the sector's assets would lack the capital to cover the combined buffer requirement while the amount of the shortfall would increase to around 7 billion zlotys.

2.2. Legal risk associated with the portfolio of FX housing loans and its economic
consequences
Recently, the financial risk resulting from potential legal solutions concerning the portfolio of FX
housing loans has increased.21 Most of these loans were granted before 2009 and have already been
partially repaid. For a decade, new FX loans denominated in Swiss francs have only been granted in
very small amounts.22
Figure 2.18. Quarterly number of new lawsuits concerning FX mortgage loans, broken down into balance sheet and other loans (left-hand panel) and indexed and denominated loans (right-hand panel)
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Notes: vertical line – date of the CJEU ruling. The prevailing part of the lawsuits (99%) relates to loans denominated in the Swiss franc.
Source: NBP estimates based on non-standard reporting UKNF data.

The legal risk of this portfolio has significantly increased following the CJEU ruling in Case C260/18 Dziubak of October 2019 (see Box 2.1). It was followed by an increase in the number of actions
The analyses assume that there is no strong shock in the form of growth in yields of Treasury bonds due to an increase in risk
premium. The effect of this assumption is that the decline in the total capital ratio is small compared to the results of regular stress
tests published in previous editions of the Report. The standard assumption was to extend the credit spread of Treasury bonds by 300
basis points as a result of an increase in the risk premium and to maintain it throughout the analysis period. At present, such a strong
shock to the yield of Treasury bonds is unlikely to occur, among others due to the interventions of NBP in this market.
21 FX housing loans were mainly granted in the form of denominated or indexed loans.
22 In the case of loans in other foreign currencies (mainly in euro), a noticeable inflow of new loans ended in 2012.
20
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brought against the banks (see Figure 2.18) as well as an increase in the percentage of court decisions
favourable to borrowers. In the first half of 2020, the share of loans denominated in Swiss francs subject
to the actions rose from 7% to 10% of the total value of the portfolio of such loans. Additionally, the
share of lawsuits concerning loans fully repaid or not recognised in banks' balance sheets for another
reason (transferred to off-balance sheet records, sold) grew (to 12%).
Following the CJEU ruling, a change in the type structure of the agreements contested has also been
observed, i.e. increase in the share of denominated against indexed loans. If this trend continues, it
may have an additional adverse economic impact on banks which granted many denominated loans.
Since the fourth quarter of 2019, the share of lawsuits arising from such loans has grown (to 22% in the
second quarter of 2020), with about 40% share in the total portfolio of FX housing loans. If an abusive
clause is found in a denominated loan agreement, the courts will be much more prone to declare the
invalidity of the entire agreement than just the abusive clause itself. Since no uniform line of judgement
has developed so far with regard to the right of banks to require borrowers to pay remuneration for the
use of capital in the performance of an invalid agreement, judgements declaring the invalidity of an
agreement may have severe financial consequences for banks (so far there have been only few final
judgements in this respect).
Box 2.1. Legal risk for banks associated with the portfolio of housing loans indexed or denominated in a foreign currency
Court settlements
Legal risk associated with the portfolio of housing loans indexed or denominated in foreign currency involves challenging of certain provisions of the agreements by some borrowers, in particular those relating to the rules of determining the foreign currency exchange rate defining the
subject matter of the agreement. The most frequent allegation raised by borrowers is the prohibited
(abusive) nature of the indexation clauses and foreign exchange risk clauses included in the agreements.
In this context, reference should be made to the ruling of the Court of Justice of the European
Union (CJEU) on 3 October 2019 as a preliminary ruling in connection with the dispute before
the Regional Court in Warsaw (Case C-260/18 Dziubak).23 In the case pending before the national
court, borrowers challenged the validity of the conversion clause in a loan agreement indexed to
the Swiss franc. The CJEU ruling essentially confirmed the admissibility of the court's declaration
of invalidity of the loan agreement binding the parties thereto after the removal of the abusive conversion clause.
It should be borne in mind that it is in any event up to the domestic courts to decide whether a

23

Judgement of the Court of Justice of the European Union of 3 October 2019 in the case of K. and J. Dziubak vs Raiffeisen Bank
International AG C-260/18(OJ C.2019/413/11).
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particular provision in the specific agreement concluded with a consumer constitutes an abusive
clause. The domestic court should also assess whether the specific contractual provision refers to
the main subject of the agreement and whether it is legally possible, in the light of the relevant
provisions of national law, to maintain the agreement in force without the prohibited clauses. It
should be emphasised that housing loan agreements indexed and denominated in foreign currencies demonstrate a considerable diversification. Consequently, the assessment by the courts of the
abusive nature of the clauses contained therein takes into account circumstances closely linked to
the specific dispute. Therefore, the content of the judgement in Case C-260/18 Dziubak does not
prejudge the legitimacy of borrowers' claims in other similar cases.
Taking into account the foregoing, if a court finds that a specific clause is unfair, it is essential
to assess the possibility of maintaining the loan agreement in force after the abusive clause has
been eliminated. The views currently presented in the case-law can be divided into two main
groups:
▪

the concept that the continuation of the agreement after the invalidity of the abusive clause
is declared is possible. In such a case, the consequence of finding the prohibited provision
as ineffective is the modification of the agreement binding on the parties in such a way that
the agreement becomes the loan denominated in zloty bearing interest at the reference rate
of interest on deposits and credits on the interbank market relevant for the Swiss franc (i.e.
LIBOR rates) plus the bank's margin,

▪

the concept that further continuation of the agreement in such a case is impossible, as a result of which the invalidity of the agreement binding on the parties should be declared.

There is also a lack of uniformity in the case-law on the potential effects of declaring the invalidity
of the agreement binding on the parties. In this context, the issue of defining the rules of mutual
settlements between the parties, including the possibility of claiming remuneration for the capital
made available to the other party in the performance of an invalid agreement (the so-called noncontractual use of capital), is particularly controversial. The lack of a uniform line of case-law in this
respect is an additional aspect of legal risk associated with FX housing loans.
Economic aspects of potential court settlements concerning the portfolio of FX housing loans
In addition to the legal aspects, attention should also be paid to the economic aspect of potential
court settlements.
Interest on a zloty loan at the LIBOR rate
The design of a loan where the reference interest rate refers to a currency other than the currency
of the principal amount due to the bank is not known in the practice of economic transactions and
makes no economic sense. In principle, money has its price and it is the interest rate that is used to
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determine the amount of interest for the use of money over time. The interest rate should therefore
reflect the price of money for the particular currency.
The interest rates for a particular currency are impacted by the central bank issuing the currency.
While determining the main interest rate, the national macroeconomic situation (e.g. inflation rate)
should be taken into account while the level of market rates, constituting a reference in agreements
between financial institutions and their clients, shall be impacted by the supply and demand for that
currency in the market. Therefore, in economic practice, each currency has its own price which is
formed under the influence of its relevant factors. For this reason, in economic transactions, there are
no known cases of entities using interest rates applicable to currencies from other jurisdictions to
determine the price of the national currency. Placing on the market an instrument which principal
amount is expressed in the Polish zloty but subject to the interest rate set by a central bank from
another country may affect the monetary policy transmission mechanism, and therefore hamper fulfilling statutory tasks of the Polish central bank.
Declaring the invalidity of the agreement and remuneration for the use of capital
From the point of view of economic rules, the temporary use of capital, in principle, requires remuneration because of the value of money over time. These changes take place due to factors such
as lost opportunities for the alternative use of capital or postponed consumption by the provider of
capital. The remuneration for the use of capital may be expressed as an interest rate. Due to the change
in the value of money in the period since the capital was made available (in the case of FX housing
loans, usually more than ten years), the reimbursement of only the nominal amount of capital received would therefore mean that, in real terms, the party benefiting from the capital made available
would pay back significantly less than it has received.
The specific feature of banking activity is the use of so-called leverage – loans and other assets are
financed with funds received from households and enterprises (in the form of current and term
deposits) or from other financial entities (e.g. banks, investment funds, insurance companies). Banks
do not invest solely their own funds but also incur liabilities in order to subsequently transfer the
funds they raise to other economic actors, mainly in the form of loans. The use of external financing
by banks involves their payment of remuneration for the use of these funds. Only a small part (approx. 10%) of banks' assets is financed with equity, the raising of which is also associated with a cost
(e.g. dividends and other benefits for shareholders). In the case of the prevailing part of Swiss francdenominated housing loans, several years have passed since they were granted. Throughout this
time, the principal amount of these loans was financed by banks with deposits acquired or other
forms of liabilities.

34

Narodowy Bank Polski

Main risk areas in the banking sector

UOKIK decisions
The validity of the terms and conditions of FX housing loan agreements used by banks from the
point of view of protecting consumers' interests is also controlled by the Office for Competition
and Consumer Protection. The UOKIK President is authorised to carry out the so-called abstract
control of the provisions of model agreements used by entrepreneurs in agreements concluded with
consumers. A legally binding administrative decision of the UOKIK President on recognising a provision of the model agreement as prohibited has an effect with respect to the bank which has been
found to apply a particular contractual provision and with respect to all consumers who concluded
an agreement with it on the basis of the model indicated in the decision (the so-called extended effectiveness of the decision). Its essence is to confirm that the clauses indicated therein are not legally
binding on consumers. The abusive nature of a specific clause determined in the decision of the
UOKIK President also facilitates the enforcement of borrowers' claims in court proceedings.
To date, the UOKIK President has issued decisions recognising as prohibited clauses concerning
the rules of setting exchange rates used in the model agreements for FX housing loans against
banks whose total share in the banking sector portfolio of FX housing loans is over 60%. None of
these decisions has yet become final.24 The decisions recognised as abusive the clauses used by banks
determining the conversion of principal amounts and individual instalments of loans indexed or denominated in foreign currencies and prohibited their continued use.
If a high number of lawsuits persist, the materialisation of legal risk will have a significant adverse
impact on the financial situation of banks. Banks create provisions and charges to provisions for potential losses resulting from legal risk related to FX loans. They relate both to loans already subject to
lawsuits and to lawsuits expected in the future. The amount of provisions is determined based on an
assessment of the likelihood of failure and the estimated amount of loss in this case. At the end of the
first half of 2020, the value of created provisions and charges to provisions for legal risk costs related
to FX loans amounted to approx. 2.9 billion zlotys. Uncertainty concerning the line of case-law and the
future number of lawsuits makes it difficult to determine how many provisions and charges to provisions for legal risks banks should additionally create. However, assuming that the current growth of
the number of lawsuits and the proportion of unfavourable court decisions persists, it can be estimated
that in the future the additional costs of some banks with the largest Swiss franc loan portfolios may be
high in relation to their regulatory capital.
In economic terms, both types of settlements under discussion, i.e. declaring the invalidity of the
abusive clause or of the entire loan agreement, imply a retroactive conversion of the loan into zloty
at a rate at which the loan was taken out. Conversion of a loan at a rate lower than the current rate
generally results in incurring a one-off loss by the bank related to a decline in the carrying amount of
these loans which would not be accompanied by a decrease in the valuation of the items financing and
24

As of the cut-off date of the Report.
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hedging these loans. Due to the size of the FX housing loan portfolios in some banks and the significant
difference between the current Swiss franc exchange rate and the rate at which these loans were taken
out, the potential spread of these settlements as well as difficulties in risk management would have to
lead to a significant impact on banks' activities. In addition, in the case of judgements declaring invalidity of the abusive clause but maintaining the agreement in force, zloty loans appear in the bank's
balance sheet at the interest rate applicable to another currency, which results in the banks' exposure
to the risk of changes in the spread between the zloty interest rate and the rate applicable to another
currency. Due to the “incompatibility” between the loan currency and the “interest rate currency”, it is
likely that it would be impossible to mitigate this risk by means of financial instruments used in economic transactions other than by incurring losses resulting from the current spread between these rates.

