
Warsaw, 2009

F inanc ia l  Stab i l i t y  Report
June 2009



Editor:

Piotr Szpunar

Contributors:

Adam Gªogowski
Marta Goªajewska
Szymon Grabowski
Maciej Grodzicki
Marzena Imielska
Piotr Kasprzak
Sylwester Kozak
Krzysztof Maliszewski
Jacek Osi«ski
Mirosªawa Rutkowska
Sªawomir Zaj¡czkowski
Piotr Zboromirski
Beata Zdanowicz

Cover design:

Oliwka s.c.

Printed by:

NBP Printing O�ce

Published by:

National Bank of Poland
00-919 Warszawa, �wi¦tokrzyska Street 11/21,
tel. (0-22) 653 23 35, fax: (0-22) 653 13 21
www.nbp.pl

©National Bank of Poland, 2009



National Bank of Poland

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

The stability of the banking system is of particular importance for �nancial system stability. This
is due to the role of banks in �nancing the economy and in the settlement of payments. Banks also
perform another important function, i.e. they provide products that allow other entities to manage
their �nancial risk. Therefore, a special emphasis is put on the analysis and assessment of banking
system stability.

Maintaining the stability of the �nancial system is of particular importance from central banks'
perspective. This is due to the fact that �nancial system stability is closely related to the primary
task of the central bank, i.e. maintaining price stability. The �nancial system plays a key role in the
transmission of monetary impulses to the real economy. The instability of the �nancial system may
hamper the e�cient implementation of the monetary policy. Another reason for the involvement of
the National Bank of Poland in activities supporting the stable functioning of the �nancial system
is the fact that the central bank is entrusted with the task of organising monetary clearing. One of
the conditions for the e�cient operation of payment systems is the stable functioning of �nancial
institutions that are the integral components of these systems. Financial system stability is also
the object of the NBP's particular interest due to its tasks to contribute to the stability of the
domestic �nancial system and to establish the necessary conditions for the development of the
banking system.

The "Financial Stability Report" is primarily addressed to �nancial market participants, as well as
other persons and institutions interested in the subject. The aim of the Report is to present the
conclusions from analytical and research work on �nancial system stability, including the assessment
of its resilience to potential disturbances. The dissemination of this knowledge should support the
maintenance of �nancial stability through, among others, better understanding of the scale and
scope of risk in the �nancial system. This enhances the probability of a spontaneous adjustment of
the behaviour of these market participants that undertake excessive risks, without the necessity of
public entities' intervention into market mechanisms. Thus, the information policy of the central
bank is an important instrument for maintaining �nancial system stability.

The National Bank of Poland has presented the results of its analyses in extensive annual "Financial
Stability Reports", as well as shorter "Financial Stability Reviews", published in the second half of
each year. Given the strength of the present turmoil in the global economy and the resulting need
to provide more speci�c information about the risk taken by �nancial institutions, beginning from
2009, the National Bank of Poland will publish the extensive "Financial Stability Report" twice a
year. The baseline scenarios in macro stress tests presented in the Reports will be based on June
and October macroeconomic projections of the NBP.

The analysis conducted in this Report covers the period from the end of �rst half of 2008 and is
based on data available up to 10 June 2009. The Report was approved by the Management Board
of the National Bank of Poland at a meeting on 25 June 2009.
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Assessment of �nancial stability and risk outlook

Chapter 1.

Assessment of �nancial stability and risk

outlook

Since the publication of the last "Financial Stability Review" the conditions in the economic

environment of the domestic �nancial system have worsened markedly due to the global

crisis. As Polish �nancial institutions entered the period of di�cult economic conditions

in a sound �nancial position, the global crisis has so far had only a limited impact on the

safety of �nancial system functioning.

In the coming quarters, the pro�tability of �nancial institutions is expected to worsen.

The analyses presented in the "Report" indicate, however, that the �nancial system will

be able to absorb the e�ects of a slower-than-in-the-past economic growth without a major

impact on its stability.

In the medium term, the main risk to preserving �nancial system stability will be posed by

a potentially more pronounced economic slowdown than currently expected, which would

lead to a deterioration in banks' pro�ts. A decline in the banking sector's earnings would

result both from a possible increase in the cost of credit risk (loan impairment provisions)

and the cost of funding, and a decline in banks' revenues due to a fall in credit growth

rate. Due to the relatively limited availability of capital and its high cost, banks could

be prompted to reduce lending, which would create the risk of a procyclical aggravation

of economic slowdown. Exchange rate developments and the �nancial position of foreign

banks which are the owners of banks operating in Poland are other factors that will have

an impact on �nancial system stability in the medium term.

Compared to the fourth quarter of 2008, the short-term risk to �nancial system stability

which resulted from a fall in liquidity of the domestic interbank market decreased. Banks

that had so far relied on the domestic interbank market for a large portion of their funding,

received funds from their foreign strategic investors. Banks that could have di�culties in

raising liquidity in the market or hedging FX risk can use instruments o�ered by the

National Bank of Poland under the "Con�dence Pact".
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IAssessment of �nancial stability and risk outlook

Since the publication of the last "Financial Sta-
bility Review" in October 2008, the conditions
in the economic environment of the domestic �-
nancial system have worsened markedly. This
was caused by the growing impact of the global
crisis on Poland's economy. The impact of the
crisis was visible in the spillover of the turmoil in
global markets to the Polish market, which led
to a decline in domestic �nancial markets' liq-
uidity and a strong depreciation of the zloty on
a scale not justi�ed by fundamental factors. A
worsened outlook for economic growth was an-
other e�ect of the global crisis. All these factors
contribute to an increase in the risk to �nancial
system stability.

Table 1.1 sums up the assessment of the impact
of the global crisis on the stability of the Pol-
ish �nancial system. It is based on the anal-
ysis of transmission channels identi�ed in Sec-
tion 3.7. of "Financial Stability Report - June
2008". The �nancial standing of �nancial in-
stitutions was sound when they entered the pe-
riod of di�cult operating conditions. This was
due, among others, to very high pro�ts gener-
ated by �nancial institutions in 2008 and his-
torically good asset quality in banks. Banks, as
well as insurance companies and fund manage-
ment institutions generated large earnings in this
period. In an environment of low capital avail-
ability from market sources, the high earnings
became the source of a capital bu�er increase in
�nancial institutions, primarily in banks. The in-
crease in capital bu�er has a favourable impact
on the banks' capacity to absorb the e�ects of an
economic slowdown.

Due to the unfavourable conditions that �nancial
institution operate in at present, their earnings
will be worse in the coming quarters than in re-
cent years. The reasons for the expected decline
in banks' earnings may include, among others,
the increasing cost of credit risk and cost of fund-
ing, as well as reduced revenues related to lower
lending growth.

Poland's current and expected macroeconomic
situation indicates that a further increase in

credit risk costs borne by banks is very likely.
The economic growth outlook worsened mainly
as a result of a recession in the economies of
Poland's main trading partners. Beginning from
October 2008, there has been a strong � albeit
not as that strong as in other countries of the
region � slowdown of economic growth rate in
Poland. A deterioration in consumer and corpo-
rate sentiment and a tightening of banks' lend-
ing policy contributed to the slowdown. The
economic outlook for Poland is fairly uncertain
due to large uncertainty about the outlook for
global economic growth. However, according to
the NBP projection of June 2009, Poland's GDP
growth will remain positive in 2009.

Due to a large share of loans denominated in for-
eign currencies in the portfolio of housing loans,
the developments of the zloty exchange rate con-
stitute an additional factor in�uencing credit risk
underlying this portfolio. The impact of the
strong depreciation of the zloty in the analysed
period on the cost of servicing foreign currency
loans was curbed by cuts of Swiss interest rate
which determines the interest rate on foreign
currency-denominated housing loans. A poten-
tial further depreciation could, however, have an
adverse e�ect on bank asset quality. Fundamen-
tal factors do not, however, indicate that a fur-
ther strong and prolonged depreciation is proba-
ble.

The current market conditions pose a challenge
for banks to maintain a positive pro�tability of
their loan portfolios, especially the pro�tability
of long-term housing loans. In some banks inter-
est income on such loans may not cover related
costs. This may be due to an increase in funding
costs, including deposits from non-�nancial enti-
ties, and an increase in the cost of hedging FX
risk, as well as constant spreads on housing loans.
The bid�ask spread used by banks when repay-
ment of foreign exchange loans is done in zloty is
a factor that increases banks' revenues from the
portfolio of foreign currency-denominated hous-
ing loans. In mid-2009, a recommendation of
the banking supervision authority enabling cus-
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Assessment of �nancial stability and risk outlook

tomers to repay the debt in the currency of the
loan will become e�ective. It is, however, di�-
cult to anticipate the impact of this solution on
banks' earnings since it is di�cult to estimate

the percentage of borrowers that will make use
of this possibility and to forecast what actions
banks will take to adjust to the new situation.

Table 1.1. Transmission channels of the global crisis to the Polish �nancial system

Transmission
channel

Transmission mecha-
nism

Assessment of impact on the Polish �nancial sector

Direct transmission channels
Credit channel Current and potential

credit exposures of
banks towards foreign
�nancial institutions

Banks did not record signi�cant losses as a result of their claims
on foreign �nancial institutions. The scale of these exposures
has been signi�cantly limited since the third quarter of 2008,
as a result of banks' preference to hold zloty liquid assets and
supervisory actions of the PFSA.

Funding channel Funding acquired by
domestic banks from
foreign �nancial insti-
tutions.

The risk of withdrawal of funding did not materialise. Start-
ing from September 2008, banks received signi�cant liquidity
support from foreign �nancial institutions, mainly from their
parent entities (see Chapter 3.4).

Direct market
channel

Securities issued by
nonresidents held by
domestic �nancial in-
stitutions

Changes in the the value of securities issued by nonresidents
had a small change in the pro�ts of banks. These securities
account for a very small share of the banking sector balance
sheet.

Indirect transmission channels
Macroeconomic
channel

Slowdown of economic
growth in Poland as
a result of events in
other economies

The most important transmission channel of the economic cri-
sis. The recession in the economies of Poland's major trading
parters leads to a strong decline in Polish GDP growth rate,
which will probably lead to an increase in unemployment and
a deterioration in the quality of banks' loan portfolios (see
Chapters 2, 3.2.2 and 3.5).

Capital (owner-
ship) channel

Dependence of divi-
dend policy and cap-
ital injections on for-
eign parent entities

Despite the losses recorded by many foreign parent entities,
most Polish banks decided to retain 2008 pro�ts in capital.
Some banks also received subordinated loans from parent en-
tities (see Chapter 3.5).

Indirect market
channel

Dependence of the
events on domestic
�nancial markets on
the developments on
international �nancial
markets

The liquidity of the markets used by banks to hedge market
risk decreased. This makes it more di�cult for banks to man-
age this risk. However, banks can hedge their positions, as
operations with parent entities and with the NBP (in the case
of FX swaps) are available (see Chapter 3.3). The increase in
global risk aversion contributed to a depreciation of the zloty,
which is much deeper than warranted by fundamental indica-
tors (see chapter 2).
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IAssessment of �nancial stability and risk outlook

Transmission
channel

Transmission mecha-
nism

Assessment of impact on the Polish �nancial sector

Indirect credit
channel

Exposure of borrowers
to market risk, includ-
ing FX risk related to
FX mortgages

In the household sector, the increase in loan repayment burden
resulting from zloty depreciation was to a large extent o�set
by the fall in foreign interest rates (see Chapter 3.2.2). In
the corporate sector, some companies recorded signi�cant �-
nancial costs due to the mark-to-market valuation of hedging
strategies and FX market speculation (see Chapter 3.2.1). The
deterioration of the �nancial standing of the corporate sector
is not a systemic event and does not pose a threat to the stable
functioning of the banking sector.

Con�dence
channel

Decrease in con�dence
in individual �nancial
institutions and the
banking sector as a
whole

The decrease in mutual con�dence among banks on global mar-
kets after the failure of investment bank Lehman Brothers led
to a decrease in mutual credit limits for Polish banks and to a
decrease in transactions on the interbank deposit market. In
October 2008, news concerning bad �nancial results of global
banks led also to a short-term fall in the con�dence of cus-
tomers in banks operating in Poland. This led to a temporary
out�ow of funds deposited by households in some banks. This
event did not, however, lead to liquidity problems of banks.

Note: Section 3.7 of "Financial Stability Report - June 2008" presents a broader analysis of individual
transmission channels through which the crisis in the global �nancial market can a�ect Poland's �nancial
system stability", NBP, Warsaw 2008.

In a number of countries falling prices in the
property market are a source of risk. Follow-
ing a dynamic rise in prices, a moderate decline
in property prices has been observed in Poland
since mid-2008. This trend is expected to per-
sist in the coming quarters. The decline in prop-
erty prices, accompanied by a high level of LtV
ratios, mainly for loans extended in 2007-2008,
may generate risk to the banking system since
a simultaneous decline in property prices and a
deterioration in the �nancial position of some of
the borrowers may be expected.

In the period of lower domestic money market
liquidity and a reduction in banks' mutual ex-
posures some banks received additional support
from their foreign parent entities. This enhances
�nancing stability due to a lower probability,
compared with funding acquired from other mar-
ket participants, that the parent bank will fail to

rollover funding to its subsidiary. At the same
time, funding concentration risk increased as the
stability and prospects for the growth of Polish
banks became more dependent on the �nancial
condition of banks' parent entities.

Banks in which the value of loans exceeded
the value of non-�nancial customer deposits and
which had been raising a major part of funding in
the interbank market were particularly active in
obtaining deposits from customers. This group
of banks seems to be restructuring its balance
sheet in order to increase the role of stable fund-
ing sources and reduce the funding gap. To this
purpose, these banks compete in an aggressive
way in the market for household deposits and
may strongly tighten their lending policy.

The growth rate of lending declined in the anal-
ysed period and its further decrease may be ex-
pected. In response to the worsening economic

10 National Bank of Poland



Assessment of �nancial stability and risk outlook

growth outlook banks tightened lending policies,
both with regard to loans to corporates and loans
to households. NBP survey data also indicate
that banks expect the lending policy to be fur-
ther tightened. Uncertainty about future eco-
nomic trends is the main factor prompting banks
to tighten their lending policies. This tightening
is also re�ected in the increased percentage of
corporates whose loan applications are rejected
by banks.

At the same time, uncertain economic growth
outlook induces bank customers to reduce de-
mand for loans. This is visible both in the debt
plans of enterprises and in the demand for loans
observed by banks. A decline in lending growth
rate may have an adverse impact on banks's ca-
pacity to raise revenues. NBP surveys carried out
among enterprises also show a rising percentage
of corporates reporting di�culties in obtaining
loans as a factor hampering their business activ-
ity. In the long term, low availability of loans
may also have a negative in�uence on borrowers'
�nancial position (in particular, on their liquidity
position) and may contribute to the worsening of
the loan portfolio quality.

The large rise in lending in recent years has led
to a decline of banks' capital bu�ers in spite of
the increase in banks' regulatory capital. Sim-
ulations presented in this publication indicate
that banks' capacity to absorb the cost of credit
risk that might arise from a deterioration of
loan portfolio quality decreased. Macroeconomic
stress test simulations show, however, that even
if banks' revenues signi�cantly decreased, the
majority of the sector is able to absorb the hy-
pothetical cost of credit risk with the revenue it
generates and the capital bu�er it holds, without
threatening its capital adequacy. In the context
of heightened uncertainty about economic out-
look, the decreasing capital bu�ers are, however,
an additional factor inducing banks to contract
loan supply, which is re�ected in NBP surveys'
data.

The analysis presented in this "Report" makes it
possible to identify four processes that may de-

termine Polish �nancial system stability in the
medium term. The �rst process is the devel-
opment of the macroeconomic situation in EU
countries. A deeper recession than currently ex-
pected may lead to a recession in Poland and to
a marked deterioration of �nancial institutions'
earnings. Due to a high volatility of economic
growth forecasts, the risk related to this process
remains high.

The second factor that will determine the sta-
bility of the domestic �nancial system is the �-
nancial position of parent banks. Their signi�-
cance for �nancial stability increased in the anal-
ysed period due to the liquidity support they
had provided to their subsidiaries. As a result
of a broad support provided by the authorities of
home countries to international banking groups,
there has been a marked decline in the proba-
bility of a strong deterioration in their �nancial
position which could trigger the need for a quick
withdrawal from Central European countries.

Another factor in�uencing the stability of the
Polish �nancial system is the development of the
zloty exchange rate and its dependence on the
economic situation in the countries of the region
(regional risk). The strong depreciation of the
zloty in the analysed period was a consequence
of a rise in global investors'risk aversion, and
the fact they perceived Central European coun-
tries as a homogeneous region in terms of in-
vestment risk. In this context, pessimistic in-
formation about economic outlook for countries
of the region in�uenced quotations in the Polish
market. The recent comments made by global
�nancial market participants indicate, however,
that investors diversify their investment policy
to a greater extent, according to the economic
situation of individual countries of the region.
These developments, as well as the evaluation of
Poland's economic fundamentals indicate that a
further strong and prolonged depreciation of the
zloty seems rather unlikely.

The last process of major signi�cance for
Poland's �nancial system stability is the lend-
ing policy developments in banks operating in

Financial Stability Report � June 2009 11
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Poland. There is a risk in this area of the oc-
currence of a negative feedback in the form of
a strongly procyclical contraction of loan supply
by banks. The risk may materialize as banks'
earnings decrease in the context of low availabil-
ity of capital and its high cost. Another factor
that may lead to the materialization of the risk is
the attempt by some banks to reduce the funding
gap. Reducing the loan supply might contribute
to a deeper than currently expected slowdown in
Poland, triggering a deterioration of bank assets
quality. The probability of this risk materialis-
ing has increased in comparison to the situation
described in the previous "Financial Stability Re-
view". Its impact may be limited, however, due
to the still small scale of �nancing the economy
with credit.

Compared to the assessment presented in the
October "Financial Stability Review" there was
a decline in banks' short-term liquidity risk re-

sulting from the low liquidity of the domestic
money market. The factors that contributed to
the reduction of the risk were NBP operations
under the "Con�dence Pact" providing liquidity
to banks and enabling its redistribution in the
banking system, as well as funding that some
banks received from their strategic investors.

Short-term risk to �nancial system stability de-
creased in the period analysed in this publica-
tion but the medium-term risk remains higher.
The �nancial position of �nancial institutions is
likely to worsen in the coming quarters. However,
their good �nancial standing at a time they en-
tered the period of lower economic growth and
the smaller scale of imbalances in Poland's econ-
omy than in other countries of the region make it
possible to believe that the Polish �nancial sys-
tem will function in a safe way also in the period
of an economic slowdown.

***

Since October 2008, the National Bank of Poland and the Government of the Republic of Poland
have taken measures to sustain economic growth during the global �nancial crisis and a recession
in the developed economies. The measures are in line with the conclusions of the ECOFIN meeting
held on 7 October 2008.

Measures taken by the National Bank of Poland

The objective of the "Con�dence Pact" developed by the National Bank of Poland and announced
on 13 October 2008 is to provide banks with the zloty funds for periods longer than one day, to
provide banks with foreign currencies and broaden the possibilities for banks to obtain liquidity in
zloty. Under the "Con�dence Pact" the National Bank of Poland:

� introduced repo transactions, with maturities of up to three months enabling banks to obtain
short-term funding.

� introduced FX swaps on currency pairs of EUR/PLN, USD/PLN and CHF/PLN enabling
banks to hedge open currency positions against the risk of changes in the zloty exchange rate;
standard swap transactions were carried out with maturity of 1 week;

� extended the list of collateral in open market operations and decreased the haircut when
determining the value level of Lombard credit collateral;

� maintained issuance of seven-day NBP bills as the main excess liquidity absorbing instrument.

12 National Bank of Poland



Assessment of �nancial stability and risk outlook

The National Bank of Poland makes swap operations available for banks and �nances them pursuant
to agreements with the European Central Bank of 6 November 2008 and the Swiss National Bank
(SNB) of 7 November 2008. Under these agreements, SNB signed a foreign exchange swap agreement
with the National Bank of Poland which enables the NBP to obtain Swiss francs against euro while
the ECB provided the NBP with a credit line in the form of repo transactions for a total amount of
up to 10 billion euro. To date the NBP did not need to use the ECB repo line and obtained Swiss
francs from the SNB using euro funds from the o�cial reserves. The scale of swap operations with
banks is low - at the end of April 2009, the value of foreign currencies provided to banks amounted
to 1.8 billion zloty. On 31 March 2009, the National Bank of Poland announced a revised version
of the "Con�dence Pact" pursuant to which, beginning from 29 May 2009, the NBP o�ers repo
operations to banks with maturity of up to 6 months and foreign exchange swap operations with
maturities of up to 1 month. It also broadened the range of securities accepted as collateral in repo
operations.

At the same time, the National Bank of Poland took measures aimed at continued lending growth.
On 22 January 2009, the NBP Management Board made a decision on the early redemption of
bonds which were issued by the NBP in 2002 in order to absorb funds released as a result of a
reduction in the reserve requirement rate. The total value of bonds redeemed amounted to 8.2
billion zloty (including interest accrued). In addition, at the turn of April and May 2009, the NBP
organised a series of meetings with representatives of the banking sector and public institutions to
develop solutions conducive to maintaining a positive growth rate of lending. The conclusions from
the meetings have been presented to the Financial Stability Committee.

Measures taken by the Government of the Republic of Poland

Regulatory package of the Ministry of Finance

Under the regulatory package, the Ministry of Finance drafted a set of laws aimed at improving
the functioning of the �nancial safety net in Poland and developing anti-crisis mechanisms. The
package consists of the following laws:

� Law on the Financial Stability Committee

� Law amending the law on the Bank Guarantee Fund

� Law on State Treasury assistance to �nancial institutions

� Law on recapitalisation of distressed �nancial institutions

The objective of the Law on the Financial Stability Committee is to strengthen cooperation between
the Ministry of Finance, the Polish Financial Supervision Authority and the National Bank of Poland
and to provide legal grounds for the cooperation under the Financial Stability Committee framework.
Members of the Committee meet at least once every 6 months to assess, among others, the domestic
�nancial system. Under the law, the NBP is entrusted with the task to take action supporting the
stability of the domestic �nancial system. The statutory power of this task stems from the important
role of an e�cient functioning of the �nancial system for the economy. Following the entry into
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force of the law, the National Bank of Poland joined the group of banks whose mandate to support
�nancial system stability is empowered by law. The Law entered into force on 13 December 2008.

The Law amending the law on the Bank Guarantee Fund increases the level of deposit protection
from the present EUR 22,500 to EUR 50,000. In addition, the co-insurance principle has been
abandoned and thus deposits are fully guaranteed. The Law entered into force on 13 December
2008, but its deposit guarantee provisions have been in force since 28 November 2008.

The Law on State Treasury assistance to �nancial institutions provides that the State Treasury may
assist a �nancial institution at its request in the form of:

� State Treasury guarantee;

� loans in the form of Treasury securities;

� sale of Treasury securities with payment in instalments;

� sale of Treasury securities through an o�er addressed to a speci�c �nancial institution,

At the same time, such assistance may be granted until 31 December 2009. The provision of the
guarantee will be remunerated pursuant to the law. The Law entered into force on 13 March 2009.

The law on recapitalisation of distressed �nancial institutions, which is now debated in the Par-
liament, allows the Minister of Finance to issue a guarantee to a �nancial institution to increase
regulatory capital or increase its capital by taking up shares, bonds or bank securities. At the
request of the Minister of Finance, the Council of Ministers, following consultations with the NBP
President and the Chairperson of the Polish Financial Supervision Authority, may take over a dis-
tressed �nancial institution when it is of particular systemic importance or in the absence of reasons
justifying the issuance of guarantees for the increase of its regulatory capital. When the situation
of the �nancial institution stabilizes, the State Treasury will have the possibility of withdrawing its
stake from the institution.

Stability and Development Plan

The objective of the Stability and Development Plan, published on 30 November 2008, is to to
stimulate investment and consumer demand. The measures projected in the Plan are, among
others:

1. increasing State Treasury guarantees, as set in the budgetary law, to 40 billion zloty. The
guarantees may be used to develop infrastructural projects implemented under the program of
EU assistance or the system of public - private partnership, export projects or orders placed
by enterprises;

2. strengthening the system of loan guarantees which would enable to increase lending by 20
billion zloty in 2009;

3. accelerating investments co-�nanced from EU funds by increasing quali�ed expenses in 2009,
certi�ed by the European Commission, of the value of 16.8 billion zloty and simultaneously
increasing the actual value of investments carried out to 21.4 billion zloty;
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4. modifying the VAT regulations to accelerate VAT refund;

5. maintaining the decision about a two- tier tax scale on personal income, enhancing a major
increase in consumer demand;

The strengthening of the loan guarantee system, including an increase in capital of Bank Gospo-
darstwa Krajowego (BGK) will be possible pursuant to the law amending the Law on guarantees and
endorsements granted by the Treasury and certain legal persons, the Law on Bank Gospodarstwa
Krajowego and certain other laws passed by the Parliament on 2 April 2009. The law provides
that BGK may, in its own name and at its own account, issue guarantees or endorsements under
the government socio-economic programs approved by the Council of Ministers. A new instrument
to support exports will be launched: it consists in BGK's directly granting loans to the foreign
buyers of Polish goods and services. The aim of the amendments to the law on guarantees and
endorsements granted by the Treasury and certain legal persons is to facilitate access of small- and
medium-sized enterprises to external funding (mainly in the form of loans). The law entered into
force on 15 May 2009.

According to government estimates, when carried out, the proposed measures will yield an addi-
tional demand impulse of 91.3 billion zloty.

Flexible Credit Line

On 6 May 2009, at the request of the Polish government, the International Monetary Fund approved
a Flexible Credit Line of SDR 13.69 billion for Poland for 12 months. The line is intended as a
precautionary instrument to strengthen investor con�dence in Poland's economy and the country's
capacity to avert unfavourable processes taking place in the external environment of the Polish
economy, and will enable to maintain access to foreign funding through the international �nancial
market. The Polish government does not intend to use the approved credit line.

The Flexible Credit Line is a new IMF instrument, developed as part of the reform of IMF in-
struments, published on 24 March 2009. The line may be granted to countries that have strong
macroeconomic fundamentals and are implementing appropriate economic policies. The goal of the
FCL is, �rst of all, to prevent crises. In contrast to typical loans and credit lines granted by the
IMF, the FCL is not subject to any conditionality. Therefore, the bene�ciary of IMF aid undertakes
no obligations regarding its economic policy. The decision of the International Monetary Fund to
approve a Flexible Credit Line is based on a comprehensive assessment of the requesting member
country. The assessment includes a review of macroeconomic fundamentals and institutional policy
frameworks, assessment of the rationale for the policy, and the economic policy outlook.

The IMF has also approved the Flexible Credit Line for other countries, Mexico and Columbia,
with the amounts of the FCL being SDR 31.5 billion and SDR 6.966 billion, respectively.
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Chapter 2.

Financial institutions' economic

environment

The �nancial crisis in highly developed economies intensi�ed in the second half of 2008.

The international �nancial market experienced serious turmoil, leading to a considerable

decline of economic activity in many countries. This resulted in a strong slowdown of

economic growth rate in Poland, which was additionally strengthened by a deterioration

in consumer and enterprise sentiment. A high volatility of forecasts for economic growth

across the world persists, which translates into highly uncertain economic outlook also for

Poland. Poland's GDP, in contrast to highly developed economies, is expected to increase

slightly in 2009.

Serious strains persist in the domestic �nancial market. They are connected with

market participants' limited possibility to assess counterparty credit risk and with banks'

attempts to invest surplus funds in the safest investments. Disruptions in the functioning

of the money, currency and bond markets persist. A combination of global and local

factors, including the fact that investors did not di�erentiate between individual markets,

led to the depreciation of the zloty to a level lower than fundamentally justi�ed. The

Polish �nancial market is very sensitive to information published about highly developed

economies and other countries of the region.

In 2008, the prices of residential property declined. This was the consequence of

lower availability of funding for real estate purchase and deterioration in consumer

sentiment. Expectations of further declines in residential property prices persist. In 2009,

banks' lending policies will be of major importance for the situation in the residential

property market. There was an increase in the supply of new o�ce space, rents went up

slightly and the space vacancy ratio declined. However, a decline in rents for o�ce space

may be expected in 2009.
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2.1. Macroeconomic develop-

ments

At the end of 2008, recession connected with the
global �nancial crisis a�ected a large number of
countries, both those �nancially and economi-
cally developed and developing countries. The
growth rate of the Polish economy also slowed
considerably, but the real GDP growth remained
positive until the end of 2008 and amounted to
4.9% in the whole year. This represents a de-
cline in the economic growth rate compared to
data presented in the last Financial Stability Re-
view. Poland's economic growth rate has been
declining systematically since the third quarter
of 2007 and according to the central forecast of
the NBP of June 2009, in 2009 it will amount to
0.4% y/y 1.