2.3. Lending and credit crunch risk
The previous edition of the Report indicated that one of the adverse effects of the pandemic on the stability of the financial system may be the occurrence of the excessive restriction on the availability of
lending for entities of the real sphere, the so-called credit crunch. This could be due to the banks' growing aversion to risk in the environment of increased uncertainty (see Box 2.2).
Box 2.2. Credit crunch
The phenomenon referred to as credit crunch generally means excessive limitation of bank credit
availability. A key feature of credit crunch is the contraction of credit supply reflected in the tightening of lending terms.25 This approach is presented in the definition adopted by the European Systemic
Risk Board in its recommendation ESRB/2013/1, pursuant to which the externalities of the credit
crunch manifest themselves in a sudden tightening of the conditions required to obtain a loan, resulting in a reduction of the availability of credit to the non-financial sector.26 The decline in the supply
of credit resulting from the reduction of banks' propensity to create credit, e.g. as a result of capital
constraints or restrictions on funding sources27, can also be identified as a credit crunch. It’s a significant leftward shift in the supply curve for bank loans, holding constant other parameters.28
A decline in the supply of credit as a consequence of, for example, a deterioration in the creditworthiness of borrowers is not a premise for determining a credit crunch, but means a cyclical reduction in credit supply.
A decline in lending stemming from demand factors should not be described as the credit crunch.
Satisfying borrowing needs from another source in the case of availability of bank credit or reducing

Udell G. (2009), “How Will a Credit Crunch Affect Small Business Finance?”, Federal Reserve Bank of San Francisco Economic Letter, No.
2009-09.
26 ESRB recommendation of 4 April 2013 on intermediate objectives and instruments of macroprudential policy (ESRB/2013/1).
27 Kliesen, K. and Tatom, J. A. (1992), “The recent credit crunch: the neglected dimensions”, Federal Reserve Bank Review, No. 5.
28 Bernanke, B. S., Lown, C. S. and Friedman, B. M. (1991), “The credit crunch”, Brookings papers on economic activity, 1991(2).
25
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the demand for long-term credit due to uncertainty about the future economic situation should not
be identified as the credit crunch.29
The observed volume of new lending results from the interplay between supply and demand factors while simultaneous changes in both categories complicate the inference on the reasons for the
decline in lending. Both the demand and the supply of credit can respond to the same variables, for
example the interest rate (and consequently the price of the credit), borrower’s creditworthiness or
excessive debt.30
The pandemic shock resulting in a collapse in demand in many industries, liquidity problems and
a deterioration in creditworthiness hampers the isolation of the credit crunch phenomenon.
The growth rate of lending to the non-financial sector31 following the COVID-19 pandemic slowed
down significantly – to 0.03% y/y at the end of September 2020. Both the scale and the nature of the
slowdown varied across credit categories (see Figure 2.19). However, at this stage, it can be concluded
that this was not due to the excessive restriction of credit availability by banks. The decline in the
growth of lending resulted largely from the reduction in demand for credit. Therefore, the observation
of the phenomena taking place on the credit market does not indicate the occurrence of credit crunch.
Figure 2.19. Growth rate of selected categories
of loans for the non-financial sector, y/y

Figure 2.20. Value of new loans (three-month
moving average)
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Holton, S., Lawless, M. and McCann, F. (2014), “Firm credit in the euro area: a tale of three crises”, Applied economics, 46(2).
Holton et al. (2014), op. cit.
31 The percentage changes in the value of loans referred to in this chapter refer to data after elimination of the impact of exchange rate
changes.
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Among all the loan categories, the lowest decrease in growth rate was recorded for housing loans.32
A decrease in the value of new zloty loans (see Figure 2.20) reflected the reduction in demand measured
by the number and value of credit applications submitted in the second quarter of 2020. 33 Tightening
of lending policy, including inter alia a decrease in the minimum LtV requirements34, which translated
into a decrease in the value of an average loan since the end of the second quarter of 2020 , also led to
a decline in new loans. Considering the fact that the scale of the reduction in lending is much lower
than at the turn of 2008-2009, while the value of new credits remains clearly above the average of the
last few years, it can be concluded that the availability of zloty-denominated housing loans has not
been reduced.
The risk of a credit crunch in the segment of housing loans in the future can be assessed as significantly lower than in the case of other types of loans. Following the lifting of most of the restrictions
related to the COVID-19 pandemic, the demand for credit has gradually rebounded – in July and August 2020, the value of loans applied for was close to the corresponding values of 2019.35 Easing of
lending policy by banks (after its significant tightening in the second quarter of 2020) points to the
increased availability of housing loans.36 In the longer term, the factor reducing the risk of a significant
reduction in the supply of housing loans is the relatively low (compared to other loan portfolios) sensitivity of the quality of the housing loan portfolio to adverse changes in the macroeconomic environment.
The annual growth rate of consumer loans has fallen sharply, both as a result of a temporary fall in
demand and a more permanent – as it seems – reduction in supply. After a deep decline in March and
April 2020, the demand for consumer loans, measured by the value of the loan applications submitted,
has gradually recovered and since June it has remained higher than in the same period of 2019.37 However, the increased demand did not translate into a corresponding increase in new loans, the value of
which in the period of June-August was about one quarter lower than a year ago. It results, among
others, from the strong tightening of lending policy in the second quarter of 2020, as declared by the
vast majority of banks. The tightening of lending conditions was primarily related to the reduction in
the maximum loan size, which was reflected in a decrease of the average value of loan granted.

As a result of the length of loan agreements, short-term changes in demand and supply do not trigger significant changes in the
growth of the carrying amount of housing loans.
33 See “Stan rynku kredytowego i pożyczkowego dla osób prywatnych po I półroczu 2020 r. Czy prognoza II półrocza 2020 r. zależy
tylko od rozwoju pandemii?” [The credit and payday lending market for individuals after the first half of 2020. Does the forecast for
the second half of 2020 depend only on the development of the pandemic?], July 2020, BIK.
34 See “Senior loan officer opinion survey on bank lending practices and credit conditions. 3rd quarter 2020”, July 2020, NBP.
35 See “BIK Index”, September 2020, BIK.
36 See “Senior loan officer opinion survey on bank lending practices and credit conditions. 4th quarter 2020”, October 2020, NBP.
37 Based on the BIK data.
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The scale of consumer loan constraint was adapted to the profile of the related risk, so it must be
recognised that, despite the slowdown in the rate of lending, no credit crunch occurs. The consumer
loan constraint was stronger for higher value loans with – the average annual growth rate of new loans
in the months of June-August amounted to -7% for loans up to 7,000 zlotys as compared to -29% for
loans above 20,000 zlotys.38 Given the factors that increase the risk level of the portfolio of high-value
loans39, such as their use to refinance debt and the higher share of borrowers who are self-employed,
loan supply constraint in this segment is justified in view of the high uncertainty about the future economic situation. It is worth noting that before the outbreak of the pandemic, NBP recommended that
banks should take a more cautious approach to assessing creditworthiness in the segment of longterm and high-value consumer loans.
Considering the rapid recovery in demand for consumer loans, the pace of lending in the near future
will be determined by changes in banks' lending policy. The slight tightening of lending policy in the
third quarter of 2020 and its declared easing in the fourth quarter of 2020 indicate a possibility of increasing the availability of consumer credit, which in the long run may also be supported by a higher
propensity of banks to engage in high-margin products at historically low interest rates. On the other
hand, some banks have suspended granting new loans to customers who do not have a stable source
of income. The impact of such a limitation is likely to be stronger in the consumer rather than in the
residential credit segment, due to the higher share of borrowers with less stable forms of employment
in this group.40
The annual growth rate of lending to non-financial corporations in the second quarter of 2020 declined significantly and it has been negative since June 2020 (see Figure 2.25). This decline resulted
primarily from the reduction in the demand for credit, rather than the reduction in the supply of
credit. The results of surveys conducted among companies do not indicate that the availability of bank
financing is excessively restricted. The tightening of lending standards and terms declared by banks
did not translate into a decline in the share of accepted loan applications across the corporate sector. 41
Loan refusal rates varied depending on the financial situation and the section of firms. The decline in
the growth of lending to enterprises resulted, among others, from the reduction in the scale of their
activities as a consequence of restrictions related to the COVID-19 pandemic and high uncertainty
about the future economic situation (see Box 2.3).

In terms of value, in this group of loans high-value loans – over 50 thousand zloty – represent the majority.
See “Financial Stability Report”, December 2019, NBP.
40 See “Financial Stability Report”, June 2020, NBP.
41 See “Aktywność kredytowa sektora przedsiębiorstw niefinansowych w Polsce w okresie pandemii COVID-19 (wybrane
zagadnienia)” [“Credit activity of the non-financial corporations sector in Poland during the COVID-19 pandemic (selected issues)”],
September 2020, NBP.
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Box 2.3. Diverging corporate lending trends in Poland and in other European Union countries during the pandemic
Data on new loans to non-financial corporations indicate a clearly lower credit growth rate in Poland compared to the majority of EU countries. During the pandemic, enterprises experienced a sudden drop in revenue which made it difficult to cover current costs, finance working capital and continue investment projects.42 One of possible ways of smoothing out temporary liquidity shocks is
increased lending. Since March 2020, the euro area has seen a significant increase in credit growth,
resembling the intensity of the recovery after the global financial crisis in 2010-2011 (see Figure 2.21).
Many countries, including Italy, Spain, Portugal and France, experienced growth in lending unseen
for many years (see Figure 2.22). In Poland, lending slowed down over the same period, and the y/y
growth rate in corporate loans has become negative (see Figure 2.21).
Figure 2.21. Normalised cyclical component of
credit growth for enterprises in Poland and in
the euro area

Figure 2.22. Distribution of normalised growth
of corporate loans in European Union countries

Notes: Values on the vertical axis expressed in standard deviations. Cyclical component obtained from the HP filter. The
growth in lending (y/y) on the basis of purely transactional
changes in credit balances, excluding reclassifications, valuation changes and loan redemption (the so-called index of notional stocks). The grey area is determined by minimum and
maximum values for 28 EU countries.

Notes: Calculations based on the definition of credit growth
provided below Figure 2.21. Whiskers determined by the minimum and maximum observation that is not an outlier. The rectangle denotes interquartile range. September 2009 chosen as a
minimum during the global financial crisis.

Source: ECB, own calculations.

Source: ECB, own calculations.

The different behaviour of corporate loan dynamics in EU countries and in Poland over recent
months can be explained by the diversification of public support measures introduced in response
to the pandemic. Individual EU Member States have applied a number of solutions aimed at reducing

See M. Falagiarda, A. Prapiestis, E. Rancoita, Public loan guarantees and bank lending in the COVID-19 period, EBC Economic Bulletin,
Issue 6/2020.
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the impact of the pandemic on the liquidity and solvency of companies. The support for companies
took numerous forms, including: (1) government guarantees for bank loans, (2) public loans or (3)
direct grants. Public guarantees stimulate credit growth by reducing banks’ credit risk. That said,
they are of temporary nature, which means that their impact ceases after the governments withdraw
the aid. By contrast, public loans and subsidies, do not support credit growth but may contribute to
reducing companies' demand for bank lending.
The most popular support measure in EU countries have been public guarantees for bank loans,
while public loans and non-reimbursable aid have been used less frequently. At an early stage of
the pandemic, the use of existing credit lines by enterprises was of major importance. Later on, an
increase in demand for new loans backed by public guarantees has been observed.43 In the period of
April-August 2020, such loans represented from 2% (Germany) to 11% (Spain) of gross corporate debt
and up to 70% of gross new loans granted. A large use of guarantees-enhanced loans took place primarily in Spain, France, Portugal and Italy, resulting in a surge in lending in these countries (see
Figure 2.22). In some countries (e.g. Spain), high credit growth occurred after a deleveraging period
lasting for the last 10 years. Large companies increased their demand for credit as early as in March,
while smaller companies only from April, when restrictions in the economic life began to have a significant impact on their turnover and income. A significant growth in demand for credit has been
reported mainly by SMEs in the sectors affected by the crisis. The demand for short-term credit has
been responsible for the brunt of the increase.44 The growth in the value of loans granted but not
utilised, where money has been deposited with banks in the second quarter of 2020 confirms the
prudent accumulation of liquidity buffers by enterprises. By contrast, the growth in the demand for
long-term credit resulted from favourable lending standards of banks and historically low cost of
credit (low interest rates and bank lending margins). In addition, the decline in the demand for credit
in the third quarter reflected the already satisfied liquidity needs, while the tightening of lending
standards was associated with banks anticipating credit losses in subsequent quarters. Public loans,
despite their large scale in some countries (e.g. Germany, Estonia), have not yet played a significant
role due to low demand for them. Direct grants have been of some importance in countries such as
Greece, Croatia and Ireland.
Targeted longer-term refinancing operations (TLTROs) have also been of important in stimulating
lending in the euro area. Banks participating in the TLTROs receive favourable financing terms and

Guarantees granted under these schemes usually secure up to 90% of the principal amount of the loan while their price varies between
25-50 bps, see e.g. U. Albertazzi, M. Bijsterbosch, M. Grodzicki, J. Metzler, A. Ponte Marques, Potential impact of government loan guarantee schemes on bank losses, ECB Financial Stability Review, May 2020.
44 European Economic Forecast: Summer 2020, European Commission, Insitutional Paper 132.
43
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can transfer them to borrowers in the form of a lower credit cost and a larger lending volume.45 Estimates show that in the absence of the TLTROs, growth in corporate loans in the euro area in 20202022 would be 3 percentage points lower.46
Figure 2.23. Corporate loans (stock) in Poland
against the background of the European Union
Euro area (lhs, EU R billion)

Figure 2.24. Demand for corporate loans in
Poland reported by banks

Poland (rhs, EU R billion)

Large enterprises

SME

0.8

Poland (incl. Financial Shield)

440

120

0.6

430
110

0.4

100

0.2

420
410
400
90

0.0

390
-0 .2

380

80
-0 .4

370
70

-0 .6

360
350

60
2015

2016

2017

2018

2019

2020

Notes: The figures for the Financial Shield have been obtained
by dividing the sum of the disbursements granted evenly in
the months since April 2020.

-0 .8
2015

2016

2017

2018

2019

2020

Source: NBP.

Source: ECB, PFR, own calculations.

The negative growth of corporate loans in Poland was largely related to the replacement of this
source of financing by favourable subsidies from the Financial Shield. The relative ease of obtaining subsidies, the commencement of repayments only after a year and the possibility of non-refundable retention of up to 75% of the funds received have made this form a more favourable source of
financing than the bank credit. Taking into account the funds disbursed under the Financial Shield,
external financing of Polish enterprises in the second quarter followed an upward trend (see Figure
2.23), in line with the EU trends. By August, 60.5 billion zlotys in subsidies from the Financial Shield
had been granted, of which 41.8 billion zlotys went to the SME sector and 18.7 billion zlotys – to
micro-enterprises. A considerable number of Polish companies did not apply for a loan during the
pandemic period due to the lack of such a need, while a certain number of companies – due to the
credit they had been granted earlier, the possibility of using their available facility or the use of public

Moreover, TLTRO is an alternative to market-based financing for banks. Therefore, some banks may reduce their debt issuance,
which leads to the lower supply of debt and reduces the cost of financing for banks using market-based financing.
46 C. Altavilla, F. Barbiero, M. Boucinha and L. Burlon, The great lockdown: pandemic response policies and bank lending conditions, ECB
Working Paper, No. 2465.
45
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support from the Financial Shield.47 The historically low share of external financing of Polish enterprises (45% of GDP at the end of 2019, compared to 109% in the euro area and 62% in other CE-3
countries) indicates a lower dependence of Polish companies on lending. Another factor contributing
to the negative growth of lending in Poland was a relatively strong cyclical slowdown in lending
compared to the other EU countries, which was compounded by the pandemic situation. Banks reported a decline in demand as early as in the fourth quarter of 2019 (see Figure 2.24).
The government aid schemes introduced or extended due to the pandemic had an impact on the
development of credit demand in the corporate sector.48 By 3 September 2020, the amount of approx.
60.5 billion zlotys from the Polish Development Fund (PFR) was paid out to companies.49,50 At the same
time, from March till the end of September 2020 a significant increase in the value of corporate deposits
was observed (29% y/y) (see Figure 2.26). From June 2020, for the first time, the value of corporate
deposits started to exceed the value of loans granted to this sector (see Figure 2.27). In September 2020,
this surplus reached the level of 36.5 billion zlotys. This phenomenon results from depositing a part of
the aid funds in bank accounts. Subsidies received from the PFR by micro, small and medium-sized
enterprises may have limited their interest in loans on current account and working capital loans. The
results of the credit survey carried out by NBP51 indicate that 69% of enterprises which are beneficiaries
of the PFR subsidies were simultaneously bank borrowers. On the other hand, BGK schemes, such as
the de minimis guarantee scheme or the Liquidity Guarantee Fund (FGP) support companies in applying for a loan and can thus generate additional lending. The growth of loans with the de minimis guarantee in the first half of 2020 was the highest since the beginning of the scheme (see Figure 2.28). As of
15 September 2020, banks granted 17.2 billion zlotys of loans covered by the de minimis guarantee to
enterprises on terms amended in connection with COVID-19 and 10.2 billion zlotys of loans with the
FGP guarantee.52

SON0720 survey conducted by NBP on a sample of 827 companies at the turn of July and August 2020.
See “Financial Stability Report. Special Issue: impacts of the COVID-19 pandemic”, June 2020, NBP.
49 https://pfr.pl/tarcza.html, accessed on 9 October 2020.
50 Twelve months after receiving the subsidy, up to 75% of its value can be redeemed following the fulfilment of certain conditions,
including the need to maintain activity and employment - see details in: Regulamin ubiegania się o udział w programie rządowym
"Tarcza Finansowa Polskiego Funduszu Rozwoju dla Mikro, Małych i Średnich Firm [Regulations for applying for participation in
the government programme “Financial Shield of the Polish Development Fund for Micro, Small and Medium-sized Enterprises”],
available
at
https://pfrsa.pl/dam/serwis-korporacyjny-pfr/documents/tarcza-finansowa-pfr/regulamin_programu_tarcza_finansowa_pfr_dla_mmsp.pdf
51 The SON0720 survey was conducted by NBP on a sample of 827 enterprises at the turn of July and August 2020.
52 https://zbp.pl/Aktualnosci/Wydarzenia/Banki-kredytuja-przedsiebiorcow-z-wykorzystaniem-gwarancji-COVID-19%e2%80%9d, accessed on 9 October 2020.
47
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Figure 2.25. Growth rate of loans to the corpo- Figure 2.26. Changes in corporate loans on currate sector and contribution of main compo- rent account and working capital loans and in
nents, y/y
corporate deposits, y/y
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The scale of reduction in lending to sole proprietors was greater than in lending to enterprises, although it had similar reasons. In September 2020, the growth rate of lending to entrepreneurs dropped
to -8.6% y/y. The main reason of this decrease was the strong decline in demand53 which, despite a
gradual recovery, remains at a level much lower than before the pandemic. As in the case of enterprises,
the disbursement of funds from government aid schemes have contributed to the reduction in demand
for lending to sole proprietors.
The risk of a credit crunch across the entire non-financial corporate sector seems limited in the near
future. However, companies operating in sections that are particularly sensitive to the effects of the
COVID-19 pandemic may still be exposed to the strong reduction in credit supply. Uncertainty regarding the effects of the pandemic in the coming quarters remains high. In the fourth quarter of 2020,
banks expect an increased corporate demand for short-term loan and also envisage easing of their lending policy. However, it is not certain how the demand for loans will be affected by the termination of
the PFR subsidy scheme and the way of received funds settlement (it is currently difficult to assess how
many firms will retain the subsidies). Lending will still be supported by the de minimis54 guarantee
scheme, which is likely to continue under pre-pandemic rules.

53
54

Source: BIK.
Commission Regulation (EU) 2020/972 of 2 July 2020. amending Regulation (EU) No 1407/2013 as regards its prolongation and
amending Regulation (EU) No 651/2014.
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Figure 2.27. Corporate loans and deposits

Figure 2.28. Value of guarantees and loans with
de minimis guarantee and from the BGK Liquidity Guarantee Fund
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Figure 2.29. Monthly changes in stocks of selected asset categories

Figure 2.30. The LCRs of domestic banks: commercial banks – left-hand panel, cooperative
banks – right-hand panel (LCR on an individual basis)
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The favourable liquidity position of the banking sector is conducive to maintaining lending to the
non-financial sector. As a result of a significant increase in deposits from the non-financial sector regarding the limited demand for lending, most banks have increased their portfolios of government
bonds or government-guaranteed bonds (see Figure 2.29), which is reflected in the improved liquidity
situation of the sector. The levels of short-term and long-term liquidity ratios (LCR and NSFR) significantly exceeded the supervisory minima (see Figure 2.30). At the end of September 2020, the average
LCR amounted to 197.1% for commercial banks, 424% for those cooperative banks, which are obliged
to maintain the LCR on individual basis and 322% for both institutional protection schemes (IPS).
Capital surpluses, both current and estimated during the projection period (see Chapter 2.1.3) as
well as banks' good liquidity position reduce the risk of a credit crunch. Nevertheless, the uncertainty regarding the development of lending remains due to the impact of the new wave of the pandemic on the macroeconomic environment. During the first wave of the pandemic to a greater extent
we were dealing with a reduction in the demand for credit rather than its supply. The business model
of the banking sector in Poland, where the main source of business results is the net interest income,
combined with the need to protect banks' profitability, is conducive to sustaining lending. The expansion of lending may also be fostered by regulatory changes introducing reductions in capital requirements (see Box 2.4).
Box 2.4. Legislative changes and supervisory actions aimed at sustaining banks' lending activity
during the COVID-19 pandemic
Following the outbreak of the COVID-19 pandemic, actions have been undertaken at the national
and European level to prevent an excessive reduction in the supply of credit, which could be
caused by a deficit of regulatory capital in banks.
The European Commission took the initiative to make amendments to the CRR which are known
as “CRR COVID-19 QuickFix55”. The adopted changes have been available to EU banks to a large
extent since the end of June 2020. Among the amendments to the CRR related to COVID-19, the greatest relief to the burdens related to capital adequacy requirements of domestic banks may include
provisions related to:
▪

acceleration of the entry into force of certain solutions of the CRRII56 such as:

Regulation (EU) 2020/873 of the European Parliament and of the Council of 24 June 2020 amending Regulations (EU) No 575/2013
and (EU) 2019/876 as regards certain adjustments in response to the COVID-19 pandemic.
56 Regulation (EU) 2019/876 of the European Parliament and of the Council of 20 May 2019 amending Regulation (EU) No 575/2013 as
regards the leverage ratio, the net stable funding ratio, requirements for own funds and eligible liabilities, counterparty credit risk,
market risk, exposures to central counterparties, exposures to collective investment undertakings, large exposures, reporting and
disclosure requirements, and Regulation (EU) No 648/2012.
55
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o

reduction to 35% (from 75% or 100%) of the risk weight for exposures secured on the
pension or remuneration of borrowers employed under the employment contract for
an indefinite period of time57, where the borrower's monthly charges on account of all
such loans and credits do not exceed 20% of the total net monthly pension or remuneration and the maximum original maturity of such loan does not exceed 10 years;

o

extending the scope of application of the SME supporting factor by removing the absolute vale limit of the exposures that can use this support and replacing it with a
formula with a threshold (2.5 million euros) above which less support is applied (the
supporting factor decreases with an increase in the exposure amount; according to
current regulations, only if the total exposure of an debtor or a group of related debtors at the bank has not exceeded 1.5 million euros, it was possible to multiply such
risk weighted exposure by 0.7619);

o

introduction of the so-called infrastructure supporting factor enabling multiplying of
risk-weighted exposures to entities established specifically to operate or finance facilities or installations, systems and networks providing or supporting essential public
services by a factor of 0.7558,

▪

temporary (until the end of 2024) inclusion in the adjustment to Common Equity Tier 1 capital
that is related to the entry into force of IFRS 959 of the increase in 2020-2021 of the provisions

A prerequisite is authorising the pension fund or the employer to deduct the amounts from the monthly pension or borrower's
remuneration and make direct payments to the bank. In addition, the risk of the borrower's death, inability to work, loss of job or
reduction of monthly pension or net remuneration must be covered by an insurance policy issued to the bank.
58 Among the conditions that must be met by exposures covered by this supporting factor, attention should be drawn to the fact that
the exposure must belong to either the corporate or specialised lending exposure class and must not be in default. In addition, the
repayment of such a liability in at least two thirds must be based on income generated by the assets being financed or subsidies, grants
or funding provided by the central bank, the government, the regional or local authority, under the condition that they are assigned
a 0% risk weight, or provided by a public sector entity, provided they are assigned a 20% risk weight or lower.
59 The original provisions mitigating the effect of entry into force of IFRS 9 allowed for adjustments to Common Equity Tier 1 capital
(so called IFRS9 Add'back), i.e. no reduction in its value by the amount of the difference between the amount of the provisions at the
last date of application of IAS 39 and the provisions for expected credit losses as at the first date of application of IFRS 9 – the socalled static element and the dynamic element that was to take into account the potential increase in the provisions for losses expected
under IFRS 9 during the transition period. The original provisions assumed that the adjustment would decrease over time until the
end of 2020. CRR COVID-19 QuickFix extended the possibility to adjust Common Equity Tier 1 capital until the end of 2024 for this
dynamic element, without decreasing the adjustment in the first two years.
57
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for expected credit losses, including those related to the pandemic,60
▪

temporary (until the end of 2022) exemptions, after prior notification to the supervisory authority, from recognition in Common Equity Tier 1 capital the impact of the unrealised gains
and losses resulting from fair value measurement of the Treasury bonds, bonds of regional
governments or local authorities and public sector entities accumulated since 31 December
2019.