Figure 2.1. Decomposed GDP growth (y/y)
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 Source: GUS data, NBP estimates.

A positive GDP growth rate in the last quarter
of 2008 (2.9%) resulted primarily, like through-
out the year, from a signi�cant rise in internal
demand. This was supported by total consump-
tion growth and the growth rate of gross �xed
capital formation, although the growth rate of
investment declined considerably in comparison
with the �rst half of the year (see Figure 2.1).
Net exports and an increase in inventories con-

tributed to economic growth to a much lesser ex-
tent and their growth rate was negative in the
fourth quarter. In the �rst quarter of 2009, GDP
growth rate declined further, although, contrary
to many other EU countries, it stayed positive.
In contrast to previous quarters, net exports con-
tributed positively to economic growth. GDP
growth was also driven by continuing consump-
tion growth and - to a small extent - by gross
�xed capital formation.

The growth rate of individual consumption and
investment has also declined since the fourth
quarter of 2008, which was a consequence of a
deterioration in consumer and business sentiment
and banks' lending policy decisions. The tighten-
ing cycle of banks' lending policy started towards
the end of 2007 and it was strengthened in the
fourth quarter of 2008. As the decline in credit
supply in�uences the economy with a lag, the
decline will have a signi�cant in�uence on eco-
nomic growth rate in 2009. These developments
have had a major impact on the worsening of
the outlook for Poland's growth since the fourth
quarter of 2008. (see Figure 2.2).

Figure 2.2. Selected forecasts for Poland's eco-
nomic growth in 2009
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Source: NBP.

A strong decline in industrial output and exports
observed since the end of 2008 was mainly caused

1 See "In�ation Report - June 2009", NBP for more information about the current economic situation and forecasts
for the coming quarters.
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by a sharp deterioration in the economic situa-
tion of Poland's key trading partners, in partic-
ular the EU countries. (see Table 2.1). In the
�rst quarter of 2009, the economy of euro area
countries contracted by an average of 4.9% y/y
(against a 1.8% y/y fall in the fourth quarter
of 2008), while the growth rate in the United
States was -2.5% y/y (against -0.8% y/y in the
fourth quarter of 2008)2. Russia and China also
recorded a slowdown in GDP growth, but their
economies continued to grow in the fourth quar-
ter. Current economic forecasts indicate that
there will be a deep recession in highly devel-
oped economies in 2009 and that the economic
recovery phase will commence in 2010-2011.

The global economic recession is forecasted to

continue in 2009 and it may contribute to a de-
cline in demand for Polish exports. On the other
hand, a major depreciation of the Polish zloty
against main currencies observed in the fourth
quarter of 2008 and the �rst quarter of 2009 led
to an increase in the competitiveness of Polish
exports and is likely to reduce demand for im-
ported products.

The size of external imbalance in the Polish econ-
omy declined gradually. In 2008, the current ac-
count de�cit (5.5% of GDP) resulted from a neg-
ative balance on goods and a negative balance
on income. However, a signi�cant portion of the
negative balance on income was related to the
reinvestment of pro�ts by foreign investors and,
thus, did not require additional funding sources.

Table 2.1. Current and forecasted economic growth in the economies of Poland's key trading partners
(yearly)

GDP growth in
2008 (in % y/y)

GDP growth in
2009 (in % y/y)

GDP growth in
2010 (in % y/y)

Forecasts
European Union 0.9 -4.0 (-4.0) -0,3 (-0.1)
Euro zone 0.8 -4.2 (-4.0) -0.4 (-0.1)
Germany 1.3 -5.6 (-5.4) -1.0 (0.3)
Great Britain 0.7 -4.1 (-3.8) -0.4 (0.1)
France 0.4 -3.0 (-3.0) 0.4 (-0.2)
Italy -1.0 -4.5 (-4.4) -0.4 (0.1)
United States 1.1 -2.7 (-2.9) 0.0 (0.9)
Russia 5.6 -6.0 (-3.8) 0.5 (1.5)
Ukraine 2.1 -8.0 1.0
China 9.0 6.5 (6.1) 7.5 (7.8)

Source: data for 2008 - Eurostat and IMF. Forecasts: IMF forecast: "World Economic Outlook" of 22 April
2009, European Commission forecast (data in brackets) of 4 May 2009

2 US GDP �gures are traditionally reported as seasonally adjusted annualised quarterly growth rates. Under this
approach, US GDP declined in the fourth quarter of 2008 at an annualised rate of 6.3%, and in the �rst quarter of
2009 the annualised fall amounted to 5.5%.
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At the beginning of 2009, the current account
de�cit declined signi�cantly 3, which was mainly
caused by an improvement in the balance on
goods. The decline in the scale of imports was
larger than that of exports. Both the structure
of Polish foreign trade and the depreciation of
the zloty supported the decline in imports. The
decline in internal demand growth came from de-
creasing investments that generate a higher de-
mand for imports than the demand generated by
consumption. These factors, as well as current
transfers received by Poland from the European
Union could contribute to further improvement

in the current account balance.

A favourable composition of Poland's short-term
external debt (see Box 1), i.e. a large portion
of trade credits and liabilities towards associated
entities reduces the risk of �nancing residents'
foreign liabilities.

Taking into account the considerable decline of
current account de�cit and the favourable com-
position of external liabilities, it may be assessed
that the probability of a substantial increase in
payment di�culties of Polish entities towards
non-residents is low.

Box 1. Structure of Poland's short-term foreign debt

The international �nancial crisis was conductive to a rise in concerns about the ability of
Central and Eastern European countries to raise external �nancing necessary to roll over foreign
liabilities due for repayment and cover the current account de�cit. Detailed data about the
amount of Poland's external liabilities due for repayment in 2009 are not available. Therefore,
this amount has been estimated by analytical centres that prepare economic forecasts for Poland.
Such estimates often showed there was a very high need for foreign debt re�nancing, which could
have led to excessively pessimistic conclusions related to future changes in Poland's balance of
payments.

On 18 May 2009, the National Bank of Poland published1 estimates of Poland's external debt due
for repayment in 2009. The total amount of liabilities due in 2009 and the repayments of long-
term debt due in 2009 is EUR 63.9 billion, of which EUR 57.5 billion are liabilities of the private
sector (non-�nancial enterprises - EUR 33.5 billion, banks - EUR 24.0 billion). The majority of
non-�nancial enterprises' debt (58%) are trade credits.

The composition of private sector liabilities is favourable from the point of view of risk of failure
to roll over external �nancing. Almost 60% of private sector debt due in 2009 is of intra-group
character, i.e. liabilities to shareholders within capital groups. In the banking sector, the share of
transactions with related parties in total foreign liabilities due in 2009 amounts to 76,8%.

In 2009, the general government sector is to repay a total of EUR 4.7 billion in liabilities to
foreign entities. The majority of the repayments results from the need to redeem securities issued
in foreign markets. In February and May 2009, the Ministry of Finance issued euro-denominated
foreign bonds with the total value of EUR 1.75 billion, which means that a portion of foreign
liabilities of the State Treasury due in 2009 has already been re�nanced.

Data about Poland's balance of payments in the �rst quarter of 2009 con�rm that the risk of failure
to roll over foreign �nancing is small. Notwithstanding major turmoil in international �nancial
market and a deterioration in market assessment of investment risk in Poland the repayment of

3 In the fourth quarter of 2008, the de�cit stood at an average of 1.7 billion euro per month. In January, February
and March 2009, the current account balance amounted to -1.069 billion euro, +0.915 billion euro and +0.075 billion
euro, respectively
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debt was broadly compensated with the in�ow of capital to the sectors of enterprises and banks.
The owners of Polish banks, in particular, provided the necessary �nancing to their subsidiary
companies operating in Poland.

1 ,"External debt due for repayment in 2009", NBP press release of 18 May 2009

2.2. Developments in �nancial

markets

The major turmoil in the international �nan-
cial market that started in summer 2007 intensi-
�ed after the bankruptcy of the investment bank
Lehman Brothers in September 2008. Investors'
attempts to protect capital, lower �nancial lever-
age and reduce risk in their portfolios have deep-
ened the earlier fall in �nancial markets liquid-
ity. Coupled with a considerable deterioration
in prospects for global economic growth, this
was conductive to a rise in investment risk pre-
mium to a very high level. Financial institutions
and �rms whose creditworthiness was low were
among the most a�ected.

The prospect of a marked growth in impairment
charges and the inability to raise equity in the
market have heightened fears about the �nancial
condition of banks in developed countries, par-
ticularly in the United States, euro area coun-
tries and the United Kingdom. Bank share prices
dropped strongly in conjunction with the rising
risk of a full or partial nationalisation of banks.

Risk of default by systemically important banks
has driven governments and central banks of
many countries to take extensive anti-crisis mea-
sures. Various instruments of �nancial assistance
were applied, including provision of central bank
�nancing to �nancial institutions, cutting inter-
est rates, bank recapitalization, outright pur-
chase of debt securities by central banks, guar-
antees for bank debt and guarantees for loans to
the real sector (see Table 3.15). These measures
prevented mass bankruptcies of banks but large
uncertainty about condition of banks persisted
in the �nancial market. The functioning of the

international �nancial market has remained dis-
rupted. (see. Figure 2.3).

Figure 2.3. Risk premium in interbank deposit
market
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 Notes: risk premium calculated as the di�erence be-
tween the interest rate on 3M interbank deposits and
the rates on 3M overnight index swaps (OIS). The
premium may be distorted owing to the permanent
deviation of overnight rates, and hence OIS rates,
from reference rates of central banks.
Source: Bloomberg, Thomson Reuters.

Monetary policy in the most developed
economies has been eased considerably. O�-
cial interest rates in the euro area, the United
States and the United Kingdom fell to a very
low level, between 0% and 1%. However, due
to a weakening of monetary policy transmission
mechanism driven by capital constraints in the
banking sector and the uncertainty about the
future condition of the global economy, interest
rate cuts may trigger an economic recovery only
with a large delay. In addition, due to a very low
level of nominal rates further easing of monetary
policy with conventional instruments is impos-
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sible. Therefore, some central banks decided
to pursue the policy of increasing liquidity of
the banking sector through purchase of �nancial
assets 4.

Figure 2.4. Expected spread between interbank
deposit rates and OIS rates
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 Note: expectations calculated on the basis of OIS
transactions with maturities of 3M and 6M and FRA
3x6.
Source: NBP calculations based on Bloomberg and
Thomson Reuters data.

Emerging markets have also been strongly af-
fected by the crisis. Until the third quarter of
2008 the prevailing view was that the situation
in emerging markets would remain una�ected
by the unfavourable developments in the devel-
oped markets. This did not come true. The
main reasons for the contagious in�uence of the
crisis on emerging markets were: downturn in
the global economy, decline in the in�ow of for-
eign direct investment and out�ow of portfolio
investments. The region of Central and East-
ern Europe was the most signi�cantly hit by the
turmoil. Financial market participants withdrew
from these markets mainly due to large exter-
nal imbalances observed in some countries of the
region. Countries that were the most exposed
to the e�ects of the crisis received assistance from
the International Monetary Fund in the form of
loans and credit facilities under stand-by agree-

ments for countries with signi�cant external im-
balance.

The expectations of international �nancial mar-
ket participants suggest that the turmoil in �nan-
cial markets will last at least until the end of 2009
(see Figure 2.4) but is not expected to intensify.
These expectations re�ect a further downturn
of the macroeconomic situation of the largest
economies and the related demand of banks for
capital. If the scenario that materializes is more
pessimistic than the scenario discounted by mar-
ket participants, the turmoil in the international
�nancial market may escalate again.

2.2.1. Interest rates

Developments in the Polish money market indi-
cate that there are considerable liquidity strains
and limited mutual con�dence among market
participants. Although the maximum maturity
of interbank loans has increased since October
2008, credit and liquidity risk premia for money
market transactions still remain very elevated.
Arbitrage between individual segments of this
market is not functioning due to a considerable
reduction in limits for counterparty credit risk in
banks and a small number of active participants
in the money market.

Since October 2008 the Monetary Policy Council
has cut the reference interest rate by a total of
225 basis points, to the level of 3.75%. Forward
rates indicate that despite further cuts in the
NBP reference rate expected by analysts, WI-
BOR rates will remain on unchanged levels for
another year (see Figure 2.5). Due to very low
liquidity of the market for unsecured interbank
deposits WIBOR does not re�ect the actual price
of short-term money.

The banking sector is seeking possibilities of
investing its surplus liquidity in instruments
of high liquidity and very low credit risk.
Banks report high demand for NBP money bills.

4 Such a policy leads to an increase in the monetary base and the liquid assets in the �nancial system. It is referred
to as quantitative easing and credit easing.
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Overnight rates remained below the reference
rate and approached the NBP deposit rate (see
Figure 2.6). This was linked with the way the
NBP conducted open market operations.

Figure 2.5. Current and expected WIBOR rates
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 Source: Bloomberg.

Figure 2.6. NBP interest rates and POLONIA rate
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 Source: NBP.

An increase in investors' propensity to hold very
liquid assets is also observed in the primary mar-
ket for treasury bills. Despite increased liquidity
in the bills market and the possibility of using

them in repos or sell-buy-backs, the yield on 52-
week treasury bills exceeds the swap rates of the
same maturity by around 60-100 basis points5.
The premium is lower for bills with shorter ma-
turity. Such a term structure of risk premium
re�ects a very strong tendency of seeking liquid
and safe investments in the Polish �nancial mar-
ket.

Figure 2.7. Margins in foreign exchange swap mar-
kets
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Note: margins de�ned as the spread between the in-
terest di�erential implied by foreign exchange swap
prices and interest rate di�erential observed in the
interbank deposit market. Margins are presented for
3M transactions.
Source: NBP calculations based on Bloomberg data.

The turmoil in the money market has spread to
the foreign exchange swap market. Hedging an
open currency position with a forward transac-
tion or FX swap is far more expensive than sug-
gested by the interest rate di�erential between
Poland and base markets (see Figure 2.7). This
is the consequence of three factors whose im-
pact on the FX swap rates is di�cult to isolate:
assessment of counterparty credit risk of Polish
banks, the need of some banks to hedge open
balance sheet currency position6, and signi�cant

5 Average yield on 52-week treasury bills at the auction held on 27 April 2009 amounted to 4.957%, while the 1Y IRS
reached 4.35%. The premium results partly from the di�erence in credit risk rating for Poland (A-) and counterparty
rating under standard swap contracts (AA).
6 Some banks use long-term CIRS transactions for this purpose or obtain FX liabilities in the form of received loans.
7 OIS rates re�ecting the expected overnight rates may play an important role in the valuation of foreign exchange
swaps in the context of the lack of liquidity in the market for interbank deposits over 1 month.
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surplus of short-term liquidity in zloty of some
banks7. Moreover, major strains also persisted
in the market for EUR/CHF and USD/CHF cur-
rency swaps, which translated into an additional
cost of hedging the Swiss franc positions of Polish
banks.

The assessment of credit risk of Polish banks,
which are the main providers of zloty in swap
transactions, is important as swap settlement is
performed through delivery of currency. There-
fore, when market assessment of Polish banks
creditworthiness declines 8, their counterparties
will expect a higher risk premium because of the
risk that when settling the swap transaction they
will be forced to sell the zloty received at the mar-
ket exchange rate that may be far less favourable
than the forward exchange rate set in the swap
transaction.

Figure 2.8. Yield on Polish treasury bonds
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 Source: Bloomberg.

Some Polish banks use foreign exchange swaps as
the most important instrument hedging currency
and interest rate risk which stems from portfo-
lio of foreign currency loans to non-�nancial sec-
tor. Their dependence on the market for FX
swaps, which have to be rolled over frequently
due to their short maturity, may be conductive to
the persistence of distortions in FX swap prices.
Counterparties of these banks probably quote

swaps with a large margin as they assume that
Polish banks need to hedge their open currency
position regardless of the price. The ceiling for
margins in the swap market is the margin im-
plied by the price of swaps o�ered to banks by
the NBP.

Long-term interest rates responded, to a great
extent, to developments in the international �-
nancial market. Similarly as for treasury bills,
the yield on treasury bonds largely exceeded the
swap rates of similar maturity (see Figure 2.8).
This was driven by three key factors: risk aver-
sion related to investing in the markets of the re-
gion, the expected high bond supply connected,
among others, with the risk of an increase in the
state budget de�cit and the need to redeem ma-
turing treasury securities, and by a rise in in-
vestor propensity to invest in highly liquid assets.
Yields on bonds were subject to strong �uctua-
tions. After a marked fall in October 2008, non-
residents holdings of Treasury bonds gradually
returned to the levels recorded before the fall of
Lehman Brothers.

Figure 2.9. Risk premium on eurobonds of Central
European countries
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 Note: premium for 5-year Credit Default Swap con-
tracts for eurobonds issued by the governments of
individual countries.
Source: Bloomberg.

8 The deterioration of Polish banks' creditworthiness in the fourth quarter of 2008 and at the beginning of 2009 is
re�ected in the rise in implied cost of �nancing Polish banks in the eurobonds market and the downgrading of ratings
or rating outlook, see Chapter 3.6.
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The price for hedging the default risk of the Pol-
ish government eurobonds has increased signif-
icantly since September 2008 (see Figure 2.9).
The rise in CDS premium on the Polish govern-
ment debt was largely connected with the global
tendency to assess credit risk very prudently and
the negative impact of the situation in the region
on perception of investment risk in Poland. CDS
premia for all Central European countries have
increased signi�cantly. The probability of default
of the Polish government implied by CDS prices
was much larger than suggested by ratings for
Poland9.

2.2.2. Foreign exchange market

In August 2008, a four-year trend of zloty appre-
ciation, when the zloty had appreciated against
the euro by almost 35%, came to an end. From
the end of September the zloty depreciated
sharply, driven by developments in the interna-
tional �nancial market (see Figure 2.10). The
scale and speed of zloty depreciation in the pe-
riod from September 2009 to February 2009 was
unprecedented since Poland had adopted a �oat-
ing exchange rate regime. The Polish currency
was subject to the largest depreciation among
currencies of the region.

Figure 2.10. Zloty exchange rate and its volatility
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 Source: Bloomberg.

The scale of the zloty exchange rate depreciation
is not substantiated by real capital �ows shown
in the Poland's balance of payments. Foreign
investors sold Polish securities but the resulting
capital out�ow was more than compensated by
the in�ow of deposits and loans to banks that
were provided by banks' foreign owners. In ad-
dition, the in�ow of funds to Poland related to
foreign direct investment continued.

Figure 2.11. Correlation of the EUR/PLN ex-
change rate and exchange rates of selected currencies
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 Note: linear correlation coe�cients implied by
MGARCH-BEKK model estimated on the basis of
data from the period of 30 June 2008 � 1 March 2009.
Source: NBP calculations.

Zloty exchange rate volatility increased sharply
in September 2008 (see Figure 2.10) with the
rise in the volatility of major currencies across
the world and currencies of the emerging mar-
kets which run �oating exchange rate regimes.
This, coupled with a high, positive correlation
of returns for Polish currency and other curren-
cies in the region (see Figure 2.11), indicates that
zloty depreciation was mainly driven by global
and regional factors. These factors are: return
of foreign capital to developed markets and the
poor economic situation of certain Central and
Eastern European countries. The importance of
the latter factor partly resulted from the fact that
the whole region was perceived as homogenous in

9 CDS prices imply a BBB rating for Poland, while Moody's rates Poland at A2, and S&P and Fitch rate Poland
at A-.
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some analyses and recommendations despite ma-
jor di�erences between individual countries with
regard to their macroeconomic situation, includ-
ing the balance of payments, �scal policy as well
as structure and condition of banking sectors.

The zloty depreciation was driven by a number
of local factors. As the Polish market is the most
liquid in the region of Central and Eastern Eu-
rope it is relatively easy for investors to close long
positions they have in Poland or open short po-
sitions. The liquidity of this market is, however,
small in comparison with the key currency mar-
kets - the euro, the dollar and the yen markets.
The small depth of the zloty market was con-
�rmed by the considerable e�ectiveness of cur-
rency intervention by the Ministry of Finance
in February 2009. In addition, the settlement
of currency options written by Polish enterprises
led to a rise in demand for foreign currencies.
The lack of a political consensus on the sched-
ule of Poland's euro adoption was conductive to
a high uncertainty in the market and may have
enhanced zloty depreciation.

In the �rst quarter of 2009, the zloty exchange
rate was weaker than the exchange rate justi�ed
by fundamental factors. This is proved, among
others, by the large gap between the market ex-
change rate and the break-even point of Polish
exports.

2.2.3. Equity market

Stock indices of the Warsaw Stock Exchange
(GPW) continued the downward trend which
started in summer 2007 (see Figure 2.12). This
was connected with the worsening of prospects
for earnings posted by Polish enterprises, which
was clearly seen in earnings for the fourth quarter
of 2008, and with global factors - strong declines
in equity prices on foreign exchanges. Informa-
tion about losses recorded by some companies
on currency derivatives and negative valuation
of hedging transactions had an adverse impact
on stock prices. The volatility of stock prices on
the GPW was very high. In the middle of March

2009, as in the developed markets, an upward
correction started on the GPW.

Figure 2.12. Polish and global equity market in-
dices
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 Source: Bloomberg.

In the second half of 2008 and at the beginning
of 2009, the strongest fall was recorded in prices
of medium-cap stocks. A considerable decline in
the WIG20 index has also been observed since
the beginning of 2009, which was mainly driven
by a signi�cant fall in the price of banks' shares.
(see Chapter 3.6).

Supply for equities on the GPW was mainly gen-
erated by domestic investment funds, which, as
in the �rst half of 2008, sold shares as a result
of redemptions. Net transactions executed by
foreign investors were close to zero (see Chapter
4.5).

2.3. Property market

Residential property market

Prices of �ats and rents

Following a period of strong rise in the prices of
�ats in previous years, in the second half of 2008
and in the �rst quarter of 2009 ask prices of resi-
dential property displayed a downward tendency
in most cities. Prices declined by 1% to 25%
year-on-year (see Figures 2.13 and 2.14).
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Figure 2.13. Annual growth in residential property
prices in the biggest cities - primary market
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 Note: the �gures present growth rate of ask prices.
Source: NBP calculations based on Pont Info data.

Figure 2.14. Annual growth in residential property
prices in the biggest cities - secondary market
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 Note: the �gures present growth rate of ask prices.
Source: NBP calculations based on Pont Info data.

The price correction in the residential property
market was larger than shown in the ask prices
data. The di�erence between sale and ask prices
increased in 2008 to around 6-12%, depending on
the location 10. Discounts granted by developers
on the primary market usually had the form of

provision, in addition to the �at, a free garage,
parking place or home �nishing free of charge.
It was also possible to negotiate individually the
price of a �at, both on the primary and the sec-
ondary market.

The stagnation in the residential property mar-
ket was conductive to an increase of rents in 2008.
11. Developers' announcements that unsold �ats
may be let for rent can lead to stabilisation of
rents in the coming quarters.

Supply factors determining residential prop-

erty prices

In 2008, the supply of �ats in the primary market
increased considerably. The number of �ats com-
pleted amounted to 165.8 thousand, which rep-
resented a rise by 24% compared to 2007. The
growth rate of �ats completed was lower in the
�rst months of 2009 than in 2008 and in April
2009 amounted to 9% y/y.

A decline in demand observed in 2008 con-
tributed to a slowdown of supply. In 2008, the
number of �ats for which construction permits
had been granted declined by 7.1%, and the num-
ber of �ats whose construction had started de-
creased by 5.6%. Developers' di�culties in ob-
taining funding will probably lead to halt of some
construction projects. At the end of 2008, de-
velopers reported they would reduce the scale
of investment in 2009 and would stop works on
around 80-90% of construction projects. In the
�rst four months of 2009, the number of �ats
whose construction was started decreased by 35%
compared with the same period of 2008, and the
number of permits issued fell by 19.1%. As a
result of the slowdown of multi-family construc-
tion, supply of �ats will fall in a few-year horizon.
Subsequently the fall of �at prices will slow down,
and later prices will likely rise.

The decline in the number of transactions was
also observed on the secondary market. Some

10 Data for the Warsaw market.
11 For example, the average cost of renting a two-room �at which were the ones most frequently rented increased
by 4.3% y/y in February 2009 in Warsaw. Source: "Report of Szybko.pl and Expander. Analysis of the secondary
property market - February 2008", www.szybko.pl.
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banks di�erentiated their lending policy with re-
gard to �ats under construction and �ats com-
pleted, in favour of the latter. Such a policy may
contribute to stagnation in the primary market
as is conductive to a relative rise in the number of
transactions on the secondary market compared
to the primary market. The rise in supply of �ats
was also connected with withdrawal of some buy-
ers, who in the past years treated the purchase
of �ats as an investment.

Demand factors determining residential prop-

erty prices

In 2008 and at the beginning of 2009, e�ective
demand in the residential property market de-
clined. This resulted, among others, from lim-
ited opportunities to �nance the purchase of �ats
with loans to households. The uncertainty with
regard to the �nancial situation of developers
considerably reduced the capability of investors
to contract loans.

In the �rst three quarters of 2008, sales of �ats on
the primary market declined by 40-50% y/y. In
the fourth quarter of 2008, the fall in volume on
the residential property market deepened, reach-
ing around 80% y/y. Contrary to the situation in
previous years, the share of transactions with re-
gard to �ats completed or �ats with an approach-
ing completion date increased due to a fall in de-
mand. In 2007, this share did not exceed 2-3%,
due to insu�cient supply of �ats. Available �ats
were to be completed at a distant, future date.
Despite the fall in volume on the residential prop-
erty market the number of available completed
�ats as at the end of December 2008 did not ex-
ceed between 10 and 20 percent percent in any
of the big cities. The increase in supply of com-
pleted �ats coupled with a decrease in e�ective
demand contributed to an increase in the imbal-
ance on the housing market at the beginning of
2009.

Concerns about liquidity of developers, and
hence the scale of their bankruptcy risk were
other major factors that in�uenced buyers' be-
haviour. Limited access to information about

the condition of developers prompts buyers ei-
ther to seek �ats with a close completion date,
constructed by experienced developers, or to turn
to the secondary market.

Figure 2.15. Purchasing power of the consumer on
selected residential property markets
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 Notes: The simulation shows the size of a �at (in
square metres) which a person with average income
for the region (voivodship), funding the purchase
with a loan, could a�ord to buy. Assumptions for
the calculation: downpayment of 20%, borrower is a
one-person household, borrower's income equals the
average gross salary for a given voivodeship as calcu-
lated by GUS, monthly funds left to cover expenses
after loan instalment has been paid - zloty 1,000, loan
maturity of 25 years, loan repaid according to �xed
principal, declining interest payment schedule (bor-
rower is able to cover the highest instalment).
Source: NBP calculations based on Pont Info and
GUS data.

Since mid-2008 the interest of domestic and for-
eign investors in the residential property market
declined. This was in�uenced by the fact that
the residential property prices had reached a high
level and were not expected to rise further.

Following the decline in the prices of �ats in most
big and small cities and the rise in salaries, con-
sumer purchasing power increased. It should be
emphasised, however, that due to a tightening
of housing loan terms the rise in the purchasing
power did not translate into an increase in real
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capability to buy a �at.

Outlook

The crisis in the global �nancial market leads to a
correction of the imbalance in the Polish residen-
tial property market. The current consumer sen-
timent is strongly in�uenced by the uncertainty
in the �nancial market, constraints in extend-
ing housing loans and concern about a decline
in economic growth rate and, in consequence, a
worsening in the situation on the labour market.
Expectations of a further decline in the residen-
tial property prices also play a signi�cant role in
the behaviour of consumers. In surveys, banks
voice expectations of a further tightening of lend-
ing policy, which leads to the conclusion that a
rise in e�ective demand in the housing market
is not to be expected in 2009, neither in terms
of the number of potential buyers nor the funds
they will be enable to earmark for the purchase
of a �at or house.

In 2009, the demand for the residential prop-
erty may be stimulated due to the amendment
of terms on loans subsidized by the State Trea-
sury under the government program "First fam-
ily home (Rodzina na swoim)" 12, e�ective since
January 2009. The amendment has introduced
an option to increase a borrower's creditworthi-
ness by allowing their next of kin to join the pref-
erential loan, and has raised the price limit of one
square metre of a �at that may be purchased
using preferential loan. The implementation of
these solutions has increased the percentage of
�ats eligible for the "First family home (Rodzina
na swoim)" program13.

A lower supply of residential property compared
to the previous year should also be expected in
2009, among others due to a di�cult situation of
some developers. Large companies with signi�-
cant capital which allows them to maintain liq-
uidity despite a fall in residential property sales
are in the best standing. Companies that have
not ensured adequate funding to carry out invest-
ment activities are currently exposed to the risk
of illiquidity due to a strong decline in residential
property sales. Serious constraints in developers'
access to bank loans increase liquidity risk of the
sector.

The change in accounting treatment of income
from projects under development by developers
(shift from IAS 11 to IAS 18 starting from 2009)
may be a signi�cant factor adversely in�uencing
the availability of bank funding for developers14.
Consequently, most developers may �nd it di�-
cult to report positive net accounting earnings,
and the di�erences in accounting treatment of
income on projects under development between
2008 and 2009 may make it more di�cult for
bank analysts to assess the �nancial standing of
developers.

In 2009, further falls in the prices of residential
property are expected. According to market ex-
perts, the falls will not exceed several percent15.
Experts expect a growth in demand and a rever-
sal of the trend in the prices of residential prop-
erty in the second half of 2010, at the earliest.

12 Law of 21 November 2008 amending the law on �nancial assistance to families purchasing an apartment. Journal
of Laws no. 223/2008, item 1465
13 In 2008, around 6.6 thousand loans were extended under the "First family home (Rodzina na swoim)" program
for the total amount of 852.6 million zloty. BGK, the state-owned bank which manages the program, is planning
that in 2009, the number of loans will increase to 19.2 thousand and the total value of loans extended will amount
to 2.5 billion zloty.
14 According to IAS 18, which has to be used by developers starting from the beginning of 2009, income on sales of
�ats is recognised only after �ats are handed over to customers. IAS 11 allowed to recognise the income before the
project was completed, in proportion to the share of project completed and sold.
15 See among others: "In�ation Report", NBP, June 2009; "Residential market in Poland - spring 2009", REAS,
www.reas.pl; "Residential market 2009", Knight Frank, www.knightfrank.com.pl.
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O�ce space market

The year 2008 may be considered as positive for
o�ce space market. The total volume of lease
transactions reached record highs. In Warsaw,
around 252 thousand square metres of new space
were completed and in the local markets around
296 thousand square metres16. Compared to
2007, this represented a rise by around 25% for
Warsaw, and around 115% for regional markets.

According to forecasts available at the end of
2008, around 315 thousand square metres of new
o�ce space would be completed in 2009, of which
around 30% had been pre-leased. In view of in-
vestors' problems in obtaining funding it may,
however, be expected that the volume of projects
completed will decline. Another factor that will
signi�cantly in�uence the decline in new o�ce
space supply will be a decline in demand trig-
gered by economic slowdown and a decline in the
in�ow of foreign investment. The need to reduce
the general expense in companies (including costs

related to o�ce space lease) is conductive to the
expected stagnation or slight declines in the mar-
ket for o�ce space lease in 2009.

In 2008, o�ce space vacancy rate was low and
amounted to 2.9% in Warsaw and 1.1-4.1% in
other big cities 17. This represented a decline
of o�ce space vacancy ratio, which in 2007
amounted to 3,5% in Warsaw and 2-5% in other
big cities.

As at the end of 2008, rent rates in the centre of
Warsaw were slightly higher than in 2007 (they
ranged from 24 euro to 28 euro for square me-
tre). However, in 2009 a decline in rents is ex-
pected. The decline will be triggered by a fall in
demand and the emergence of a new trend of sub-
leasing o�ce space by companies that had leased
larger space expecting to use it when their oper-
ations expanded further. Therefore, o�ce space
which returns to the market represents an addi-
tional competition for the already existing space
or space under construction.

16 Source: Colliers International, www.colliers.com
17 O�ce space vacancy rate was higher only in �ód¹ where it amounted to 9.5%. Source: Cushman&Wake�eld
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Chapter 3.

Banking sector stability

The earnings of banks for the whole of 2008 were high. However, from the fourth quarter

of 2008 the earnings worsened as a result of an increase in the value of irregular loans,

which led to an increase of the cost of credit risk (impairment provisions). In the second

half of the year, lending growth slowed both in the case of lending to households and to

enterprises. Under lower lending growth, banks have fewer opportunities to increase their

income. Uncertainty over the prospects of economic growth and capital constraints of

banks imply that a low pace of lending may be expected, especially if banks' capital is not

increased.

Most of the banks operating in Poland follow a traditional funding model, based primarily

on customers' deposits. Therefore, the decrease in the liquidity of the domestic interbank

market did not strongly a�ect the situation of banks. Some of the banks that used the

interbank market to raise a signi�cant portion of funding were, however, forced to change

the strategy. Some of them were supported by their foreign strategic investors. Some

banks took measures aimed at reducing an excess of loans over deposits. Liquidity support

by strategic investors and the fact that the National Bank of Poland could provide liquidity

to banks under the Con�dence Pact led to a considerable decline in the liquidity risk of

banks in the analysed period.

The expected economic slowdown has led to a worsening of the outlook for banks' �nancial

position in comparison with the assessment published in the October edition of the "Fi-

nancial Stability Review". However, the analyses presented in this report show that the

banking sector as a whole will be able to absorb the e�ects of economic slowdown without

posing a threat to its operations.
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3.1. Earnings

In 2008, banks posted record high earnings.

In the fourth quarter of 2008 and in early

2009, the costs of materialised credit risk

were growing rapidly, which contributed to

a considerable decrease in banks' net pro�t

in the period. In the coming quarters, earn-

ings are expected to be under pressure from

further charges to loan impairment provi-

sions, growing funding cost and deceleration

of lending growth.

In 2008, the earnings of banks again reached
their record highs, but their growth rate weak-
ened considerably (see Table 3.1). Towards the
end of the year, the earnings began to worsen. In
the fourth quarter of 2008, the total net pro�t of
banks was two times lower than average earnings
in the �rst three quarters of the year.

Fourteen commercial banks and branches of
credit institutions (the same number as in 2007),
with a total share in the assets of the banking sec-
tor amounting to 1.5%, reported net losses for the
�nancial year 2008. This group included not only
institutions that commenced their operations in
Poland in 2008 (two banks and three branches),
but also the entities that had been operating for
several years but had not made a pro�t yet.

In spite of record high earnings in 2008, the prof-
itability ratios, i.e. ROA, ROE and the ratio of
net earnings to net income from banking activ-
ity worsened (see Table 3.2). The deterioration
in pro�tability accelerated in the �rst quarter of
2009. It should be noted, however, that prof-
itability ratios continue to be relatively high. On
average, larger entities reported higher decrease
in pro�tability, yet they still remain more prof-
itable (see Figure 3.1).

Decomposition of the return on equity of the do-
mestic banking sector indicates (see Table 3.3)
that the fall in ROE was primarily connected
with the decrease in return on earning assets.
Other ratios remained close to 2007 levels. The

fourth quarter of 2008 saw a considerable in-
crease in �nancial leverage (resulting chie�y from
the depreciation of the zloty in the period), which
was higher than the total decrease of the ratio
recorded in each of the �rst three quarters.

Figure 3.1. Return on assets/ROA
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 Note: annualised data.
Unless otherwise indicated, the dispersion plots in
Chapter 3 relate to commercial banks and branches
of credit institutions. At the end of March 2009, the
assets of commercial banks and branches of credit in-
stitutions accounted for around 95% of the assets of
the whole banking sector.
Source: NBP.

Deterioration in the quality of loan portfolio was
the primary factor behind the fall in the prof-
itability of the banking sector's earning assets.
The amount of charges to loan impairment pro-
visions rose in 2008 over threefold in comparison
with 2007 (more on the subject in Section 3.2).

On the other hand, the e�ciency of banking ac-
tivity, measured as operating costs to net in-
come from banking activity continued to improve
(see Figure 3.2). In 2008, the general expense
of banks increased mainly due to expansion of
branch network and competition for employees.
However, net income from banking activity in
2008 was growing at a faster pace than general
expense, which resulted primarily from the in-
crease of net interest income.
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Figure 3.2. Operating costs to net income from
banking activity
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 Note: annualised data.
Source: NBP.

The deterioration of the pro�tability of the bank-
ing sector, observed in the fourth quarter of 2008,
persisted in the �rst months of 2009. Earnings
of the banking sector in the �rst quarter of 2009
were half the size of the net pro�t in the corre-
sponding period of 2008. The poor earnings of
the �rst months of 2009 suggest that an upward
trend observed in recent years was reversed (see
Figure 3.3).

In the �rst quarter of 2009, the total share of loss-
making commercial banks and branches of credit
institutions in the assets of the banking sector
amounted to 14% and was much higher than in
previous years. Among these banks, there were
large institutions that had long been present on
the Polish market. A further decline of banks'
pro�ts resulted from the growth in charges to
loan impairment provisions and charges to im-
pairment provisions for currency options written
by enterprises.

Due to the growing competition for retail de-
posits and the increasing risk premium in the in-
terbank market, the marginal cost of funds had
grown since the fourth quarter of 2008, which
led to the reduction of the spread between the
e�ective interest rate on loans and on deposits
(see Section 3.4). In the �rst quarter of 2009,

this development led to a slowdown of net inter-
est income growth, observed for several quarters,
and to a decrease of net interest margin.

Figure 3.3. Monthly net pro�t of the banking sec-
tor
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 Source: NBP.

In the quarters to come, a further deterioration
in banks' earnings should be expected. This de-
terioration will be primarily driven by the eco-
nomic slowdown resulting in the worsening loan
portfolio quality and in the growth in charges to
loan impairment provisions (see Section 3.2). It
is possible that net interest income, the major
component of net income from banking activity,
may drop as a result of the slower lending growth
and continued strong competition for deposits of
the non-�nancial sector, which is the consequence
of banks' attempts to close the funding gap (see
Section 3.4). Net interest income is very sensitive
to changes of the e�ective interest rate on liabil-
ities: a simple simulation shows that if the 2008
increase of the e�ective interest rate on liabilities
(interest expense to average stock of liabilities)
had been higher by 100 basis points, net inter-
est income would have, ceteris paribus, fallen by
nearly 25% and net income from banking activity
by 14%.

The risk of a decline in net income from banking
activity is also tied with banks' low credit spreads
on loan portfolios, including mortgage loans of
long maturities. The spreads may turn out to be
insu�cient to cover a simultaneous increase in
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costs of credit risk materialisation, cost of fund-
ing and an increase of the risk premia on hedges
which banks need to close their FX position re-
lated to foreign currency-denominated loans.

Banks are striving to o�set the expected decrease

of their earnings by raising fees and charges re-
lated, among others, to operating customers'
bank accounts. However, the diminishing scale
of economic activity and the stagnation of other
fee income may cause the total fee income not to
rise or to rise insigni�cantly.

Table 3.1. Selected items from the pro�t and loss account of the banking sector

2007
(PLN bil-

lion)

2008
(PLN bil-

lion)

1st quar-
ter of

(PLN bil-
lion)

1st quar-
ter of 2009
(PLN bil-

lion)

Change in
2008

(y/y in %)

Change
2009

1st quar-
ter

(y/y in %)
Interest income 43.24 59.82 13.09 15.22 38.35 16.29
Interest expense 18.89 29.86 6.11 8.45 58.06 38.18
Net interest income 24.34 29.95 6.98 6.77 23.05 -2.91
Net fee income 11.00 11.33 2.78 2.85 2.94 2.54
Income from equities and
other securities

0.97 1.51 0.27 0.35 56.34 28.51

Net income on �nancial oper-
ations

1.44 -0.53 0.22 3.28 � 1407.7

Net FX income 3.69 6.23 1.24 -1.44 67.14 �
Net income from banking ac-
tivity

41.44 48.49 11.47 11.80 17.01 2.89

General expense 21.77 24.81 5.61 6.27 13.94 11.78
Depreciation 2.29 2.33 0.56 0.63 1.96 10.94
Net movements in provisions
and valuation allowance

1.71 5.33 0.70 2.57 211.31 268.83

- of which: net charges to pro-
visions for irregular loans1

1.04 3.64 0.47 1.60 250.83 238.11

Pre-tax earnings 16.72 17.03 4.91 2.51 1.87 -48.88
Net earnings 13.64 13.80 4.05 2.05 1.13 -49.32

1 The amount for 2007 refers only to continued activity.
Note: unless otherwise stated, data in tables in Section 3.1 refer to the continued activity and discontinued
operations.
Source: NBP.
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Table 3.2. Selected operating ratios of the banking sector

As % of average assets As % of net income from banking activity

2007 2008 1st
quarter

2007 2008 1st
quarter

2009 2009
Net interest income 3.29 3.34 3.12 58.75 61.78 60.95
Net non-interest in-
come

2.31 2.06 2.00 41.25 38.22 39.05

Operating costs1 3.25 3.02 2.92 58.07 55.98 57.08
Net movements in pro-
visions and valuation
allowances

0.23 0.59 0.75 4.13 10.99 14.76

- of which: net charges
to provisions for irregu-
lar loans2

0.14 0.41 0.50 2.51 7.52 9.77

Income tax 0.41 0.36 0.30 7.34 6.77 5.89
Pre-tax earnings 2.26 1.90 1.53 40.35 35.13 29.98
Net earnings 1.84 1.54 1.31 32.97 28.47 24.19

ROE (pre-tax
earnings)3

30.36 25.36 20.68 � � �

ROE (net earnings)3 24.83 20.57 16.68 � � �

1 Operating costs = general expense + depreciation.
2 Values (of the ratio) for 2007 refer only to continued activity.
3 As percentage of core capital (no deductions), data for the domestic banking sector.
Note: annualised data.
Source: NBP.

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

ROE ROEA1 earning assets over net earnings
(net = (pre-tax * assets * core * over pre-tax earnings

earnings) earnings) over assets capital
2007 24.83% 2.48% 94.74% 12.90 82.11%
2008 20.57% 2.09% 94.19% 12.91 81.10%
1st quarter of 2009 16.68% 1.68% 94.41% 12.99 80.82%

2007 dynamics 1.1173 1.1021 1.0026 1.0024 0.9987
2008 dynamics 0.8282 0.8424 0.9942 1.0013 0.9877
1st quarter of 2009
dynamics

0.6824 0.6903 0.9980 1.0080 0.9826

1 Return on earning assets.
Note: annualised data.
Source: NBP.
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3.2. Credit risk

The year 2008 ended with irregular loan ra-

tios at their historical lows. In the analysed

period, the upward trend of value of irregu-

lar loans consolidated and their total share

in total loans increased in the �rst quarter

of 2009 - for the �rst time since mid-2003.

Unfavourable trends with regard to the devel-

opment of the value of irregular loan may be

expected to deepen in the coming quarters,

which will push up the charges to impair-

ment provisions.

The value of new loans to enterprises and

households has declined since the fourth

quarter of 2008. These developments were

supported by uncertainty over Poland's eco-

nomic growth outlook, particularly strong

tightening of banks' lending policies since

the fourth quarter of 2008, reduction of in-

vestments, contraction in demand for goods

and services o�ered by enterprises and lower

consumer con�dence. However, the value

of loans is seen to grow (the credit growth

is still positive), although its growth, in the

corporate sector in particular, is low.

3.2.1. Credit risk of loans to corpo-

rates

Loan quality

The quality of corporate loans, understood as
the percentage of irregular loans in loan port-
folio, improved in the year 2008 (see Figure 3.5
and Table 3.4). Irregular loan ratios remained
at their historical lows for most of the year. At
the same time, however, a growth in the value
of irregular loans to corporates was recorded for
the �rst time since the end of 2003 (by around
12% q/q in Q4 of 2008). In the fourth quarter
of 2008, the growth rate of the value of irregular
loans to enterprises was higher that the growth

rate of the value of loans, which lead to an in-
crease in the irregular loan ratio. These trends
intensi�ed in the �rst months of 2009: the value
of irregular loans to enterprises in the �rst quar-
ter rose by 41%, whereas the irregular loan ratio
increased to 7.9%.

Figure 3.4. Quarterly changes in the value of ir-
regular loans
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 Source: NBP.

Figure 3.5. Irregular loan ratio � corporate loans
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Source: NBP.

The value of loans and the irregular loan ratio in-
creased in a few sections of the economy. The in-
crease was observed in typically export-oriented
sections (manufacture of furniture, wood and
products of wood, machinery, food products, tex-
tile products and wearing apparel), in sections
related to the motor vehicle industry (manufac-
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Table 3.4. Irregular loan ratios

2006 2007 2008 3-2009
Non �nancial customers 7.4 5.2 4.4 5.3
Enterprises, of which: 9.7 6.9 5.8 7.9
Zloty loans 10.4 7.5 6.7 8.9
Foreign currency loans 7.4 4.4 3.4 5.3

Households, of which: 5.6 4.1 3.5 3.8
Zloty loans 7.4 5.3 5.4 6.0
Foreign currency loans 1.7 1.0 0.7 0.9

Note: a correct interpretation of irregular loan ratios is not straightforward as irregular loans include claims
regarded as unrecoverable for a long time that are shown on banks' balance sheets, being already covered
by provisions. These issues were thoroughly discussed in the previous issues of Report.
Source: NBP.

ture of motor vehicles, trailers and semi-trailers,
transport and communications), and sections re-
lated to the construction industry (manufacture
of metals and metal products, fabricated metal
products except machinery and equipment). In
these sections, both the value of irregular loans
and the irregular loan ratio increased.

The quality of loans extended to enterprises from
sections of the economy with the highest share
in loans to enterprises (real estate, research and
business services, trade and repair, construction,
manufacture of food products)18 deteriorated.
With the exception of loans to food manufactur-
ing companies, the quality of loans to enterprises
from these sections is still better than the average
quality of loans to enterprises.

Pro�tability of the corporate sector

The year 2008 was particularly di�cult for ex-
porters. In the �rst half of 2008, a strong appre-
ciation of the zloty had a negative impact on ex-
porters' pro�ts, whereas in the second half of the
year, the worsening global macroeconomic situ-
ation contributed to the decrease in the number
of foreign orders in the portfolios of Polish en-
terprises. The growth in the value of exports in
the last quarter of 2008 was smaller than in the

corresponding period of the previous year, and
number of expected exports orders decreased.19.

Among the non-exporting industries, the con-
struction industry was the �rst to experience a
deterioration of the economic conditions. This
concerns mostly home builders. Contraction of
the supply of housing loans to households led to a
decrease in demand for �ats and to impediments
in �nancing of new housing projects. Developers
had to �nance their projects with equity capital
or loans which were di�cult to raise after banks
had tightened their lending policies.

The adverse e�ects of a strong slowdown in global
economic growth were also felt by the suppli-
ers of the exporters and the construction �rms.
In the case of other sections, factors determin-
ing their �nancial positions included lower in-
ternal demand, mostly investments, and a grad-
ual weakening of individual consumption20. The
growing pessimism of consumers contributed to
cuts in spending and a decrease of the growth
rate of retail sales.

A sudden depreciation of the zloty had a very
strong in�uence on the deterioration of net in-
come of enterprises. Starting in the third quar-
ter, the �nancial results of enterprises were un-
favourably in�uenced by an increase in the cost of

18 The share of loans extended to enterprises from these sections in total loans to enterprises amounts to around 59%.
19 See "The condition of the non-�nancial enterprises in Q4 2008", NBP, 2009, p. 16 (in Polish only).
20 See "In�ation Report, February 2009", Warsaw, 2009, NBP, pp. 25-26 and pp. 28-29.
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servicing loans denominated in foreign currencies
and valuation of derivatives (including currency
options, see Box 2). The deterioration of net
income on enterprises' �nancing activities was
so signi�cant that despite a positive in�uence of
the zloty exchange rate on export revenues, the
corporate sectors posted a net loss in the fourth
quarter of 2008, as a result of which the net pro�t
for the whole 2008 was by 27% lower than in
2007. The lower pro�tability of the sector as a
whole means that the value of loans, including
bank loans, extended to enterprises whose prof-
itability is low is growing (see Figure 3.6).

Figure 3.6. Distribution of debt of enterprises by
pre-tax pro�t margin (annualized)
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 Note: debt includes advances and loans.
Source: NBP calculations based on GUS data.

Box 2. The risk of currency options written by enterprises

The appreciation trend of the zloty continued from 2004 to July 2008, markedly accelerating
in early 2008. These developments led many enterprises, exporters in particular, to use foreign
currency options in order to hedge against the risk of further zloty appreciation. As buying
currency options to hedge against this risk is costly (unlike in forward transactions, the buyer of a
foreign currency option has to pay the premium for having the right to exercise the option), some
enterprises began to speculate on the FX market by concluding zero-cost options strategies. Under
these strategies, exporters sold call options to banks. The premium of the options sold covered
the cost of buying put options from banks. The nominal value of sold options was often higher
than the nominal value of bought options, which was designed to obtain a much more favourable
strike exchange rate of put options, while maintaining a zero-cost strategy. In certain cases, the
nominal value of sold options exceeded the expected currency income of an enterprise.

Part of the option contracts concluded by enterprises were barrier options. Some of bought 'knock-
out' barrier put options ceased to exist in the �nal phase of the zloty appreciation trend.

A �rm majority of banks that concluded foreign currency options with enterprises hedged their
option portfolios by back-to-back transactions with foreign banks. As a result, domestic banks do
not bear market risk but bear credit risk related to a potential impairment of the bank's claims
with respect to bought options.

The zloty depreciation trend against main currencies, which began in August 2008 (see Figure
2.10), caused the valuation of the options strategies written by enterprises to be negative. In
this situations, enterprises had liabilities towards banks emerging from written foreign currency
options. The NBP has aggregated data on the valuation of all options bought by the banking
sector. The aggregate includes both the valuation of options bought from enterprises and options
bought from foreign banks. Therefore, it is hard to determine the exact sum of the corporate
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sector's currency options' liabilities towards banks. According to the assessment by the O�ce
of the Polish Financial Supervision Authority (UKNF) 1, at the EUR/PLN exchange rate of
around 4.28, the liabilities were around 4.5 billion zloty. Owing to the growth in the credit risk of
counterparties that sold options to banks, banks established provisions and made adjustments to
valuations for a total amount of 1.34 billion zloty.

Table 1. Sensitivity of enterprises' options portfolio to changes in risk factors

Change in risk factor Impact on the value of the
NBP sample portfolio

Impact on the value of the portfo-
lio of all option transactions con-
cluded by enterprises

EUR/PLN depreciation by 0.01
zloty (delta)

-1.956 zloty million -49 zloty million

Increase in EUR/PLN implied
volatility of 1 percentage point
(vega)

-0.552 zloty million -14 zloty million

Fall in domestic interest rate of 1
percentage point (rho)

-0.034 zloty million -0.85 zloty million

Decrease in residual maturity of 1
day (theta)

+ 0.083 zloty million +2.1 zloty million

Notes: as of 28 April 2009, with the assumed annual implied volatility of the zloty exchange rate of
25%. The portfolio of NBP sample denotes all options whose detailed terms were provided to the NBP
by enterprises taking part in economic climate surveys. The approximate results for the portfolio of all
options contracted with enterprises were obtained by rescaling the results for the portfolio of the NBP
sample by the factor equal to the quotient of valuation of options released by UKNF on 28 April 2009 and
the valuation of the portfolio of the sample.
Source: NBP estimates based on economic climate survey.

Figure 1. Information on the portfolio of enterprises' currency options
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Note: estimates based on a sample of options transactions of enterprises obtained from NBP's economic
climate survey.
Source: NBP.

In March 2009, the nominal value of foreign currency options sold to the banking sector fell by
around 40% in comparison with September 2008 (after adjusting for exchange rate movements)
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as a result of the settlement of maturing options, the early closing of positions by enterprises and
substitution of options liabilities for loans. In certain cases, banks decided to cancel some part of
customers' liabilities related to written foreign currency options.

In March 2009, National Bank of Poland conducted a survey on the use of foreign currency options
among enterprises. Around 6.7% of enterprises taking part in NBP economic climate surveys used
foreign currency options and 3.3% of the enterprises disclosed detailed data on transactions in
the foreign currency options market. The data were used to determine the impact of risk factors
related to the valuation of foreign currency options on enterprises' liabilities (see Table 1). An
estimate was also made on the valuation of the portfolio of foreign currency options contracted
with enterprises depending on the EUR/PLN exchange rate. The estimate concerning the options
with settlement dates after the end of March 2009 is shown in Figure 1.

The enterprises that provided detailed parameters of their foreign currency options do not con-
stitute a representative sample for the corporate sector as a whole. Therefore, any generalisation
of the results for the entire sector should be regarded as an approximation that may carry a risk
of error. However, on account of the similarity of option strategies o�ered by banks and the
fact they were concluded at a similar zloty exchange rate, error should be small, whereas the
results are close to the results of the analyses carried out by the O�ce of the Polish Financial
Supervision Authority.

Figure 2. Empirical distributions of delta and vega indicators of enterprises' currency options
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Source: NBP.

The spot rate of the zloty is a major risk factor for the valuation of the portfolio of enterprises'
currency options. As written in-the-money call options with strike exchange rate within the band
of 3.20-3.60 are a major component of the portfolio, the dependence of portfolio valuation on the
spot rate is close to linear at the current zloty exchange rate (gamma ratio is insigni�cant). This
is con�rmed by the deltas of these options, which are mostly within the band from -90% to -100%
(see Figure 2).

Zloty exchange rate volatility is another signi�cant risk factor for the valuation of the portfolio of
options. The importance of this factor is limited by the fact that the portfolio held by enterprises
is composed of long and short options positions. However, some of these options display a high
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sensitivity to changes in zloty exchange rate volatility. The signi�cance of other factors, including
domestic and foreign interest rates, a�ecting valuation of foreign currency options contracted with
enterprises is much lower.

Figure 3. Distribution of nominal value of enterprises' currency options by settlement dates

0%

3%

6%

9%

12%

15%

4-
20

09
5-

20
09

6-
20

09
7-

20
09

8-
20

09
9-

20
09

10
-2

00
9

11
-2

00
9

12
-2

00
9

1-
20

10
2-

20
10

3-
20

10
4-

20
10

5-
20

10
6-

20
10

7-
20

10
8-

20
10

9-
20

10
10

-2
01

0
11

-2
01

0
12

-2
01

0

de
ns

ity

0%

20%

40%

60%

80%

100%

di
st

rib
ut

io
n

Options sold - empirical density Options bought - empirical density
Options sold - empirical distribution Options bought - empirical density

 

Note: only options with settlement dates falling after 1 April 2009 were accounted of
Source: NBP.

Under the contracts, around 80% of options sold by enterprises should be settled by the end of
2009 (see Figure 3). The impact of the settlement of currency options on the zloty exchange rate
and on the �nancial position of enterprises beyond this date should be very limited unless the zloty
rapidly depreciates against main currencies. The intensity of the issue of currency options sold
by enterprises will grow smaller over time. However, should the zloty depreciate strongly against
main currencies, the currency options liabilities of Polish enterprises could grow considerably.

1 �Podstawowe wnioski z analizy zaanga»owania przedsi¦biorstw w walutowe instrumenty pochodne"
(Note on exposure of Polish companies to FX derivatives), a statement of UKNF of 11 March 2009
(available in Polish) and �Aktualizacja danych o zaanga»owaniu przedsi¦biorstw w walutowe instrumenty
pochodne" (Updated data on exposure of Polish companies to FX derivatives), a statement of UKNF of
28 April 2009(available in Polish)

Liquidity

In 2008, the liquidity position of enterprises wors-
ened slightly. This is re�ected by the fall of the
cash and quick liquidity ratios which, neverthe-
less, remained at historically high levels. More-
over, NBP survey data show that in 2008 the

timeliness of liabilities settlement, including lia-
bilities towards banks, worsened. 21.

The symptoms of the deterioration in the liquid-
ity position of enterprises are also re�ected in the
analysis of the cash �ows from operating activi-
ties22. In comparison with 2007, the percentage
of enterprises reporting a negative value of cash

21 See "The condition of the non-�nancial enterprises in Q3 2008", NBP, 2009, pp. 45-46 (in Polish only).
22 The value of cash �ows from operating activities is estimated according to the indirect method, in accordance with
the Polish Accounting Standard No. 1 on the basis of data compiled by GUS in compliance with F-01 reports. For
a detailed de�nition see Glossary.
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�ows from operating activities (see Figure 3.7)
increased. At the same time, the ratio of cash
�ows from operating activities to the value of li-
abilities and loans (the so-called coverage of lia-
bilities and loans with cash �ows) decreased (see
Figure 3.8).

Figure 3.7. Percentage of enterprises with negative
value of cash �ows from operating activities (annu-
alised)
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 Note: calculations for a �xed sample of enterprises
which are present in the database for all presented
periods.
Source: NBP calculations based on GUS data.

The comparison of the cash �ows from operating
activities of enterprises with the quality of loans
granted to enterprises at the level of particular
sections of the national economy show that the
liquidity position of enterprises and their capac-
ity to service debts were changing in a similar
way. An increase of the percentage of �rms which
generated negative cash �ows from operating ac-
tivities or a drop in the ratio of the cash �ows
from operating activities to total liabilities was

observed among enterprises from the sections of
the national economy where there were problems
with settling liabilities towards banks (see Table
3.5).