Legislative activities aimed at reducing the requirements concerning the capital position have also
been taken at the national level. The systemic risk buffer61 has been repealed and the
Rozporządzenie Ministra Rozwoju i Finansów z dnia 25 maja 2017 r. w sprawie wyższej wagi ryzyka
dla ekspozycji zabezpieczonych hipotekami na nieruchomościach [Regulation of the Minister of Development and Finance on a higher risk weight for exposures secured by mortgages on immovable
property] was amended62. The amendment of the latter regulation aims to reduce from 100% to 50%
the risk weight that banks may assign under the standardised approach to exposures arising from
loans secured on commercial property used for the borrower's own business and not generating
rental income or profit on sale.
Another activity under the conditions of hindered creditworthiness assessment was the indication
by the UKNF of the collaterals which can be recognised as a special loan collateral. In accordance

In banks applying the Polish Accounting Standards, similar impact on capital is assigned to the solutions introduced by
Rozporządzenie Ministra Finansów z dnia 16 kwietnia 2020 r. zmieniające rozporządzenie w sprawie zasad tworzenia rezerw na
ryzyko związane z działalnoscią banków [Regulations of the Minister of Finance of 16 April 2020 amending the Regulation on the
rules for creating provisions for the risk related to banking activity] (Journal of Laws of 17 April 2020, item 687) (see Footnote 13 in
Chapter 2.1.1 ).
61 Following the FSC-M recommendation issued at the meeting of 16 March 2020 (https://www.nbp.pl/nadzormakroostroznosciowy/komunikaty/2020-03-16.aspx) on 18 March 2020 the Minister of Finance issued a regulation repealing the regulation on the
systemic risk buffer https://www.dziennikustaw.gov.pl/D2020000047301.pdf.
62As a result of the FSC-M recommendation issued at the meeting on 13 July 2020 (https://www.nbp.pl/nadzormakroostroznosciowy/komunikaty/2020-07-13.aspx), the Minister of Finance and Regional Funds and Policy amended on 8 October 2020
Rozporządzenie Ministra Rozwoju i Finansów z dnia 25 maja 2017 r. w sprawie wyższej wagi ryzyka dla ekspozycji zabezpieczonych hipotekami na nieruchomościach [The regulation of the Minister of Development and Finance on higher risk weight for exposures secured by
mortgages on immovable property].
60
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with Article 70 of the Banking Act of 29 August 1997, banks may grant a loan to a borrower who is
not creditworthy only if a special loan collateral is established. The UKNF in its positions63 indicated
that BGK de minimis guarantees and other guarantees which can be recognised as eligible credit protection pursuant to Articles 213-215 of the CRR thanks to which the resulting risk weight for the part
of the exposure secured by such a guarantee is 0%, can be considered as such collateral.

2.4. Vulnerability of certain institutions and its impact on the financial sector
Before the COVID-19 pandemic, the banking sector as a whole was well endowed with capital, however, there were individual institutions that operated with low capital ratios. The outbreak of the
pandemic has further exacerbated the situation of these entities but it should not result in a significant increase in the number of banks with poor capital endowment. At the end of June 2020, commercial banks whose total share in the sector's assets was 3% did not comply with the Pillar 1 and 2
requirements. In accordance with the reference scenario, the share of institutions with low capital ratios
and low profitability may increase to 4.1% at the end of 2022.
The basic ways to strengthen the capital position of banks, such as: (1) increasing capital through
retained earnings, (2) raising market financing or (3) capital injection by a strategic investor currently appear to be hindered. The low profitability and the related low valuation of the banking sector
make the costs of fund-raising high. Finally, the uncertainty concerning the extent of losses associated
with the pandemic reduces the propensity to take over banks.
In the short term, possibilities for banks to improve their situation independently, i.e. by increasing
capital from retained earnings, are limited. Growing credit losses against the background of low profitability observed in recent years seem to strongly reduce the likelihood of such a solution. Scenario
analyses indicate that reduced earnings of the whole sector over the next two years should be expected.
It hinders the recovery of the capital from retained earnings.
The outlook for raising capital on the market, especially by weaker institutions, are not favourable
either. In the first period of the pandemic, bank indices dropped significantly (see Figure 2.31). This
has translated into a decline in the price to book value ratio (see Figure 2.32). An indicator below 1
indicates that market participants have concerns about the ability to generate profits commensurate
with the value of the assets. Such a situation results in an increase in the cost of raising capital by banks
63

See positions of the Polish Financial Supervision Authority within the framework of the Supervisory Stimulus Package: on bank
financing of corporate customers in the face of the COVID-19 pandemic, 31 March 2020 (https://www.knf.gov.pl/knf/en/komponenty/img/Stanowisko_UKNF_ws_finansowania_przez_banki_klientow_korporacyjnych_EN_69559.pdf), on bank financing of micro, small and medium-sized enterprises, 8 April 2020 (https://www.knf.gov.pl/knf/en/komponenty/img/Stanowisko_UKNF_ws_finansowania_przez_banki_mikro_oraz_malych_i_srednich_przedsiebiorcow_EN_69558.pdf) and on eligible guarantees frominstitutions other than Bank Gospodarstwa Krajowego as special loan collateral, 23 April 2020 (https://www.knf.gov.pl/knf/en/komponenty/img/Stanowisko_UKNF_ws_uwzgledniania_gwarancji_pochodzacych_od_instytucji_innych_niz_BGK_EN_69593.pdf).
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by the means of issuing new shares. This problem currently affects many banks in Poland and worldwide but it can be particularly acute for banks entering the crisis in a weaker condition.
Figure 2.31. Price of WIG-Banki index against
selected bank indices
WIG Banki
DJ U.S. Banks

Figure 2.32. Price to book value ratio for WIGBanki and selected bank indices
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The possibility of improving the situation of banks by attracting a strategic investor or capital injection also proves limited. In view of the high number of small and medium-size banks and low
concentration level, the domestic banking sector shows the potential for further consolidation. Nevertheless, the reduced profitability of the banking sector in recent years and the uncertainty concerning
the extent of pandemic-related credit losses in both acquired entities and potential acquirers may limit
the propensity of banks to acquire other entities. Under such circumstances, in the event of persistent
capital shortfalls in the bank, it is necessary to fulfil the ownership commitments submitted to supervision authority by existing investors.
Should all the possibilities for improving the bank's situation be exhausted, the regulations stipulate applying the mechanism of bankruptcy or resolution. In the case of small entities which do not
perform critical functions and for which no public interest requirement exists, bankruptcy and pay-out
of covered deposits is possible. With regard to the entities recognised as key to the proper functioning
of the system, the BFG develops resolution plans which grant broad powers to the BFG and provide it
with restructuring tools.64
In order to carry out its tasks, the BFG has at its disposal funds accumulated within the bank deposit
guarantee fund and the bank resolution fund. At the end of 2019, funds accumulated under the bank
64 Including, among others, the sale of a bank enterprise, the creation of a bridge institution, the possibility of conversion or cancellation
of liabilities and the separation of property rights.
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deposit guarantee fund in the amount of over 15 billion zlotys represented nearly 1.8% of the funds
guaranteed in banks.65 On the other hand, the amount of 5.6 billion zlotys was accumulated within the
bank resolution fund, which represented 0.65% of the guaranteed funds in banks and investment
firms66 (see Table 2.2).
Table 2.2. The amount of funds of selected BFG funds at the end of 2019
Amount of funds
(bln zlotys)

Share of the guaranteed
funds

Bank deposit guarantee
fund

15,4

1,79%

Bank resolution fund

5,6

0,65%

Source: BFG

The target levels of the bank deposit guarantee fund and the bank resolution fund adopted in the
Polish law are higher than the minimum levels adopted at the EU level (see Table 2.3). At the end of
2019, the amount of funds accumulated in the deposit guarantee fund more than doubled the minimum
level determined by the EU Directive67 (1.8% in Poland vs. 0.8% in the EU Directive) although the time
limit for its achieving was set only for 2024. Ultimately, i.e. in 2030, the bank deposit guarantee fund
should be more than three times higher than the minimum level defined in EU regulations. The resolution fund, on the other hand, follows the path of reaching the minimum levels determined in the
EU.68 Ultimately, this fund is also supposed to be higher than the minimum level determined in EU
regulations (1.2% vs. 1.0%).
The effective use of resolution tools or pay-out mechanisms for covered deposits allows to mitigate
the systemic effects of problems faced by individual institutions. However, the potential use of BFG
funds may result in additional costs for other banks, primarily in the form of higher contributions to
BFG funds. An increase in the contributions to the BFG would be necessary to replenish its funds while
maintaining the requirement to reach the target levels within the statutory deadlines.69 This would have
a limiting effect on the profitability and earnings of other banks.

The benchmark for the amount of guaranteed funds for the bank deposit guarantee fund is the total amount of guaranteed funds in
banks and branches of foreign banks.
66 The benchmark for the amount of guaranteed funds for the bank resolution fund is the total amount of guaranteed funds in banks,
investment companies and branches of foreign banks.
67 Directive of the European Parliament and of the Council 2014/49/EC of 16 April 2014 on deposit guarantee schemes (Article 10).
68 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 (Article 102).
69 Act on the Bank Guarantee Fund, the deposit guarantee scheme and resolution of 10 June 2016 (the “BFG Act”).
65
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Table 2.3. National and EU regulations related to fund levels and deadlines for achieving them
Poland

EU

Minimum level

Minimum level
deadline

Target level

Target level
deadline

Target level

Target level
deadline

Bank deposit guarantee
fund

0,8%

2016

2,6%

2030

0,8%

2024

Bank resolution fund

1,0%

2024

1,2%

2030

1,0%

2024

Notes: The minimum and target levels determine the volume of the fund's holdings in relation to the funds guaranteed.
Source: BFG, EU directives (DGSD, BRRD).

One of the mechanisms to mitigate the impact of increased BFG contributions on banks is the flexible setting of contributions depending on the condition of banks. In accordance with the BFG Act70,
the contributions to the BFG funds are determined taking into account the business cycle phase and the
impact that the contributions may have on the financial situation of the banks, which offers a possibility
to reduce the cost of contributions during the period of economic downturn. In addition, under the
circumstances of an increased use of BFG funds, it is possible to extend the deadline for reaching the
minimum and target levels by four years, which would allow to distribute the accumulated costs over
a longer period. A prerequisite for extending the deadline for reaching the target level of the deposit
guarantee fund is the disbursement of guaranteed deposits in the event of a bank bankruptcy in the
amount exceeding 0.8% of the funds guaranteed in banks. On the other hand, in the case of the resolution fund, the prerequisite for postponing the deadline for reaching the minimum and target level is
the use of more than 0.5% of guaranteed funds in banks and investment firms. In addition, the Minister
of Finance has a possibility to extend the deadline for reaching the target levels of the bank deposit
guarantee fund and the bank resolution fund by way of a regulation, including regardless of the levels
of disbursements from the funds performed by the BFG depending, among others, on the financial
standing of banks.