Figure 3.8. Ratio of the value of cash �ows from
operating activities to total liabilities (annualised)
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 Note: calculations for a �xed sample of enterprises
which are present in the database for all presented
periods.
Source: NBP calculations based on GUS data.

Debt of the corporate sector

In the fourth quarter of 2008 and in the �rst
quarter of 2009, banks considerably tightened
their lending policies towards enterprises23. For
the �rst time since the end of 2003 when the
NBP started publishing the surveys, banks were
largely unanimous with regard to changes in
lending policies, especially in the fourth quar-
ter of 2008 when the net percentage describing
the tightening of standards of granting loans to
enterprises amounted to 80%�90%.

23 See "Senior loan o�ce opinion survey on bank lending practices and credit conditions (1st quarter 2009)", Warsaw,
2009, NBP; "Senior loan o�ce opinion survey on bank lending practices and credit conditions (2nd quarter 2009)",
Warsaw, 2009, NBP.
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Table 3.5. Changes in the liquidity position in sections in which deterioration in the quality of loans was
reported

Classi�cation Ratio of the value of
cash �ows from oper-
ating activities to total
credit

Percentage of enterprises
with negative value of
cash �ows from operating
activities

Increase of
irregular

loans
ratio(y/y)

2006 2007 2008 2006 2007 2008 2008
Transport and

comunication

Water transport 121.1% 43.2% 155.3% 11.1% 37.5% 11.1% 0.3 p.p.
Land transport and
transport via pipelines

141.9% 138.3% 86.6% 14.8% 11.3% 24.7% 0.3 p.p.

Postal and courier
activities

405.2% 301.9% 78.6% 21.9% 13.0% 34.0% 0.3 p.p.

IT 222.5% 209.1% 307.2% 20.4% 18.5% 21.2% 0.3 p.p.

Manufacturing

Manufacture of metals 140.2% 253.1% 98.2% 16.2% 18.7% 17.4% 3.3 p.p.
Manufacture of furniture 53.5% 154.7% 83.2% 20.7% 20.3% 21.2% 0.4 p.p.
Textile products 73.4% 80.8% 87.6% 21.1% 19.9% 27.8% 4.6 p.p.
Wood production and
products of wood

73.1% 71.4% 39.0% 20.6% 17.6% 22.4% 2.4 p.p.

Machinery production 127.2% 113.9% 99.0% 20.0% 19.6% 21.2% 0.8 p.p.
Manufacture of motor
vehicles, trailers and
semi-trailers

158.7% 202.0% 202.1% 16.3% 14.8% 23.7% 0.9 p.p.

Manufacture of food
products and beverages

89.6% 69.6% 72.5% 14.7% 16.8% 20.0% 0,3 p.p.

Manufacture of fabricated
metal products except
machinery and equipment

113.8% 102.3% 106.1% 16.2% 15.7% 19.2% 0.2 p.p.

Source: NBP calculations based on GUS data.

The tightening of lending policy is beginning to
result in the decline in the growth rate of corpo-
rate loans as well as in the value of new corporate
loans (according to data adjusted for exchange
rate movements, see Figure 3.9). These trends
relate to all types of loans, both investment
loans (including ones for property purchase) and
working-capital loans.

Apart from supply factors, a slower growth in

corporate loans was also in�uenced by demand
developments. A strong slowdown in the world
economy raises concerns among enterprises (in
particular, exporters) about the future demand
for their products, and leads to a decline in ca-
pacity utilisation. This contributes to the lower-
ing of the growth of gross �xed capital formation.
The lower investment growth limited the demand
of enterprises for long-term loans24. On the other
hand, subdued demand for the products and ser-

24 See "Senior loan o�ce opinion survey on bank lending practices and credit conditions (1st quarter 2009)", Warsaw,
2009, NBP, p. 5; "Senior loan o�ce opinion survey on bank lending practices and credit conditions (2nd quarter
2009)", Warsaw, 2009, NBP, p. 5.
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vices of enterprises may have reduced corporate
demand for operating loans25.

Figure 3.9. Annual changes of stock of corporate
loans and deposits
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 Note: data adjusted for exchange rate movements.
Source: NBP.

It seems that the supply factors play a greater
role in reducing the growth in lending to enter-
prises than the demand factors. This is suggested
by the results of survey polls of enterprises; it
follows from the results that, from mid-2008 on-
wards, the percentage of enterprises that were
denied credit has risen26. The enterprises indi-
cate that towards the end of 2008, the role of
creditworthiness and value of collateral as a fac-
tor determining denial of credit signi�cantly di-
minished, whereas the role of other factors in-
creased. The percentage of enterprises reporting
problems in accessing bank credit is close the lev-
els recorded for the last time six years ago. En-
terprises are more frequently pointing out that
problems in obtaining bank credit hamper their
further development. However, it should be
pointed out that Polish enterprises are largely �-
nanced with own funds and with funds provided
by foreign parent entities or related parties.

Foreign debt has a signi�cant share in the com-
position of corporate sector debt (around 54% of

total debt) 27. The loans from direct investors
account for a major portion of the corporate sec-
tor foreign debt (41% in the fourth quarter of
2008)28. The percentage has remained almost
on the same level for a few years, slightly falling
or rising at the expense of debt securities held
by foreign portfolio investors. Such a situation
is favourable from the point of view of �nan-
cial stability, because re�nancing risk seems to
be smaller in the case of liabilities from foreign
direct investors than from other foreign institu-
tions.

Summary

The halt in improvement of the quality of loan
portfolio in 2008 and a slight increase of the value
of irregular loans is likely to result from the dete-
rioration in the liquidity position of the corporate
sector. Thus, the expected further deterioration
in the economic climate in Poland and abroad in
2009 may - in the future - lead to a greater like-
lihood of the materialisation of credit risk in the
corporate loan portfolio.

It cannot be ruled out that in 2009 enterprises
will face more serious liquidity problems than in
2008. On the one hand, the economic slowdown
limits the opportunities to generate cash �ows,
which are needed to settle liabilities, internally.
On the other hand, the liquidity position of en-
terprises is negatively a�ected by the constraints
in the access to external funding sources. Also,
constraints to the liquidity of enterprises may re-
sult in an increase in payment arrears and in the
rise of the share of irregular loans at banks (as a
result of reduced capability to service debts).

The corporate sector has signi�cantly improved
its �nancial position since the last economic slow-
down in the years 2000-2002 (the sector's aver-
age cash liquidity ratio and the average pre-tax
pro�t margin in the last three years were twice
as high as in the years 1995-2000). This may

25 See "The condition of the non-�nancial enterprises in Q1 2009", Warsaw, 2009, NBP, p. 15 (in Polish only)
26 See "The condition of the non-�nancial enterprises in Q1 2009", Warsaw, 2009, NBP, p. 44 (in Polish only).
27 Calculations based on balance of payments statistics and on GUS data.
28 Calculations based on data on the foreign debt of enterprises, expressed in zlotys.

44 National Bank of Poland



Banking sector stability

suggest that enterprises are better prepared to
face an economic slowdown than at the start of
the century. As the scale of the global economic
slowdown is uncertain, it cannot be excluded that
the deterioration of economic climate in the Pol-
ish economy may to lead to a major deterioration
in the corporate sector, and its lenders.

3.2.2. Credit risk of the loan portfolio

to households

Loan quality

In 2008, the ratio of irregular loans from house-
holds decreased, but to a much lesser degree than
in the past, and it reached its historical low level
of 3.5% at the end of December (see Table 3.4).
The reasons for the decrease were � to a much
higher degree than in previous periods � statisti-
cal, i.e. the high growth rate of lending and an
increase of the share of housing loans that are tra-
ditionally characterised by best repayment per-
formance in the loan portfolio 29. At the same
time, however, an increase in the value of irregu-

lar loans was relatively high (by 14.5% in Q4 2008
and by 24.5% in the whole 2008). In previous
years, the values tended to fall or their growth
was insigni�cant (see Figure 3.4).

As in the case of the portfolio of loans to cor-
porates, unfavourable trends related to irregular
loan values intensi�ed in early 2009. This oc-
curred in all types of loans, including housing
loans (although to a lesser degree than in the
case of consumer loans). In the �rst quarter of
2009, the value of irregular loans rose by 15.4%
quarter on quarter, while the irregular loan ratio
amounted to 3.8%.

A relatively high increase in the value of irregu-
lar loans in 2008 should be attributed to a high
growth in lending and a lenient lending policy
of previous periods, whose e�ects appear in the
banks' balance sheets with a lag, in line with the
change in the phase of the business cycle (see
Figure 3.11). In addition, the loan portfolio of
Polish banks is very young. In the years 2007�
2008, the value of loans to households more than
doubled (after excluding the impact of exchange
rate movements).

Table 3.6. Irregular loan ratios for consumer and housing loans to households

2006 2007 2008 3-2009
1. Housing loans, of which: 1.8 1.2 1.0 1.1
Zloty loans 3.0 1.7 2.0 2.2
Foreign currency loans 1.0 0.7 0.5 0.6
2. Consumer loans, of which: 7.9 6.6 6.6 7.3
Zloty loans 8.2 6.8 7.0 7.8
Foreign currency loans 3.7 2.8 2.1 2.6

Note: data refer to residents.
Source: NBP.

29 In 2008, the impact of this factor was particularly high, as there was a high increase of the share of foreign
currency-denominated housing loans due to, among others, their high growth rate and depreciation of the zloty.

Financial Stability Report � June 2009 45



ICredit risk

Figure 3.10. Average ratio of the value of loan to monthly income of the household taking out the loan:
housing loan (left-hand panel) and consumer loan (right-hand panel)
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 Note: columns in particular colours represent values of the ratio for loans taken out in a given year.
Source: NBP estimates based on BIK data.

Figure 3.11. Cumulative fraction of loans in arrears in the successive months of the loan contract: housing
loans (left-hand panel) and consumer loans (right-hand panel)
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December 2008.
Source: NBP estimates based on BIK data.
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The impact of the e�ect of the ageing of loan
portfolio on the deterioration of their quality ra-
tios may be particularly noticeable in 2009, as
banks conducted a lenient lending policy in pre-
vious years. The lenient lending policy mani-
fested itself in the form, among others, of an in-
crease of the average income gearing of house-
holds taking out loans in the years 2007�2008.
In addition, individual data indicated a par-
ticularly high income gearing of lower-income-
brackets households (see Figure 3.10).

Housing loans

Housing loans account for a signi�cant part of
the loan portfolios of banks (32.7% of loan total
at the end of April 2009 and 52.6% of loans to
households). The majority of housing loans ex-
tended by banks is denominated in foreign cur-
rencies (69.7%), mostly in Swiss francs (around
96%). It should be noted that a relatively high
degree of the product concentration of banks'
loan portfolios makes some commercial banks
similar, in terms of credit portfolio structure and
the risk taken, to specialist banks. Unlike mort-
gage banks, these banks do not have to meet the
more rigorous prudential standards (among oth-
ers, with regard to the assessment of collateral
value and loan size), which make the portfolios
of mortgage banks more resilient to changes in
the position of borrowers and contain the nega-
tive impact of a decrease in the economic growth
rate on the earnings of this group of banks.

At the turn of 2008 and 2009, the value of ir-
regular housing loans rose (by 21.0% to 2.4 bil-
lion zlotys in Q1 2009 and by 43.5% throughout
2008)30. The value of loans in shortest arrears
also grew, which may signal increasing problems
with loan repayment in the coming quarters.

In the case of foreign currency denominated
loans, the loan repayment burden was adversely
in�uenced by the depreciation of the zloty, which

was especially noticeable in the �rst quarter of
2009. In this period, the burden of servicing part
of foreign currency housing loans denominated in
Swiss franc was signi�cantly higher than at the
time the loan was originated.

Figure 3.12. The ratio of the loan instalment cal-
culated on the basis of current market data to the in-
stalment at time of loan origination, against monthly
loan growth
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 Assumptions: swiss franc-denominated loan of matu-
rity of 25 years, repaid in equal principal instalments
(decreasing interest instalment), present instalment
calculation based on the Swiss franc exchange rate
and LIBOR 3M rate of 10 June 2009, and the average
spread on Swiss franc loans at the time of origination;
loan growth after excluding the impact of foreign ex-
change rate movements.
Source: NBP.

The increase of the burden would have been
higher, if interest rates in Swiss francs had not
fallen considerably31. Following the appreciation
of the zloty at the start of the second quarter of
2009, the housing loan service burden of house-
holds repaying such loans dropped. The simula-
tions show that at the level of exchange rate of
the Swiss franc from the beginning of June 2009,
the instalments of housing loans for the major-
ity of households that had taken out Swiss-franc-

30 Data adjusted for exchange rate movements show that irregular housing loans rose in 2008 by around 31% and in
Q1 2009 by around 16%.
31 Interest rate on Swiss franc loans is generally determined as the average rate of interest on interbank deposits in
this currency, to which a �xed margin is added, as agreed in the loan contract.
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denominated loans should be lower than at the
time of loan origination (see Figure 3.12).

If the volatility of CHF/PLN exchange rate ob-
served at the turn of 2008 and 2009 persists in
the long run, the probability of the occurrence
of exchange rate shocks of a scale leading to an
increase in the housing loan service burden on
households beyond their capacity to service loans
in a timely manner, would grow. The results of
the simulation carried out on individual borrow-
ers' data show that as a result of an abrupt depre-
ciation of the zloty to the level of 5.5 EUR/PLN
(and the same scale depreciation against the
Swiss franc) the number of households with a
negative income bu�er would grow from around
10.7-14.3% to around 10.9-16.9% � with the for-
mer �gure concerning data on borrowers' income
indexed by the average wage growth rate, and
the latter concerning data upon loan origination
(assumptions of the simulation and of the indexa-
tion of original data on income derived from BIK
database are included in Annex).

Consumer loans

Consumer loans account for 22.9% of loans
to non-�nancial sector and 36.8% of loans to
households. They are almost entirely zloty-
denominated loans with a �oating interest rate.
The irregular loan ratio for this portfolio in-
creased markedly in the course of the �rst quar-
ter of 2009 to 7.3%. In the period, the value of
irregular consumer loans grew by 15.3% to 10.4
billion zloty, and by 33.6% throughout 2008.

In the case of certain types of consumer loans,
their quality deteriorated considerably. This con-
cerned, among others, credit cards and instal-
ment loans. These loans are granted on a mass
scale. In most of the cases the lending procedures
are simpli�ed, and banks' requirements with re-
gard to creditworthiness are low. With the ex-
ception of loans for car purchase, consumer loans
are relatively poorly collateralized. Therefore,
the deterioration of their quality makes it neces-
sary to create high provisions, in relation to loan
value (at the end of March 2009, irregular con-

sumer and housing loan coverage with provisions
was 83% and 37%, respectively) .

Figure 3.13. Quality of main types of loans to
individuals
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 Note: the �gure shows the di�erence between the val-
ues of the irregular loan ratios for speci�c types of
credit and the average irregular loan ratio for loans
to individuals.
Source: NBP.

A series of NBP interest rate cuts led to the re-
duction of the maximum (permitted by law) in-
terest on loans (among others, maximum inter-
est rate used to be applied to credit card debt).
Lower interest and worse loan repayment, which
result in increased credit risk cost, exert a nega-
tive in�uence on the pro�tability on the portfolio
of the loans and on banks' earnings.

Growth rate of lending to households

The growth rate of lending had a considerable
in�uence on the ratios of the quality of loans
to households. Until October 2008, lending to
households rose at a fast pace (see Figures 3.14
and 3.15). In this period, the annual increases
of both consumer and housing loans were histor-
ically high. They were supported by, among oth-
ers, a good economic climate and related growth
in consumer con�dence. The growth rate of for-
eign currency denominated housing loans was
particularly high, which had an in�uence on the
increase in banks' exposure to indirect FX risk.
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Figure 3.14. Annual changes in the value of loans
to households
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 Note: data after excluding the impact of exchange
rate movements.
Source: NBP.

Figure 3.15. Monthly changes in the value of loans
to households
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 Note: data after excluding exchange rate movements
Source: NBP.

By the end of 2008, the fast upward trend of
the value of loans to households reversed. This
change was re�ected in a considerable fall of the
monthly increments of both housing and con-
sumer loans (see Figure 3.15). The major factors
contributing to the fall of the lending growth in-
clude a strong tightening of standards and terms

of granting loans. According to banks surveyed
by the NBP, the tightening of lending policy
stemmed chie�y from a worse economic situation
and from the capital position of banks. Banks
increased, among others, spreads and required
LTV ratios on housing loans32. This increase of
credit spreads was particularly high in the case
of Swiss franc-denominated housing loans. Some
banks ceased to o�er this product.

Other factors contributing to the falling growth
rate of lending at the end of 2008 were: devel-
opments on the housing market � some prospec-
tive buyers delayed property purchase in antici-
pation of further price falls, and marked deterio-
ration of consumer con�dence in the fourth quar-
ter of 2008. Consumer con�dence surveys indi-
cate that households' assessments about their fu-
ture �nancial position, Poland's economic devel-
opments and unemployment risk worsened (see
Figure 3.16).

Figure 3.16. Current and leading consumer con�-
dence index
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Source: GUS.

Outlook

The economic outlook indicates that the com-
ing quarters will not be favourable for the house-
hold sector's capacity to service debt. It may
be expected that the rise in unemployment rate
in the years 2009-2011 will push up the value

32 See "Senior loan o�cer opinion survey � on lending practices and loan conditions", 1st quarter 2009 and 2nd
quarter 2009 editions, NBP, 2009.
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of irregular loans and make it necessary for the
banks to create further impairment provisions. A
strong increase in the value of irregular loans and
provisions in the �rst quarter of 2009 show that
the process may be fairly fast. Unemployment
growth would reduce the capacity of households-
borrowers to repay their loans. Data from GUS
Household Budget Surveys for 2007 show that
the average percentage of households-borrowers
with a negative income bu�er was 8.7%. With
the unemployment rate rising in line with the
NBP projections of June 2009 (i.e. up to 13.2%
in the fourth quarter of 2010), the percentage of
households with a negative income bu�er would
rise by nearly one fourth to 10.7%33. If the un-
employment rate rises by the amount assumed
in macroeconomic shock scenario described in
Chapter 3.5, i.e. by 1.5 percentage points above
the NBP projection, the percentage of house-
holds with a negative income bu�er would in-
crease by almost 30% to 11.2%34.

The negative impact of unemployment on house-
holds' capacity to service loans may to some ex-
tent be cushioned by the government-planned as-
sistance in loan repayment by the unemployed.
However, it should be pointed out that the sched-
uled aid programme is to cover only those bor-
rowers who repay housing loans and that the
programme restricts the duration and maximum
amount of aid 35.

A depreciation of the zloty may be another fac-
tor that may have an adverse in�uence on the ca-
pacity of some of the households to service loans.
The problem of the increasing burden on house-
holds that have taken foreign currency denom-
inated loans with loan servicing costs concerns

primarily housing loans. Although the weak-
ening of the zloty has not caused a signi�cant
deterioration in the quality of foreign currency-
denominated loans until now, it cannot be ruled
out that a possible further depreciation of the
zloty will generate loan losses at banks. It may
be assessed, however, that due to the relatively
sound fundamentals of the Polish economy, the
likelihood of the depreciation at the scale as-
sumed in the above simulations is very low.

It should be emphasized that the major challenge
- related to the portfolio of foreign currency-
denominated loans - banks are facing is to main-
tain their positive pro�tability. As the costs of
�nancing and hedging FX risk are rising while
spreads on foreign currency denominated hous-
ing loans remain �xed, the interest income earned
on these loans may not cover these loan-related
costs at some banks. On the other hand, how-
ever, the bid-ask spread on currency exchange,
which is involved in repayment of foreign cur-
rency denominated loans, serves to increase in-
come on FX loans. The recommendation of the
banking supervision authorities, which takes ef-
fect in mid-2009, will enable customers to repay
debt directly in the currency of the loan36. How-
ever, it is di�cult to assess the impact of this
solution on banks' earnings in advance, as it is
di�cult to estimate the percentage of borrowers
that may exercise this option.

Depreciation of the zloty also has an un-
favourable in�uence on the ratio of the size of
loan (secured by a property) to the value of the
property (the LTV ratio). The expected fall of
property prices may lead to the increase of the
ratio. When the borrower defaults on repayment,

33 Assuming that the job-losing persons would not be provided with unemployment bene�ts, the percentage of house-
holds with a negative income bu�er would rise to 12.3%. The share of households with a negative income bu�er is
permanently larger than the ratio of irregular loans to households. The reason why the share of households with a
negative income bu�er is higher than the irregular loan ratio is, among others, the fact that assets held by households
they can use to satisfy their credit liabilities were not accounted for in the calculations.
34 Assuming that the job-losing persons would not be provided with unemployment bene�ts, the percentage of
households with a negative income bu�er would grow to 13.2%
35 The respective draft law (see parliamentary document no. 2042) provides for the aid, in the monthly amounts not
exceeding 1,200 zloty, to be paid out for the maximum period of 12 months.
36 See point 5.2.4. in: Recommendation S (II) on good practices with regard to mortgage-secured credit exposures,
KNF, Warsaw 2008.
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the high LTV ratio reduces the bank's possibility
of recovering the claim37.

***

In April 2009, a new law that allows natural per-

sons who do not pursue a business activity to
declare insolvency by liquidation of property (see
Box 3) entered into force. The scale of personal
insolvencies is hard to estimate, but it seems that
it should not contribute considerably to a rise in
bank losses.

Box 3. Personal insolvency in Polish law
The law regulating the issue of the so-called personal insolvency entered into force on 1 April
20091. The law makes it possible for heavily indebted natural persons who do not carry on
business activity to get out of the so-called spiral of debt.

The exclusive right to request a declaration of insolvency rests with the debtor being a natural
person. An insolvent debtor may request to be declared insolvent once in every 10 years. A relevant
procedure can be opened on the condition that insolvency results from exceptional circumstances
independent on the debtor. These can include e.g. consequences of random incidents in the form
of a prolonged disease of the debtor or of its family member and, in consequence, resulting in the
debtor's becoming permanently incapable of working. Insolvency cannot arise from the debtor's
own fault, e.g. as a result of job loss through the debtor's fault.

The law provides for only one form of insolvency, i.e. insolvency proceedings based on the liqui-
dation of the debtor's assets. If these assets include an apartment or a house, such property is
also subject to liquidation. The insolvent person receives, from funds obtained by selling o� the
property, an amount of money being the equivalent of the average housing rent for 12 months.

If the liquidation of the debtor's assets does provide enough funds to repay creditors' claims, the
court - acting on the insolvent person's request - will issue a decision to set a schedule of repayment
of creditors' claims. The schedule speci�es the timeframe in which the insolvent person is obliged
to repay amounts outstanding (maximum - 5 years) and the portion of liabilities to be remitted
(after the debtor has repaid creditors' claims speci�ed in the schedule).

In the course of the execution of the repayment schedule, the insolvent person can contract only
such obligations that are necessary to provide for himself/herself and the next of kin, excluding
purchase by instalments or via deferred payment transactions. In addition, the insolvent person
is obliged to submit annual reports to the court on the execution of the plan to repay creditors'
claims and also the list of his/her income plus property items purchased. Deterioration of the
insolvent person's �nancial standing or any impediments to repayment may be the reasons for
extending the �ve-year period, by no longer than two years, though.

The law also provides for solutions aimed at protecting the interests of creditors. Creditors have
the right to take part in insolvency proceedings, �le requests or complaints against decisions made

37 It should be noted that risk weights for FX mortgages used in Poland are more than twice as high as the ones for
zloty mortgages. Under the standard method for calculating the capital requirements (in 2008, the method was used
by all banks operating in Poland) the risk weight for e�ciently property-secured loans is 35% for zloty-denominated
loans and 75% for loans denominated in the currency other than the borrower's income; the increased risk weight
for foreign currency loans is the exercise of the so-called country option. The loan or part of the loan not e�ciently
secured is assigned a weight of 100%. The loan is considered e�ciently secured when LtV is below 50/60% (depending
on the property valuation method), which is also conservative. Cf. in Great Britain, the loan is considered e�ciently
secured when LtV is not higher than 80%; in Ireland not higher than 75%; in Spain not higher than 80% and in Italy
not higher than 80%.
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by the court in the course of the proceedings. For instance, the creditor can protect his/her rights
by lodging a motion to have the schedule revised once the �nancial position of the insolvent person
has improved considerably. This does not apply to situations when such an improvement is related
to the debtor's pursuance of occupational or business activity. The purpose of this solution is to
encourage debtors to enhance their occupational performance.

Limiting the insolvent person's right to contract obligations, mentioned earlier in the text, is also
a form of protecting creditors. If the insolvent person has infringed on the reporting obligations
towards the court and defaults on repayment, the court may - acting on a creditor's request -
discontinue the proceedings. Thus, the insolvent person will have to repay amounts outstanding
according to general principles.
1 The law of 5 December 2008 on amending the law - The bankruptcy and reorganisation law and the law
on court fees in civil cases.

3.2.3. Banks' credit risk premium and

cost

The considerable increases of the amounts of
irregular loans in 2008 and in the �rst quar-
ter of 2009 were accompanied by large charges
to impairment provisions (see Table 3.1). The
average burden of charges to provisions for ir-
regular loans on net income from banking ac-
tivity rose threefold in comparison with 2007
(see Table 3.2). Such a considerable increase of
credit risk cost recorded in short term may re-
sult from underestimation of risk in the period
of favourable economic conditions, which was in-
dicated in the previous issues of the Report. It
should be noted that the currently binding ac-
counting standards restrain establishing provi-
sions for unrealised credit risk.

In the fourth quarter of 2008 and the �rst quar-
ter of 2009, banks also incurred costs of the
materialisation of credit risk (counterparty risk)
related to FX transactions (risk reversals) con-
cluded with enterprises. As a result of the strong
depreciation of the zloty some enterprises were
unable to satisfy the call options written under
these contracts. The materialisation of this risk
in�uenced the pro�t and loss accounts of banks
in two ways: in the case of unmatured options it
reduced the net income on �nancial operations,

and in the case of claims arising after options
matured, it increased charges to provisions for
impaired receivables. A few banks posted a quar-
terly net loss as a result of a rise in costs on this
account.

Figure 3.17. Ratio of net charges to loan impair-
ment provisions to assets
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 Note: data annualised.
Source: NBP.

Net interest margin38 rose slightly in 2008, but
this was exclusively due to the increase of in-
terest income from the portfolio of debt secu-
rities (mostly Treasury securities). In this pe-
riod, the ratio of other net interest income to
assets decreased, which resulted, among others,

38 Ratio of net interest income to assets.
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from the growing competition for deposits of the
non-�nancial sector and the growth in risk pre-
mium on the interbank market. Coupled with
the growth of the cost of credit risk material-
ization, this caused a fall of the so-called ad-
justed net interest margin39, which measures the
pro�tability of �nancial intermediation (see Fig-
ure 3.18). These trends strengthened in the �rst
quarter of 2009. At the end of March 2009, ad-
justed net interest margin accounted for 45.9% of
total net interest margin, compared with 62.8%
six months earlier.

Figure 3.18. Net interest margin
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 * adjusted net interest income: net interest income
less net charges to provisions for satisfactory, special
mention and irregular loans and interest income on
securities.
Note: data annualised.
Source: NBP.

In the coming quarters, further growth in the cost
of credit risk materialisation and a fall of net in-
terest margin can be expected, which will cause a
further decrease of adjusted net interest margin.
It is possible that within the next several quar-
ters the cost of credit risk (provisions) will exceed
the earned credit risk premium, as was the case
in the years 2001-2002 (see Figure 3.19). In this

context, the importance of retaining pro�ts gen-
erated in 2008 at banks, as a reserve in economic
terms, should be emphasised.

Figure 3.19. Adjusted net interest margin and the
share of irregular loans in the loan portfolio
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 Note: net interest income annualised.
Source: NBP.

3.3. Market risk

The main sources of market risk in the Polish
banking sector are: the long balance sheet FX
position and the portfolio of �xed-rate securities,
mainly government bonds. FX risk and interest
rate risk related to these assets are hedged by
banks with derivatives. In consequence, banks'
exposure to market risk is low.

General interest rate risk borne by the banking
sector remained at a level close to the levels of
the past years. However, at individual small and
medium-sized banks VaR for joint FX and inter-
est rate risk (see Figure 3.20, right-hand panel)
rose considerably in the fourth quarter of 2008
and in early 2009. The increase stems �rst of all
from the growth in interest rate risk.