2.5. Links between the banking and government sectors
Experience of other countries shows that close links between the government and the banking sector
may be important from the point of view of the stability of the financial system.71 In Poland, three
levels of these links can be indicated – the government simultaneously plays a role of: (1) the owner72

BFG Act – Article 287(7) and Article 296(6).
See Box 5.1 in “Financial Stability Report. July 2019”.
72 The owner shall mean the dominant owner or the entity exercising significant influence on its activity.
70
71
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(it controls a significant part of the sector), (2) the debtor (the share of Treasury bonds in banks' assets
is significant) and (3) the supervisor (through the representation of the government in the KNF).
Figure 2.33. Sovereign-bank nexus index
Share of banks controlled by ST in assets of the sector (left axis)

Share of banks controlled by ST in assets of the sector (left axis)

Share of votes of the gov. representatives in KNF votes number (left axis)

Share of votes of the gov. representatives in KNF votes number (left axis)

Vulnerability of regulatory capital to credit risk of TBs (right axis)

Vulnerability of regulatory capital to credit risk of TBs (right axis)
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Notes (left-hand panel): The variable Vulnerability of regulatory capital to credit risk of Treasury bonds illustrates the loss (expressed as
a percentage of the banking sector's regulatory capital) resulting from a 300 basis point shock in yields of Treasury bonds. ST
stands for State Treasury. TBs stands for Treasury bonds.
Notes (right-hand panel): The sovereign-bank nexus index is the product of the centile ranks of all three variables. Due to its construction, the Index assumes values from 0 to 1. The index value close to 1 means that the levels of all three components are
approaching their historical highs. ST stands for State Treasury.
Source: NBP.

Changes in the two areas of links have recently occurred. The banks' exposure to bonds issued or
guaranteed by the State Treasury grew significantly. In the scope of financial supervision, under the
statutory amendment the composition of the KNF was supplemented by the position of the third Deputy Chairman, which limits the proportion of votes of the government sector representatives in relation
to other KNF members. On the other hand, the extent of ownership control of the banking sector by the
government has not changed recently (see Figure 2.33).
Significant changes have recently occurred in the area related to banks' exposure to bonds issued or
guaranteed by the State Treasury. At a level related to financial supervision, under the statutory
amendment, the composition of the KNF was supplemented by the position of the third Deputy Chairman, which limits the proportion of votes of the government sector representatives in relation to other
KNF members. The extent of ownership control of the banking sector by the government has not
changed recently.
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Banks' exposure to bonds issued or guaranteed by the State Treasury
In the first half of 2020, the exposure of the banking sector to Treasury bonds and bonds guaranteed
by the State Treasury increased significantly. At the end of June 2020, the value of the portfolio of
these bonds increased in relation to the end of 2019 by 120 billion zlotys (i.e. 33%). These instruments
represented more than 20% of the banking sector's assets, while their value more than doubled banks'
regulatory capital (see Figure 2.34). The share of Treasury bonds in the assets of the Polish banking
sector is one of the highest among EU Member States (see Figure 2.35). To some extent, this is due to
the structure of the liquid assets held by banks for prudential reasons. Liquidity standards impose the
requirement on the banks to maintain a certain part of their assets in highly liquid financial instruments
(e.g. Treasury bonds, funds on a central bank account or instruments issued by the central bank). In
Poland, the dominant part of this buffer is constituted by Treasury bonds, among others due to the lack
of alternative instruments. This also results from economic incentives in the form of the tax on certain
financial institutions introduced in 2016, which excludes Treasury bonds from the tax base.
Figure 2.34. Treasury bonds and bonds guaranteed by the State Treasury in the banking sector
assets
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Figure 2.35. Liquid assets of the banking sector
in European Union countries
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Source: NBP.

Notes: for Poland, bonds guaranteed by the State Treasury are
not included in liquid assets
Source: NBP, ECB.

The increase in the value of portfolios of Treasury securities and securities guaranteed by the State
Treasury has enhanced the banks' sensitivity to potential shocks caused by market factors. However,
stress-test simulations carried out on June 2020 data show that only a 15%73 decrease in the value of
Treasury securities held in banks' portfolio measured at fair value could result in a breach of Pillar 1

73

A decline in the value of bonds below 10% shall result in an increase in the capital shortfall only in those banks which did not meet
the Pillar 1 and Pillar 2 capital requirements before the simulation.
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and Pillar 2 capital requirements in banks holding approx. 9% of the domestic banking sector assets
(see Figure 2.36).
Figure 2.36. Breach of the capital requirements or combined buffer requirement due to fall in the value
of Treasury bonds and bonds guaranteed by the State Treasury
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Notes: the graph shows the results of the simulation for the banking sector in individual terms. Some banks fail to meet the capital
requirements of Pillar 1 and 2 or the combined buffer requirement even before the simulation.
Source: NBP.

Historical volatility of Treasury bond yields indicates that the probability of such a deep decline in
the valuation of Treasury securities is low. The impact of changes in the yields of Treasury securities
and Treasury-guaranteed securities on banks' regulatory capital may be limited by the temporary regulatory arrangements introduced in the CRR in response to the COVID-19 crisis (see Box 2.4).
Under traditional circumstances, a factor that could theoretically have an adverse effect on the price
of Treasury securities is the increase in public debt. However, since this is currently a common
global phenomenon resulting from the response to COVID-19, both the assesment of the credit rating agencies and market valuation do not indicate that the current and expected increase in debt has
caused a deterioration in Poland's creditworthiness. In accordance with the “Assumptions of the public finance sector debt management strategy for 2021-2024”, the debt-to-GDP ratio according to the EU
methodology will increase to 64% of GDP in 2021 and then fall to 59.5% of GDP in 2024. The share of
debt in foreign currencies in the Treasury debt will remain below 25% and the costs of servicing the
Treasury debt in relation to GDP in 2020-2021 will amount to 1.2-1.3%. Both the low share of nonresidents in the domestic Treasury bond market (below 20%) and the favourable currency structure of
public debt reduces the sensitivity of valuation of Treasury securities to potential external shocks. The
projected increase of Poland's public debt between 2020 and 2021 is comparable to that of other EU
countries (see Figure 2.37). This is also confirmed by the credit rating agencies which affirmed the ratings of individual EU countries despite the increase in their debt.
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Figure 2.37. Poland's public debt in 2021 in relation to 2019 against OECD forecasts for EU
Member States

Figure 2.38. Market-based credit risk valuation
of Polish debt
T-Bonds in PLN
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Notes: Poland's public debt according to the EU methodology.
Source: OECD, own calculations.

Notes: The difference between the yields of 10-year Polish
bonds in the national currency and in euro for IRS risk-free rate
quotations in the corresponding currency.
Source: Thomson Reuters, own calculations.

Measures undertaken by NBP represent a significant factor stabilising the public debt market. In
March 2020, NBP started to purchase Treasury securities and debt securities guaranteed by the State
Treasury on the secondary market. By the end of September 2020, NBP acquired assets on the secondary
market with the nominal value of 104 billion zlotys, which represents 4.6% of Poland's GDP for 2019.
The purchase of assets helped to prevent an increase in the yield of Treasury bonds, which may have
occurred as a result of a significant growth in their supply and an increased risk aversion in financial
markets. Liquidity was also provided on the market of Treasury bonds and bonds guaranteed by the
State Treasury. This was reflected in the reduction of the spread between the yield of Polish bonds –
both in in zlotys and the euro - compared to IRS rates (see Figure 2.38).
The role of the State as the owner in the banking sector
In the first half of 2020, the role of the government sector as the owner in the financial sector did not
change. The State Treasury, directly or indirectly, controls the activities of five commercial banks, including two banks identified as other systemically important institutions (OSII). In the commercial
banks’ sector, the share of assets controlled by the State Treasury increased at the end of June to 43.8%
(from 40.2% at the end of 2019) which, however, was not caused by ownership changes in banks but
resulted from changes in the total balance sheet of individual institutions.
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The role of the government in financial supervision
Representatives of the government, through their participation in the KNF, participate in the decision-making process as part of the supervision of the entities of the financial system, including those
controlled by the public sector. One of the measures of this impact is the number of votes of government representatives in the KNF. The amendment to the Act on Financial Market Supervision, in force
since 30 November 2019, extends the current composition of the KNF by establishing an additional,
third Deputy Chairman of the KNF.74 As a consequence of these statutory changes, the share of votes
of the government sector representatives in decisions taken by the KNF will decrease.

74

At the time of drafting of the report, the additional Vice-Chairman of the KNF has not yet been appointed.
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2.6. Selected indicators describing the situation of the banking sector
Table 2.4. Banking sector
in %
Return on assets (ROA) *

6-2019

9-2019

12-2019

3-2020

6-2020

0.69

0.69

0.71

0.62

0.46

Return on Tier 1 capital (RORC) *

7.5

7.6

8.0

7.0

5.5

Return on accounting capital (ROE) *

6.8

6.9

7.1

6.3

4.9

2.53

2.54

2.52

2.52

2.42

71.9

72.1

71.3

72.2

72.6

28.1

27.9

28.7

27.8

27.4

Operating costs to net income from banking activity (CTI) *

58.8

58.0

56.9

56.8

57.2

Net charges to credit risk provisions to net income from
banking activity *

14.9

15.0

13.1

14.8

16.6

5.8

5.4

4.9

4.7

1.7

Net interest margin (NIM) *
The share of net interest income in net income from banking
activity *
The share of net noninterest income in net income from
banking activity *

Loan grow th rates (y/y)
- nonfinancial sector
- households

5.8

6.1

5.6

5.2

3.1

- consumer loans

8.9

9.3

8.3

6.4

1.7

- housing loans

5.3

5.9

5.9

6.4

6.1

5.6

4.0

3.2

3.6

-1.2

6.8

6.8

6.7

6.7

7.0

6.0

6.0

5.7

5.8

6.1

10.8

11.1

10.3

10.7

11.4

2.4

2.4

2.3

2.4

2.4

8.6

8.5

8.6

8.4

8.8

0.93

0.95

0.85

0.94

1.03

- enterprises
Impaired loan ratios
- nonfinancial sector
- households
- consumer loans
- housing loans
- enterprises
Net charges to credit risk provisions to net value of loans *
- nonfinancial sector
- households

1.01

1.08

0.93

0.98

1.08

- consumer loans

2.64

2.90

2.68

2.85

2.97

- housing loans

0.08

0.10

0.05

0.07

0.14

0.78

0.71

0.70

0.88

0.95

- enterprises
Funding gap

0.2

-2.2

-2.0

-3.2

-12.6

Total capital ratio

18.3

18.4

18.6

17.9

19.1

Tier 1 capital ratio

16.2

16.3

16.4

15.8

16.9

Core Equity Tier 1 capital ratio

16.2

16.3

16.4

18.8

16.9

Financial leverage (multiple)

10.3

10.3

10.5

10.9

10.8

9.3

9.3

9.1

8.8

8.8

Leverage ratio according to CRDIV/CRR

Note: annualized data are marked with an asterisk. Capital ratios and returns on equity calculated for domestic banks without BGK.
Growth rate of loans after adjusting for foreign exchange rate changes. A temporary decline in the average profitability as at the end of
2018 and in 2019 results from the loss of one of the commercial banks in December 2018 (the ratio at a given moment comprises the
result of the preceding 12 months). Without taking this loss into account, the average ROA in this period would range from 0.74% to
0.80%.
Source: NBP.
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Table 2.5. Domestic commercial banks
in %
Return on assets (ROA) *