39 Ratio of the net interest income less interest income on the securities held and net charges to provisions for impaired
loans to assets.
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Figure 3.20. Distribution of Value-at-Risk for FX risk (left-hand panel) and joint FX and interest rate
risk (right-hand panel) at domestic commercial banks
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Notes: VaR at con�dence level of 99% over a 10-day horizon, expressed as % of regulatory capital. VaR for
joint FX and interest rate risk determined jointly for the banking and trading books.
Source: NBP.

Value at risk (VaR) for FX risk remains low, but
it has been regularly rising from October 2008
(see Figure 3.20, left-hand panel). This is the re-
sult of the impact of two factors. An abrupt rise
of the volatility of the zloty exchange rate at the
turn of September and October (see Figure 2.10)
is one of the factors, the other being a gradual
increase of an open FX position at certain banks,
in part as a result of closing transactions hedging
currency options purchased from enterprises40.

VaR does not take into account several types
of risk that may have a major in�uence on the
net income on �nancial operations of the bank-
ing sector. VaR calculations are based on the
assumption that the �nancial market is liquid.
When its liquidity is limited, as is currently the
case, banks may be unable to roll over matur-
ing hedging transactions, such as FX swaps41,

or may be forced to roll them over at the cost
that exceeds considerably the cost of the matur-
ing transaction. Hypothetically, if unable to roll
over the hedging transactions, the bank would
have to account for an additional capital require-
ment for FX risk, and exchange rate movements
resulting from zloty exchange rate �uctuations
and the revaluation of assets and liabilities would
directly impact the earnings of the bank. Despite
the decrease in the liquidity of the �nancial mar-
ket, banks were able to hedge against FX risk
and interest rate risk, because hedging transac-
tions were provided by parent entities.

Figure 3.21 shows the impact of the hypothet-
ical lack of rollover of maturing hedging trans-
actions on the capital adequacy of commercial
banks. In an extreme case, should it be im-
possible to rollover the entire value of maturing

40 This factor relates to the banks that bought currency options from enterprises and hedged with back-to-back trans-
actions with foreign banks. When creating provisions for impaired exposures arising from currency options, these
banks were at the same time closing their hedges, which created an open long FX position. Data on FX positions
are reported by banks on the basis of gross value of the position, i.e. without taking into account value adjustments
resulting from counterparty credit risk (value at risk calculated on the basis of these data may be overstated).
41 Starting from the fourth quarter of 2008, monthly turnover of Polish banks on the FX swap market fell by around
20-40%, compared with the previous quarters of 2008
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hedging transactions, eight banks with a total
share of around 17% in the banking sector assets
would not meet the regulatory capital require-
ment. Availability of NBP swap facilities consid-
erably limits the risk of an occurrence of such a
scenario.

Figure 3.21. Capital adequacy ratio of commercial
banks when FX risk hedges are not rolled over
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Notes: it has been assumed in the simulation that
the zloty exchange rate is �xed at the end of Febru-
ary 2009 level and part or entire balance sheet FX
position cannot be closed.
Source: NBP.

The sensitivity of a bank to changes in the liq-
uidity of the market for instruments used to
hedge FX risk hinges on the adopted approach to
bank's balance sheet FX position management.
For banks that tended to �nance FX assets with
FX liabilities, generally provided by parent enti-
ties, the risk is insigni�cant. Some banks man-
aged to close the balance sheet FX position with
long-term CIRS. The decrease in market liquid-
ity would materially a�ect their results only if
it persisted in the long run. Some banks used
short-term FX swaps to hedge against FX risk.

Increased risk premium on the swap market (see
Figure 2.7) has an in�uence on these banks even
in the short term, posing a threat that net earn-
ings on of FX assets may abruptly fall42. Banks
widened spreads on currency exchange, which
limited the negative e�ects of the increase in the
cost of hedging for the return on the portfolio of
FX assets, as foreign currency loans extended to
households are mostly repaid in zlotys.

Figure 3.22. Valuation of a bond hedged with IRS
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 Notes: the simulation assumes that a 10-year bench-
mark government bond was purchased and at the
same time a short position in 10-year IRS was opened
to hedge against interest rate risk. Valuation of the
position presented as % of bond par value.
Source: NBP calculations based on Bloomberg data.

VaR for interest rate risk concerns only relates
to the general interest rate risk, i.e. the risk
associated with the volatility of risk-free inter-
est rates43. It ignores the speci�c interest rate
risk, whose major component in the Polish bank-
ing system is the risk related to the volatility of
spread between government bond yield and inter-
est rates on swaps that hedge portfolios of �xed-

42 Swiss franc-denominated housing loans, extended at a �xed, low spread of 100-150 basis points above LIBOR
constitute a considerable portion of the FX assets of banks. An increase in the cost of swap above this level means
that the net interest income on part of this portfolio may be negative.
43 These rates are approximated by the interest rates on interbank deposits and swap rates.
44 In practice, there may be an additional accounting mismatch between the bond, classi�ed as available for sale,
whose changes in value are accounted for in capital, and a swap valued according to fair value in the pro�t and
loss account. In the analysis it is assumed that both components of the portfolio are valued according to fair value
through the pro�t and loss account.
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rate government bonds44. The impact of the risk
on banks' net income on �nancial operations can
be shown via a simulation. For instance, valua-
tion of a long position in a 10-year government
bond, hedged with a short position in an inter-
est rate swap may, depending on the moment
of the conclusion of a transaction, amount to
from -5.5% to around 3.0% of the notional of the
bond purchased (see Figure 3.22). High volatil-
ity of this valuation indicates a potentially high
risk associated with the existence and volatility
of spread between government bond yields and
swap rates.

3.4. Liquidity risk

After the liquidity of the domestic inter-

bank market had decreased, banks were com-

pelled to obtain funding from other sources.

Many banks took measures aimed at obtain-

ing funding from the most stable �nancing

sources and reducing the surplus of loans

over deposits. These actions halted the

growth of the funding gap. Some banks re-

ceived increased support from their foreign

parent entities.

In the second half of 2008, the short-term

liquidity gap stabilised. Given the decrease

of the liquidity of the interbank market,

banks kept more funds on accounts at NBP

and enlarged their portfolios of Treasury se-

curities. In consequence, the number of

banks that fully covered their short-term liq-

uidity gap has risen.

3.4.1. Funding liquidity

Until the end of the third quarter of 2008,
the rapid growth in lending accompanied by

relatively lower growth in deposit base con-
tributed to the widening of the funding gap45

(zob. wykres 3.23). Banks "closed" the gap by
borrowing in the interbank markets in Poland
and abroad, collecting deposits from non-bank
�nancial institutions and by issuing securities.

Figure 3.23. Funding gap in commercial banks
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Note: for variable "Mean (�xed exchange rate)" val-
ues of foreign currency loans and deposits were con-
verted into zloty according to a �xed exchange rate
as of the end of March 2006 in order to eliminate the
impact of exchange rate movements on the value of
the funding gap.
Source: NBP.

The stability of such a funding model was dis-
turbed in September 2008. The bankruptcy of
the U.S. investment bank Lehman Brothers con-
tributed to a major growth in counterparty risk
on the global markets, reduction of interbank
transaction limits and decrease in the liquidity
of �nancial markets.

As most banks operating in Poland are members
of foreign banking groups, turmoil on the interna-
tional markets led to a reduction in mutual limits
for interbank operations also on the Polish mar-
ket. Liquidity of the interbank market decreased
signi�cantly (see Figure 3.24), while transactions
were concluded for periods not longer than a
week (mostly O/N and T/N transactions). A

45 Funding gap � the di�erence between the amount of loans to non-�nancial customers and the general government
sector, and the amount of deposits accepted from those sectors, expressed as percentage of the value of loans.
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group of banks emerged with whom other banks
did not conclude transactions due to very high
assessment of counterparty risk of the bank itself
or the bank's strategic investor.

Figure 3.24. Turnover in the market of interbank
deposits
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 Source: NBP.

The low limits on interbank transactions might
have also resulted from mounting di�culties in
assessing the credit risk of the customers of Pol-
ish banks and subsequently of the future �nancial
position of the banks themselves. Market partic-
ipants �nd it di�cult to assess the quality of the
loan portfolios of individual banks and �nd out
whether their regulatory capital is appropriate.
This was re�ected in the growth in the risk pre-
mium and the cost of funding.

Many banks raised funds at prices much above
WIBOR rates. Lack of con�dence among banks
forced them to pay two types of risk premia when
concluding transactions � one already included
in the WIBOR rate and the other in excess of
WIBOR. This development led to a considerable
increase in the e�ective interest rate on funding
from the �nancial sector (see Table 3.8).

Banks' responses to the restrictions in "closing"
the funding gap on the wholesale markets di�ered
and depended on their funding model.

Figure 3.25. Share of banks following particular
funding strategies in total assets of the banking sec-
tor
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Note: banks were classi�ed into individual groups on
the basis of their funding structure at the end of each
period. The basis on which a bank is classi�ed into a
given strategy: deposit strategy � a share of deposits
in bank's total liabilities exceeds 60%; foreign fund-
ing strategy � share of liabilities towards non-resident
�nancial institutions exceeds 50% of total liabilities;
mixed strategy � other banks.
Source: NBP.

The Polish banking system is not homogenous in
this respect. In the Polish banking system, at
least three groups of banks can be singled out;
they apply di�ering funding strategies and, con-
sequently, they can respond in a di�erent man-
ner in the present situation (see Figures 3.25 and
3.26). These are:

� banks whose expansion is largely based
on obtaining deposits of non-�nancial cus-
tomers and the general government sector
(deposit strategy),

� banks whose funding is provided from for-
eign sources (mainly from foreign parent
entities) (foreign funding strategy),

� banks that do not display dominance of one
type of funding (mixed strategy).

46 After adjustment for exchange rate movements.
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The halt of the funding gap growth 46 in the
banking sector - starting from the fourth quarter
of 2008 - was mainly the result of measures taken
by banks that follow the deposit strategy. These
banks have recently increased their surplus of de-
posits over loans. On the other hand, the banks
applying the foreign funding strategy approach
and banks using the mixed strategy reported a
wider funding gap despite problems in obtaining
funds from the domestic interbank market. It
was possible due to a signi�cant increase in for-
eign funding, primarily from foreign parent en-
tities of Polish banks47. The increase in foreign
funding concerned primarily banks whose deposit
base is not broad (see Figure 3.27). These banks

were also the ones that reduced their exposure in
the domestic interbank market to the largest ex-
tent (see Figure 3.28). The rise in funding from
parent entities was also recorded in the group of
banks applying a mixed-strategy approach that
had not been funded by the parent bank to a
large extent.

Domestic banks recorded the largest increases of
liabilities towards parent entities in September
and October 2008, i.e. during the most intense
turmoil in the �nancial markets. This indirectly
con�rms the dominant role of parent banks in the
provision of foreign funding. After this period,
as the growth in lending declined, the increase in
funding from parent entities was smaller.

Figure 3.26. Structure of funding in banks applying deposit strategy (left-hand panel), foreign funding
strategy (centre panel) and mixed strategy (right-hand panel)
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Legend: A - deposits of non-�nancial and the general government sector, B - liabilities towards �nancial
entities-residents, C - liabilities towards �nancial entities-non-residents, D - capital, E - other liabilities.
Note: banks were classi�ed into the particular groups on the basis of their funding structure at the end of
March 2009
Source: NBP.

47 At the end of December 2008, the share of foreign currency liabilities of domestic commercial banks towards parent
entities accounted for around 92% of total foreign currency liabilities towards foreign monetary �nancial institutions.
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Table 3.7. Selected indicators for banks with particular funding strategies as of the end of March 2009

Deposit Foreign Mixed
funding

Number of banks 22 16 31
Share in banking sector assets 64.5% 9.7% 25.8%
Funding gap -9.53% 83.6% 46.8%
Funding gap (zloty billion) -37.3 57.6 82.9
Selected liabilities (zloty billion)
- Deposits of non-�nancial and general government sectors 410.5 10.5 88.8
- Liabilities towards resident �nancial institutions 37.7 4.8 43.8
- Liabilites towards non-resident �nancial institutions 29.6 64.0 68.0
Share of selected liabilities in total assets
- Deposits of non-�nancial and general government sectors 59.7% 10.3% 32.3%
- Liabilities towards resident �nancial institutions 5.5% 4.7% 15.9%
- Liabilites towards non-resident �nancial institutions 4.3% 63.1% 24.7%

Note: banks classi�ed into particular groups on the basis on their funding structure at the end of March
2009 r.
Source: NBP.

Figure 3.27. The liabilities of banks of particular
funding structures towards other non-resident banks
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 Note: dotted lines denote values of liabilities, con-
verted at the �xed foreign exchange rate of the end
of December 2007
Source: NBP.

Figure 3.28. The liabilities of banks of particular
funding strategies towards other resident banks
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 Note: dotted lines denote values of liabilities, con-
verted at the �xed foreign exchange rate of the end
of December 2007
Source: NBP.

The growth in funding from parent banks led
to a considerable increase in the share of liabili-
ties towards non-resident �nancial institutions in
the liabilities of the domestic banking sector (see
Figure 3.29 and 3.30). This increase concerned

long�term and short�term funding. At the end
of March 2009, around 66% of liabilities towards
foreign �nancial institutions were long-term lia-
bilities.
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Figure 3.29. Short-term liabilities towards non-
resident �nancial institutions to assets
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 Note: to maintain comparability with previous peri-
ods, banks that started their operations after June
2008 were excluded from the calculations.
Source: NBP.

Figure 3.30. Long-term liabilities towards non-
resident �nancial institutions to assets
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Note: see Note to Figure 3.29
Source: NBP.

The fact that most of newly-raised foreign fund-
ing is provided by parent entities is favourable as
it supports the stability of �nancing. The prob-
ability that the parent banks will not roll over
funding to their subsidiaries is smaller than in
the case of loans from non-related parties. Past
experience does not con�rm the concerns of some
of market participants about the possible lack of
rollover of foreign debt of Polish banks, the fac-
tor being indicated as having considerably con-
tributed to the strong depreciation of the zloty
observed after September 2008.

On the other hand, the risk of concentration of
funding emerges, as stability and development of
a bank operating in Poland is more and more
contingent on the �nancial position of the parent
bank. In the present situation, the risk is height-
ened, however the fact that public aid is pro-
vided to many parent banks limits the risk. The
policies of supporting �nancial institutions and
�nancial systems, implemented by other coun-
tries, are of major importance for the reduction
of systemic risk in Poland. In this context, the

dispersed ownership structure of the Polish bank-
ing system is favourable, as it does not make sys-
temic stability dependent on decisions taken in a
single country (strategic investors from 15 coun-
tries, including from 13 EU states, are present in
Poland, i.e. a bigger number of states than in
other countries of the region).

Banks' responses to restricted access to fund-
ing in the interbank market and to problems
with coverage (in the case of some banks) of
the funding gap also included a sharp rise in
demand for deposits of non-�nancial customers.
Banks started to intensely compete for deposits
of households, which led to an increase of the
interest rate on deposits. As a result, the e�ec-
tive interest on liabilities towards non-�nancial
customers rose signi�cantly (see Table 3.8)48.

Banks exhibiting a positive funding gap and ap-
plying a mixed funding strategy were particularly
active on the deposit market (see Figure 3.31).
Banks lacking a strategic foreign investor and
banks whose strategic investors had serious �-
nancial di�culties also tended to o�er relatively

48 Data shown in Table 3.8 refer to average interest on the entire portfolio of deposits for non-�nancial customers.
More noticeable changes were visible in the interest on new deposits from households.

60 National Bank of Poland



Banking sector stability

Table 3.8. E�ective interest on claims and liabilities in the banking sector

12-2007 3-2008 6-2008 9-2008 12-2008 3-2008
Claims 7.2% 7.4% 7.7% 8.0% 8.2% 8.0%
- �nancial sector 5.3% 5.6% 6.1% 6.5% 6.8% 6.7%
- non-�nancial sector 7.8% 8.0% 8.2% 8.4% 8.5% 8.2%
- government sector 6.9% 7.4% 8.1% 8.7% 8.7% 8.5%

Liabilities 3.1% 3.3% 3.6% 3.9% 4.1% 4.1%
- �nancial sector 4.6% 4.8% 5.0% 5.1% 5.3% 5.0%
- non-�nancial sector 2.5% 2.7% 3.0% 3.2% 3.5% 3.7%
- government sector 3.9% 4.1% 4.4% 4.8% 4.8% 4.6%

Margin 4.0% 4.0% 4.1% 4.1% 4.1% 3.8%
- �nancial sector 0.7% 0.8% 1.1% 1.3% 1.5% 1.7%
- non-�nancial sector 5.3% 5.3% 5.2% 5.2% 5.0% 4.5%
- government sector 2.9% 3.3% 3.6% 3.9% 3.9% 3.9%

Note: data annualised. E�ective interest calculated as ratio of interest expense/income and value of the
portfolio of liabilities and claims.
Source: NBP.

high interest rates on deposits.

The growth in competition in the deposit market
could be seen in particular in the fourth quarter
of 2008, which also resulted from the short-term
out�ow of funds from bank deposits of house-
holds in October 2008.49 In an attempt to con-
tain liquidity risk and retain customers' funds,
banks raised their interest rates. Thus, devel-
opments on the deposit market can be analysed
as an element of the long-term funding strategy,
but also in the context of a short-term response
to current market developments.

In the case of many banks, the interest o�ered on
new deposits of households is higher than the in-
terbank deposit interest rate. The situation can
hardly last in the long term, because valuation
of the majority of banks' assets is based on WI-
BOR rate. The rise in average deposit interest
rate would strongly limit the current pro�tabil-
ity of banks' loan portfolio and their capacity to
internally accumulate capital.

Figure 3.31. Interest on new term deposits of
households and funding gap at selected commercial
banks in December 2008
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Source: NBP.

A possible further increase of the cost of foreign
funding would have a similar impact. Despite
the fall of the o�cial interest rates of the cen-
tral banks of Western European countries and of
the United States, which had an in�uence on the

49 After accounting for the impact of exchange rate movements, in October deposits of households fell by 1.3 billion
zloty month-on-month.
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reduction of deposit rates in foreign interbank
markets, the premium for counterparty risk - re-
�ected in the di�erence between the deposit in-
terest rate and the OIS rates - remains high and
volatile (see Figure 2.3). The growth in Poland's
risk premium (see Figure 2.9) and the fact that
Polish banks were downgraded by rating agencies
(which follows the similar downgrades of their
parent entities) also contributed to the increase
in the cost of foreign �nancing of Polish banks.
The high cost also relates to intragroup �nanc-
ing, which is the consequence of the high cost of
�nancing of parent entities themselves.

Figure 3.32. Implied credit spread for Polish banks
in the bond market
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Note: implied credit spread denotes the di�erence be-
tween the theoretical yield on bonds issued in the euro
area market by a bank operating Poland, with an A
rating, and the IRS rate of corresponding maturity.
Theoretical bond yields have been estimated on the
basis of the yields on bonds issued by European banks
with A ratings and Poland risk premium calculated
on the basis of the quotations of CDS contracts on
Polish Treasury Eurobonds.
Source: NBP calculations based on Bloomberg and
Datastream data.

The scale of the potential impact of the devel-

opments on the cost of foreign funding is shown
by the consistent increase in the implied credit
spread of Polish banks in the Eurobond market
(see Figure 3.32).

Keeping corporate deposits is also becoming a
challenge for banks. Admittedly, the fears voiced
by certain banks of the possible out�ow of cor-
porate deposits to the countries where full de-
posit guarantees have been introduced or where
such deposits are covered by the guarantees of
bank guarantee funds did not materialise50. Nev-
ertheless, a decrease in the value of corporate
deposits can be expected at banks, particularly
when �rms' access to credit is strongly restricted.

Figure 3.33. M4 liquidity ratio in commercial
banks
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Source: NBP.

According to banks' views, the liquidity risk
standards introduced by the Polish Financial Su-
pervision Authority51 are a major factor impact-
ing their funding strategies. Under the regu-
lations on the long-term liquidity ratio, the so
called M452, banks' regulatory capital and lia-
bilities deemed as stable are required to exceed
the sum of �xed assets and claims to the non-
�nancial and general government sectors. There-
fore, the smaller the ratio of loans to deposits,

50 It does not seem that such phenomena had taken place, mostly due to the fact that deposit instruments tend to
constitute merely a portion of bigger product packages targeted at corporate entities.
51 Resolution No 386/2008 on setting obligatory liquidity standards for banks.
52 The ratio of coverage of illiquid assets and limited liquidity assets with regulatory capital and stable external
funds.
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whose stable part (the so-called core deposits)
can be included by banks as stable external
funds, the higher the M4 ratio. Most banks abide
by the required M4 ratio set by the KNF (see Fig-
ure 3.33); some smaller banks funded by parent
entities have problems with meeting the require-
ment.

Outlook

The funding gap of the banking sector can be
expected to decrease in several quarters. Several
banks exhibiting a positive funding gap have al-
ready signalled their plan to balance the portfolio
of loans and deposits. If taken, these measures
may reduce the growth rate of lending. When
opportunities to further increase the deposit base
are restricted 53 and very costly, banks may seek
to decrease the funding gap through reduction of
the asset side of their balance sheets.

3.4.2. Short-term liquidity

In the second half of 2008, the value of the short-
term (one-month) liquidity gap 54 in the banking
sector (see Figure 3.34) stabilized. The growth
in long-term loans (mostly housing loans), which
was one of the reasons of a strong widening of
the gap in the �rst half of 2008, weakened. How-
ever, this has so far had no in�uence on the av-
erage maturity of assets, which was rising in the
analysed period. At the same time, maturity of
liabilities remained stable (see Figure 3.35).

Short-term liquidity gap stabilised also as a re-
sult of banks holding more liquid assets. Banks
kept more funds in NBP accounts or in the form
of bills issued by the central bank. To some ex-
tent, transactions with the central bank substi-
tuted for transactions on the interbank market,
both in terms of raising �nancing (repos) and in-
vesting short-term liquidity surplus (in the form
of NBP bills and standing deposit facility). In

the case of certain banks, the rising number of
transactions with the central bank may also have
resulted from growing capital constraints and a
bid to halt the fall of the capital adequacy ratios
(via an increase of the share of transactions of a
zero risk weight at the expense of loans).

Figure 3.34. Short-term liquidity gap
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 Note: For de�nition of the adjusted gap, see Glossary.
Source: NBP.

Figure 3.35. Average maturity of assets and liabil-
ities at commercial banks
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Source: NBP.

The growth of the adjusted (among others, ad-
justed for core deposits) gap was also reduced.

53 The forecasted economic slowdown is likely to reduce the value of funds households and enterprises will place
in bank accounts. In addition, it seems that banks have already absorbed majority of the funds out�owing from
investment funds.
54 For de�nition of short-term liquidity gap, see Glossary.
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To some extent, this was the consequence of the
changes in the composition of deposits of the
non-�nancial sector. The intense competition of
banks for term deposits of households led to an
increase in the value of deposits, including de-
posits with the original maturities over 1 month.

Figure 3.36. Ratio of adjusted one-month liquidity
gap to assets with maturity of up to 1 month
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Source: NBP.

Banks increased their portfolios of Treasury se-
curities which � if it is impossible to roll over
maturing liabilities � can be used to obtain liq-
uidity through outright sale, use in conditional
transactions or as loan collateral with the NBP.

Against this background, the liquidity of the
Treasury bond market is of major importance.
Despite certain increases in the nominal values
of conditional transactions (see Figure 3.37), the
liquidity of the market decreased considerably in
September and October 2008. Transactions were
conducted less frequently, while the size of in-
dividual transactions markedly decreased. Fol-
lowing the period of the most serious turmoil
in September and October, the situation on the
market began to improve, but the liquidity of
the Treasury bond market continues to be sub-
ject to large �uctuations. In the �rst �ve months
of 2009, average turnover in outright transac-
tions on the Treasury bond market was lower by
around 30% than in the corresponding period of
2008.

Figure 3.37. Nominal value of transactions in the
Treasury bond market in a given month
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 Note: value of conditional transactions calculated ac-
cording to value of the initial leg of the transaction.
Source: NBP calculations based on KDPW data.

Figure 3.38. Commercial banks with 100% cover-
age of the adjusted liquidity gap with Treasury secu-
rities
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Source: NBP.

The share of the portfolio of Treasury securi-
ties in the assets of commercial banks rose from
13.4% at the end of September 2008 to 15.0% at
the end of April 2009. This led to the enlarge-
ment of the group of banks with a full coverage
of the adjusted liquidity gap (see Figure 3.38).
This primarily applied to banks with a mixed
funding strategy. Constraints related to obtain-
ing funding on the interbank market, which in-
creased liquidity risk, made these banks increase
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their portfolios of liquid securities.

There is still a group of banks holding small port-
folios of Treasury securities and maintaining a
relatively large short-term liquidity gap. These
are mostly branches of credit institutions operat-
ing in Poland and banks funded by their parent
entities.

3.5. Banks' capital position and

loss absorption capacity

The high growth rate of lending in the �rst

three quarters of 2008 and the depreciation

of the zloty in the fourth quarter of 2008 and

in early 2009 caused the capital adequacy ra-

tios to fall.

Banks' capacity to absorb losses that could

arise from the deterioration in the quality of

loans currently serviced in a timely manner

diminished. The results of stress tests indi-

cate that in case of an economic slowdown

at a scale that considerably exceeds current

forecasts some banks may be required to raise

new capital.

The high earnings of banks generated in 2008 al-
lowed them to increase their regulatory capital.
The regulatory capital of domestic banks55 in-
creased by 13% from September 2008 to April
2009. It was mainly composed of core capital,
i.e. the most stable element, which is favourable
in terms of possible loss absorption capacity (see
Table 3.9). The sector's core capital grew mainly
as a result of inclusion of the pro�t generated
in 2008 in regulatory capital.56 In April 2009,
�fteen commercial banks used this possibility,
and the pro�t included in regulatory capital ac-
counted for 7% of the regulatory capital of this
group of banks. Regulatory capital also grew af-

ter two new banks (of total regulatory capital of
1.3 billion zloty) had started their operations, as
a result of a new share issue (by nine banks) with
the total value of 0.8 billion zloty and of raising
1.8 billion zloty (by twelve banks) in subordi-
nate debt. It may be expected that in the near
future subordinated loans will be the preferred
form of increasing banks' capital by their strate-
gic investors, as the whole amount of interest on
subordinated loans constitutes the revenue of the
strategic investor.

The growth of regulatory capital stabilised the
capital adequacy ratios. In the case of one small
commercial bank, the ratio was slightly below the
regulatory minimum of 8% at the end of April
2009 (see Figure 3.39).

Figure 3.39. Assets of domestic commercial banks
by the capital adequacy ratio
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 Source: NBP.

Cooperative banks exhibited higher capital ade-
quacy ratios than commercial banks (see Figure
3.40). At the end of April 2009, two small co-
operative banks had a capital adequacy ratio be-
low 8%. As a result of the depreciation of the
zloty, some small cooperative banks may face
problems with keeping their regulatory capital
above the regulatory minimum of 1 million euros.

55 Domestic banks, i.e. domestically controlled banks and subsidiaries of foreign banks, excluding branches of foreign
banks operating in the territory of Poland. At the end of February 2009, the assets of domestic banks accounted for
around 94% of the banking sector's assets.
56 In accordance with Article 127 of the Banking Law Act, banks can include their pro�t from the current period
and the pro�t awaiting approval, up to the amount veri�ed by the auditor, in regulatory capital.
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Figure 3.40. Assets of domestic cooperative banks
by the capital adequacy ratio
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 Source: NBP.

The growth structure of the banking sector's as-
sets in the analysed period contributed to the
stabilisation of capital the adequacy ratio (see
Table 3.10). The growth in loans to non-�nancial
sector57 was accompanied by the increase in the
value of Treasury securities that do not gener-
ate the capital requirement for credit risk. The

increase of the value of Treasury securities in
banks' portfolios re�ected the willingness of cer-
tain banks to increase their bu�er of liquid assets.
In the same period, banks reduced the value of
claims on �nancial institutions, including foreign
banks.

The observed decline of the capital adequacy ra-
tios and the worsening economic outlook implies
that banks will have to increase their capital, if
they want to continue to expand their lending.
If all commercial banks retained the whole pro�t
generated in 2008, they would be able to extend
approximately 45 billion zloty in loans to non-
�nancial sector58 (this translates into an around
8% increase of claims on the non-�nancial sector)
and to keep their capital adequacy ratios at the
March 2009 level.

Banks hold su�cient capital to meet the mini-
mum regulatory requirements, but the decline of
the capital adequacy ratios and the assessments
presented below indicate that banks' capacity to
absorb losses has diminished.