6-2019

9-2019

12-2019

3-2020

6-2020

0.73

0.73

0.76

0.66

0.49

Return on Tier 1 capital (RORC) *

7.7

7.8

8.2

7.2

5.5

Return on accounting capital (ROE) *

6.9

7.0

7.3

6.4

4.9

2.56

2.57

2.57

2.57

2.46

71.7

72.0

71.2

72.2

72.6

28.3

28.0

28.8

27.8

27.4

Operating costs to net income from banking activity (CTI) *

54.5

53.6

52.5

52.2

52.5

Net charges to credit risk provisions to net income from
banking activity *

14.8

14.9

13.0

14.8

16.9

3.9

3.4

4.7

4.2

1.4

3.8

4.0

5.9

5.4

3.1

- consumer loans

8.1

8.5

8.4

6.4

1.7

- housing loans

2.1

2.6

6.1

6.4

6.1

4.0

2.1

1.9

1.6

-2.6

6.8

6.9

6.6

6.7

7.0

6.0

6.0

5.7

5.9

6.1

11.1

11.4

10.6

11.0

11.7

2.4

2.4

2.3

2.4

2.4

8.5

8.5

8.4

8.4

8.8

0.92

0.94

0.85

0.95

1.06

1.02

1.10

0.95

1.01

1.12

- consumer loans

2.72

2.99

2.78

2.97

3.12

- housing loans

0.06

0.08

0.02

0.07

0.12

0.76

0.66

0.66

0.86

0.96

1.5

-1.3

-0.4

-2.5

-12.0

Net interest margin (NIM) *
The share of net interest income in net income from banking
activity *
The share of net noninterest income in net income from
banking activity *

Loan grow th rates (y/y)
- nonfinancial sector
- households

- enterprises
Impaired loan ratios
- nonfinancial sector
- households
- consumer loans
- housing loans
- enterprises
Net charges to credit risk provisions to net value of loans *
- nonfinancial sector
- households

- enterprises
Funding gap
LCR

146.1

140.4

152.4

157.7

201.7

Total capital ratio

18.3

18.4

18.7

17.9

19.1

Tier 1 capital ratio

16.2

16.3

16.4

15.7

16.9

Core Equity Tier 1 capital ratio

16.2

16.3

16.4

15.7

16.9

Financial leverage (multiple)

10.2

10.1

10.3

10.8

10.7

9.4

9.4

9.3

8.8

8.9

Leverage ratio according to CRDIV/CRR

Note: annualized data are marked with an asterisk. Capital ratios and return on equity calculated for domestic commercial banks
excluding BGK; LCR additionally excluding the associating banks. Growth rate of loans after adjusting for foreign exchange rate
changes. A temporary decline in the average profitability as at the end of 2018 and in 2019 results from the loss of one of the banks in
December 2018 (the ratio at a given moment comprises the result of the preceding 12 months). Without taking this loss into account,
the average ROA in this period would range from 0.79% to 0.83%.
Source: NBP.
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Table 2.6. Cooperative banks
in %
Return on assets (ROA) *

6-2019

9-2019

12-2019

3-2020

6-2020

0.45

0.44

0.41

0.40

0.39

Return on Tier 1 capital (RORC) *

5.4

5.3

5.0

4.9

4.8

Return on accounting capital (ROE) *

5.0

4.9

4.7

4.6

4.5

2.77

2.75

2.72

2.70

2.56

77.7

77.8

78.1

78.3

78.0

22.3

22.2

21.9

21.7

22.0

Operating costs to net income from banking activity (CTI) *

69.6

69.2

68.9

69.3

71.4

Net charges to credit risk provisions to net income from
banking activity *

13.7

14.3

14.8

14.6

12.5

3.0

2.6

2.8

0.6

-1.6

4.4

4.2

4.4

2.5

0.1

Net interest margin (NIM) *
The share of net interest income in net income from banking
activity *
The share of net noninterest income in net income from
banking activity *

Loan grow th rates (y/y)
- nonfinancial sector
- households
- consumer loans

2.4

2.2

2.0

-1.5

-5.7

12.5

13.1

13.7

11.3

10.9

-0.7

-1.7

-1.2

-4.2

-6.0

8.9

8.9

9.1

8.6

8.5

5.4

5.4

5.5

5.4

5.3

- consumer loans

6.0

5.9

5.9

5.8

5.6

- housing loans

1.7

1.6

1.6

1.5

1.4

17.7

17.8

18.4

17.2

17.1

1.04

1.08

1.11

1.10

0.91

0.64

0.66

0.71

0.70

0.59

- consumer loans

0.82

0.84

0.83

0.77

0.59

- housing loans

0.08

0.07

0.12

0.12

0.12

2.07

2.15

2.17

2.16

1.78

Funding gap

-57.4

-58.0

-65.0

-60.5

-68.0

LCR on individual basis

479.3

469.4

508.5

460.1

454.7

LCR on consolidated basis

245.9

255.5

266.5

269.1

320.0

Total capital ratio

17.9

17.8

17.7

17.8

18.4

Tier 1 capital ratio

17.1

17.0

17.0

17.1

17.8

Core Equity Tier 1 capital ratio

17.1

17.0

16.9

17.1

17.8

Financial leverage (multiple)

11.9

12.1

12.7

12.4

12.5

8.2

8.1

7.7

7.9

7.8

- housing loans
- enterprises
Impaired loan ratios
- nonfinancial sector
- households

- enterprises
Net charges to credit risk provisions to net value of loans *
- nonfinancial sector
- households

- enterprises

Leverage ratio according to CRDIV/CRR

Note: annualized data are marked with an asterisk. Unconsolidated LCR – data for cooperative banks which must comply with the
LCR standard on an unconsolidated basis. Consolidated LCR – data for cooperative banks that were permitted to comply with the LCR
standard on a consolidated basis and for the associating banks. LCR changes are influenced by varying composition of respective
banking groups – individual banks are subsequently permitted to comply with the LCR standard on a consolidated basis.
Source: NBP.
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3. Main risk areas in the non-banking sector
3.1. Insurance companies
Due to the specific nature of the insurance business, the impact of the crisis sparked by COVID-19
pandemic on the earnings and solvency of the insurance sector has not become fully evident yet.
Premiums in insurance companies are paid in advance and the production cycle of these companies is
inverted.
The fallout from the pandemic observed so far in the insurance sector has primarily stemmed from
the investment activities of insurance undertakings. In the first half of 2020, the value of equities held
by non-life insurance companies decreased significantly (from 23.4 billion zlotys at the end of 2019 to
20.2 bn zlotys at the end of June 2020, according to valuation for solvency purposes). Results on the
sector’s investment activity also declined. In life insurance, profits from investment activity amounted
to 0.15 bn zlotys, compared to 2.9 bn zlotys in the first half of 2019. The unit-linked insurance was hit
hardest, as the profits decreased by 2 bn zlotys in the first half of 2019 to -0.6 bn in the first half of 2020.
The losses were, however, passed on clients and not on insurance companies offering unit-linked products. In the P&L account, losses are offset by a change of technical provisions. In non-life insurance, the
decrease in the result on investment activity was smaller than in life insurance (2.3 bn zlotys in the first
half of 2019 and 1.5 bn zlotys in the first half of 2020). Should all entities in the sector retain their profits
of previous years75, the profit of non-life insurance from investment activity would not be higher than
0.2 bn zlotys.
Due to the cascading ownership structure of the insurance sector, profit earned by certain entities is
re-included in the sector’s results. In Poland, companies of one sector are often owners of companies
of the other sector. Therefore, the profit earned by a given entity in a given period is classified as a
component of the result of the other sector. This is not the case when entities are owned by a single
owner. Cascading ownership also diminishes the efficiency of the separation of business activity of the
two sectors.
Uncertainty arising from the evolution of the COVID-19 pandemic led to a minor decrease in gross
written premium in the first half of 2020. Compared to the first half of 2019, the biggest drop was seen
in unit-linked insurance (-0.6 bn zlotys) and in motor third party liability insurance (-0.34 bn zlotys). In
the period under analysis, companies in the life-insurance sector collected 2.6 bn zlotys in premiums in
unit-linked insurance, and paid 4.2 bn zlotys in claims, which means that the balance of contributions
and disbursements was still negative.
In the face of uncertainty associated with future consequences of the COVID-19 pandemic, offering
unit-linked insurance, and specifically those products where a cover component is reduced, may put
75

Statement by the Chair of the KNF Board on banks’ and insurance companies’ dividends: https://www.knf.gov.pl/knf/pl/komponenty/img/Wypowiedz_Przewodniczacego_KNF_ws_dywidend_bankow_oraz_zakladow_ubezpieczen.pdf.
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the capital position of the companies at risk. Such contracts are often sued in court and their validity
is challenged.76 If the agreement is found invalid, the client may claim a refund of the premiums paid
(both the cover and investment components) and fees charged, which may cause losses for insurers
and undermine the capital position of life-insurance companies. Moreover, due to the lack of detailed
legal regulations concerning the rules for their operation, the investment limits and fees charged, the
insurances are products where the customer is less protected against abuse than in the case of other
domestic collective investment undertakings.
Figure 3.1. Own funds and the SCR coverage ratio – life insurance

Figure 3.2. Own funds and the SCR coverage ratio– non-life insurance
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At the end of the first half of 2020, domestic insurance companies held sufficient funds to cover
SCR. In life insurance, these declined slightly (from 25.8 bn zlotys at the end of 2019 to 25.6 bn zlotys
at the end of June 2020; see Figure 3.1). In non-life insurance (see Figure 3.2), own funds increased
slightly to 41.1 bn zlotys (from 40.6 bn zlotys at the end of 2019). In the first half of 2020, the SCR in life
insurance grew somewhat – (from 8.1 bn to 8.2 bn zlotys), and it dropped in non-life insurance (from
18.2 bn to 17.3 bn zlotys), mostly due to a lower requirement for market risk. For life insurance
companies, SCR coverage amounted to 311% (it is a high level, but the lowest level since new solvency
methodology was introduced), and for non-life insurance companies – 238%.
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Judgement of the Court of Appeals in Warsaw of 24 May 2019, File no. VCa 451/18 compared to judgement of the District Court of
Warszawa-Praga (II C 727/17). The Court of Appeals in Warsaw dismissed the insurer’s appeal against the judgement in its entirety.
The main arguments were: lack of any risk of the insurer associated with the insurance cover provided, the risk was fully borne by
the insured, not the insurer; lack of disproportion between the premium paid and insurance benefit; lack of a strict definition of
insurer’s endowment and death insurance benefits due. The Supreme Court confirmed the soundness of judgment and, in the ruling
of 21 May 2020, dismissed the cassation appeal (case ref. I CSK 772/19).
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Due to double gearing of capital, a high solvency ratio of the sector need not be tantamount to high
assessment of its resilience. Own funds of an insurance company, which has made a material investment in a financial sector institution, are not decreased for the value of the investment, excluding equity
investments in credit institutions and investment firms not included in calculations of the group’s solvency. The double use of capital occurs especially in those entities which are acquired by another insurance company. The regulations do not allow for the decrease of own funds with strategic equity
investments in insurance sector institutions. Therefore, the same funds may be used to hedge the business activity of two institutions of the insurance sector, often from different insurance companies. In
the domestic insurance sector, the issue applies primarily to non-life insurance companies. Unlike in
insurance companies, double gearing is impossible in the banking sector.
At the end of the first half of 2020, insurance companies held strategic equity investments in the
amount of 19.3 bn zlotys in other financial institutions, primarily in non-life-insurance. They accounted for 46% of own funds of non-life insurance companies. After deducting participations in insurance companies and other financial institutions from own funds, the SCR coverage ratio in non-life
insurance would fall from 238% to 159%, and in life insurance – from 311% to 308%. The issue of double
gearing of the same capital also applies to investments in subordinated debt instruments and subordinated loans, including subordinated bonds and subordinated loans classified as Tier 1 capital currently
prepared for implementation in Polish law77.
The other issue which weakens the assessment of the resilience of the sector, especially the life
insurance sector, is the high value of expected profits included in future premiums (EPIFP). EPIFP
are classified as top-quality capital (Category 1), although its capacity to absorb losses is limited, e.g.
losses associated with the valuation of investments which do not affect the level of provisions. At the
end of the first half of 2020, the value of EPIFP in life insurance amounted to 13.1 bn zlotys, which
accounted for 51.2% of own funds and 22.3% of technical provisions. Non-life insurance is mostly shortterm, therefore the value of EPIFP in this sector is relatively low – 1.5 bn zlotys (3.6% of own funds and
2.8% of provisions). The high share of EPIFP poses a risk which may materialise in the case of mass
withdrawals from insurance contracts. The substantial value of EPIFP may also generate liquidity risk.
However, the ratio of liabilities coverage with liquid assets (without unit-linked assets) for life insurance at the end of June 2020 was 139.2% and, after excluding EPIFP, it would fall to 94.9%.
In connection with the COVID-19 pandemic-triggered crisis, the value of technical provisions increased as a consequence of a fall in risk-free interest rates (see Figure 3.3). The decrease in interest
rates leads to an increase in technical provisions by 4.9% in life insurance and by 1.9% in non-life insurance. On the other hand, the value of the capital requirement for interest rate risk in the first half of
2020 grew – from 0.71 bn zlotys to 0.92 bn zlotys in life insurance companies and from 0.86 bn zlotys to
0.95 bn zlotys in non-life insurance companies. The sector also showed large excess of assets sensitive
to interest rate changes over liabilities in (assets accounted for approx. 140% of liabilities). The sector
77

A bill on amending the Bonds Act and Certain Other Acts of 3 July 2020 (UC32 number): https://legislacja.rcl.gov.pl/projekt/12335853/katalog/12699653#12699653.
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was still more sensitive to an increase in interest rates than to their decrease. However, in the first half
of 2020 the share of companies reporting a bigger capital requirement for a decrease in interest rates
rose to 45% in the life insurance sector and to 63% in the non-life insurance sector78. Persistently low
interest rates may cause insurance companies to reduce investment in Treasury securities to search for
yield.
Figure 3.3. Term structure of risk-free interest rates in the insurance sector
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Differences in the methods to determine the level of technical provisions and in the methodology
for the calculation of the solvency requirement according to a standard formula make it difficult to
assess the sector’s stability, in the time of economic turmoil in particular. The value of provisions has
an essential impact on own funds of companies, the level of capital requirements and their solvency
ratio. Although domestic insurance companies calculate the capital requirements according to a standard formula, they apply different calculation methods within particular risk modules. This makes the
level of capital requirements incomparable across entities, and aggregation of the values makes a reliable assessment of the sector’s stability difficult.

3.2. Investment funds
The crisis sparked by the outbreak of the COVID-19 pandemic highlighted the vulnerabilities in
the investment funds sector. Investment funds, including open-ended investment funds in particular,
engage in liquidity transformation – i.e. they provide their clients with access to funds on demand,
while investing in lower liquidity assets. Liquidity transformation requires investment fund management companies to apply strict liquidity management rules and is associated with keeping liquid assets
at an appropriate level. The market turmoil associated with the COVID-19 pandemic outbreak led to a
substantial rise in redemptions of participation units, which raised management companies’ concerns
regarding the ability to meet redemptions.

78

The shares are measured by assets of entities.
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The high net outflows from investment funds at the start of the COVID-19 pandemic were temporary. In the first quarter of 2020, net outflows were 20.1 bn zlotys, which represented 6.6% of the sector’s
net assets at the end of 2019.79 Households were responsible for withdrawing the most funds. The withdrawals were prompted by households’ concerns regarding the depreciation of participation units and
a deterioration in their financial position. The investment funds that redeem participation units on demand were hit hardest by the pandemic-sparked crisis. In net terms, a total of 13.0 bn zlotys was withdrawn from open-ended investment funds (11.9% in relation to the net value of their assets at the end
of 2019). The highest net outflows occurred in debt funds, which was associated with concerns regarding the debt servicing capacity of the issuers of non-Treasury bonds following business restrictions
imposed on many industries of the economy (see Figure 3.4). In the second quarter of 2020, the situation
was beginning to normalize as the balance of inflows and outflows in the investment funds sector had
turned positive (0.4 billion zlotys).
Figure 3.4. Inflows and outflows to/from openended investment funds
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The net outflows resulted in a drop in the value of the sector’s assets, and the asset to GDP ratio was
still insignificant, especially in comparison to other EU countries. In the first half of 2020, the value
of the sector’s net assets declined by 7.7% to 281.0 bn zlotys at the end of June 2020. Assets of openended investment funds recorded a biggest decrease (12.3%). Their assets accounted for 4.2% of GDP80

79
80

Outflows from the domestic investment funds sector in relation to their net assets were the highest in Europe.
This ratio takes into account the funds’ net assets value at the end of June 2020 and GDP for 2019.
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(net assets of the whole sector – 12.4% of GDP). Neither were open-ended investment funds a significant source of financing for non-financial corporations. At the end of June 2020, their share in the market of debt securities of non-financial corporations amounted to 6.2%. The debt of non-financial corporations due to the issue of such instruments was over ten times lower than the debt resulting from loans
granted to the corporations. The value of bank assets held by open-ended investment funds at the end
of June 2020 stood at 19 billion zlotys.
After a shock in the first quarter of 2020, the liquidity level of the sector of open-ended investment
funds began to improve. In line with the binding regulations, assets of these funds should be liquid
enough to allow redemptions within a sufficiently short time. At the end of 2019, the sector entities
held 119.7 bn zlotys worth of liquid assets, which represented 75.1% of their total assets (see Figure 3.5).
The share of deposits and cash (i.e. assets which may be used to meet investors redemptions in the first
instance) was, at 3.2%, at its all-time lows. The increasing redemptions of participation units led to asset
sales by funds, which resulted in a fall in the value of their liquid part, and – temporarily – their share
in assets. Despite the substantial outflows of funds in the first quarter of 2020, the liquid assets to total
assets ratio remained at a level which was higher than in 2018, when it was at its lowest level. On the
other hand, the level of deposits and cash increased to 7.0% at the end of March 2020, and this growth
may have been driven by the scale of asset sales by investment funds which was larger than it was
necessary to meet redemptions of participation units (cash hoarding). In this way, the entities may have
been preparing to meet more redemptions of participation units, the level of which was difficult to
foresee. The share of liquid assets in the assets of investment funds improved in the second quarter of
2020. At the end of June 2020, it reached 78.1%, the highest level since the end of 2016. On the other
hand, the share of deposits and cash decreased to 4.3%.
The liquidity of some open-ended investment funds operating in the sector deviated substantially
from the sector’s average. The minimum value of the liquidity ratio was 3.6% at the end of December
2019, and it rose to 9.0% at the end of June 2020 (see Figure 3.6). When the level of liquid assets is low,
even insignificant outflows may cause difficulties with meeting redemptions. If the liquidity position
of a fund’s assets remains tight, this may also undermine the interests of its participants. Open-ended
investment funds with the lowest liquidity ratios invested heavily in corporate debt securities or monetary financial institutions’ debt securities (even up to almost 80%). The institutions took risk by purchasing low liquidity instruments in exchange for a higher expected rate of return. The liquidity ratio
increased in the second quarter of 2020 for a majority of entities, including those which reported net
outflows of funds both in the first and second quarter of 2020.
Although the outflows from investment funds were substantial, only one small investment fund
decided to suspend the redemption of participation units. However, its liquidity ratio at the end of
2019 deviated in minus from the sector’s average. The main component of its investments were investments in domestic non-financial corporations’ debt securities, which were characterised by low liquidity. The share of this entity in the sector was minor (below 0.05%). After two months, the investment
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fund resumed redemptions. The suspension of redemptions of participation units is a legally permissible tool used to mitigate the effects of rapid redemptions. However, investment funds resort to this
tool very rarely, even if they meet the statutory conditions of its use. This tool limits customer access to
invested funds, which may undermine their confidence to the whole sector, thus accelerating outflows
from other entities.
Figure 3.6. Distribution of the liquidity ratio for Figure 3.7. Structure of liquid assets of openopen-ended investment funds
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To obtain funds to meet investors redemptions, investment funds primarily disposed of Treasury
bonds, which reduced their share in the sector’s liquid assets structure. In the first quarter of 2020,
open-ended investment funds sold, in net terms, approx. 16% of their portfolio of those instruments. In
mid-March 2020, Narodowy Bank Polski and the Ministry of Finance started to intervene on the Treasury bonds market, among others, to maintain its liquidity.81 Both instruments held in the portfolios of
banks and their clients were part of the NBP debt securities purchase programme. Investment funds
could therefore benefit from the NBP programmes via banks – the instruments purchased by banks
from investment funds could have been purchased by the central bank in open market operations. Such
a solution could be used especially in the case of funds represented by investment fund management
companies owned by bank groups. In the second quarter of 2020, open-ended investment funds earmarked a substantial portion of their funds to purchase BGK bonds issued on behalf of the COVID-19
81

NBP purchased debt securities under structural open market operations. The Ministry of Finance organised a switching auction in
which floating coupon Treasury bonds were switched for fixed-coupon T-bonds.
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Respond Fund and PFR bonds. At the end of June 2020, the value of the bonds in the portfolio of the
investment funds amounted to 6.9 billion zlotys (see Figure 3.7).
In the first half of 2020, investment funds were those domestic institutional investors who sold
shares listed on the GPW and domestic Treasury securities on the largest scale. Therefore, the funds
acted pro-cyclically.82 This resulted primarily from their customer behaviour. The funds whose liquidity profiles of assets and liabilities varied substantially were affected by the redemptions of participation units in particular. Moreover, the value of funds’ investment in bank-issued debt securities decreased significantly, from 20.3 bn zlotys at the end of 2019 to 15.6 bn zlotys at the end of June 2020.
The crisis caused by the outbreak of the COVID-19 pandemic did not reduce funds’ investment in nonfinancial corporations’ debt securities.
The experience of the COVID-19 pandemic-related crisis points to the need to limit liquidity risk
for investment funds. This goal could be achieved by the introduction of more restrictive liquidity
management rules in investment funds and maintenance of a defined level of liquid assets. Moreover,
the differences in the liquidity profile of assets and liabilities would narrow if the participation units of
funds which invest substantial share of their assets in illiquid instruments are redeemed less frequently.
A fund which redeems units on demand should not invest in assets whose liquidity is doubtful; on the
other hand, a fund investing in such assets should not redeem units on demand. Such precautionary
solutions would prevent the sector from experiencing a liquidity stress.

82

However, the measures taken by Narodowy Bank Polski halted the price fall on the market of Treasury securities.
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4. Systemic risk assessment
The COVID-19 pandemic increased the scale of risk in the Polish financial sector. It led to the emergence of new risks and intensification of the existing risks (see Figure 4.1). The risk of significant losses
in the loan portfolio is the main type of risk caused by the pandemic. The initial concerns regarding
a credit crunch are yet to be confirmed, but given the second wave of the pandemic, the risk of a credit
crunch cannot be ruled out. The pandemic also aggravates weaknesses present before the outbreak of
the crisis – it primarily worsens the condition of banks with poor capital endowment. On the other
hand, increased exposures to Treasury bonds and Treasury-guaranteed bonds strengthens the relationship between the condition of the general government sector and that of the banking sector. These types
of risk merge with the increasing legal risk associated with FX housing loans, which is largely independent of the remaining ones.
Despite the negative developments, the COVID-19 shock should not jeopardize financial stability
in Poland if a number of factors are considered, including among others: (1) no significant financial
imbalances in the past, (2) high capital levels in the banking system ensuring absorption of even substantial losses and (3) supporting measures provided by public institutions.
Figure 4.1. Main risks in Poland’s financial system
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Provisions for credit risk may bring about temporary losses in the banking sector but will not jeopardize the stability of the banking system. Scenario analysis and stress tests carried out for the purposes of this report indicate that the vast majority of banks, including all other systemically important
banks (O-SII), will be able to absorb credit losses and still have an excess of capital over the regulatory
minimum levels (Pillar 1 and Pillar 2). Assuming that undistributed profits will be used to strengthen
banks’ capital in the reference scenario, the average TCR for domestic commercial banks will increase
from 19.1% in June 2020 to 19.4% at the end of 2022, while in the pessimistic scenario it will decline to
17.3%. At the same time, the number of commercial banks with poor capital endowment will not change
substantially after the current shock. In June 2020, banks with a total share in the sector’s assets of 3%
failed to meet the Pillar 1 and Pillar 2 requirements. In the reference scenario, their share will grow to
only 4.1% of the sector’s assets. In the pessimistic scenario, their total share in the assets of the sector
would amount to 8%.
The weakness of certain credit institutions should not pose a risk to the whole system due to the
existing deposit protection schemes and the resolution mechanism. Credit losses caused by the
COVID-19 pandemic and the limited possibility of rebuilding capital in the low profitability environment will be particularly severe for more vulnerable institutions. Therefore, the capital ratios of individual commercial banks may fall to the levels that threaten the continuation of their operations. High
uncertainty about the scale of losses in the banking sector and low profitability are reasons why finding
a strategic investor may be problematic. However, legal regulations provide appropriate institutional
powers and instruments necessary to reduce systemic risk resulting from the materialisation of problems of individual entities - through the use of resolution mechanism if larger banks face bankruptcy83
or paying out funds under the deposit guarantee scheme to smaller banks facing bankruptcy. The use
of BFG funds might imply that the remaining banks would have to replenish them in the future, which
will negatively affect their financial position and exacerbate structural problems associated with the
sector’s low profitability.
At this stage, there is no evidence of a credit crunch, however uncertainty remains about developments in lending to the economy. The rate of lending growth almost came to a halt in autumn 2020,
however the slump was largely driven by falling demand and the favourable terms of public support
provided to enterprises. No excessive limiting of credit availability by banks was registered. Housing
loan growth slowed the least. The decline in consumer loan growth was much stronger, but was not
tantamount to a credit crunch. In particular, uncollateralised large-value consumer loans were riskier
products, and limiting the provision of such loans has to be regarded as a favourable development
from the financial stability perspective. Corporate loan growth experienced the strongest decline, as its
annual rate of change since June 2020 has been in negative territory. However, the results of business
questionnaire surveys do not point to excessive bank financing constraints. The government support
programmes may have limited corporate loan demand. From March to the end of August 2020, a substantial increase in the value of corporate deposits was observed, which resulted in lower demand for