Table 3.9. Regulatory capital and the capital adequacy ratio of domestic banks

2007 2008 4-2009
Regulatory capital (zloty billion) 61.0 77.5 81.9
- of which: core capital 55.5 70.1 74.4
Sum of capital requirements 40.8 55.5 56.1
- of which: against operational risk � 5.7 5.7
Capital adequacy ratio (%) 12.0 11.2 11.7
Capital adequacy ratio taking core capital into account (%) 10.9 10.1 10.6

Note: regulatory capital: core capital and supplementary capital, less any shortfall of speci�c provisions and
the so-called regulatory deductions, plus trading book ancillary capital. The value of core capital for 2007
is not comparable with data for subsequent years due to changes in the reporting layout.
Source: NBP.

57 The depreciation of the zloty was largely responsible for the increase of claims on the non-�nancial sector in the
fourth quarter of 2008 and the �rst quarter of 2009.
58 calculations based on the following assumptions: risk weight for new loans at 100%, no foreign exchange rate
movements and risk weight of the present loan portfolio remains unchanged.
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Table 3.10. Annual changes in the value of selected positions of assets, the capital requirement for credit
risk and regulatory capital of domestic banks

2007 2008 4-2009 2007 2008 4-2009
(in zloty billion) (in %)

Assets, of which: 100.2 225.0 232.1 15.2 29.6 28.4
- non-�nancial customers 99.6 152.0 166.2 32.5 37.4 37.5
- �nancial sector -10.8 -18.8 -26.9 -8.5 -16.2 -22.7
- securities -7.7 43.5 47.6 -5.5 33.1 33.5
Capital requirement for credit risk 9.4 9.6 8.2 32.0 24.5 20.1
Regulatory capital 9.2 16.3 16.8 17.9 26.8 26.0

Source: NBP.

Simulations of loan loss absorption ca-

pacity

Three simulations were carried out to determine
whether banks' capital is su�cient to absorb pos-
sible credit risk losses. The results of the �rst
simulation (see Figure 3.41) provide an answer
to the question of what scale of the deteriora-
tion in the quality of performing loans individual
banks may absorb without the capital adequacy
ratio falling below 8%.

The simulation performed on April 2009 data
shows that banks' capacity to absorb losses has
tended to diminish in comparison with mid-2008.
This is re�ected in the increase of the share of
banks than can absorb only a relatively minor de-
terioration in the quality of loans. According to
data as of April 2009, deterioration in the quality
of 5% of loans would mean that banks with a 30%
share in the sector's assets would record a capital
adequacy ratio of or below 8%. In August 2008,
an identical shock would have caused the capital
adequacy ratio to fall below 8% at banks with a
share of 18% in the banking sector's assets.

The decline of banks' loss absorption capacity
largely stemmed from the increase in the capital
requirements for foreign currency loans, related
to the depreciation of the zloty 59 of the turn of
2008 and 2009.

Figure 3.41. Assets of commercial banks by per-
centage of performing loans whose impairment would
lower the capital adequacy ratio to 8%
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Assumptions of the simulation:
1. Impairment of the percentage of loans indicated on
the horizontal axis loans means they are ascertained
as 50% impaired.
2. Hypothetical charges to impairment provisions
fully decrease a bank's regulatory capital.
3. Impaired loans carry a 100% risk weight.
4. No releases for impairment provisions.
Source: NBP.

The purpose of the second simulation was to de-
termine the capital adequacy ratio in the case of
an abrupt deterioration in the quality of loans
with identi�ed impairment and a decrease in the
value of their collateral. The results of this simu-

59 The capital requirement is based on the value of loan, expressed in zloty according to the current exchange rate.
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lation may show whether the present portfolio of
loans with identi�ed impairment poses a threat
to banks' capital adequacy. The �rst scenario as-
sumes that the assessed impairment of all loans
with identi�ed impairment is equal to the value of
unsecured portion of these loans. The second and
third scenarios assume an additional decrease in
the value of collateral by 25% and 50%, respec-
tively.

Figure 3.42. Average capital adequacy ratio of
commercial banks in scenarios assuming deterioration
in the quality of impaired loans
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 Assumptions of the simulation:
1. The assessed impairment of all loans with iden-
ti�ed impairment is equal to the value of unsecured
portion of the loans.
2. The portfolio of loans without identi�ed impair-
ment remains unchanged.
3. Additional charges to impairment provisions fully
decrease a bank's regulatory capital.
4. In the case of Scenario 2 and Scenario 3, charges to
impairment provisions are increased by the value of
a decrease of collateral (25% of collateral value under
Scenario 2 and 50% under Scenario 3.).
Source: NBP.

The results of the simulation indicate that in
2008 and in the �rst months of 2009, banks' re-
silience to losses originating from the portfolio of
loans with identi�ed impairment did not change
considerably, despite the growth in the value of
the loans in the second half of 2008. (zob. wykres
3.42). However, as a result of the decline of the

capital adequacy ratios of some banks, in the
most pessimistic third scenario, the capital ad-
equacy ratios of eight banks would drop below
8%. Despite the reduction of banks' capital ade-
quacy ratios, the potential impact of the portfolio
of impaired loans on banks' capital adequacy is
relatively low. This results from both a low share
of these loans in the portfolio as a whole, and a
fairly high ratio of impaired loans coverage with
impairment provisions (around 63%).

The third simulation was designed to assess the
e�ect of a simultaneous bankruptcy of the bank-
ing sector's three largest non-�nancial borrowers
(according to end of February 2009 data). These
are enterprises from power and telecommunica-
tions sectors. The simulation assumes impair-
ment at 100% in the case of all the loans extended
to these enterprises60 and that costs of provisions
decrease banks' regulatory capital, which results
in a fall of their capital adequacy ratio.

The bankruptcy of the three largest borrowers
would cause a considerable decrease in banks'
capital, but its scale would not pose a systemic
threat. The bankruptcy of these entities would
a�ect 18 banks and would push up the costs of
creating impairment provisions by around 7.3 bil-
lion zloty. This group of banks holds 67% of
the banking sector's assets. In the case of three
banks with a combined share of 5.7% in the sec-
tor's assets, the capital adequacy ratio would
fall below 8%, of which in one bank its regu-
latory capital would be exhausted. A compar-
ison of these results with the results of a cor-
responding simulation carried out on July 2008
data and presented in the last "Financial Stabil-
ity Review" points to an increase of banks' sensi-
tivity to exposures towards the largest borrowers.
In the simulation performed on July 2008 data,
the costs of provisions would amount to 4.3 bil-
lion zloty, and the regulatory capital of one bank
would be exhausted. The sensitivity of banks
rose following the increase of bank debt by the
enterprises analysed.

A similar simulation was also carried out to ex-
60 The calculations account for available data on loans' collateral accepted by banks.
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amine the impact that the bankruptcy of three
largest �nancial borrowers might have on banks.
In the simulation, account was taken neither of
exposures towards subsidiaries and a�liates, nor
towards other banks. Among the three largest
borrowers, there are no institutions analysed in
Chapter 4, i.e. insurance companies, investment
funds, pension funds, investment fund manage-
ment companies and pension fund management
companies. Bankruptcy of the three largest bor-
rowers would a�ect 16 banks and it would push
up the costs of impairment provisions by around
5.2 billion zloty. This group of banks held a total
of 65% of the banking sector's assets. In the case
of three banks with a combined share of 11.5%
in the banking sector's assets, the capital ade-
quacy ratio would fall below 8%. A comparison
of these results with the results of the simulation
performed on July 2008 data shows there were
no major changes in banks' sensitivity to expo-
sures towards this group of borrowers (in the sim-
ulation performed on July 2008 data, additional
costs would be 4.7 billion zloty, and the regula-
tory capital of one bank would be exhausted).

The results of the simulation point to the impor-
tant role of the �nancial position of the group
of largest borrowers for the safe operation of the
banking sector, and suggest the existence of a
relatively high concentration of the portfolio of
claims on non-�nancial customers at some banks.

The simulations indicate that the hypothetical
losses originating from the impaired loans portfo-
lio could be absorbed by most of the banks with-
out a fall in the capital adequacy ratios below
8%. At the same time, however, banks' sensi-
tivity to the deterioration in the quality of loans
serviced currently in a timely manner is growing.
Banks' sensitivity to losses originating from this
portfolio has been rising since 2006, which is due
to the high lending growth rate that exceeds the
growth rate of banks' capital.

Macro stress tests

Macro stress tests were also used to assess banks'
capacity to absorb possible loan losses that might
arise from the deterioration in economic condi-
tions. The tests are not designed to present the
most likely developments in the banking sector,
but only to analyse the possible e�ects of hypo-
thetical negative shocks.

The simulation analysed a shock scenario that
included a recession in the euro area and a slow-
down of private consumption in Poland related
to a contraction of credit supply by banks . The
NECMOD61 model was used to assess the impact
of the analysed developments on Poland's eco-
nomic situation. The paths of macroeconomic
variables in the shock scenario formed the ba-
sis for the conditional forecasts of the impact of
macroeconomic condition on banks' loan losses.
This was done using panel models explaining the
development of charges to provisions for impaired
loans at the level of individual commercial banks.
The GDP projection from the June "In�ation
Report" is the point of reference in the simu-
lation (baseline scenario). In the shock scenario,
the Polish economy reports a fall in real GDP
in the years 2009 � 2010. Due to the worsened
outlook for Poland's main trading partners, the
simulation also analysed the scenario based on
the European Commission forecast of May 2009.
However, the latter is not considered as the most
likely scenario.

The simulation includes the period till the end of
2010. Details of the results of the simulation are
shown in Table 3.11, while a description of the
analysed scenarios and the simulation procedures
are contained in the Annex to this Chapter.

61 The multi-equation macroeconomic model of the Polish economy NECMOD has been developed for monetary
policy purposes. The speci�cation of the model was published in the paper "NECMOD - Description of the new
forecasting model", www.nbp.pl, June 2008.
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Table 3.11. Results of macro stress tests

2008 Simulation 2009-
2010 baseline sce-
nario

Simulation 2009-
2010 European
Commission
forecast

Simulation 2009-
2010 shock sce-
nario

Impairment charges1 for loans (zloty
billion)

2.3 34.7 45.7 61.2

- of which for loans to enterprises -0.2 19.7 26.8 33.8
- of which for loans to households 2.5 15.0 18.9 27.4
Impairment charges expressed as
percentage of value of regulatory
capital at the end of 2008 (in %)

3.3 50.4 66.2 88.6

Average yearly impairment charges
expressed as percentage of 2008 pre-
impairment income (in %)

11.4 84.5 111.1 148.6

Value of capital increase necessary
to ensure that all banks have capital
adequacy ratios above 8%, assuming
a fall in pre-impairment income of
10% in relation to 2008 (zloty bil-
lion)

n/d 0.4 0.8 4.1

1. In this Table, the term "provisions" is understood as the di�erence in the stock of provisions between the
beginning and the end of a given period.
2. Net operating income before provisions - net income from banking activity, less general expense and
depreciation.
3. The simulation assumes a �xed value of loan portfolio in the simulation horizon and earmarking the whole
2008 pro�t to increase banks' capital.
Source: NBP.

The results of the simulation indicate that in all
scenarios a considerable increase in charges to
provisions for impaired loans may be expected,
resulting in the decrease of banks' earnings. The
costs of credit risk in relation to assets in the
baseline scenario (1.8% per annum) are some-
what higher than during the economic slowdown
of the years 2001-200262.

The simulation also accounted for the possibility
of o�setting loan losses with bank's net operat-
ing income before provisions for impaired loans63.
In the baseline scenario, when a 10% decrease
of the net operating income, de�ned above, was

assumed, four small banks would need to have
their capital increased to keep the capital ade-
quacy ratio above 8% (by a total of around 400
million zloty). In the scenario based on the Eu-
ropean Commission forecast, nine banks would
need to have their capital increased; however, the
amount of capital increase is only slightly higher.
In the shock scenario, if an identical income of
banks is assumed, the amount of the hypotheti-
cal increase of banks' capital would be higher but
would not exceed 6% of the regulatory capital of
commercial banks. Under this scenario, the cap-
ital of 22 banks would have to be increased.

62 In 2001, net charges to speci�c provisions were 1.2% of assets and in 2002, 1.4% of assets.
63 Net income from banking activity, less general expense and depreciation.
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As there is signi�cant uncertainty over the fu-
ture quality of banks' portfolios, it is essential
for banks to maintain high capital levels. The
observed slowdown of economic growth follows
a period when lending growth was rapid in an
environment of loose lending policy, particularly
in the segment of mortgage loans. This makes
the quality of loans highly uncertain. The uncer-
tainty is further enhanced by the lack of data on
the repayment performance of certain categories
of loans, among others housing loans, across the
full business cycle. Thus, in order to ensure the
stable operation of banks in the long run, it is de-
sirable that banks maintain their capital at the
level that allows them to operate safely even if
the quality of loans substantially deteriorates. It
is especially important due to accounting princi-
ples in force, as these make banks' establishment
of provisions for credit risk contingent on past
events. The announcement by the majority of
banks to earmark the high pro�ts generated in
2008 to increase their capital will allow them to
enhance their capacity to absorb the e�ects of
the economic slowdown. Banks' decision to in-
crease their capital is also positive for the Polish
�nancial stability outlook.

3.6. Market assessment of Pol-

ish banks and their parent

entities

The ratings of the parent entities of Polish banks

further worsened on the back of the deepening cri-

sis in the global economy. The ratings of Pol-

ish banks were also downgraded as a result of the

negative assessment of the parent entities. The

market assessment of risk related to investment

in Polish banks rose.

As the outlook for the Polish banking sector was
worsening and Q4 2008 earnings were lower than
forecasted, the share prices of Polish banks fell.
From the beginning of 2009, the �nancial posi-

tion of the banking sector has been assessed by
stock market investors as worse than other com-
panies listed on the Warsaw Stock Exchange64

(see Figure 3.43).

Figure 3.43. Sectoral index WIG-Banki against
WIG index
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 Notes: stock exchange indices rescaled to 100 at the
end of 2008. Indices' values as at the close of a trad-
ing session.
Source: NBP calculations based on www.bossa.pl

The low level of the "price to book value" indica-
tor also shows that stock market investors expect
banks' earnings to worsen. The median of the
indicator for banks included in the WIG-Banki
index was below one from the end of January
2009 to April 2009 and is still much lower than
in January 2008 (see Figure 3.44). This indicates
that investors discount possible losses of certain
banks.

The more negative market assessment of banks
did not only result from the �nancial position of
Polish banks, but was also tied with fears about
negative developments in the countries of Central
and Eastern Europe. These fears led to the fall
of the share prices of banks in the entire region
(see Figure 3.45).

The share prices of banks also fell due to an in-
crease in the global risk premium and strong de-
clines in equity prices on the stock exchanges of

64 WIG index fell from January 2009 to March 2009. In April and May 2009 WIG index increased and reached a
level 12% above January 2009 levels. WIG-Banki index recorded a fall in the corresponding period (-15%)
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developed countries (see Figure 2.12).

Figure 3.44. The "price to book value" ratio for
domestic listed banks
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 Note: the indicator based on data of domestic banks
comprising the WIG-Banki index, excluding BPH
(given the bank's division) and Noble Bank (as a sub-
sidiary of Getin Holding included in the WIG-Banki
index).
Source: Bloomberg.

Figure 3.45. Stock prices of banks in Central and
Eastern Europe
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 Note: share prices rescaled to 100 at the end of 2008.
The Figure has a logarithmic scale.
Source: Bloomberg.

Rating agencies downgraded the outlook for
long-term deposit ratings for most of Polish

banks. Initially, it was the result of negative
changes in the ratings of parent entities of Polish
banks. Due to worsening outlook for the Polish
economy and Polish banking sector, Moody's de-
cided on the 26th of May to put 8 Polish banks
on watch list for possible downgrade. In conse-
quence of this decision, ratings of 5 Polish banks
were downgraded on the 18th of June 2009 (PKO
BP, Pekao, BZ WBK, BGZ, Bank Handlowy).
Fitch kept individual ratings on the same level
for most of Polish banks. This shows that ac-
cording to rating agencies, increased risk in the
banking environment did a�ect the capacity of
some Polish banks to operate as stand-alone eco-
nomic entities.

Moody's �nancial strength ratings of Polish
banks ranged from C- to D, with the median at
D, whereas Fitch's individual ratings were be-
tween B/C and D, with the median at C/D.

As the position of the parent entities worsened,
Moody's downgraded the long-term deposit rat-
ings of six banks and short-term deposit ratings
of four banks, whereas Fitch downgraded the
long-term ratings of four banks and the short-
term ratings of three banks (see Table3.12).

Fitch rates the likelihood of providing support to
Polish banks by their parent entities. In the case
of most of Polish banks, support rating remains
at top level. It results from the strategic charac-
ter of investments in banks in Poland. Support
rating for BZ WBK was lowered from 1 to 3 af-
ter the rating of its parent had been downgraded,
which was related to the expected further dete-
rioration in the quality of assets of the parent
company as the crisis deepened.

State-owned banks controlled 17.6% of banking
sector assets in March 2009. State Treasury, de-
spite growing budget de�cit, may have more ca-
pability and resources to recapitalise banks than
private owners. State Treasury owns shares of
corporations of substantial value and has a pos-
sibility to issue debt securities which carry zero
risk weight.
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Table 3.12. Ratings of Polish banks by Moody's and Fitch

Moody's Financial strength
rating

Long-term deposit
rating

Short-term deposit
rating

Outlook

PKO BP C- (C) A2 (A2) P-1 (P-1) STA (STA)
Pekao C- (C) A2 (A2) P-1 (P-1) STA (POS)
ING Bank �l¡ski D+ (D+) A2 (A2) P-1 (P-1) NEG (STA)
BRE Bank D (D) A3 (A2) P-2 (P-1) RUR (STA)
BZ WBK D+ (C-) Baa2 (A2) P-2 (P-1) NEG (STA)
Bank Millennium D (D) A3 (A3) P-2 (P-2) RUR (POS)
Bank Handlowy D+ (C-) Baa1 (A2) P-2 (P-1) NEG (STA)
Kredyt Bank D (D) A2 (A2) P-1 (P-1) RWR (STA)
BG� D (D) A3 (A2) P-1 (P-1) STA (STA)
Getin Bank D- (D) Ba3 (Ba2) NP (NP) NEG (STA)
BPH D- (C-) Baa2 (A3) P-2 (P-2) RUR (RUR)
Lukas Bank C- (C-) A2 (A2) P-1 (P-1) RUR (STA)
BRE Bank
Hipoteczny

D- (D-) Baa3 (A3) P-3 (P-2) RUR (STA)

Fitch Individual rating Long-term rating Short-term rating Outlook
Pekao C (B/C) A- (A) F2 (F1) NEG (STA)
ING Bank �l¡ski C (C) A+ (AA-) F1 (F1+) STA (STA)
BRE Bank C/D (C/D) A (A-) F1 (F2) STA (STA)
BZ WBK C (C) BBB+ (A+) F2 (F1) NEG (STA)
Bank Millennium C/D (C/D) A (A) F1 (F1) STA (STA)
Kredyt Bank C/D (C/D) A (A+) F1 (F1) NEG (STA)
Getin Bank D (D) BB (BB) B (B) NEG (STA)
BO� D (D) BBB (BBB) F3 (F3) STA (STA)

Note: in brackets - ratings as of end of March 2008. For de�nitions of ratings, see Glossary. Kredyt Bank
decided to terminate agreements to provide rating services with Moody's (on 11 March 2009) and Fitch
(on 30 March 2009). The Table shows the �nal ratings of Kredyt Bank before its decisions to terminate
agreements with the two rating agencies. Banks ordered by value of assets.
Source: www.moodys.com, www.�tchpolska.com.

The share of Polish banks in the pro�ts gener-
ated by their banking groups is higher than it fol-
lows from their size and importance in the group,
by share in assets (see Table 3.13). On average,
Polish banks generated 8.6% of the net income of
their banking groups. For some banks, this share
is much larger. In terms of pro�ts generated in
their groups and assets, the importance of Polish
banks rose in comparison with December 2007.

The high pro�tability of Polish subsidiaries is
a good reason for their parent entities to sup-
port them with capital and liquidity, where nec-

essary. In the hypothetical case of lack of sup-
port, the reputation of parent entities would ma-
terially su�er. The negative changes in the as-
sessment of the �nancial position and the long-
term rating outlook related to banks in all the
countries of Central and Eastern Europe. Com-
paring to other countries of the region, the �-
nancial strength of Polish banks is average (see
Figure 3.46). The worsening economic situation
in the region's countries, as well as the lower rat-
ing of the �nancial position of the parent entities
of the banks were the source of these changes.
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Changes in ratings of the parent entities of Polish
banks concern both the long-term ratings, rat-
ing outlooks and �nancial strength ratings of the
banks (see Table 3.14). The changes resulted
from the deterioration in the �nancial position
of the parent entities of Polish banks and the
deepening crises in their home markets.

The growth in the risk of default of the par-
ent entities was re�ected in CDS premia. In the
�rst three quarters of 2008, the credit risk pre-
mium of parent banks rose as the crisis in the
�nancial markets was spreading. The risk pre-
mium peaked in October 2008. As a result of
state aid programmes launched by various gov-
ernments and central banks, the risk premium
began to decrease.

Figure 3.46. Financial strength ratings of Polish
banks against the banks of the region
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Table 3.13. Share of Polish banks in the assets and net earnings of their parent companies

Polish subsidiary Share in assets Share in net earn-
ings

Parent company

Pekao* 3.58% 13.61% Unicredit
ING Bank �l¡ski* 1.45% 4.38% ING
BRE Bank* 2.88% 22.59% Commerzbank
BZWBK** 7.25% 12.53% AIB
Bank Millennium* 12.06% 53.52% BCP
Bank Handlowy* 0.74% -1.90%*** Citigroup
Kredyt Bank* 2.56% 43.27% KBC
Rai�eisen* 7.31% 8.15% Rai�eisen Bank
BG�** 1.08% 2.95% Rabobank
GE Money Bank* 1.03% 0.38% General Electric
Polbank* 10.45% 5.27% EFG Eurobank Ergasias
Fortis* 0.58% 3.55% Fortis
Nordea* 0.91% 1.40% Nordea
Deutsche Bank PBC* 0.18% 0.18% Deutsche Bank
BPH* 0.44% 0.26% GE Corporation
Lukas Bank** 0.21% 4.21% Credit Agricole
Average 3.29% 10.90%

Notes: *as of September 2008, **as of June 2008, *** Citigroup posted a loss in the period.
Source: NBP calculations based on Bloomberg data.
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Table 3.14. Ratings of the parent companies of Polish banks by Moody's

Parent company Financial strength
rating

Long-term deposit
rating

Outlook Polish subsidiary

Unicredit C+ (B-) Aa3 (Aa2) STA (STA) Pekao
ING Bank C+ (B) Aa3 (Aa1) STA (STA) ING Bank �l¡ski
Commerzbank C- (C+) Aa3 (Aa3) NEG (STA) BRE Bank
AIB D (B-) Aa3 (Aa2) RUR (STA) BZ WBK
BCP C+ (C+) Aa3 (Aa3) RUR (STA) Bank Millennium
Citigroup C- (B) A3 (Aa3) STA (STA) Bank Handlowy
KBC C+ (brak) Aa3 (Aa2) NEG (NEG) Kredyt Bank
Rai�eisen Bank D+ (C) A1 (Aa2) STA (STA) Rai�eisen Bank

Polska
Rabobank B+ (B+) Aaa (Aaa) STA (STA) BG�
GE Corporation brak (brak) Aa2 (Aaa) STA (STA) BPH, GE Money

Bank
EFG Eurobank Er-
gasias

C (C+) A1 (Aa3) NEG (POS) EFG Eurobank
Ergasias Branch in
Poland (Polbank)

Fortis C- (B-) A1 (Aa2) STA (STA) Fortis Bank,
Dominet Bank

Nordea B (B) Aa1 (Aa1) STA (STA) Nordea Bank
Deutsche Bank B (B) Aa1 (Aa1) NEG (STA) Deutsche Bank

PBC
Credit Agricole B- (B) Aa1 (Aa1) NEG (STA) Lukas Bank

Note: as of end of March 2008 - in brackets. For de�nitions of ratings, see Glossary. The data concern the
group of those 20 largest commercial banks with a majority foreign shareholder.
Source: www.moodys.com.

In early 2009, as a result of concerns about the
future of banks with strong exposures in Central
and Eastern Europe, the CDS premia of certain
banks began to rise again. For some banks, CDS
premia reached the levels higher than in Octo-
ber 2008 or close to the March 2008 level. This
implies a deterioration of the risk assessment of
the parent banks, which may negatively impact
the market risk assessment of their subsidiaries
in Poland (see Figure 3.48).

The increase in CDS premia was accompanied
by a strong decrease in the share prices of the
parent entities of Polish banks. The share prices
of certain banks reached their all-time lows. The

share prices fell between 35% and 97% since early
200865 for various parent entities. Such a low
valuation of the companies shows that without
public aid, some parent entities might not have
survived as independent institutions.

The "price to book value" indicator for a selected
group of parent entities also indicates the wors-
ening of the assessments of banks' development
prospects. The median of the indicator has re-
mained below 1 since October 2008, in March
2009 it stood at 0.25 (see Figure 3.47). It is
much lower than for Polish banks.

Mounting problems with obtaining market fund-
ing, pressures from other �nancial market par-

65 Data for the period from 1 January 2008 to 10 June 2009
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ticipants and poor earnings made certain parent
entities request public aid in their home coun-
tries. This aid was granted primarily in the form
of capital injections (see Table 3.15). Infor-
mation about possible nationalisations of some
banks also appeared (Citigroup, AIB and AIG).

The improvement of the �nancial position of par-
ent entities, which came as a result of the in-
tervention of governments and central banks of
home countries, may bene�t their subsidiaries
through the enhancement of funding opportuni-
ties from parent entities, as well as the reduction
of investors' concerns related to the �nancial po-
sition of capital groups of which Polish banks are
members.

Figure 3.47. The "price to book value" ratio for
selected parent entities of Polish banks
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 Note: the following banks were included: Credit Agri-
cole, Fortis, ING, KBC, AIB, Commerzbank, BCP,
Nordea, Citigroup, UniCredit.
Source: Bloomberg.

Figure 3.48. CDS premia for bonds of parent entities of selected Polish banks
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Source: Bloomberg.
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Table 3.15. Public aid for selected parent entities of Polish banks

Parent company Country Polish
subsidiary

Aid

Unicredit Italy Pekao SA Unicredit declared that it will use EUR 4 billion
support from a government support program

ING Bank Netherlands ING Bank
�l¡ski

Government capital injection of EUR 10 billion
(preferred shares)

Commerzbank Germany BRE Bank Capital injection of EUR 18.2 billion from a
government bank support scheme and credit
guarantees amounting up to EUR 15 billion

AIB Ireland BZ WBK Government capital injection of EUR 3.5 billion
(preferred shares)

Citibank USA Bank Handlowy Support from TARP (Troubled Assets Relief
Program) - capital injection of USD 45 billion
(preferred shares) and guarantees for risky assets
amounting to USD 306 billion

KBC Belgium Kredyt Bank Central government capital injection of EUR 3.5
billion and capital injection by Flandres regional
government amounting to EUR 2 billion (additional
EUR 2 billion is also set aside by Flandres regional
government for KBC). Government guarantees
against losses of up to EUR 20 billion, including
EUR 2 billion of capital injection.

Rai�eisen Austria Rai�eisen Bank
Polska

Capital injection from a government support fund of
EUR 1.75 billion (preferred shares)

Fortis Bank Belgium,
Nether-
lands

Fortis Bank Initial capital injection of EUR 11.2 billion by
governments of Belgium, Netherlands and
Luxembourg. Later � full nationalisation of the
Dutch part of Fortis (outstanding shares bought for
EUR 16.8 billion) and the Belgian part (EUR 4.7
billion)

Credit Agricole France Lukas Bank Government capital injection (subordinated debt) of
EUR 3 billion

Societe Gen-
erale

France Euro Bank Government capital injection (subordinated debt) of
EUR 1.7 billion

AIG USA AIG Bank Support of USD 152.5 billion (of which: Fed loan
USD 60 billion, government capital injection through
preferred shares (USD 40 billion, with additional
USD 30 billion announced for this purpose),
purchase of mortgage-related assets amounting to
USD 52.5 billion)

Royal Bank of
Scotland

United
Kingdom

ABN AMRO
Bank (Polska)
SA

Government capital injection of GBP 20 billion (of
which GBP 5 billion through preferred shares), asset
guarantees up to GBP 325 billion through
government Asset Protection Scheme

Dexia France,
Belgium

Dexia Kommu-
nalkredit Bank
Polska SA

Government capital injection by governments of
Belgium, France and Luxembourg amounting to
EUR 6.4 billion

Source: Thomson Reuters.
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3.7. Methodology of stress tests

presented in the Report

Macro stress tests are one of the tools of the
analysis of banking sector stability conducted at
the NBP. These analyses are designed to deter-
mine the sensitivity of the Polish banking system
to unfavourable changes in external conditions,
which would result in banks' sustaining losses.
The analyses consider scenarios with low occur-
rence probability but with a potentially signi�-
cant impact on the functioning of the banking
sector.