83

Such a solution would most likely involve the need to find a buyer (strategic investor) in the resolution process.
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current loans. Uncertainty regarding the future supply of credit is, however, high and it depends,
among others, on the evolution of the pandemic, support programmes and the impact of future credit
losses and earnings on bank decision-making.
The anticipated further decline in the banking sector profitability is a challenge to preserving financial stability in the future. Prior to the pandemic, the profitability of the sector was already falling as
a consequence of, among others, higher statutory charges, lower leverage of banks and the fall in their
net interest income. Due to the expected provisions for credit losses and possible new provisions set
aside for lawsuits associated with FX loans, banking sector profitability may further decline. The priceto-book value ratio for listed banks, which generally exhibit better profitability than the whole sector,
has already fallen to the level of approx. 0.5. As the valuation of banks is low and the related expected
rate of return is high, the cost of raising capital for banks is high. Difficulties in raising capital from
external sources is a special challenge for smaller commercial banks and the sector of cooperative banks,
which are less efficient. This puts strong upward pressure on profitability in the sector by, among others, higher risk-taking.
The links between the government and banks (sovereign-bank nexus) has strengthened as a result
of banks’ increasing exposure to Treasury bonds and Treasury-guaranteed bonds. In Poland, the
government sector is at the same time the owner (controls a substantial portion of the sector), debtor
(the share of Treasury bonds in banks’ assets is high) and supervisor (through a government representative in the Polish Financial Supervision Authority, KNF). The objectives of an owner, debtor and
supervisor do not have to be identical, which may have an influence on the functioning of the entities.
In the first half of 2020, banks’ exposures to Treasury bonds and bonds guaranteed by the rose substantially – they account for over 20% of assets of the banking sector (compared to less than 17% at the end
of 2019), and their value is more than two times higher than banks’ regulatory capital. This increases
banks’ vulnerability to price shocks on the bonds market.
The legal risk arising from the portfolio of FX mortgage loans has risen and is substantial. The number of borrowers who have filed lawsuits against banks and the percentage of court rulings in favour
of the borrowers increased after the CJEU ruling in Case C-260/18 Dziubak. In the first half of 2020, the
share of Swiss franc-denominated loans being the subject of litigation in the courts in the total value of
that loan portfolio went up from 7% to 10%. At a time when the number of new lawsuits remains high,
the materialisation of legal risk will have a substantial and negative influence on the financial standing
of some banks. Banks are required to set aside provisions and charges to provisions, which reduce
banks’ earnings, for potential losses resulting from legal risk arising from FX loans (both loans being
the subject of the litigation as well as the anticipated costs associated with future lawsuits). At the end
of the first half of 2020, the value of provisions and charges to provisions for this purpose amounted to
approx. 2.9 billion zlotys. Uncertainty regarding the number of lawsuits and court jurisprudence is
high, however if the current trends continue, provisions are expected to grow in the future.
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Glossary
6 cities – the six capitals of provinces with the largest population, constituting developed active housing markets (Gdańsk, Gdynia, Kraków, Łódź, Poznań and Wrocław).
10 cities – the ten remaining capitals of provinces, constituting active housing markets (Białystok, Bydgoszcz, Katowice, Kielce, Lublin, Olsztyn, Opole, Rzeszów, Szczecin and Zielona Góra).
Auto Casco insurance (AC) – comprehensive auto insurance of land vehicles, excluding track vehicles,
covering damage in automobiles or land vehicles lacking own – Class 3 of the non-life insurance sector
according to the classification from the Act on Insurance Activity.
Annualised data – in the case of data on flows – the value of flow in the preceding 12 months; in the
case of data on balance (stock) – the average value of balance in the preceding 12 months.
Banking sector – all domestically incorporated commercial banks and cooperative banks as well as
branches of foreign credit institutions active in Poland.
Commercial banks – domestic commercial banks and branches of credit institutions.
Consumer loans – loans granted to natural persons for personal use in the consumption of goods (including overdrafts and credit card loans).
Coronavirus Disease 2019 (COVID-19) – the disease caused by severe acute respiratory syndrome coronavirus 2 (SARS-CoV-2). It was first identified and described in central China (Wuhan, Hubei province) in November 2019 after a series of COVID-19 cases were reported, which started the
COVID-19 pandemic in 2020.
Credit availability of housing – a measure of the number of square metres of housing that can be
purchased using a housing loan with an average monthly salary in the enterprise sector on a given
market (Statistics Poland), taking into account bank’s credit requirements and loan parameters (interest
rate, depreciation period, minimum remuneration as minimum income after repayment of loan instalments) at the average transaction price (40% from the primary market and 60% from the secondary
market) on a given market (BaRN). The pace of changes in the index and the spread between markets
is of pivotal importance.
Credit losses – in banks applying the IFRS – balance of provisions created or (-) released for expected
credit losses (until the end of 2017, charges to provisions for impaired loans); in banks applying the
Polish Accounting Standards – balance of specific provisions created or released. Credit losses also
include net income on write-downs of a financial asset in the amount of the difference between the
value of the financial asset written down and the value of provision/specific provision as well as recovery of assets written down earlier.
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Domestic banking sector – domestic commercial banks and cooperative banks.
Domestic commercial banks – domestically incorporated banks operating in the legal form of a jointstock company or a state bank
EU – European Union
Expected profits from future premiums – the difference between the technical provisions without a
risk margin and the technical provisions without a risk margin under the assumption that the premiums relating to existing insurance and reinsurance contracts that are expected to be received in the
future are not received for any reasons other than the insured event occurred, regardless of the legal or
contractural rights of the policyholder to discontinue the policy.
Housing loans – loans on residential real estate for households.
IMF – International Monetary Fund
Interquartile range – the difference between the value of the third quartile and the value of the first
quartile in the distributions of a variable.
Leverage (banks) – 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
Loans with identified impairment – in banks applying the IFRS – loans from portfolio B – are creditimpaired loans, if an event/events having a negative influence on the estimated future cash flows on
such loans occurred (Stage 3) (by the end of 2017 – loans from portfolio B for which objective evidence
of impairment and a decrease in the value of expected cash flows); in banks applying the Polish Accounting Standards – loans from portfolio B classified as irregular pursuant to the Regulation of the
Minister of Finance regarding the principles for creating provisions for the risk of banking activity.
Maximum availability of housing loans on a given market is a measure expressed in thousands of
zlotys, taking into account bank’s credit requirements and loan parameters (i.e. interest rate, depreciation period of 25 years, minimum remuneration as the minimum income after repayment of loan instalments). The estimate does not take into account changes in the lending policy of banks, including
credit standards and credit terms.
Motor third party liability insurance – third party liability insurance for land vehicles with own drive
– Class 10 of the non-life insurance sector according to the Act on Insurance Activity
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 ratio of net interest income in a given period to average assets in this period.
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Non-interest income – the sum of fee and commission income, revenue from dividends, income on
valuation of instruments measured at fair value, gains/losses from the derecognition of financial instruments other than instruments measured at fair value through profit and loss, and foreign exchange rate
differences.
OECD – Organisation for Economic Cooperation and Development.
Operating costs – the sum of the bank’s general expense and amortisation
Own funds of insurance undertaking – the sum of basic own funds, which include the excess of assets
over liabilities and subordinated liabilities, and ancillary own funds which comprise unpaid share capital or initial fund that has not been called up, letters of credit and guarantees and also any other legally
binding commitments received by insurance undertakings (or reinsurance undertakings).
Portfolio B – a portfolio of assets separated in banks’ prudential reporting, comprising – since 2018 –
for banks applying the IAS/IFRS the whole portfolio “Financial assets measured at amortised cost” and
claims from the portfolio “Financial assets measured at fair value through other comprehensive income”, and for banks applying the Polish Accounting Standards – the whole portfolio “Loans and other
receivables”, “Financial assets held to maturity” and claims from the portfolio “Financial assets available for sale”. Until 2017, portfolio B comprised claims classified as available for sale and held to maturity as well as all financial instruments (including debt securities) classified as loans and receivables.
Purchasing Managers’ Index (PMI) – an indicator of economic activity.
Return on Equity (ROE) – the ratio of net income to equity.
Small and medium-sized enterprises – enterprises that employ fewer than 250 persons
Solvency Capital Requirement (SCR) – corresponds to one-year Value-at-Risk (with a confidence level
of 99.5%) of a change of basic own funds of an insurance or reinsurance undertaking.
Systemic risk – a risk of disruption in the functioning of the financial system, which in the case of its
materialisation, interferes with the functioning of the financial system and the national economy as a
whole (Article 4(15) of the Act of 5 August 2015 on Macroprudential Supervision of the Financial System and Crisis Management)
Technical provisions – the amount of liabilities arising from insurance contracts.
USA – United States of America
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6C

the six largest cities in Poland

10C

the ten largest cities in Poland

BAEL

Badania Aktywności Ekonomicznej Ludności (Labour Force Survey)

BFG

Bank Guarantee Fund

BGK

Bank Gospodarstwa Krajowego

BIK

Credit Information Bureau

CIRS

Cross-currency Interest Rate Swap

COVID-19

Coronavirus Disease 2019

CRD

Capital Requirements Directive

CJEU

Court of Justice of the European Union

CRR

Capital Requirements Regulation

EBA

European Banking Authority

ECB

European Central Bank

EIOPA

European Insurance and Occupational Pensions Authority

EPIFP

Expected profits included in future premiums

FGP

Liquidity Guarantee Fund

FSC

Financial Stability Committee

GDP

Gross Domestic Product

GPW

Warsaw Stock Exchange

GUS

Statistics Poland

HH

Households
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IFRS

International Financial Reporting Standards

IPS

Institutional Protection Scheme

KNF

Polish Financial Supervision Authority

LCR

Liquidity Coverage Ratio

LtV

Loan-to-Value

MPC

Monetary Policy Council

NBP

Narodowy Bank Polski

NSFR

Net Stable Funding Ratio

OECD

Organisation for Economic Co-operation and Development

OSII

Other Systemically Important Institutions

PFR

Polish Development Fund

P&L account

Profit & Loss account

PM

primary market

PMI

Purchasing Managers Index

PSR

Polish Accounting Standards

ROA

Return on Assets

ROE

Return on Equity

SCR

Solvency Capital Requirement

SM

secondary market

SME

Small and medium-sized enterprises

TCR

Total Capital Ratio

TFI

investment fund management company

TLTRO

Targeted longer-term refinancing operations
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UFK

unit-linked

UKNF

Office of the Polish Financial Supervision Authority

UOKIK

Office of Competition and Consumer Protection

WIBOR

Warsaw Interbank Offered Rate

ZBP

Polish Bank Association

ZU

insurance companies

ZUS

Social Security Institution
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