Impact of unemployment shock on

households' capacity to service loans

The simulation assumed two scenarios of a rise in
unemployment: a baseline scenario and a shock
scenario. In the former, an increase of the un-
employment rate was assumed to be in line with
the NBP projection from the "In�ation Report
- June 2009", i.e. an increase from 6.9% in Q4
2008 to 13.2% in Q4 2010. The latter scenario,
constructed on the basis of a simulation using the
NECMOD model, assumed an increase of the un-
employment rate by 1.5 percentage points above
the projection.

The simulation drew on the results of the study
on the impact of a rise in unemployment on
households' capacity to service loans, based on
data on individual households from the GUS
Household Budget Survey for 200766. The aim
of the survey was to estimate the unemployment

shock-related rise of the percentage of household-
borrowers with a negative margin.

Household margin was calculated as the di�er-
ence between household's disposable income and
its expense on debt repayment and basic living
costs. Basic living costs were estimated as the
product of household's equivalence scale67 and
the income threshold which makes a household
eligible for application for social security bene�ts.
A household with a negative margin is one that
is unable to cover basic living costs and to repay
its loan instalments from its current income.

The results of the simulation were estimated in
two variants; in the �rst one, payment of unem-
ployment bene�t was taken account of and in the
other it was not taken into account. In the for-
mer, income from employment was replaced by
unemployment bene�t, in the latter - unemploy-
ment bene�t was not included in household's in-
come. It seems that the results of both variants
should be considered, as the period in which the
bene�t is paid out is short and it is paid out to
a relatively small number of the unemployed.

GUS Household Budget Survey contains infor-
mation on the value of service costs (instalments)
of speci�c types of loans. Loan values' estima-
tions are based on average interest rate and aver-
age maturity of housing loans and other loans.68

(separately for the two types of loans). At the
same time, it was assumed that loans are repaid
in equal principal instalments.

Impact of zloty depreciation on credit

risk of the portfolio of household loans

Indirect credit risk is present in the �nancial
systems in which foreign currency-denominated
loans can be drawn. It stems from the fact that
it is may be very di�cult to repay the debt taken

66 See "Financial Stability Report - June 2008" for details of the study.
67 The so-called OECD equivalence scale was adopted, i.e. this assigns a value of 1 to the �rst household member,
of 0.7 to each additional adult aged 14 or more and of 0.5 to each child under 14.
68 Banking statistics data on the average maturity of housing loans were used; for other loans the average maturity
of 2.5 years was adopted.
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out by the household in case of a rapid depreci-
ation of the domestic currency. For borrowers,
the weakening of the domestic currency trans-
lates into an increase of the amount of the debt
taken out and into larger current principal and
interest instalment service burden. For this rea-
son, it is essential to periodically review the re-
silience of borrowers to an abrupt depreciation of
the zloty.

Estimating the household margin is an appropri-
ate method to review the resilience of households
to de�ned shocks69. By comparing available in-
come with expenses of the individual borrower,
this method can determine the amount of the �-
nancial surplus of the household under analysis.
A household with a negative margin exhibits a
bigger value of burden than the value of income
it holds.

The results of the simulation and the estimates
of actual situation as at the end of February
2009 were set on the basis of loan parameters
and data on borrower's income levels available
at BIK database. In line with this information,
the value of principal instalment and the value of
interest instalment at the end of February 2009
were calculated for each borrower. The calcula-
tions were made in line with market data (lev-
els of interest rates and foreign exchange rates)
available until the end of February 2009. Loan
instalment value calculations are based on infor-
mation and assumptions regarding the types of
instalment, the amount of interest rate and fre-
quency of interest rate movements. The following
assumptions were made:

� loans' repayment in diminishing instal-
ments was assumed,

� the rate at which a loan is repaid by the
borrower is the loan currency-speci�c mar-
ket rate from the interbank market, plus

spread,

� the value of spread was calculated as the
di�erence between the interest rate re-
ported by banks to BIK upon conclusion
of an agreement with the borrower and the
reference rate on the loan extension day,

� the interest rate of the loan changes once
in three months.

The values of borrowing burden were increased
with values of the monthly expense of each bor-
rower. Given incomplete data on the value of
monthly expenses, it was assumed that the value
of monthly expenses equalled half of the amount
which was a sum of 70:

� the amount of statutory income threshold
below which the household is eligible to ap-
ply for social security bene�ts 71, multiplied
by OECD equivalence scale,

� rent amounting to 500 zloty.

Next, combined borrowing and expenses burden
was compared with the level of available income.
The simulation was supplemented with the sce-
nario assuming indexation of households' income
according to the index of the nominal wage in
the corporate sector (indexes published by the
GUS). The level of income was updated for each
borrower from the last update of data on the bor-
rower's income stored at BIK database to the end
of 2008.

In order to estimate the e�ects of an abrupt de-
preciation of the zloty on the change of a share
of households with a negative margin, the actual
situation was compared with the calculations re-
sulting from the assumptions of the shock sce-
nario. The following assumptions of the shock
scenario were adopted:

� interest rates at the 22 April 2009 level,
69 See "Obci¡»enia gospodarstw domowych spªatami dªugu: rozkªad i stress testy - na podstawie bada« bud»etów
gospodarstw domowych GUS", Materiaªy i studia, No 221, NBP, 2007.
70 The value of income and expenses reported by banks to BIK is given to the borrower. A borrower can be a single
person or several persons. Therefore, the total amount of expenses is divided by two.
71 See The Social Security Act (Journal of Laws - Dz. U. No 64/2004, item 593).
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� the same depreciation of the zloty rel-
ative to all currencies by around 18%
(EUR/USD, EUR-CHF exchange rates etc.
remain at the 27 February 2009 level.),

� the depreciation of the zloty to the
EUR/PLN level of 5.5, CHF/PLN - 3.7 and
USD/PLN - 4.3.

Impact of deteriorating economic situa-

tion on the �nancial position of banks

Deterioration in the macroeconomic situation
may result in limiting the capacity of the cus-
tomers of the banking sector - corporates and
households - to repay debt taken out. Should the
scale of this phenomenon be signi�cant, banks
would have to establish provisions for impaired
assets at a scale that may have a major negative
e�ect on their earnings. An analysis that used
macroeconomic shock scenarios was conducted
to assess the scale of macroeconomic slowdown-
related threat to the �nancial position of banks

The simulation is based on econometric panel
data models. In these models, the dependent
variable is the ratio of the stock of provisions for
impaired losses to value of the loans. The models
are estimated for loans to households and loans
to corporates, respectively. They were used in
the simulations referred to in "Financial Stabil-
ity Report � June 2008". These models can be
used to assess the impact of macroeconomic sce-
narios on the cost of credit risk at the level of in-
dividual commercial banks. The simulation was
conducted on the assumption that the value and
composition of banks' assets over the simulation
horizon were �xed.

The shock analysis was conducted as a four-stage
procedure. Firstly, the "shock" scenario was de-
�ned and its impact on macroeconomic processes
was examined using the Polish economy model

NECMOD over the period till the end of 2010.
This scenario assumes that the economic slow-
down in the United States will turn out to be
much stronger than indicated by the present as-
sessments and will result in a strong recession in
the euro area. As a result, Poland's economic
growth rate would also drop. Consequently, the
growth rate of lending would also be lower as
banks would probably signi�cantly tighten their
lending policy. Therefore, the shock scenario as-
sumes that the tightening of lending policy will
have a negative impact on private consumption,
corporate investments and on the property mar-
ket72. The GDP projection prepared for the
June issue of "In�ation Report" is the point of
reference (baseline scenario) for the simulation.
As economic growth forecasts for the economies
of Poland's main trading partners were revised
downward, which enhances the risk of an occur-
rence of a lower economic growth than expected
earlier, the Report also contains the results of the
simulation based on the forecast unveiled by the
European Commission in May 2009. However,
this forecast is not considered to be the most
likely scenario.

Table 3.16. Annual growth rate of GDP in analysed
macroeconomic scenarios

2009 2010
Baseline scenario 0.3% 1.1%
European Commission
forecast

-1.4% 0.8%

Shock scenario -2.3% -3.2%

Source: NBP.

In the second stage, conditional (taking account
of the impact of the analysed shocks) forecasts
of the impact of the macroeconomic condition
on banks' loan losses were prepared; the NBP-
developed panel models were used to forecast
loan losses at the level of individual commer-
cial banks. In the model of loan losses, they

72 A comparison of the path of GDP growth rate in the shock scenario with the fan chart presented in the "In�ation
Report" indicates that the shock scenario path is close to the �rst percentile of the distribution of GDP growth paths.
This indicates that, taking into account the uncertainty included in the fan chart, the probability of a more severe
slowdown of economic growth than the one presented in the shock scenario is around one percent.
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are explained both by macroeconomic variables
(changes in the real WIBOR 3M rate, GDP
growth rate), as well as by the characteristics of
individual banks (composition of loan portfolio)
and an autoregressive component.

The third stage of the simulation consisted in the
calculation of banks' hypothetical earnings, with
the adopted assumptions concerning net operat-
ing income before provisions for impaired loans.
The simulation assumed that net operating pro�t
before provisions decreased by 10% against the
2008 value. Such a decrease is comparable with
the hypothetical decrease of net operating in-
come before provisions as a result of lower inter-
est income due to the deterioration of the quality
of loans from the non-�nancial sector73 at a scale
corresponding to the results of the most pes-
simistic scenario presented. Banks' income was
not accounted for in the simulation presented in

the "Financial Stability Review - October 2008".
For this reason, the results of these simulations
cannot be compared.

In the �nal stage, based on the hypothetical
net operating income before provisions and the
model-generated amounts of provisions for im-
paired loans, the value of banks' earnings that al-
ters the value of their regulatory capital was cal-
culated. At certain banks, the estimated provi-
sions for impaired loans would exceed the amount
of net operating income before provisions, which
would decrease their regulatory capital. On the
basis of the banks' hypothetical regulatory cap-
ital calculated in this manner, their capital ade-
quacy ratios were estimated as well as the value
of an increase of capital that would enable all the
banks to maintain their capital adequacy ratios
above 8%. Details of the simulation results are
shown in Table 3.11 in Section 3.5.

73 The growth in value of loans with identi�ed impairment translates into the fall of banks' income by deceasing -
ceteris paribus- the value of loans generating interest income.
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Chapter 4.

Non-bank �nancial institutions

The operations of non-bank �nancial institutions in Poland, contrary to countries where

�nancial system is more developed, focused on o�ering traditional �nancial and insurance

services. Due to a relatively small scale of relationships between banks and non-bank

�nancial institutions, their impact on the situation of banks in Poland is limited.

Price declines in the equity market have reduced pro�ts of non-bank �nancial institutions

signi�cantly, in particular the pro�ts of insurance companies and � to a far lesser degree

� of investment fund management companies and pension fund management companies.

However, their pro�tability remained relatively high. The deterioration in economic growth

rate may negatively in�uence earnings of NBFIs, in particular, earnings of the insurance

sector. The situation in investment fund management companies and pension fund man-

agement companies will also depend to a great extent on the situation in �nancial markets.

Non-bank �nancial institutions (NBFI) form
an important part of the �nancial system in
Poland74, but in terms of asset size banks are
the dominating institutions (see Table 4.1).

In 2008, the value of NBFI's assets declined as
a result of the turmoil in the �nancial markets.
Open pension funds (OFE) were relatively less
hit by these developments due to the transfers of
pension contributions from the Social Insurance
Institution (ZUS), which were record high (21
billion zloty).

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

OFE ZU FI Banks
2006 116.6 108.6 99.2 681.8
2007 140.0 126.6 133.8 792.8
2008 138.3 138.0 73.7 1041,3

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

Unfavourable developments in the capital market
contributed to high demand for "anti-tax" de-
posits and products guaranteeing return of cap-

74 This chapter discusses the following largest sectors: institutions of the pension sector, insurance companies and
institutions of the investment funds sector. Detailed information about all types of non-bank �nancial institutions in
Poland is presented in Financial System Development in Poland (2007), NBP, Warszawa 2009., pp. 126-204.
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ital, due to which funds entrusted to insurance
companies (ZU) increased.

4.1. In�uence of non-bank �-

nancial institutions on the

banking sector stability

The current �nancial crisis across the world is
�rst of all a crisis of the banking sector. However,
the situation and the activities of non-bank �nan-
cial institutions contributed to both the emer-
gence of risks to the stability of the �nancial sys-
tem and their increased scale. Box 4 describes
the main channels of NBFIs in�uence on the �-
nancial stability in countries with more devel-
oped �nancial systems. In Poland, some pro-
cesses described in the box are not present as
banks do not follow the originate-and-distribute
model, and funds obtained from NBFIs do not
constitute an important funding source for banks
(banks liabilities originating from the issue of
own securities with original maturity of up to
2 years represented 0.3% of total liabilities as at
the end of March 2009). The in�uence of NBFI
on bank's situation is therefore far smaller than
in countries with more developed �nancial sys-
tems.

The main channels of in�uence of non-bank �-
nancial institutions on the domestic banking sec-
tor, i.e. the credit channel, funding and liquidity
channel, ownership channel and indirect market
channel, are shortly presented below.

Credit channel

This channel is related to loans extended by
banks to non-bank �nancial institutions. The
risk connected with this channel is small due to a
very low share of loans to pension funds and in-
surance companies as well as loans to investment
funds in the assets of the banking sector. The

total share of loans extended to �rms from these
sectors is no more than 0.5% of bank assets.

Funding and liquidity channel

This channel is related to �nancing banks by non-
bank �nancial institutions through their bank de-
posits and purchase of securities issued by banks.
In 2008, the risk underlying this channel in-
creased as there was an increase in the value of
bank deposits of insurance companies (see chap-
ter 4.2). The rise in insurer deposits was mainly
due to an increase in the value of so called "anti-
tax deposits". The share of deposits and other
bank liabilities to insurance companies and in-
vestment funds in the liabilities of the banking
sector remains relatively low � at the end of 2008
it amounted to 2.3% (1.4% � in the previous
year).

The signi�cance of insurers' deposits in banks
funding will probably decline in 2009 as some
insurance companies announced that they will
limit the sale of "anti-tax deposits", which ex-
hibit low pro�tability while generating capital re-
quirements.

Bank deposits of investment funds still repre-
sented an insigni�cant portion of the liabilities
of the banking sector (0.1% at the end of the
�rst half of 2008).

Ownership channel

Losses incurred by non-bank �nancial institu-
tions whose shareholders are banks may have a
negative impact on earnings of the owners in the
form of a decline in dividends paid by NBFI and
a decline in the valuation of NBFI equity.

The in�uence of the ownership channel in terms
of equity held by banks in non-bank �nancial in-
stitutions may be assessed as small. This is due
to a relatively low value of these instruments held
by banks compared to the value of their core cap-
ital. In case of pension fund management com-

75 The value of total share of banks in the equity capital of pension fund management companies is estimated as the
sum of products of banks' share in the pension fund management companies' share capital and the value of their
total equity.
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panies, the ratio of the value of shares held by
banks in these institutions 75 to the banking sec-
tor core capital does not exceed 0.5%.

The size of banks' equity stakes in insurance com-
panies is also small. Only one bank is a majority
shareholder of an insurance company. In addi-
tion, one bank holds 50% of shares of two insur-
ance companies. As all these insurance compa-
nies have been established recently, their total
share in the market 76 is small and amounts to
0.3%. In addition to the above-mentioned three
companies, banks also hold minority stakes in a
few other insurance companies. The total share
of banks in core capital of the insurance sector
does not exceed 2%77.

Banks' in�uence on the sector of investment fund
management companies is stronger than in the
case of pension fund management companies and
insurance companies. Banks' capital ties with in-
vestment fund management companies are usu-
ally of an indirect nature. In these cases, banks
are shareholders of brokerage houses or other en-
tities, which in turn are direct owners of invest-
ment fund management companies. As at the
end of 2008, the share of companies directly or
indirectly controlled by banks in the investment
fund market (measured by the share of net as-
sets managed by the investment fund manage-
ment companies in net assets of the whole sector
of investment funds) amounted to 18%. A large
share in the investment funds market (28%) was
also held by two investment fund management
companies where banks held large equity stakes
in entities that were their owners (49% and 50%).

Revenues of investment fund management com-
panies will probably decline in 2009 due to a fall
in investment funds assets and the recent rela-
tively low interest in this form of saving from
customers. This may lead to a decline in divi-
dends paid to controlling entities.

Indirect market channel

This channel is signi�cant due to the large value
of securities portfolios held by NBFIs. Equities
and Treasury bonds represent a particularly large
portion of these portfolios. If NBFIs are forced
to sell large stakes of these securities, banks may
incur losses resulting from the decline in mar-
ket prices. Such a situation might occur if large
insurance claims materialised, which would force
insurers to sell a portion of their investment port-
folio to obtain funds for payments of claims, or if
customers withdrew funds from investment funds
on a large scale.

The in�uence of NBFI decisions via Treasury
bond prices may be of the largest potential sig-
ni�cance. These instruments form an important
component of bank assets (10.8% as at the end of
March 2009 ). The current in�uence of the indi-
rect market channel on the banking sector result-
ing from NBFI involvement in the equity market
is slim due to a very low proportion of listed eq-
uities in bank assets (0.08% in March 2009). Po-
tentially, however, it may become important as
the decline in equity prices increases the cost of
capital for banks in the stock exchange, which in
view of the current situation may be of signi�-
cant. In the analysed period none of the banks
attempted to obtain capital in this manner.

76 The share is calculated as the ratio of the gross written premium for these companies to gross written premium of
the insurance sector .
77 In calculating the size of this share equity held by the European Bank for Reconstruction and Development has
not been taken into account.
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Box 4. In�uence of non-bank �nancial institutions on the stability of the banking
sector

The main transmission channels, through which non-bank �nancial institutions in�uence the sta-
bility of banking system, and hence the whole �nancial system in such countries as the United
States or euro area countries are: in�uence on the price of instruments traded on �nancial markets
(so called indirect market channel) and the in�uence on banks short-term liquidity and funding
liquidity management.

As a result of a decline in availability of debt funding and a deterioration in economic outlook
for 2008 part of non-bank �nancial institutions in developed countries took measures to reduce
investment risk. These measures were taken, among others, by large euro area insurers that
reduced the average share of equities in their investment portfolios considerably.

Turmoil in �nancial markets in the second half of 2008 resulted in large redemptions in hedge
funds and in some types of investment funds, mainly equity, bond and balanced funds. This made
fund managers to sell their assets (including shares, corporate bonds and mortgage bonds), which
was conductive to the decline in their prices. Therefore, there was an indirect impact of the above
on earnings of all �nancial institutions that held similar assets.

The out�ow of funds from hedge funds, coupled with the decline in the level of their �nancial
leverage1 and the reduction in investment risk by insurance companies limited the possibility of
obtaining �nancing by banks through securitisation of assets. In previous years, hedge funds
played an important role in the process of loan securitisation, being one of the main buyers of
high-risk tranches of securities created in this process (among others mezzanine tranches). The
decline in hedge funds involvement in securitisation transactions was conductive to banks retaining
new credits in their portfolios which led to an increase in capital requirements for banks and a
deterioration in their liquidity position.

The developments in the sector of insurance companies specialised in guaranteeing the repayment
of debt securities also had negative implications for the �nancial stability. These companies are
called monolines or �nancial guarantors. Their high ratings made it possible to raise ratings
for securities whose repayment had been guaranteed by monolines, due to which the rating of
the bonds could be higher than the rating of the issuer. In this way these companies facilitated
obtaining �nancing and reduced its cost. Initially, the operations of monolines were limited to
the municipal bond market. With time, however, they became involved in similar operations on a
large scale in structured �nance and securitisation. The high losses incurred by monolines on this
market in 2007 and 2008 were the reason for signi�cant downgrades in their ratings, in some cases
to a speculative level. This also led to an automatic downgrade of ratings for securities guaranteed
by them and a resulting decline of their valuation in balance sheets of �nancial institutions. The
rating downgrade of securities held in bank portfolios also resulted in the rise of banks' capital
requirements. Through the ownership channel, the monolines' losses had an adverse impact on
banks that were their shareholders.

Money market funds had a strong in�uence on situation of banks in developed countries, in
particular in the United States. The bankruptcy of the investment bank Lehman Brothers led to
a decline in net asset value of some of such funds below the amount paid up by their participants
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("breaking the buck"). The losses incurred by the participants of these funds resulted in large-
scale redemptions in the entire sector of money market funds. Money market funds had to sell
part of their assets, including short-term debt securities issued by banks and enterprises. Due
to these developments, banks' capability to raise short-term funding on the money market were
further constrained.

Most of the aforementioned transmission channels of non-bank �nancial institutions' in�uence on
banks did not develop in the Polish �nancial system or materialized to a very limited extent. The
�rst of the channels described above, i.e. indirect market channel, was an exception, mainly due
to relatively large holdings of Polish stocks and Treasury bonds held by Polish and foreign non-
bank �nancial institutions. Polish banks did not use asset securitisation as source of funding and
did not have exposure to monolines. Therefore, the mechanisms related to the role of non-bank
�nancial institutions in the process of credit securitization were not present in the Polish �nancial
system. In addition, banks use short-term debt securities as a source of funding only to a limited
extent.
1 Financial leverage in hedge funds is de�ned as the ratio of their gross assets to capital .

4.2. Insurance companies

Earnings and their determinants

Good economic situation throughout most of
2008 supported growth of the sector of non-life
insurance and other personal insurance (here-
inafter: non-life insurance sector) (see Table 4.2).
Fairly strong growth was, among others, also ob-
served in the sales of car insurance policies that
represent a large portion of the non-life insur-
ance sector. In the life insurance sector, insur-
ances with predominantly investment character,
among others, the so called anti�tax deposits78

had a signi�cant contribution in sector's growth,
as well as capital guaranteed structured products
o�ered in the form of life insurance policy.

In 2008, earnings of the insurance sector were

strongly a�ected by the decline in the equity
market despite an insigni�cant exposure of the
insurance sector to this market (in 2008, the
share of equity in insurance companies' invest-
ments amounted to 1.9%79, and the share of in-
vestment fund participation units and certi�cates
amounted to 3.2%). Excluding the result on eq-
uities, the pre-tax pro�t of the insurance sector
would have been higher by around 22%.

A relatively high rise in pro�ts of the non-life
insurance sector in 2008 was caused by a factor
unrelated to the sector's core activities, i.e. the
payment of a high dividend for PZU S.A. by its
subsidiary � PZU �ycie S.A. If the dividend had
not been taken into account, pre-tax pro�t and
net investment income of the non-life insurance
sector in 2008 would have been much lower than
in the previous year (by 38% and 35%, respec-
tively).

78 In economic terms, these products are very similar to bank deposits but are o�ered in the form of life insurance
policy, owing to which pro�ts they generate are not subject to capital gains tax.
79 The share does not account for equity of subsidiary companies held by insurance companies. Investments in the
case of which the risk is borne by customers have not been taken into account, either. Net investment income on
these investments does not in�uence insurance companies' earnings.
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Table 4.2. Earnings of insurance companies (million zloty)

2006 2007 2008 Change in 2008
(in %)

Non-life insurance sector:
- Gross premiums written 16 425 17 984 20 284 12,8%
- Technical result 1 574 1 235 741 -40,0%
- Net investment income not in-
cluded in technical result

2 836 1 400 2 933 110,8%

- Net pro�t 3 772 2 002 3 363 67,9%
Life insurance sector:
- Gross premiums written 25 509 25 509 38 986 52,8%
- Technical result 3 226 3 453 3 448 -0,1%
- Net investment income not in-
cluded in technical result

316 600 -340 -

- Net pro�t 2 882 3 287 2 580 -21,5%

Source: KNF.

Figure 4.1. Gross loss ratio in non-life insurance
sector
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Source: KNF.

The average loss ratio (main factor in�uencing
the pro�tability of core operations in non-life in-
surance sector) in 2008 was similar to that of the
previous year (see Figure 4.1). The decline in
the technical result in 2008 should therefore pri-
marily be attributed to a rise in insurance com-
panies expenses related to the introduction, in

the fourth quarter of 2007, of the obligation to
transfer part of premiums from automobile third
party liability insurance policies (OC) (12%) to
the National Health Fund. This change led to
an increase in loss on insurance activity in the
group of automobile third party liability insur-
ance (OC) from 139 million zloty in 2007 to 693
million zloty in 2008. The technical result of re-
maining part of non-life insurance sector (except
for the automobile third party liability insurance
sub�sector) was higher by 4.4% in 2008 than in
the previous year.

Solvency and capital position of insur-

ance companies

The strong growth of the insurance sector, mea-
sured with gross written premiums' increase, was
the reason for a decline of the capital adequacy
ratio (activity monitoring ratio), especially in the
life insurance sector (see Figure 4.2). However,
the capital adequacy ratio still considerably ex-
ceeds the required minimum i.e. 100%: 2.9 times
in the life insurance sector and 6.5 times � in non-

80 The high excess of regulatory capital over the capital requirement in the non-life insurance sector mainly relates
to the sector's largest company, where regulatory capital exceeded the capital requirement 12.4 times at the end of
2008. After excluding 5 largest non-life insurance companies, the ratio of own funds to the capital requirement falls
to around 2.3 (source: NBP estimates based on KNF data).
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life insurance sector 80.

Figure 4.2. Activity monitoring ratio in the insur-
ance sector
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 Source: KNF.

Figure 4.3. Distribution of activity monitoring ra-
tio in life insurance sector
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Source: KNF.

At the end of 2008, all insurance companies met
the capital requirement and the requirement to
cover insurance provisions with assets, as pro-
vided for in the Act on Insurance Activity (at
the end of 2007 and in the course of 2008, a few
insurance companies did not meet these require-
ments). The market share of insurance compa-
nies with activity monitoring ratios of 100�150%
and 150�200% increased in 2008 (see Figures 4.3
and 4.4).

Figure 4.4. Distribution of activity monitoring
ratio in non-life insurance sector

0%

10%

20%

30%

40%

50%

60%

70%

<1
00

%

10
0-

15
0%

15
0-

20
0%

20
0-

25
0%

25
0-

30
0%

>3
00

%

Activity monitoring ratio

Sh
ar

e 
in

 se
ct

or
's 

pr
em

iu
m

s

31-12-2006 31-12-2007 31-12-2008

 

 
Source: KNF.

Investments of insurance companies

Investment risk taken by insurance companies is
relatively low. The fraction of high risk �nan-
cial instruments in investments, such as shares
or participation units in investment funds, de-
creased in 2008 for another year in succession
(see Figure 4.5). It should be noted that in the
previous year it was much lower than the aver-
age for EU countries and other countries of the
European Economic Area (3.5 times).

Figure 4.5. Structure of investments of insurance
companies
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Note: shares calculated without taking into account
investments where risk is borne by customers.
Source: KNF.
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Debt securities account for the majority of insur-
ance companies investments. At the end of 2008,
their share amounted to around 61% of the in-
vestment portfolio (68% a year earlier). Most of
the debt securities (97%) are very low credit risk
securities, i.e. securities issued, or guaranteed
by the State Treasury or international organisa-
tions, of which Poland is a member.

The share of bank deposits in insurance compa-
nies' investments rose sharply from 8% to 22% in
2008. The rise in the value of these investments
was mainly recorded in life insurance companies
(from 4.3 billion zloty to 18.6 billion zloty), which
was related to the increase in the value of the so
called anti�tax deposits and structured products.
Credit risk increased in life insurance companies
as bank deposits represented over 1/3 of the in-
vestment portfolio at the end of 2008, while a
year earlier it was only 11% (bank deposits of in-
surance companies are not usually highly diver-
si�ed, in terms of the number of counterparties).

Outlook

The expected decline in the economic growth rate
will have a negative impact on the insurance sec-
tor in 2009. The life insurance sector is partic-
ularly sensitive to changes in the economic situ-
ation. However, a deterioration in the economic
situation will also have a considerable negative
in�uence on non-life insurance sector's earnings.
This will concern, among others, car insurance
sub�sector in connection with an expected de-
cline in the growth rate of second-hand car im-
ports and new car sales.

From 2009, the obligation to transfer part of
premiums from automobile third party liability
insurance policies (OC) to the National Health
Fund will be abolished, which will positively in-
�uence the technical result of non-life insurance
companies. On the other hand, in August 2008,
new regulations came into force which may lead
to an increase in claims paid out from third party
liability insurance policies (OC) (the so called in-

stitution of compensation for next of kin of the
deceased 81). The impact of these factors on the
earnings of the non-life insurance sector in 2009
is not likely to be signi�cant as some of the own-
ers of insurance policies are not aware the new
regulations have come into force and, because -
in disputed cases - it is necessary to open court
proceedings before compensation is paid.

On the other hand, a fall in property prices and
a decline in the value of newly extended hous-
ing loans will have a negative impact on insur-
ance companies' revenues. In the case of hous-
ing loans, insurance companies have a possibil-
ity of selling several types of insurance policies,
such as house insurance, bridge insurance policies
and policies covering the shortfall in borrower's
equity in housing purchase (for high-LtV hous-
ing loans), as well as �nancial insurance policies
(among others, job loss insurance policies). The
negative impact of the decline in property prices
on the value of premiums written results from the
fact that the amount of the premium is usually
calculated as a speci�c percentage of the value of
insured property.

The risk underlying job loss insurance contracts
is that of increased cost of claims to be paid to
the insured if unemployment goes up. It may
be expected that in the context of a worsening
situation in the labour market, individual bor-
rowers and banks will use this type of insurance
contracts to a greater extent than they have so
far.

It is di�cult to assess both the total value of
loans insured and the size of the risk derived from
this type of insurance contracts. In loan insur-
ance policies, the insurance company is entitled
to have recourse to the borrower whose liabilities
related to loan servicing it has settled. The loan
insurance market is largely concentrated; a major
market share is held by a few largest companies.

The growth rate of sales of insurance products
with predominantly investment character may be
expected to fall in 2009. The factors contribut-

81 Art. 446 � 4 of the Civil Code.
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ing to the fall are, on the one hand, a decline
in the pro�tability of the so�called anti�tax de-
posits, driven by cuts in interest rates, and on
the other hand, the fact that insurance compa-
nies may be less interested in o�ering these prod-
ucts due to an increase in the capital require-
ment their sale involves, and at the same time,
their low pro�tability. The impact of the decline
in the growth rate of premiums from unit-linked
insurance policies and anti�tax deposits on the
earnings of insurance companies will not, how-
ever, be signi�cant due to a low pro�tability of
these products.

An increase in perceived risk made some of in-
surance companies to take a decision to cut sales
or cease to o�er certain insurance products. This
action concerns, among others, so called bridge
insurance policies (housing loan insurance poli-
cies for the period until the borrower's entry
in the Mortgage Register becomes valid) and
policies covering the shortfall in borrower's eq-
uity for high-LtV housing loans. The decision
was prompted by insurance companies' concerns
about the deterioration of the quality of hous-
ing loans, which could lead to a rise in their loss
ratio in the above mentioned type of insurance
contracts. On the other hand, the concentra-
tion of credit risk (especially if an insurance com-
pany cooperates with only one bank when o�er-
ing anti�tax deposits), the low pro�tability and
increased capital requirement were the reasons
why some insurance companies either withdrew
or limited their o�er of anti�tax deposits. The
KNF took measures to limit the risk of concen-
tration of the exposures in one entity by mak-
ing the possibility of classifying assets to cover
insurance provisions in cases of increased asset
concentration in one entity conditional on hav-
ing an appropriate excess of own funds over the
capital requirement 82.

4.3. Pension fund management

companies and open pen-

sion funds

Earnings of pension fund management

companies

The year 2008 saw an improvement of earnings
of pension fund management companies (PTE)
that also maintained their technical pro�tability
at a level approaching the 2007 �gure. Revenues
from open pension fund (OFE) management in-
creased, mainly due to higher revenues from fees
charged by PTEs on paid-in member contribu-
tions (see Table 4.3).

The technical pro�t of pension fund management
companies on open pension fund management
also increased, however the increase was much
lower than in the previous year. The lower �g-
ure resulted primarily from PTEs' higher costs
related to increasing their membership (costs of
acquisition services, marketing and promotion).
These changes halted the present upward trend
of the technical pro�t margin ratio.

Figure 4.6. Technical pro�tability of pension fund
management companies and value of the managed as-
sets of open pension funds
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Source: NBP calculations based on KNF data.

82 See the statement by the O�ce of KNF of 15 April 2009 on classifying assets covering insurance provisions available
at www.knf.gov.pl
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Table 4.3. Financial results and technical pro�tability of pension fund management companies (million
zloty)

2006 2007 2008
Revenues from OFE management 1513 1737 1900
- revenues from member contributions 960 1056 1232
- remunerations for OFE management 491 587 586
OFE management costs 866 961 1056
- obligatory costs 404 426 428
- other costs 462 534 629
Technical pro�t on OFE management 647 776 844
PTE net pro�t 604 696 731
Technical pro�t margin on OFE management (in %) 43 45 44

Note: technical pro�t margin - relation of technical pro�t to revenues from open pension fund management.
Source: KNF.

However, an analysis of the pro�tability of pen-
sion fund management companies, based on the
value of technical pro�t, may not be complete as
costs of acquisition activities are not recognised
in an uniform fashion in PTE �nancial state-
ments. Some PTEs recognise all costs of acquisi-
tion services in the year they were borne, whereas
they are distributed by other PTEs over two or
more years. The manner in which acquisition
costs are booked has an impact on the value of
own capital reported by PTEs. Reporting acqui-
sition costs on a one-o� basis in the pro�t and
loss account has an in�uence on the reduction of
one item of own capital, namely the net earnings
of a current year, by all acquisition costs. There-
fore, should PTEs that distribute settlement of
the costs over time change their accounting rules
into one-o� settlement in the pro�t and loss ac-
count, their own capital would be lower.

Due to noticeable growth in competition, which
results, in the increase of the costs of acquisi-
tion services, marketing and promotion, an anal-
ysis of acquisition costs is of importance in the
context of the assessment of the stable opera-
tion of PTEs. As the average value of funds ac-

cumulated in OFE members' accounts is rising,
it is becoming more pro�table for PTEs to ac-
quire members who are already members of other
OFEs than persons who have not joined OFE
yet. Therefore, the increased number of trans-
fers among PTEs was the result of heightened
competition. In 2008, the number of members'
transfers among OFEs reached its historical level
when it exceeded 450,000 (an 18% rise in com-
parison with 2007). The acquisition costs borne
by the pension fund management company that
increased its membership most via transfers were
so high that it was the sector's only PTE to re-
port a loss and a negative technical pro�t margin
on OFE management (see Figure 4.6).

Minimum required rate of return of

open pension funds

At the end of March 2009, all open pension funds
generated negative 36-month rates of return;
however, the fact that they were higher than the
minimum required rate of return (MRRR) is of
major importance for the stability of the PTE
sector. This implies that although the results of

83 Open pension funds' non-compliance with the MRRR does not imply that it is necessary for PTEs to use own funds
to make supplementary payments. A de�cit is in the �rst place covered from the reserve account, where funds from
fund's asset management fee premia are held. In the second place, a de�cit is covered with the so-called additional
section of the Guarantee Fund. As a result of this action, a necessity may arise for a PTE to supplement funds in the
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pension funds were generally worse, the supple-
mentary payment risk of PTEs did not materi-
alise83.

Figure 4.7. Ratio of pension fund management
companies' capital to 1% of the value of assets of
open pension funds they manage
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Note: values as at the end of the year.
Source: NBP calculations based on KNF data.

Figure 4.8. Ratio of pension fund management
companies' capital to 1% of the value of assets they
manage against the value of assets of the open pen-
sion funds
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Note: data as at end of 2008
Source: NBP calculations based on KNF data.

Due to an insigni�cant decrease of the assets of
open pension funds, the capital bu�er of pen-
sion fund management companies has slightly

improved although it is still relatively low in com-
parison with the assets of open pension funds
they manage (see Figure 4.7). The largest pen-
sion funds primarily exhibit the lowest levels of
coverage of their assets with PTEs' own capital
(see Figure 4.8). In the case of these funds, the
fact that they impact the most the level of the
MRRR helps reduce their risk of supplementary
payments.

In the analysed period, the rates of return of
some open pension funds came close to the statu-
tory minimum level. The di�erence between
the sector's lowest recorded rate of return and
the minimum required rate of return decreased
from 10.2 percentage points to 1.4 percentage
points (see Figure 4.9). This increases PTEs'
risk to make supplementary payments for non-
compliance with the MRRR by the open pension
funds they manage.

Figure 4.9. Rates of return of open pension funds
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Note: MRRR/WARR/MXRR/MNRR - minimum re-
quired/ weighted average/ maximum/minimum rate
of return of open pension funds.
Source: NBP calculations based on KNF data.

The results of a simulation which assumed that
the value of all accounting units of all open pen-
sion funds would remain at the April 2009 level
show that the value of the weighted average rate
of return for the sector would fall from the end
of March 2009 level of -2.9% to -13.0% and -

Fund' additional section once they fall below the MRRR. Subsequently, a de�cit is covered with PTE's own funds.

Financial Stability Report � June 2009 93



IPension fund management companies and open pension funds

15.5% at the end of March 2010 and the end of
September 2010, respectively (see Figure 4.10).
The simulation indicates that under the assump-
tion that no change in the value of accounting
units against the end of April 2009 (i.e. assuming
that unfavourable developments persist in �nan-
cial markets), all pension funds continue to re-
port rates of return higher than the MRRR over
the simulation horizon (2009-2010), although in
one instance the value of excess over the MRRR
in late March 2010 amounts to merely 0.1%. In
the same simulation conducted on the basis of the
end of March 2009 value of accounting units, one
pension fund failed to meet MRRR at the end of
March 2010 and the end of September 2010.

Figure 4.10. Simulation of rates of return of open
pension funds
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 Note: MRRR/MNRR - minimum required/ minimum
rate of return of open pension funds.
Source: NBP estimates based on KNF data.

Composition of OFE assets

The fall of share prices in 2008 led to a change in
the composition of the portfolios of open pension
funds, i.e. the share of Treasury debt securities
in the portfolio increased (to 73% at the end of
2008) and the share of equities decreased. Other
types of investment accounted for only a fraction

of the portfolio of OFEs (see Figure 4.11). It
should be emphasized that unlike pension funds
operating in the European Union and the United
States, the composition of OFEs' portfolio was
conservative and did not include, in particular,
securities issued in the process of loan securitisa-
tion.

Figure 4.11. Composition of investment portfolios
of open pension funds
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Source: NBP calculations based on KNF data.

Outlook

In the future, the earnings of the pension sec-
tor may be a�ected if the government draft laws
amending the law on the organisation and op-
eration of pension funds and of the law on the
organisation and operation of pension funds and
certain other laws are signed into law 84. Amend-
ments proposed in the government bill provide
for a reduction of the maximum fee on contri-
butions paid in to OFEs from 7% to 3.5% from
the start of 201085 and setting the upper limit of
15.5 million zlotys on monthly PTE asset man-
agement charges.

84 Earlier, two draft laws were lodged with the Polish parliament, also providing for a reduction of the maximum fee
on contributions paid in to OFEs.
85 At present, the relevant law in force also provides for a gradual reduction of the fee on contributions to the level
of 3.5%, but the process is to be gradual and last until 2014.
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4.4. Investment fund manage-

ment companies and invest-

ment funds

Changes in asset value and net in�ow

to investment funds

The turmoil in �nancial markets negatively in-
�uenced the asset value of investment funds (see
Figure 4.12). The cumulative decline in funds'
assets since the beginning of 2008 to the end of
the �rst quarter of 2009 has amounted to almost
50%. The factors that contributed to the de-
cline in funds' asset value were falls in prices of
�nancial assets, mainly equities, and the related
redemptions from investment funds (see Figure
4.13). A rise in the returns on alternative in-
vestments, particularly bank deposits, also con-
tributed to the out�ow of cash from investment
funds in 2008.

Figure 4.12. Net assets of investment funds
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Source: Analizy Online.

The redemptions in 2008 and at the beginning of
2009, were mainly the consequence of negative
returns posted by funds. The largest losses were

recorded by equity and balanced funds. As at the
end of the �rst quarter of 2009, the average fall in
the value of participation units of Polish univer-
sal equity funds (not specialized in investments
in shares of particular companies or companies
from particular sector) in the period of the last
12 months amounted to -47%, and in the period
of the past three years -35%. Average loss posted
by customers of Polish universal balanced funds
was 30% and 20%86 respectively. Customers of a
few bond and money market funds also recorded
signi�cant losses, which occurred due to a de-
cline in the value of securities issued abroad and
structured bonds.

Figure 4.13. Net in�ow of cash to investment funds
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Source: Analizy Online.

At the beginning of 2009, valuation of units and
redemptions in three open-end funds were sus-
pended for the �rst time in the history of the
Polish market. This resulted from the di�culties
in valuation of structured bonds held by funds.
Despite signi�cant redemptions from investment
funds, the option to suspend payments in case of
large-scale redemptions from an open-end invest-
ment funds, provided for in the law on investment
funds87, was not used.

86 Source: Analizy Online.
87 Pursuant to art. 89 � 4 and 5 of the Investment Funds Act, a fund may suspend redemption of participation units
for 2 weeks if in the period of the previous 2 weeks the total value of participation units redeemed by the fund and
units the redemption of which has been required represents an amount exceeding 10% of the fund's asset value. KNF
may prolong this period to a maximum of 2 months and the redemption may be carried through in instalments to
be paid for the maximum period of 6 months.
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The decline in funds asset value resulted in wind-
ing up some of the funds. The management of
funds whose assets under management are too
low is unpro�table for investment fund manage-
ment companies, as �xed costs, such as the cost
of the custody and audit costs, have to be borne.
Some investment fund management companies
are considering mergers of smaller funds with
other funds managed by the same fund manager.

Earnings of investment fund manage-

ment companies

The decline in funds' assets was the main reason
for a decrease in revenues and pro�ts of invest-
ment fund management companies in the �rst
half of 2008 (see Table 4.4). The fall in prices
in the �nancial markets also had a negative im-
pact on the amount of success fees for investment
fund management companies provided for in the
statutes of some funds. Notwithstanding a fall
in the revenues of investment fund management
companies in the �rst half of 2008, there was a
small increase in return on operating activities
(see Table 4.4), which was due to a simultaneous
reduction in certain costs, such as advertisement
and distribution costs. Advertisement expenses
will probably rise only when there is a signif-
icant improvement in the situation in �nancial
markets, particularly the situation on the equity
market.

Prospects

The data currently available make it impossible
to assess investment fund management compa-
nies earnings posted after June 2008 in an accu-
rate manner. Market observation enables, how-
ever, to expect a continued fall in pro�ts in the
second half of 2008 and the beginning of 2009. It
may be expected that investment fund manage-

ment companies will be forced to reduce costs.
Among the sources of saving are, inter alia, mar-
keting expenses and, to a smaller extent, person-
nel costs.

Due to the decline in fund asset value small in-
vestment fund management companies, which
manage funds whose total asset value does not
ensure reaching the break even point may face
the most di�cult �nancial situation. The share
of funds managed by them in sector assets is,
however, insigni�cant.

If the downturn in the �nancial markets per-
sists, it may force consolidation or sale of smaller
investment fund management companies. It is
also possible that some small investment fund
management companies will (in return for an
adequate price) hand over the management of
their funds to other investment fund manage-
ment companies. If the extreme scenario mate-
rialises and some investment fund management
companies are wound up or go bankrupt, their
shareholders will su�er a loss. Such a situa-
tion should not, however, have a direct impact
on the customers of funds managed by them
(the �nances of the fund and of the investment
fund management company are separated and
the maximum costs which are the burden of the
fund, including the management fee for the in-
vestment fund management company, have to be
laid down in its statutes). Pursuant to the In-
vestment Funds Act, if an investment fund man-
agement company goes bankrupt or is wound up
the management of its funds is �rst taken over
by the custodian bank, and secondly � by the
investment fund management company that has
taken it over. If no investment fund management
company is interested in taking over the manage-
ment of the fund, the fund will be wound up and
the proceeds from the sale of its assets will be
distributed among customers.
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Table 4.4. Earnings (in million zloty) and key ratios of the investment fund management companies sector
compared with the average net asset value of investment funds

I half of
2006

I half of
2007

I half of
2008

Change in the I
half of 2008

Revenues on operational activity,
of which:

1 119.7 2 070.7 1 626 -21.5%

- Management fees 913.8 1 712.8 1 556 -9.2%
- Handling charges 184.3 353.4 54.9 -84.5%
Costs of operational activity 837.4 1 512.1 1 179.3 -22.0%
Pre tax pro�t 294.9 588.1 483.9 -17.7%
Net pro�t 241.1 475.9 390.3 -18.0%
Average monthly value of net as-
sets

73 049.7 120 977.8 106 539.9 -11.9%

Pre tax pro�t margin on opera-
tional activity

26.3% 28.4% 29.8% 1.4 pp.

ROE 56.0% 78.3% 75.1% -3.2 pp.

Source: GUS, Analizy Online.
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Glossary

Glossary

Activity monitoring ratio � the ratio of insurer's capital to the statutory capital requirement,
which is the value of solvency margin or the guarantee capital (whichever is higher).

Adjusted net interest margin � ratio of net interest income less interest income on securities
held and net charges to provisions for impaired loans to assets.

Adjusted one�month liquidity gap � the di�erence between the book value of assets of up to 1
month (adjusted for the value of overdue claims and for the value of Treasury securities earmarked
to cover the fund for protection of guaranteed deposits of the Bank Guarantee Fund) and the surplus
of deposits from non��nancial customers of up to 1 month over the core deposits and other liabilities
of up to 1 month.

Balance on technical insurance account � di�erence between income from premiums as well
as the so�called other technical income and damages paid out, bene�ts and changes to technical
and insurance provisions, the costs of pursuing insurance activity (inter alia, administrative and
canvassing costs and the cost of acquisition), the so�called other technical costs and a part of income
from deposits.

Banking sector � all commercial and cooperative banks as well as branches of foreign credit
institutions operating in Poland.

Buy-sell-back � the agreement, in which one of the party agrees to assign the securities to other
participants in exchange of �xed amount of money and obliges to repurchase the securities for given
price plus interest. Interest earned on underlying securities during transaction are kept by investing
party. The value of interest earned by temporary owner is included in the price of repurchased
securities (dirty price).

Call option � derivative �nancial instrument that gives the buyer a right, but not an obligation,
to buy underlying asset under given conditions. The seller is obliged to sell underlying asset under
these conditions on the request of the buyer.

Cash liquidity ratio � the ratio of short�term investments (short�term assets purchased for the
purpose of achieving economic pro�ts resulting from the increase in value of the assets) to short�
term liabilities (liabilities arising from purchase of goods and services, and other liabilities that
become due within 12 months).

Capitalisation rate � the ratio of income from a property to its purchase price.

Consumer loans � inter alia, overdraft facility, credit card lending, instalment loans.

Continued activity � the part of business activity, that enterprise plans to continue in foreseeable
future in the same scale.
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Core deposits � the stable part of deposits of the non��nancial sector. For the purpose of NBP
analyses it is assumed that the proportion of core to total deposits amounts to 70% of the value
of deposits. This level is the minimum amount reported by eight banks questioned by the NBP on
their estimation of the stable part of deposits placed by non��nancial entities.

Cost/income ratio � the ratio of operating expense to net income from banking activity.

Coverage of liabilities and loans with cash �ows � ratio of cash �ows from operating activities
to the value of liabilities and loans.

Coverage of loans with cash �ows � ratio of cash �ows from operating activities to the value
of loans.

Credit Default Swap (CDS) � a credit derivative whose seller undertakes to pay the buyer the
face value of a third party's contractually speci�ed defaulted obligation in case of a credit event
pertaining to a third party (reference entity) in exchange for a premium. A credit event may be the
reference entity's declaration of bankruptcy, a contractually speci�ed change to the credit rating of
the entity or a change to the rating of a speci�ed debt security.

Credit spread � the di�erence between the loan interest rate and the interbank market interest
rate.

Delta � the indicator describing the rate of change of the price of option in relation to the change
in the price of the underlying asset, de�ned as the �rst derivative of option's price against the price
of underlying asset.

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

Discontinued activity � the part of business activity, that enterprise does not plan to continue.

Domestic banking sector � commercial banks and cooperative banks functioning in Poland
(without subsidiaries of foreign �nancial institutions).

Earning assets � assets directly generating income, mainly, claims (excluding interest accrued)
and securities.

E�ective interest � the ratio of interest income (cost) to average value of claims (liabilities) in
given period.

European Economic Area � covers the EU countries, Norway, Iceland and Liechtenstein.

Financial strength rating � a measure of long�term capacity of a �nancial institution to conduct
its business independently, without support of third parties, calculated by Moody's on the basis of
fundamental data, franchise value, and the scale of activity diversi�cation as well as the level of
development of the �nancial system in which the institution operates, the quality of supervision,
and the strength of the economy.

Financial leverage � the ratio of liabilities to shareholders equity.

Funding gap � the di�erence between the amount of loans to non��nancial customers and the
general government sector, and the amount of deposits accepted from those sectors, expressed as
percentage of the value of loans.

Gamma � the rate of change of delta with respect to the asset price, de�ned as second derivative
of option's price against price of underlying asset.
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Gross written premiums � value of gross premium (before taking into account the share of
reinsurers): in the case of life insurance sector � payable under the contract within the reporting
period, whether or not the premium has been paid; in the case of non�life insurance sector, where
the duration of coverage is determined � amounts payable for the whole period of liability, notwith-
standing its duration, arising from the agreements concluded during a particular reporting period,
whether or not the premium has been paid; in the case of non�life insurance, where the duration
of the period of liability is not determined � amounts payable during a particular reporting period,
whether or not the premium has been paid.

Guaranteed rate � the interest rate used for the calculation of technical and insurance provisions
in life insurance sector and provisions for discounted value of annuities.

Individual rating � a measure of a bank's probability of default and need for support from third
parties, as assessed by Fitch. This measure re�ects the exposure of the �nancial institution to risks.
This measure assesses: risk appetite and risk management of the institution, balance sheet structure
as well as size of the institution and diversi�cation of activity.

Interquartile range � the di�erence between the value of the third quartile and the value of the
�rst quartile in the distribution of a variable.

Interest Rate Swap � transaction, under which two parties are oblige to exchange interest pay-
ments from given nominal amount for �xed term. Payments are settled in the same currency and
valued with interest rate de�ned for each party. IRS rates presented in the Report are the values of
�xed interest rate paid in exchange for �oating interest based on WIBOR.

Irregular loans � at banks applying Polish accounting standards: loans classi�ed as substandard,
doubtful, loss loans; at banks applying IFRS: impaired loans, as recognized by the bank on the base
of objective circumstances.

Irregular loan ratio � the ratio of irregular loans to total loans.

Loan service burden ratio (household sector) � the ratio of the sum of principal and interest
instalments paid by households to their disposable income. For the sector's aggregated ratios, the
sum of principal and interest instalments is estimated based on banking statistics on the value of
loans, the average interest rate on consumer, housing and other loans, and the average maturity
loans. Data on gross disposable income come from GUS national accounts. Ratios on the level of
particular households are calculated on the basis of data from GUS Household Budget Surveys.

Loss ratio � the ratio of gross (i.e. before taking reinsurance into account) insurance claims paid,
taking into account the changes in the stock of reserves for unpaid gross claims, to premiums earned.

Net charges / Net movements in provisions and valuation allowances � net charges to
provisions less releases of provisions.

Net income from banking activity � the sum of net interest income and net non�interest
income (net income on fees and commissions, income on stocks or shares, other securities and
�nancial instruments of a variable rate of return, net/gains losses on �nancial operations, net FX
gains/losses).

Net interest margin � the di�erence between interest income and interest expenses, divided by
average assets in a given period.

One�month liquidity gap � the di�erence between the book value of assets with the maturity of
up to 1 month and the book value of liabilities with the maturity of up to 1 month.
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Operating cash�ow � the value of cash�ow form operating activity. The value of operating
cash�ow was based on �nancial reports F-01, according to indirect method which adjusts net income
as follows: net income + amortisation + change in the value of reserves - change in the value of
stocks - change in the value of claims + change in the value of short-term liabilities + change in
the value of accruals - change in the value of accrued liabilities - pro�t from sold investments + loss
from sold investments - interest received (�nancial income) - dividends + interest paid (�nancial
costs) - exchange gain + exchange loss.

Operating costs � the sum of bank's operating costs and amortisation

Overnight Index Swap � transaction, under which two parties are oblige to exchange interest
payments from given nominal amount for �xed term. Payments are settled in the same currency and
valued with interest rate de�ned for each party. OIS rates presented in the Report are the values of
�xed interest rate paid in exchange for interest based on average O/N rate for the duration of the
contract.

Premiums earned � part of the gross written premiums payable to the insurance company for
the risk incurred within a particular reporting period (determined as a written premiums in the
reporting period decreased by the balance of provisions for unearned premiums as at the end of
the reporting period and increased by the balance of provisions for unearned premiums as at the
beginning of the reporting period).

Price-to-book value � ratio of the price of one share of a company to accounting value of capital
per share.

Put option � derivative �nancial instrument that gives the buyer right, but not an obligation, to
sell underlying asset under given conditions. The seller is obliged to buy underlying asset under
these conditions on the request of the buyer.

Quick liquidity ratio � the ratio of the sum of short�term investments (short�term assets pur-
chased for the purpose of achieving economic pro�ts resulting from the increase in value of the
assets) and short�term claims (claims arising from sales of goods and services, and all or part of
other claims that are not classi�ed as �nancial assets and become due within 12 months) to short�
term liabilities (liabilities arising from purchase of goods and services and other liabilities that
become due within 12 months).

Sell-buy-back � the agreement, in which one of the party agrees to assign the securities to other
participants in exchange of �xed amount of money and obliges to repurchase the securities for given
price plus interest. Interest earned on underlying securities during transaction are kept by investing
party. The value of interest earned by temporary owner is included in the price of repurchased
securities (dirty price).

Support rating � measure of ability and willingness of parent entities and home country govern-
ment to �nancially support the analysed institution.

Technical pro�t � di�erence between income from premiums as well as the so�called other technical
income and claims and bene�ts paid, changes in insurance provisions, the costs of conducting
insurance activity (inter alia, administrative and acquisition expenses), the so�called other technical
costs and a part of income from investments.

Technical pro�t/loss of PTE from the management of OFE � di�erence between revenues
from managing OFE (inter alia, fees from premiums paid�in and remuneration for OFE manage-
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ment) and the costs of OFE management (inter alia, commissions for ZUS on premiums paid�in,
the costs of acquisition, PTE general costs).

Value-at-risk �maximal loss that can be incurred in a given time horizon with given con�dence
level, estimated on the basis of historical data

Vega � the indicator describing the rate of change of the price of option in relation to the change in
the volatility of price of the underlying asset, de�ned as the �rst derivative of option's price against
the volatility of the price of underlying asset.
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BIK Biuro Informacji Kredytowej
BSB Buy-sell-back
CRD Capital Requirements Directive
DEV "Developing" rating outlook (conditional on certain events)
DNG Rating under review for possible downgrade
ECB European Central Bank
EEA European Economic Area

EURO
STOXX 50

Index of 50 large eurozone companies calculated by Stoxx Ltd � joint
venture of German and Swiss stock exchanges and Dow Jones & Co.

FI Investment funds
GPW Warsaw Stock Exchange
GUS Central Statistical O�ce

IFRS/IAS International Financial Reporting Standards / International
Accounting Standards

IRS Interest Rate Swap.
KDPW National Depository for Securities
KNB Commission for Banking Supervision
KNF Polish Financial Supervision Authorityo
KSF Financial Stability Committee
LtV Loan�to�value ratio. Ratio of the amount of loan to the value of

property on which security is established
MRRR Minimum required rate of return

MSCI EM Index of companies from 26 emerging markets calculated by MSCI
Barra � a subsidiary of Morgan Stanley

mWIG40 Index of 40 medium-cap companies listed on the Warsaw Stock
Exchange

NBFI Non-bank �nancial institutions
NBP National Bank of Poland
NEG Negative rating outlook � expected downgrade
OFE Open Pension Funds
POS Positive rating outlook � expected upgrad.
PTE Pension fund management companies
ROA Return on assets. Pro�t of an entity expressed as percentage of the

average value of its assets
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ROE Return on equity. Pro�t of an entity expressed as a percentage of the
average value of its equity (in the case of banks, de�ned as regulatory
capital)

ROEA Return on earning assets. Pro�t of a bank expressed as a percentage of
the average value of its earning assets.

RUR Rating under review
RWR Rating withdrawn
SBB Sell-buy-back
STA Stable rating outlook

sWIG80 Index of 80 small-cap companies listed on the Warsaw Stock Exchange
TFI Investment fund management company
UPG Rating under review by agency for a possible upgrade
VaR Value at Risk
WIG Main index of the Warsaw Stock Exchange

WIG20 Index of 20 large-cap companies listed on the Warsaw Stock Exchange
WIG�Banki Index of banks listed on the Warsaw Stock Exchange

ZU Insurance companies
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